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Hawkish pause sets the stage for
a September hike

Carlos Castellano, Miguel Jiménez, Maria Martinez

= The ECB paused unanimously, although several members saw a case for another hike,
putting a possible September move firmly on the agenda.

= | agarde struck a more hawkish tone, dropping the "more balanced" assessment used
at Sintra and warning that the energy shock has yet to fully feed through the economy.

= Softer recent inflation and no second-round effects gave the ECB room to wait, but
renewed Middle East tensions have increased our bias towards a September hike.

As expected, the ECB left its three key interest rates unchanged, with the deposit facility rate remaining
at 2.25%. The decision was unanimous, although Lagarde acknowledged that some Governing Council
members had considered the case for another rate increase. Ultimately, the Council judged the current
stance to be appropriate while it waits for more data and monitors developments in the Middle East and energy
markets.

The economic picture was somewhat more encouraging, with activity indicators pointing to a modest
improvement. The message on inflation, however, remained cautious. Despite June’s downside surprise, the
ECB believes the full impact of the energy shock has yet to feed through the economy. Short-term
inflation expectations remain elevated, although longer-term expectations are still anchored around 2%. The
balance of risks is unchanged from June, tilted to the downside for growth and to the upside for inflation.

Looking ahead, Lagarde reiterated that there is no forward guidance or pre-set path for interest rates, with
decisions continuing to be taken meeting by meeting. By September, the ECB will have received a substantial
amount of new information and, as Lagarde put it, the “burden of proof is on the data”. The Council will
continue to assess the intensity, duration and propagation of the energy shock within its usual reaction
function.

Even so, Lagarde’s tone was clearly more hawkish. She confirmed that the “more balanced” assessment
presented at Sintra had been dropped and acknowledged that the milder scenario looks unlikely. At the
same time, she repeatedly stressed that the ECB is not currently seeing evidence of second-round
effects.

On minimum reserve requirements, Lagarde said the issue had not been discussed at this meeting. However,
she added that this “does not mean it will not be considered in the future”, leaving the topic open for discussion
at a later stage.

Overall, the ECB chose to pause after June’s 25bp hike, as softer-than-expected inflation and the absence of
second-round effects gave the Governing Council room to wait for more evidence. However, the renewed
escalation of the conflict, the risk of disruption to shipping through the Red Sea and the rebound in energy
prices keep inflation risks tilted to the upside. Against this backdrop, our bias towards a September hike
has increased, particularly if the disruption linked to Iran remains unresolved over the summer.
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PLEASE NOTE: TRACKING CHANGES IN FOLLOWING STATEMENTS

in grey, wording common to both the current and previous statements, in light grey
and crossed, previous wording that was replaced by new wording, in blue and
underlined (YES, TRACK CHANGES ARE THERE ON PURPOSE).

Christine Lagarde, President of the ECB,

Boris Vuj¢i¢, Vice-President of the ECB

Frankfurt am Main, 23 July 2026

Good afternoon, the Vice-President and | welcome you to our press conference.

The Governing Council istoday decided to keep the three key ECB interest rates unchanged. The outlook for energy prices, while
highly volatile, currently stands close to the baseline of the June Eurosystem staff projections and well above the levels recorded
prior to the conflict in the Middle East. Uncertainty remains high and the full inflationary impact of the energy shock has yet to play
out. We are therefore closely monitoring the intensity and duration of the shock, as well as its indirect and second-round effects.
We are committed to setting monetary policy to ensure that inflation stabilises at our two per cent target in the medium term.

With today’s decision, we remain well positioned to navigate the uncertainty caused by the conflict. We will

follow a data-dependent and meeting-by-meeting approach to determining the appropriate monetary policy
stance. In particular, our interest rate decisions will be based on our assessment of the inflation outlook and the risks surrounding
it, in light of the incoming economic and financial data, as well as the dynamics of underlying inflation and the strength of
monetary policy transmission. We are not pre-committing to a particular rate path.

The decisions taken today are set out in a press release available on our website.
I will now outline in more detail how we see the economy and inflation developing and will then explain our assessment of
financial and monetary conditions.


https://www.ecb.europa.eu/press/pr/date/2026/html/ecb.mp260723~29f24d99bc.en.html
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Economic activity

Adjustingfor-a temporary factorRecent |nformat|on pomts to some |mprovement in #elahd—theuewe%areeeﬂem%gtew
economic activity in the firstsecond quarter, 3 3 wareven though the
conflict in the Middle East is-weighing-onremained a headwmd Survevs suqqest that act|V|ty and%weys%wﬁmg%
slowdown;-especially-in the services- sector has partly recovered, after weakening markedly in the immediate aftermath of the
energy shock. Digital services have been robust, in part owing to the increasing contribution from Al-related activity.
Manufacturing has held-up-se-far—tn-part-this-is-because-continued to hold up, supported by firms have-been-building up
stocks to cope-with-guard against supply chain pressures-ttalso-reflectsrisks, as well as by higher defence spending.

