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The European Central Bank (ECB) raised its key interest rates 
by 25 basis points on 10 September, bringing the deposit 
facility rate1 to 2.50%. The US Federal Reserve (Fed) followed 
suit on 16 September, raising its rates to a range of 3.75% to 
4.00%, the first such increase since 2023. Since the outbreak 
of the conflict in the Middle East and the rise in energy prices, 
other central banks have also raised their rates or adopted a 
more hawkish stance to prevent inflation expectations from 
becoming unanchored and second-round effects2 from 
materialising. Markets are now pricing in several further rate 
hikes across the board, whether by the Fed, the ECB or the 
Bank of England (BoE). However, behind this common 
challenge and apparent synchronisation lie disparities that 
warrant closer examination. 

In the euro area, headline inflation, including energy and food, 
rose to 3.2% year-on-year in August, up from 2.9% in July, 
amid renewed pressure on energy prices over the summer. 
The ECB therefore raised its rates for the second time, 
following June’s increase, and continues to adopt a “meeting-
by-meeting” approach. Despite an upward revision to 
inflation forecasts and language suggesting a more hawkish 
stance, several factors should nevertheless be distinguished. 

Inflation excluding energy and food declined from 2.5% year-
on-year in July to 2.4% in August, close to its average level over 
the past year. According to our calculations, most measures of 
so-called underlying inflation3 also remained stable, while the 
gap between them narrowed. 

 

 

 
1Interest rate applied by the central bank to funds deposited with it by commercial banks. 
2The lasting transmission of price increases to wages and subsequently to the broader economy. 
3Underlying inflation reflects the medium-term inflation trend, excluding volatile short-term fluctuations such as changes in commodity prices. 
4An indirect and temporary consequence of an economic shock on certain prices or sectors..  
5Gross domestic product: the total value of goods and services produced within a country over a given period. 
6Purchasing Managers’ Index: an indicator measuring changes in economic activity based on surveys conducted among businesses. 

Admittedly, spillover effects4 from the energy shock can be 
observed, including higher airfares and prices for certain 
manufactured goods, but no second-round effects are 
currently apparent. Companies’ expected selling prices, as 
reported in surveys, have not changed significantly since the 
beginning of the conflict either. 

Moreover, current labour market conditions and leading 
indicators do not point to wage growth likely to fuel second-
round effects. Although GDP5 growth has proved resilient—
averaging around 0.3% quarter-on-quarter over the past two 
years in the euro area excluding Ireland, according to our 
estimates—areas of weakness remain, particularly in 
investment. Higher sovereign bond yields, combined with 
rising energy prices and input costs, also threaten to curb 
economic activity and reduce margins. Against this backdrop, 
September’s business surveys, including the PMI6, will warrant 
close attention. 

In light of these factors, a non-linear reaction function appears 
to be taking shape, in our view. A further increase in the 
deposit facility rate, from 2.50% to 2.75%, could therefore be 
considered in October or December, depending on 
developments in the conflict and energy prices. Beyond this 
threshold, which would bring the ECB into a more clearly 
restrictive phase of monetary policy, tangible evidence of 
second-round effects might be required to “justify” such a 
move. At the time of writing, markets are pricing in more than 
three additional rate hikes by mid-2027. 
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Across the Atlantic, the situation is quite different. Although 
PCE inflation7 rose from 2.9% year-on-year in February 2026 to 
3.7% in July, driven by higher energy prices, underlying 
pressures were already strong before the conflict in Iran. 
Excluding food and energy, inflation stood at 3.3% year-on-
year in July, compared with around 3% at the beginning of the 
year. In addition to energy-related factors, higher tariffs—
which continue to feed through gradually and make a 
significant contribution to goods inflation—and rising prices 
for IT components linked to investment in artificial 
intelligence (AI) are also adding to inflationary pressures. Non-
housing services are also showing the greatest persistence. 
This can be explained by wage growth remaining above pre-
pandemic norms, as well as by a larger proportion of 
subcategories rising at an annual rate of more than 3%, 
indicating a broader spread of inflationary pressures. 

