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Meeting of 29-30 October 2025 

Account of the monetary policy meeting of the Governing Council 

of the European Central Bank held in Florence on Wednesday and 

Thursday, 29-30 October 2025 

27 November 2025 

1. Review of financial, economic and monetary developments 
and policy options 

Financial market developments 

Ms Schnabel started her presentation by noting that since the Governing Council’s previous monetary 

policy meeting on 10-11 September 2025, financial markets had once again shown resilience to 

shocks. The risk appetite of investors in the euro area stood close to its highest level since the onset 

of the global financial crisis, amid persistently low volatility across asset classes. 

The prevailing positive risk sentiment had been underpinned by the macroeconomic outlook in both 

the euro area and the United States, with both economies continuing to show greater than expected 

resilience to the ongoing trade conflict and geopolitical headwinds. Market indicators of expectations 

for euro area growth continued to suggest a robust economic expansion. Growth expectations for 

2025 had been revised up and stood well above their level prior to the initial announcement of higher 

US tariffs. Growth expectations for 2026 and 2027 were close to pre-tariff expectations and were near 

to the level of potential growth. Market indicators of medium-term inflation expectations were close to 

2%. The one-year inflation-linked swap (ILS) rate two years ahead in the euro area had hovered 

around 1.85% since August, corresponding to around 1.95% when including tobacco, despite a 

decline in crude oil prices. US inflation compensation, as measured by the one-year ILS rate two years 

ahead, had fallen below 2.4%, down from 2.5% in late August. This had reinforced investor confidence 

that the US Federal Reserve System would continue to lower interest rates, which had been another 

key factor supporting global risk appetite. 
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The resilient macroeconomic outlook had strengthened the market view that the key ECB interest 

rates continued to be in a good place. According to the latest overnight index swap (OIS) forward 

curve, investors had almost fully priced out any further rate cut in 2025, but left the door open for 

another rate cut in 2026, assigning a 40% chance to one additional rate cut by the end of 2026. By 

contrast, the median participant in the October Survey of Monetary Analysts anticipated no further cuts 

in 2025 and saw the rate-cutting cycle as being concluded, in line with the latest Bloomberg and 

Reuters surveys. As incoming data had reduced uncertainty about the economic impact of US trade 

policies, uncertainty around the ECB’s policy rate path had also declined. 

Buoyant risk sentiment, supported by the resilient macroeconomic backdrop and by optimism on the 

impact of artificial intelligence (AI), had been mirrored in equity markets. Euro area and US equity 

prices had continued to rise since the Governing Council’s previous monetary policy meeting, with 

only a brief dip in mid-October following renewed US-China trade tensions and concerns about some 

US regional banks. A decomposition of euro area stock market developments illustrated that the rally 

since the start of the year had been largely driven by upward revisions in earnings expectations, more 

than compensating the effect from expectations of somewhat tighter monetary policy. At the same 

time, the continued strong performance of stock markets had raised increasing concerns about 

potential overvaluations in financial markets, especially in the United States. Standard earnings-based 

valuation metrics could even be understating potential overvaluation, as they did not consider the 

surge in capital expenditure. While AI optimism had driven huge investments and higher expectations 

of future earnings, cash returns had lagged. 

The surge in stock prices had been accompanied by a sharp rise in gold prices, refuting historical 

correlations. The current gold rally had been initially driven by central banks diversifying their reserves, 

especially in emerging markets. More recently, institutional and retail investors had joined in, and there 

had been exceptionally strong inflows into gold-backed exchange-traded funds (ETFs). This shift could 

reflect investors hedging risks related to a possible correction of stretched equity valuations or a 

gradual move away from US dollar-denominated assets as the primary safe haven. 

Such developments had also been reflected in investors’ hedging against currency risks. Since the 

April tariff announcements, inflows into US equity ETFs had been accompanied by a marked rise in 

hedging activity, which had waned recently but remained elevated. At the same time, recent exchange 

rate developments spoke against a broad-based rebalancing away from US dollar assets. The dollar’s 

decline in nominal effective terms had come to an end in July, and since then it had moved broadly 

sideways. Similarly, the euro had stopped appreciating and had also remained broadly stable over the 

past four months, both in nominal effective terms and against the US dollar. Moreover, option price 

data indicated that risks to the level of the EUR/USD exchange rate had become more balanced. 