Ihe—labew—matket—mmams—tesmeﬂt— Unemployment— stood at 6. 3—|eer—eent2% in A—pFI—l—FeFF}GH-HS y close to hlstoncal

I:abeu#demanel—ha&eeeted—tu#he#aﬂd—m the same tlme |ob postlnqs have contmued to declme and both firms and
households expect the labour market to weaken-

Forward-looking indicators suggest that economic growth will remain modest in the near term, weighed down by the energy shock

and related uncertainties. Yet the fundamental drivers of medium-term growth remain intact. Private consumption, investment in
new digital technologies, government spending on defence and infrastructure, and some recovery in exports should all contribute
to overall growth momentum.

The Governing Council highlights-the-reiterates its call for urgent feedaction to strengthen the euro area economy while
maintaining sound public finances. Fiscal-sustainability-is-a-crucial-anchorforbroadereconomic-stability-Simplifying and
harmonising rules across the EU’s Single Market, accelerating the energy transition and completing the savings and investments
union are key building blocks. Fiscal responses to the energy price-shock should be temporary, targeted and tailored,as-
emphasised, The positive vote in the European Commission’s2026-European-Semester-SpringParliament earlier this
month was a significant milestone on the path to establishing the digital euro. We welcome the shared objective of the
Parliament, EU Council and Commission of reaching aqreement by the end of this year on the Slnqle Currencv Package

Eurepean-firms-grow-fasterequivalent, prowdlnq a means of pavment for any dlmtal transaction throuqhout the euro area.

Inflation

Inflation resedeclined to 3-2.8 per cent in June, from 3.2 per cent in May;-frem-3-0-percent-in-Aprik. Energy price inflation
ticked-updeclined to 1:0-98.5 per cent, after 10.8 per cent in ApriMay, while food price inflation fell from 2.41.9 per cent to
2.01.5 per cent. Inflation excluding energy and food picked-upeased to 2.54 per cent, from 2.26 per cent in April-asMay, with
goods inflation edged-up-todecreasing from 0.9 per cent to 0.7 per cent and services inflation increased-from 3.05 per cent to
3.52 per cent.
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Hewever—ttThe energy shock continues to feed into hlqher prices. It is becomlng more expensive for flrms to source etherL

inputs and they therefore expect to put up their selling prices. Moreover,-some-indicators-of While developments in underlying
inflation have -remained contained, the full effects of the energy shock have
yet to play out. The ECB’s wage tracker and surveys on wage expectations continue to indicate moderate wage growth over the
coming quarters. Rising labour productivity has also helped contain growth in unlt labour costs Inflation expectatlons over shorter
horizons remain well-aboveat elevated levels-be
Most measures of longer-term inflation expectations stand at around 2 per cent supportlng the stablllsatlon of |anat|on around
target in the medium term.

The-inerease-inWhile energy prices-will-liftprice inflation further-overdeclined in June, its rise since the summerstart of the
conflict — and its |mpact on food qoods and services price |nflat|on - |s Ilkelv to keep inflation well above target into the first half
of 2027. H-w : atien—Inflation should then returp-to-targetin-the-
%eend—ha#—ef—EQZ—?—sempe#eeLby—faﬂmdechne as energy prices_are expected to fall and slewer-increases-in-other prices-

should r|se more sIova However, the war—m—the—%ddfe—’éastconﬂlct remalns a major source of uncertalnty Ihe—lenger—

eff-eets—We wH4are therefore closely menttermonltorlng the size and per3|stence of the energy price increase, and how it feeds
through to price and wage-setting, inflation expectations and overall economic dynamics.

