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The ECB cut its main policy rate in April by 25 bps, to 2.25% as expected. This latest decision was a bit of a no-brainer 
with inflation now close to 2% and expected to stay in that range - and possibly below it - over the remainder of 2025. 
This puts the ECB policy stance more firmly in neutral territory, but in our mind important questions remain as to whether 
trade uncertainty will tip the ECB into accommodative territory later this year. 

Our Take on the Meeting 
The ECB cut its reference to policy restrictiveness in its latest monetary policy decision, which the market could interpret 
as a hawkish signal. However, new language suggesting that services inflation - a key indicator of underlying domestically 
generated inflation - has “eased markedly” was also added to the statement. Additionally, the statement flagged that trade 
tensions have led to a tightening in financial conditions. We interpret both of these statements as quite dovish and stick 
with our call of one more 25 bp rate cut to 2% in June. 

Thereafter, we are far less convicted on further rate cuts from the ECB for 2025. Our view is that the market could be over 
its skis in expecting aggressive central bank rate cuts to support the real economy in the face of this latest phase of a U.S.-
induced global trade shock. 

Crucially, the June meeting will predate the end of the 90-day reciprocal tariff reprieve, which could muddy the waters when 
it comes to the inflation outlook. As a result, after the June meeting we expect the ECB to pause cuts, and only resume 
cutting towards year end if inflation remains subdued and the real economy weakens further on the back of tariffs. For now, 
however, we remain of the view that one more cut in June is pretty much in the bag. 

Market Reaction 
Despite the fact that the ECB decision to cut interest rates had been widely expected, the initial reaction in financial markets 
was consistent with a dovish read. Front-end rates fell more than low-end rates, the EUR weakened vs the USD and GBP, 
and measures of credit risk (e.g. CDS spreads) dropped. Admittedly, these are not large moves but they are reassuring 
after a turbulent start to Q2 in global markets. 

One contrast worth noting is versus U.S. monetary policy. While markets have been very comfortable pricing in cuts for 
the ECB, investors have been more hesitant around the U.S. policy path. This reflects the very different potential impact 
from tariffs, which are seen as more inflationary in the U.S. than in Europe. Figure 1, for example, shows that two-year 
German yields have fallen more decisively than two-year U.S. Treasury yields since the end of March. 
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FIGURE 1: Markets have been more comfortable with the ability of the ECB to ease policy than the Fed’s (%) 

 
Source: Bloomberg 

Given the structural and cyclical (trade war risks) challenges faced by the eurozone, rates markets had already concluded 
that a dovish ECB tilt was likely. The probability of ECB cuts beyond neutral doubled over the past month alone, according 
to our market based probabilistic pricing tool (Figure 2). Our view is that the ECB’s mention of increased uncertainty and 
tightening in financial conditions gives even more confidence to the market that a cut in June is highly likely. 

FIGURE 2: Front end pricing has shifted to the dovish side for the ECB over the past month (%) 

 
Source: PGIM Fixed Income 

The comments, opinions, and estimates contained herein are based on and/or derived from publicly available information 
from sources that PGIM Fixed Income believes to be reliable. We do not guarantee the accuracy of such sources or 
information. This outlook, which is for informational purposes only, sets forth our views as of this date. The underlying 
assumptions and our views are subject to change. Past performance is not a guarantee or a reliable indicator of future 
results. 
Source(s) of data (unless otherwise noted): PGIM Fixed Income, as of March 2025. 
For Professional Investors only. Past performance is not a guarantee or a reliable indicator of future results and an 
investment could lose value. All investments involve risk, including the possible loss of capital. 
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exit of the United Kingdom from the European Union. These materials are issued by PGIM Limited and/or PGIM Netherlands B.V. to persons who are 
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as defined in Section 1 of Part 1 of Schedule 1 of the Securities and Futures Ordinance (Cap.571). In Australia, this information is presented by PGIM 
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留意事項  
 

※本資料はPGIMフィクト・インカムが機関投資家向けに作成したものです。PGIMフィクスト・インカムは、米国SECの登録投資顧問会社であるPGIM
インクの債券運用部門です。 
 
※本資料は情報提供を目的としたものであり、特定の金融商品の勧誘又は販売を目的としたものではありません。また、本資料に記載された内容等に
ついては今後変更されることもあります。 
 
※記載されている市場動向等は現時点での見解であり、これらは今後変更することもあります。また、その結果の確実性を表明するものではなく、将来
の市場環境の変動等を保証するものでもありません。 
 
※本資料で言及されている個別銘柄は例示のみを目的とするものであり、特定の個別銘柄への投資を推奨するものではありません。 
 
※本資料に記載されている市場関連データ及び情報等は信頼できると判断した各種情報源から入手したものですが、その情報の正確性、確実性につ
いて当社が保証するものではありません。 
 
※本資料に掲載された各インデックスに関する知的財産権及びその他の一切の権利は、各インデックスの開発、算出、公表を行う各社に帰属します。 
 
※過去の運用実績は必ずしも将来の運用成果等を保証するものではありません。 
 
※本資料は法務、会計、税務上のアドバイスあるいは投資推奨等を行うために作成されたものではありません。 
 
※PGIMジャパン株式会社による事前承諾なしに、本資料の一部または全部を複製することは堅くお断り致します。 
 
※“Prudential”、“PGIM ”、それぞれのロゴおよびロック・シンボルは、プルデンシャル・ファイナンシャル・インクおよびその関連会社のサービスマークであり、
多数の国・地域で登録されています。 
 
※PGIMジャパン株式会社は、世界最大級の金融サービス機関プルデンシャル・ファイナンシャルの一員であり、英国プルーデンシャル社とはなんら関係が
ありません。 
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