With advanced economies expected to increase bond issuance, there had been a steepening of the 

euro area OIS spot yield curve over 2025 after years of inversion, bringing it closer to its long-term 

average. However, since the Governing Council’s previous monetary policy meeting, the steepening 

trend had stalled. Euro area sovereign debt markets had continued to function smoothly, helped by the 
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activities of debt management offices. Within the euro area, country-specific fundamentals continued 

to explain changes in sovereign yields. At the same time, firm-specific characteristics had been the 

primary drivers of the variation in corporate bond pricing across countries, suggesting an integration of 

the euro area corporate bond market.  

Overall, strong risk sentiment and, to a lesser extent, a weaker exchange rate had led to an easing of 

euro area financial conditions. Financial conditions had broadly returned to levels observed three 

years earlier, shortly after the start of the monetary policy tightening cycle.  

Turning to money markets, discussions about a gradual slowdown or phasing-out of quantitative 

tightening in the United States and the United Kingdom had intensified, as occasional spikes in repo 

market rates had signalled less abundant reserve levels. However, the euro area had not yet seen any 

broader impact from less abundant excess liquidity levels. Euro area repo rates had risen gradually, 

but they remained close to the deposit facility rate. This had also been reflected in limited recourse to 

the ECB’s standard refinancing operations. 

The global environment and economic and monetary developments in the euro area 

Mr Lane then went through the latest economic, monetary and financial developments in the global 

economy and the euro area.  

Starting with inflation developments in the euro area, Mr Lane noted that the assessment of the 

inflation outlook was broadly unchanged. Inflation remained close to the 2% medium-term target and 

was evolving broadly as expected. Headline inflation had increased to 2.2% in September from 2.0% 

in August. The increase reflected a reduction in energy price deflation, to -0.4% from -2.0% in August, 

which was largely driven by a base effect. Non-energy inflation had been constant at 2.5% since May. 

Food price inflation had moderated to 3.0% in September from 3.2% in August. Core inflation, i.e. 

excluding energy and food, had edged up to 2.4% from 2.3%, owing to a 0.1 percentage point 

increase in services inflation to 3.2%. Non-energy industrial goods inflation had been unchanged at 

0.8% for the third month in a row. 

Indicators of underlying inflation remained consistent with the 2% medium-term target. While company 

profits were recovering, labour costs were set to moderate further, thanks to an easing in wage growth 

and rising productivity. Forward-looking indicators, such as the ECB wage tracker and surveys on 

wage expectations, pointed to slower wage growth over the remainder of 2025 and the first half of 

2026, in line with the September ECB staff macroeconomic projections for the euro area. 

Most measures of longer-term inflation expectations continued to stand at around 2%. The latest 

Surveys of Professional Forecasters had shown a medium-term profile similar to that in the staff 

projections. Market-based indicators of inflation compensation were also broadly in line with the 

September projections. 

Turning to the external environment, the euro exchange rate had moved broadly sideways against the 

US dollar and in nominal effective terms since the Governing Council’s last monetary policy meeting. 
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Forward curves for oil and gas were broadly unchanged compared with the September projections. 

Global food prices had declined significantly since the start of the year, but from a very high level.  

The latest indicators suggested resilience in global economic activity. The global composite 

Purchasing Managers’ Index (PMI) excluding the euro area had averaged 53.0 in the third quarter of 

the year, compared with 51.4 in the second quarter, supported in particular by the services sector. The 

manufacturing PMI had also increased on average in the third quarter, but manufacturing output had 

exhibited some volatility, as firms processed inputs that had been stockpiled earlier in the year in 

anticipation of higher tariffs. Global trade growth was expected to slow in the near term. 