Risk assessment

The risks to the growth outlook are to the downside i i mar-
volatile-global-peliey-environment—Prolonged, While the Memorandum of Understandlnq aqreed between the Unlted States
and Iran in June constituted a first attempt to resolve the conflict, recent weeks have brought renewed setbacks and_the
geopolitical situation remains fragile. Renewed dlsruptlon of energy supplies could increase energy prices further and for longer

spendlnq and |nvestment A worsening of global flnanC|aI market sentlment or a tighter supply of credit could dampen demand
Additional frictions in international trade could also further disrupt supply chains, reduce exports and weaken consumption and
investment. Other geopolitical tensions, in particular Russia’s unjustified war against Ukraine, remain a major source of
uncertainty. By contrast, growth could turn out to be higher if the economy and energy markets were to adapt more quickly than
expected to the disruption caused by the warconflict in the Middle East or if the warconflict was resolved prompthy-and-
sustainably. Moreover, planned defence and infrastructure spending, and reforms to enhance productivity and complete the
Slnqle Market as weII as euro area firms adopting new technologles may drlve up growth by more than expected--A-deeper

The I'ISkS to the |nflat|on outlook are to the up5|de lfThe energy pnees—were—te—nse—by—mereeshock could intensify further and
forlonger-its effects on other prices and wages could be stronger than currently expected;-eure-area, The longer energy prices
stav high, the more I|ker thev are to drive up broader inflation Weulettnereaseafurther—'ﬁuseeu@berew#ereedrandr

breadirytthrouqh indirect and second- round effects Ongoing trade tenS|0ns could-alse give rise to more fragmented global

supply chains, curtail the supply of critical raw materials and worsen capacity constraints in the euro area economy. Extreme
weather events; — as illustrated by the ongoing heatwaves — and the unfolding climate and nature crises more broadly, could
drive up food prices by more than expected. By contrast, inflation could turn out to be semewhat-lower if the economic-effects-
ofthe-warconflict in the Middle East proved-te-be-meore-shert-lived-than-currenthy-expectedwas resolved sustainably or if
indirect or second-round effects proved less pronounced than anticipated. More volatile and risk-averse financial markets could
weigh on demand and thereby lower inflation as well.

Financial and monetary conditions
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Fmanelal—OveraII financial condltlons a%e—breae”y—unehanged—have become sllqhtly thhter smce our lastgrewou meetlng—bbl{—

centin-Mareh:, consistent with the increase in the key ECB interest rates. Bank Iendlng rates for firms and the cost of issuing
market-based debt remained unchanged in May, at 3.6 per cent in-Apriland mortgage rates-at-3.4.0 per cent-

respectively. The annual growth rate of bank lending to firms increased to 4.0 per cent, from 3.4 per cent in April, from-3.2-per-
centin-March,while-the-but this was partly offset by slower growth rate-cfin corporate bond issuance-rese-to-, which fell from

4.65 per cent—Mortgagelending-in-Aprilagain-grew-by to 3.04 per cent.

l—H—l—I—He—WI—t—h Credlt standards for busmess loans thhtened somewhat in the second quatrter, as reported in our mene%apy—pehey—

borrowing for flxed mvestment by Iarqe flrms

Mortgage rates rose to 3.5 per cent in May, after 3.4 per cent in April, while mortgage lending growth edged up to 3.1 per cent.
Credit standards for mortgages tightened in the second quarter as banks became more concerned about the economic risks
faced by their customers and less willing to take on risks themselves. Demand for mortgages decreased on the back of
deteriorating consumer confidence and higher interest rates.

Conclusion

The Governing Council today decided to raisekeep the three key ECB interest rates by-25-basis-pointsunchanged. We are
committed to setting monetary policy to ensure that inflation stabilises at our two per cent target in the medium term. We will
follow a data-dependent and meeting-by-meeting approach to determining the appropriate monetary policy stance. Our interest
rate decisions will be based on our assessment of the inflation outlook and the risks surrounding it, in light of the incoming
economic and financial data, as well as the dynamics of underlying inflation and the strength of monetary policy transmission. We
are not pre-committing to a particular rate path.

In any case, we stand ready to adjust all of our instruments within our mandate to ensure that inflation stabilises sustainably at
our medium-term target and to preserve the smooth functioning of monetary policy transmission.
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DISCLAIMER

The present document does not constitute an “Investment Recommendation”, as defined in Regulation (EU) No 596/2014 of
the European Parliament and of the Council of 16 April 2014 on market abuse (“MAR”). In particular, this document does not
constitute “Investment Research” nor “Marketing Material”, for the purposes of article 36 of the Regulation (EU) 2017/565 of 25
April 2016 supplementing Directive 2014/65/EU of the European Parliament and of the Council as regards organisational
requirements and operating conditions for investment firms and defined terms for the purposes of that Directive (MIFID II).

Readers should be aware that under no circumstances should they base their investment decisions on the information
contained in this document. Those persons or entities offering investment products to these potential investors are legally
required to provide the information needed for them to take an appropriate investment decision.

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data or opinions regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we
consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either
express or implicit, regarding its accuracy, integrity or correctness.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest
in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or
decision of any kind.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.



