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Heightened uncertainty will determine the ECB’s next moves 

▪ As expected, the ECB cut interest rates by 25 bps last Thursday (deposit facility rate 

2.50%), in line with recent data. In February, the annual inflation rate in the eurozone 

shifted slightly downward to 2.4% (from 2.5% in January), with service prices showing 

signs of slowing down for the first time in a year, falling to 3.7%, while energy prices 

slowed down again to 0.2% after a jump in January. Measure of persistent and common 

component of inflation (PCCI), for which the chief ECB economist Lane claims that it has 

the best predictive power among underlying inflation measures for future headline 

inflation1 trends, continued to hover around 2% for some time now, and excluding food 

and energy, has even fallen below that level in recent months. After accelerating in Q3 

(to 5.4% y-o-y), the growth of negotiated wages slowed down again in last year’s Q4 (to 

4.1%), and the ECB Wage Tracker predicts a significant decline in 2025, which should 

result in further weakening of pressures on service prices. 

▪ The ECB's March scenario projects a slightly higher annual inflation rate of 2.3% this year 

(2.1% was the December scenario) due to higher energy prices, and the underlying 

inflation projection has been revised slightly downwards to 2.2%. GDP growth for 2025 

and 2026 has been reduced (to 0.9%, i.e., 1.2% y-o-y), reflecting uncertainty over trade 

policies and general uncertainty. However, the ECB’s projections were drafted prior to 

recent events, i.e., announced fiscal expansion in Germany and increased defence 

funding in all of EU that could, as Lagarde admits, support growth, but also inflation.
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▪ Although several interpretations were provided for the expression “monetary policy is 

becoming meaningfully less restrictive” at the press conference, the fact remains that the 

ECB sees monetary policy as still restrictive, which would imply that we are facing 

continued easing. Expected silencing of inflation generally supports such scenario, but 

the speed at which such easing will happen is now becoming less clear. Namely, per 

current projections, reaching an inflation level of around 2% has been pushed back to 

early 2026 due to energy prices, while recent trends that the ECB has not considered 

point to a different trajectory. Our base scenario is that two more cuts will follow - in April 

and June - but the possibility of pausing at one of these meetings is growing. Lagarde 

refused to answer directly to questions regarding the next meeting, and the most 

frequently heard word in the ECB's statement and press conferences this time was 

“uncertainty”, which will clearly determine developments in the upcoming period. 

▪ Flash estimate of the Croatian Bureau of Statistics revealed that, after five consecutive 

months of strengthening, the annual inflation rate slowed down slightly in February. Thus, 

the harmonised inflation rate slowed down to 4.7% from 5.0% in January, while the 

national rate slowed down from 4.0% to 3.6%. Although all main categories recorded a 

slow-down of the annual inflation rate, it remained noticeably higher in services (7.8%) 

and food (5.6%) and in the last two months in energy (3.9%) considering the 10% increase 

in electricity, heat and natural gas prices that began at the end of last year. More detailed 

data on inflation trends in February will be revealed in the final statement in midmonth. 

▪ The euro strengthened against the dollar last week, supported by rising yields on German 

Bund after the news of a planned fiscal expansion, while continued uncertainty over tariffs 

and signs of a slowing US economy weakened the dollar. On Friday, the exchange rate 

was 1.0857 dollars to the euro, up by 4.3% w-o-w. 

▪ Euribor recorded growth up to 10 bps w-o-w for longer maturities, and 3M and 6M were 

2.5%, i.e., 2.4% at the end of the week. Last week, the Ministry of Finance issued on the 

domestic market a two-year bond with yield to maturity 2.65% in the amount of EUR 1.75 

billion offered to natural persons and institutional investors, and a five-year bond with yield 

to maturity 3.05% in the amount of EUR 1.25 billion placed only to institutional investors.  

▪ Sinking of the world stock markets also cooled down the domestic capital market so 

Crobex fell by almost 3% at the beginning of the week but then recovered by Friday, 

ultimately recording a decline of 1.0% w-o-w (to 3,302 points). Sectoral indices finished 

the week in the red (CROBEXindustry -2.5% at 2,286, CROBEXnutris -1.2% at 849, 

CROBEXtourist -0.3% at 4,346). Crobis was slightly reduced (to 99.2 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 judgment 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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