The euro area economy had grown by 0.2% in the third quarter of the year, according to Eurostat’s 

preliminary flash estimate. The composite PMI had averaged 51.0 in the third quarter, compared with 

50.4 in the second quarter. For October, the flash composite PMI had increased to 52.2, from 51.2 in 

September, driven by the services component, which had risen to 52.6 from 51.3 in September. The 

services sector had continued to grow, boosted by strong tourism and, especially, by a pick-up in 

digital services. The Corporate Telephone Survey showed that many firms had stepped up their efforts 

to modernise IT infrastructures and integrate AI into their operations. Meanwhile, manufacturing had 

been held back by higher tariffs, still-elevated uncertainty and the stronger euro. The headline PMI 

reading for the manufacturing sector pointed to stagnation, at 50.0 in October, compared with 49.8 in 

September. 

The unemployment rate had stood at 6.3% in September, close to its historical low. The employment 

PMI had returned to its August level of 50.8 in October, up from 49.7 in September, reflecting an 

increase in services sector employment. However, the manufacturing employment PMI had contracted 

further in October. While the trend in the Indeed job postings data indicated a softening in labour 

demand in recent months, there were signs of some stabilisation in the September reading. 

Turning to fiscal policies, the September staff projections had foreseen a slight tightening of the fiscal 

stance in 2025 and a slight loosening in 2026. National budgetary plans for 2026 had recently been 

submitted by most euro area countries. A comprehensive assessment by Eurosystem staff would be 

presented in the December projections. 

The economy should benefit from consumers spending more as real incomes rose. Households 

continued to save an unusually high share of their incomes: in the second quarter the saving rate had 

stood at 15.5%, well above the average of 13.0% recorded prior to the pandemic. Over recent years, 

this increase had been driven in particular by rising incomes, the incentive to restore wealth in real 

terms after the erosion during the high-inflation period, and higher interest rates. Over time, the 

recovery in the financial position of households, lower interest rates and less uncertainty were 

expected to give households a greater margin to reduce savings and to increase spending further. 

Investment should be underpinned by substantial government expenditure on infrastructure and 

defence, as well as the ECB’s past interest rate cuts.  

By contrast, the global environment was likely to remain a drag. Euro area goods exports had 

reversed the frontloading recorded in the first quarter, contracting by 3.1% in three-month-on-three-

month terms in August. The PMI for new export orders in manufacturing continued to signal 
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contraction, at 49.0 in October compared with 48.7 in September, pointing to further declines. The full 

impact of higher tariffs on euro area exports and manufacturing investment would only become visible 

over time. The latest surveys pointed to a medium-term growth outlook that was broadly in line with 

the September staff projections. 

Market rates had remained broadly unchanged since the Governing Council’s previous monetary 

policy meeting. The ECB’s past interest rate cuts had continued to reduce bank lending rates for firms, 

which had averaged 3.5% in August. Meanwhile, the cost for firms of issuing market-based debt had 

remained constant in August (also at 3.5%), as the longer-term yields on which such debt was priced 

had been relatively stable. Similarly, the average interest rate on new mortgages had barely changed 

since the start of the year and had stood at 3.3% in August. 

Growth in broad money – as measured by M3 – had slowed to 2.8% in September from 2.9% in 

August, 3.3% in July and an average of 3.8% over the first half of the year. The annual growth rate of 

bank lending to firms had edged down to 2.9% in September from 3.0% in August. Corporate bond 

issuance had also slowed to 3.3% on a yearly basis, from 3.5%. According to the latest bank lending 

survey for the euro area, credit standards for business loans had tightened moderately in the third 

quarter, as banks became more concerned about the risks faced by their customers. Firms’ demand 

for credit had picked up slightly. The latest Survey on the Access to Finance of Enterprises was 

broadly consistent with the bank lending survey: firms had reported little change in bank loan 

availability or financing needs, and they had reported a small net increase in interest rates charged on 

bank loans as well as a slight net tightening in other loan conditions. In relation to household credit, 

growth in mortgage lending had ticked up to 2.6% in September, from 2.5% in August, on the back of 

a further increase in demand and unchanged credit standards in the third quarter. 