Economic activity also remains robust, supported in particular 
by investment in AI. US consumers are also continuing to 
spend, as illustrated by the strong increase in retail sales this 
week. At 4.1%, the unemployment rate remains slightly below 
its estimated equilibrium level of around 4.2%. Job creation 
also remains relatively robust, particularly given the 
tightening of US immigration policy, which has lowered the 
pace of job creation required to absorb growth in the labour 
force. 

Driven by higher energy prices and robust economic activity, 
the Fed therefore raised its rates in a unanimous decision. On 
16 September, Kevin Warsh8 spoke at greater length than 
usual and delivered an assessment of the situation suggesting 
that further tightening could follow. The dots—anonymous 
projections of the policy rate submitted by each Fed member, 
including non-voting members—became more closely 
clustered and converged in the same direction. They now 
indicate one additional rate hike in 2026, followed by rates 
remaining unchanged in 2027. Despite this convergence, 
several members are also considering larger moves. The 
longer-term dots, which provide an approximation of the 
estimated neutral rate, were also raised slightly to 3.2%, 
continuing a trend that began several quarters ago. 

Inflation projections for 2026 and 2027 remained relatively 
unchanged and continue to depend on a methodological 
change that will affect the inflation data released at the end of 
the month. This change will also have implications for the 
unusual gap between CPI9 and PCE inflation. Nevertheless, the 
return to 2% inflation has once again been pushed back, as 
these same projections now point to headline inflation of 2.1% 
and inflation excluding food and energy of 2.2% in 2028. 

 

 
7Personal Consumption Expenditures, also known as the personal consumption expenditure deflator. 
8Chair of the Fed (US Federal Reserve). 
9The CPI (Consumer Price Index) and PCE indices differ in their construction methods and the weights assigned to certain categories. Currently, CPI inflation excluding 
energy and food—2.4% year-on-year in August—is below its PCE equivalent, notably due to methodological choices made during the government shutdown and the 
suspension of certain economic data releases. Under normal circumstances, annual CPI inflation is around 0.5 percentage points higher than PCE inflation on average. 

The challenge is therefore not limited, as it is in the euro area, 
to preventing the energy shock from spreading. It also involves 
bringing inflation sustainably back towards the 2% target. An 
initial “recalibration” phase could therefore lead the Fed to 
reverse all or part of the three rate cuts implemented last year. 
The question remains whether a second phase of more 
restrictive monetary policy—also dependent on the estimated 
equilibrium rate—will be necessary if the first phase “fails”. 
Although it is too early to envisage such a scenario, it cannot 
be ruled out entirely. 

Elsewhere, the BoE, which kept its rates unchanged at 3.75% 
this week, and the BoJ (Bank of Japan), which raised its rates 
to 1.25% as part of its efforts to move closer to a neutral 
stance, are also facing challenges of their own beyond the 
common energy factor. 

A quasi-coordinated phase of monetary tightening has begun, 
but beneath the surface, increasingly divergent trajectories 
are emerging. 

This document does not constitute an offer to subscribe or 
investment advice. The opinions expressed reflect those of the 
investment management team and may change over time. 

 
Further information is available at dnca-investments.com. 
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INVESTING IN FINANCIAL MARKETS INVOLVES RISKS, 
INCLUDING THE FOLLOWING: 

— Risk of capital loss, 

— Equity risk: if equity markets decline, the value of a financial instrument may fall, 

— Interest-rate risk: changes in interest rates may cause the value of a financial instrument to fall, 

— Credit risk: the risk that the issuer may be unable to meet its obligations, 

— Currency risk: this arises from exposure to a currency other than the financial instrument’s reference currency.
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In Switzerland: Provided for  information purposes only by Natixis Investment Managers, 
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Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zürich.  

In  the  British  Isles:  Provided  by  Natixis  Investment  Managers  UK  Limited  which  is 
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