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Markets 

• We believe that the ECB will hike its policy rate at next week’s meeting or in April. In absence of any surprise cease-
fire this weekend, the central bank be presented with a $100/b oil price and a tough dilemma when it gathers next 
Thursday. Even yesterday’s announcement by the International Energy Agency that members will release a record 
400mn barrels of oil from their emergency stocks provided no relief. Iran keeps attacking the few vessels trying to 
pass through the blocked Straight of Hormuz with the US unable/unwilling to provide military escort. In the 
meantime, overall production grinds to a halt while Oman also evacuated a key oil port following attacks. Recall that 
also LNG production remains halted at QatarEnergy (force majeure since March 6). On top, it will take time to restore 
both confidence and supply chains once the conflict does come to an end. Having touted that policy is in a good 
place with room to address symmetric risks around the outlook, it might already be time for the ECB to put the 
money where the mouth is. Technical assumptions for the December 2025 Eurosystem staff macroeconomic 
projections counted on an average Brent crude price of $62.5/b this year and next to help stabilize inflation near the 
2% target over the complete policy horizon. The cut-off date for new projections was just before the start of the 
conflict in the Middle-East with the ECB planning scenario analysis to help explain its potential reaction function. We 
believe the ECB to be more trigger-happy because it learnt the hard way four years ago that supply-related 
energy/inflation shocks are able to ignite second-round effects. They lure this time around as well through for 
example food prices (fertilizer supply disrupted) and inflation expectations (already sticky above ECB’s inflation 
target) and by far exceed downside economic risks. ECB president Lagarde in her most recent testimony before 
European parliament flagged the gap between perceived and actual inflation and why it complicated the ECB’s task 
to anchor inflation expectations. And while headline inflation may be significantly lower than compared with the 
start of Russia’s full-scale inflation in Ukraine, core inflation levels are at pretty similar levels. Going into the blackout 
period ahead of Thursday’s meeting, ECB President Lagarde said they should be vigilant to developing inflation 
risks. That wording contrasts sharply with the “transitory” narrative which dominated in the spring of 2022. This 
set-up suggests that the central bank won’t wait until July to address the energy price shock (timeline of 2022 with 
more or less similar starting dates to conflicts). Failure to respond risks pushing the long end of the curve up as well 
through rising inflation risk premia and complicates the process of getting any inflationary risks/expectations back 
under control. The break-down of the German 10-yr yield already shows inflation expectations being responsible for 
the latest increase in nominal yields. They rose to 2.3%, the highest level since 2023 and ending a period of two years 
of near stability around the ECB’s 2% inflation target. The persistent bear flattening of EMU yield curves is 
testament to the market shift towards embracing a different ECB reaction function. While a March rate hike is 
currently a wildcard (6%), odds for April action are becoming significant (25%).  

News & Views 

• US Trade Representative Greer yesterday announced the first series of new trade investigations that ultimately 
may end up in new import tariffs. The eventual goal is to by and large replicate the levies introduced under the 
International Emergency Economic Powers Act that were struck down by the Supreme Court last month. The probes 
are initiated under Section 301 of the Trade Act which allows the US to impose tariffs in response to other nation’s 
trade measures that are considered discriminatory. The USTR’s case rests on allegations of production overcapacity 
in many sectors including aluminum, automobiles, electronics, paper, plastics, machineries and chemicals. Some of 
the biggest economies that are subject to the investigation are China, the EU, Mexico, India, Japan, South Korea and 
Taiwan, along with Switzerland, Norway and other ASEAN countries (Cambodia, Singapore, Malaysia …). The Trump 
administration is expected to announce today separate probes that could lead a ban on imports if found to be 
made with forced labour. Greer seeks to conclude findings before the 10% Section 122 levies, introduced after the 
Supreme Court decision, fade out by end-July. 

• Australian consumer inflation expectations in March hit the highest level since July 2023. The 5.2% is another 
acceleration from February’s 5% and compares with 3.6% one year ago. The release comes just days before the 
central bank (RBA) meeting next Tuesday and gives a slight boost to the market implied probability of a rate hike 
(73%). Chances jumped sharply yesterday after RBA Deputy Governor Hauser issued a stark warning yesterday that 
they won’t made the same mistake of having inflation at a way too high level following the energy price surge in 
2022. Governor Bullock just last week called the March meeting a live one, citing the inflationary risks. 
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GE 10y yield 

Confidence grew that inflation returned to 2% 
allowing the ECB to reduce its policy rate to 2%, 

reaching neutral territory. The ECB considers it to be 
in a good place to respond to potential shocks. Lower 
EMU January inflation prints and risk aversion averted 

a break above key 3% resistance. A new test amid 
rising inflation risks is in the making, however, after 

the war in Iran erupted.  
 

 

US 10y yield 

The Fed’s focus shifted to increased attention for 
(risks to) the labour market with 25 bps rate cuts in 

September, October and December. The Fed now 
nears a neutral policy level allowing for a longer 
pause. While the debate on further easing isn’t 

finished, the focus is increasingly turning back rising 
inflation risks from downside labour market risks. 

The 10-yr yield rebounded from the YtD lows in the 
wake of the Iran war. 

 
 

EUR/USD 

In 2025, Trump’s explosive policy mix triggered 
uncertainty on future US economic growth and 
sustainability of public finances with markets 

showing a loss of confidence in the dollar. The Fed 
subpoenas, Greenland, and the US administration’s 
(not so) hidden preference for a weaker USD, the 

tariff narrative and attack against Iran have 
reignited long-lingering market concerns. Risk-

related safe haven flows nevertheless still hang in 
the balance. 

 
EUR/GBP 

Sterling snapped through multiple support zones, 
pushing EUR/GBP in November last year to its 

highest levels since early 2023. A new sell-off was 
avoided after Chancellor Reeves’ November 

Autumn Budget, but we stick to our view that eco 
fundamentals limit sustained further sterling gains. 
Over time, EUR/GBP still might return towards the 

0.90 handle. 
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This non-exhaustive information is based on short-term forecasts for expected developments on the financial markets. KBC Bank cannot guarantee 
that these forecasts will materialize and cannot be held liable in any way for direct or consequential loss arising from any use of this document or its 
content. The document is not intended as personalized investment advice and does not constitute a recommendation to buy, sell or hold 
investments described herein. Although information has been obtained from and is based upon sources KBC believes to be reliable, KBC does not 
guarantee the accuracy of this information, which may be incomplete or condensed. All opinions and estimates constitute a KBC judgment as of the 
data of the report and are subject to change without notice. 
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