Monetary policy considerations and policy options 

Based on this assessment, Mr Lane proposed that the Governing Council keep the three key ECB 

interest rates unchanged. The data flow since the September meeting had been broadly in line with 

the September baseline projections and there had been no decisive shift in the risk distribution. 

Against this backdrop, there continued to be high option value in waiting for additional data. The 

comprehensive assessment in December would enable a richer analysis of the appropriate monetary 

policy stance. In addition to the evolution of the baseline inflation outlook, shifts in the risk distribution 

would also matter for the Governing Council’s rate decisions: an increase in the likelihood or intensity 

of downside risk factors would strengthen the case that a slightly lower policy rate might better protect 

the medium-term inflation target; alternatively, an increase in the likelihood or intensity of upside risk 

factors would point in the direction of maintaining the current policy rate in the near term. 
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2. Governing Council’s discussion and monetary policy 
decisions 

Economic, monetary and financial analyses 

Regarding the economic analysis, members broadly agreed with the assessment provided by Mr Lane 

in his introduction. In relation to the external economic environment, the incoming data since the 

previous monetary policy meeting in September had been broadly in line with the baseline considered 

at that meeting, albeit with some slightly stronger than expected recent outcomes, especially in the 

United States. Global trade and economic activity thus continued to be more resilient than had been 

anticipated earlier in the year, supporting the view that tariffs and lingering trade uncertainty had so far 

had a smaller dampening effect than feared. In this context, it was noted that the International 

Monetary Fund had recently raised its forecast for global economic growth. At the same time, this 

resilience and recent dynamics should not mask the fact that growth in global economic activity was 

still likely to be noticeably lower in 2025 than in 2024 when fourth-quarter-on-fourth-quarter changes 

were considered, and that only some of this slowdown was expected to be reversed in the course of 

2026. Looking at intra-year developments in 2025, the frontloading that had occurred in the first half of 

the year, particularly in trade, was being partly reversed in the second half. This would probably result 

in a decline in global growth rates over the course of 2025, which would have ramifications for euro 

area trade and economic activity.  

The resilience of global economic activity was primarily supported by robust growth in services and, to 

a lesser extent, by a modest recovery in manufacturing. This suggested that the global economy was 

adjusting, to some degree, to the prevailing challenges, in particular ongoing trade tensions and 

lingering geopolitical uncertainties, even if the differential in terms of performance between services 

and manufacturing was expected to persist. Lower prices for both oil and gas compared with earlier in 

the year were also providing support for the global economy and should, over time, help the euro 

area’s terms of trade and exports. 

There was some discussion of economic developments in China and their implications for the euro 

area. It was argued that China still relied on an export-driven growth model, with falling export prices 

and a weaker renminbi supporting its competitiveness. Most noticeably, export volumes from China to 

the euro area had increased by more than 10% over the past six months and unit prices had also 

declined. While some of this could be accounted for by the significant depreciation of the renminbi, 

there had also been some redirecting of Chinese exports away from the United States, particularly 

towards ASEAN countries, but towards the euro area as well. Despite the efforts of the Chinese 

authorities, it was pointed out that China’s rebalancing towards domestic demand remained limited. In 

this context, concerns were expressed about the country’s real estate market, whose adjustment was 

not yet over, and also about the level of private debt, especially since much of it was the debt of state-

owned enterprises and thereby quasi-public debt.  
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The US economy appeared to be more resilient than had previously been expected, with Consensus 

Economics growth forecasts for 2025 and 2026 returning to their levels prior to the first tariff 

announcements in April. However, concerns were raised over financial stability risks in the United 

States and the US fiscal position. It was suggested that these factors could prompt a further 

depreciation of the US dollar against the euro. However, it was also noted that the dollar had been 

broadly stable over the past four months and that risk reversals suggested that risks to the level of the 

euro exchange rate were more balanced than at the time of the previous meeting. 

