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ECB and Fed maintain rates 

▪ At its meeting on 19 March, the Governing Council of the European Central Bank quite 

expectedly kept key interest rates at their current levels. Inflation in the eurozone reached 

1.9% in February, which is only slightly higher than 1.7% a month earlier, with core 

inflation rising from 2.2% to 2.4%. In the March scenario, the ECB sees average annual 

inflation at 2.6% in 2026 and 2.0% in 2027, while underlying inflation is projected at 2.3% 

in 2026 and 2.2% in 2027. Compared to the previous scenario, the forecast for headline 

inflation in 2026 was revised upwards by 0.7 p.p. due to the expected increase in energy 

prices due to the war in the Middle East - the forecasted oil and gas prices were increased 

by almost 30 and 57%, respectively, compared to the previous scenario. The euro area 

GDP growth projections for 2026 and 2027 have been cut by 0.3 p.p. to 0.9% and by 0.1 

p.p. to 1.3%, respectively. 

▪ In the last edition, we presented scenarios that assess the impact on the euro area 

economy and inflation, and thus on monetary policy, and now the ECB's adverse and 

severe scenarios are also available. The adverse scenario envisages an interruption of 

energy supply until the third quarter of 2026 without significant further destruction of 

energy infrastructure, and the severe scenario envisages an interruption until the fourth 

quarter with significant further destruction of energy infrastructure. In the first scenario, 

GDP growth in the EA is 0.3 p.p. lower in 2026 than in the baseline (-0.1 p.p. in 2027), 

while inflation is 0.9 p.p. higher (+0.1 p.p. in 2027). In the severe scenario, the effects are 

more pronounced, with GDP in 2026-27 lower by 0.5 and 0.4 p.p., respectively, and 

inflation higher by as much as 1.8 and 2.8 p.p. The ECB's press release highlighted 

elevated short-term risks to inflation, while over the medium term it assessed that the 

consequences would depend on the intensity and duration of the conflict and the impact 

of energy prices on consumer prices and economy. Lagarde stressed at the press 

conference, however, that the economy is now in a more favorable position than in 2022, 

when the energy shock occurred in conditions of already elevated inflation. The small 

possibility of further ECB interest rate cuts that existed until recently has now been 

completely wiped out, and the likelihood of another interest rate hike as early as June is 

increasing. In the period ahead, the duration and intensity of the shock will become 

clearer, and thus the level of pass-through of energy prices to core inflation. 

▪ The Fed has also decided to keep the fed funds rate target range unchanged. The latest 

projections point to an improved growth outlook compared with the December scenario  
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(2.4% in 2026 and 2.3% in 2027), but also higher inflation rates of 2.7% and 2.2%, 

respectively. Compared to the previous scenario, the forecast for inflation in 2026 

increased by 0.3 p.p. At the same time, the expected level of interest rates has not 

changed, still signalling a decrease of 25 b.p. by the end of this year. However, although 

the median fed funds rate remained at the level of December, there is a noticeable weaker 

tendency of the FOMC members towards further cuts, visible from the dot plot. The Fed 

emphasizes that uncertainty is still elevated, and the consequences of the Middle East 

conflict on the US economy are difficult to assess for now. 

 

 

 

 

 

 

 

 

 

 

 

▪ The EUR/USD trend was reversed, so the dollar weakened by 0.7% week-on-week to 

$1.1555 per euro.  

▪ The Euribor continued to grow on longer maturities. At the end of the week, the 3M 

Euribor stood at 2.11%, and the 6M reached 2.41%, down by 5 b.p. and up by 12 b.p. 

week-on-week. Last week, €1.8bn of 3M treasury bills were issued, with individuals 

subscribing €1.6bn with a yield of 2.50% and institutional investors €0.2bn with a yield of 

2.13%. The government's indebtedness through treasury bills thus reached €5.5 billion.  

▪ Crobex's recovery was short-lived, with a 0.7% weekly decline to 3,927 points posted last 

week. The most important sectoral indices ended the week in the positive 

(CROBEXindustry +1.5% to 3,770, CROBEXnutris +1.2% to 856, CROBEXtourist +4.8% 

to 5,624). Crobis stood still at 98.7 points. 
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LEGAL DISCLAIMER 

This publication is issued by PRIVREDNA BANKA ZAGREB-DIONIČKO DRUŠTVO (Zagreb, 

Radnička 50 (hereinafter: PBZ) and aimed at clients of the PBZ Group. This publication is 

intended for information purposes only and may not in any way be considered an offer or 

invitation to purchase any property or rights mentioned in it. The informative nature of this 

publication means that it may not serve as a substitute for the personal judgement and 

assessment of any reader or anyone who receives this publication. The information, opinions, 

analyses, conclusions, forecasts and projections given here are founded on publicly available 

data whose accuracy PBZ relies on but cannot guarantee. Accordingly, all the opinions, 

attitudes, conclusions, forecasts and projections given in this publication are subject to 

changes, which depend on changes to the data as published by the source used. PBZ allows 

further utilization of the data given in this publication on the condition that the publication is 

indicated as the source. All the property mentioned in this publication and whose movement 

is the subject of comment may from time to time be the subject of trade or positions taken by 

PBZ.  
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