A recurring theme throughout the discussion was the persistent uncertainty in the external 

environment. While the US-China trade negotiations had shown some progress, the risks of broader 

trade tensions and supply chain disruptions, including from escalating tariffs, export restrictions on 

critical raw materials and geopolitical tensions, were still seen to be significant. However, it was also 

pointed out that the Bloomberg Economics Global Trade Policy Uncertainty Index was back to its 

January 2025 level. Still, recent disputes concerning critical inputs into production processes could 

lead to supply chain disruptions. Regarding rare earths, it was argued that they were a good example 

of a Leontief-type factor of production, whereby output could be limited by the most scarce input. This 

could be of particular relevance and concern to Europe’s automotive industry. 

With regard to economic activity in the euro area, members largely concurred with the assessment 

presented by Mr Lane in his introduction. The incoming data since the previous meeting had largely 

validated the baseline scenario in the September projections in terms of numbers and narrative. While 

there were mixed signals – some positive and some negative – there had been little to materially alter 

the assessment of the economic outlook. The economy was generally seen as showing signs of being 

more resilient than had previously been expected, even though it was still growing modestly and 

currently operating below its potential.  

The economy had grown by 0.2% in the third quarter of the year, according to the preliminary flash 

estimate published by Eurostat on the second day of the meeting. This was slightly higher than had 

been expected and had been anticipated to some extent during the discussion on macroeconomic 

conditions owing to positive surprises reported for a number of larger euro area economies. There had 

also been some positive surprises in recent survey data. Notably, recent PMI surveys had shown 

broad-based improvement, suggesting an uptick in growth momentum. The composite PMI had 

climbed to 52.2 in October, up by 2.1 points since May, driven by services activity. The latest 

improvement spanned most euro area economies including the largest one, for which the composite 

PMI had reached a level of 53.8, its highest since spring 2023. There had also been a recent pick-up 

in housing investment and some firmer signs of fiscal support, particularly for defence and 

infrastructure spending in the largest euro area economy.  

On the negative side, it was argued that some of the earlier optimism regarding the manufacturing 

sector had not been confirmed by the August industrial production release, which had shown a decline 

in capital and durable consumer goods production. This meant that industrial production had in August 

fallen to its lowest level since January 2025, and it was still about 4% below its June 2023 level. More 
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broadly, it was noted that the euro area economy had persistently fallen short of projections over the 

past few years. This was illustrated by the cumulative two-year ahead deviations between realised real 

GDP, private consumption and business investment at the end of the second quarter of 2025 and the 

corresponding staff projections conducted two years earlier. These deviations were particularly large 

when considering that interest rates had also fallen faster than had been assumed in those 

projections.  

A general pattern that had been observed recently was that domestic demand was surprising on the 

upside but developments in the external sector had been worse than expected. Against this backdrop, 

the services sector had continued to grow, boosted by strong tourism and, especially, by a pick-up in 

digital services. According to surveys, the pick-up reflected the fact that many firms had stepped up 

efforts to modernise their IT infrastructures and integrate AI into their operations. Meanwhile, 

manufacturing activity had remained more subdued and was being held back by higher tariffs, still-

heightened uncertainty and a stronger euro, all of which created particular challenges for exporters. In 

particular, heavy industry and the pharmaceutical sectors in some parts of the euro area were 

reported to be suffering significantly. It was also observed that Europe was losing competitiveness 

against China, and while some of this was related to the exchange rate, it was also part of a longer 

ongoing trend. 

The divergence of domestic and external demand was likely to persist in the near term, as the global 

environment would probably remain a drag owing to challenges from global trade frictions and 

geopolitical tensions. Goods exports had declined from March to August, reversing the earlier 

frontloading of international trade ahead of recent tariff increases. New export orders in manufacturing 

pointed to further declines. Furthermore, although some effects coming from higher tariffs were 

already visible, particularly with regard to exchange rates (where a fast reaction would usually be 

expected), the full impact on euro area exports and manufacturing investment, in terms of both 

volumes and prices, would only become visible over time. The evolution of net trade was therefore 

likely to remain challenging. At the same time, the euro area economy had a mix of exports. These 

included services, which were not directly affected by tariffs. For example, there were some very good 

European companies operating in the AI and information technology sectors, which might already be 

benefiting from the surge in global activity and international demand in those areas. Euro area exports 

also included some distinct items, such as Airbus aircraft, which gave Europe a good position in that 

particular sector. Still, the euro area’s capacity to grow in the coming years was likely to stem primarily 

from sustained domestic demand. 

In particular, the economy was expected to benefit from consumers spending more as real incomes 

rose. However, aggregate consumption growth had so far remained relatively modest. A key factor in 

this was the evolution of household savings. Households had continued to save an unusually large 

proportion of their incomes and the household saving rate was significantly higher than pre-pandemic 

levels. Despite previous expectations, the saving rate had not yet declined. A number of possible 

explanations were put forward for this. These included a desire to restore wealth in real terms after its 

erosion during the high-inflation period, previously higher interest rates, expectations of higher taxes 
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and lower welfare spending to finance additional expenditure on defence, the impact of global 

uncertainties on consumer confidence and cooling job markets in some countries. While persistently 

high saving rates were an impediment to stronger consumption, they also gave households greater 

margin to increase spending further if consumer confidence continued to pick up gradually, as 

suggested by recent survey data, or other factors behind high saving rates were to fade. Given 

ongoing labour income growth, it was therefore argued that the conditions were in place for sustained 

growth in household consumption. However, softening labour demand and slowing wage growth 

posed some headwinds to the consumption outlook. 

While business investment had been relatively weak in recent quarters, an initial reading of the third 

quarter growth numbers seemed to suggest stronger investment. Looking ahead, investment was 

likely to be underpinned by past interest rate cuts and substantial government expenditure on 

infrastructure and defence. It would probably also be supported by digital investment, as companies 

were investing in new technologies, such as AI. These were also likely to yield some wider 

macroeconomic and productivity benefits that had the potential to act as a significant positive supply 

shock in the future, even if this remained very uncertain. In this context, a distinction was made 

between investment in tangible assets and investment in intangible assets. The recent growth rate of 

investment in intangibles had been noteworthy, while investment in tangibles had declined over the 

past two years. However, investment in intangibles still only accounted for a relatively small share of 

overall business investment and lagged behind equivalent investment in the United States, in terms of 

both its level and its growth rate. Part of this could be attributed to the greater reliance on bank 

financing in the euro area and the greater difficulty in securing bank funding for intangibles, which 

typically had a higher depreciation rate than tangibles and an unclear re-sale value. Therefore, 

European firms often had to save and use their own capital to be able to invest in intangibles. 

However, digital investment in Europe was also hampered by inadequate digital infrastructures in 

many countries, which governments needed to address.  

Rising investment in housing, supported by looser financial conditions, was seen to be another factor 

that should further underpin the recovery. At the same time, while aggregate euro area house price 

increases remained moderate, they concealed significant and potentially worrisome increases in some 

countries over the last year. This gave rise to concerns regarding the risk of significant corrections in 

some local housing markets. 

The labour market continued to be resilient. The unemployment rate, at 6.3% in September, remained 

close to its historical low, even though demand for labour had cooled. At the same time, there had 

been a decline in labour hoarding and an improvement in productivity. Still, given the persistent 

dynamics in the labour market, the softening of labour demand was considered potentially worrying 

and warranted close monitoring to ensure that it did not become entrenched. Developments in AI 

could also have implications for the labour market and it was noted that some firms had started to 

announce reductions in headcount in anticipation of AI-driven productivity gains. 
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Regarding the fiscal outlook, more concrete information on governments’ plans for next year was 

starting to come in and the December Eurosystem staff projections would have the benefit of national 

central bank expertise. Given that defence expenditure had to rise from 2% of GDP to 3.5% under the 

new NATO commitments, it was suggested that, over time, the fiscal stance could be more 

expansionary than currently reflected in the declining cyclically adjusted primary deficit. In addition, 

fiscal multipliers might be higher if a greater share of defence spending were directed towards 

European suppliers. It was argued that another upside risk to growth stemming from fiscal policy was 

related to the conservative assumptions underlying the baseline fiscal policy outlook for the euro 

area’s largest economy, as its government might frontload public expenditure more than anticipated in 

the projections. On the other hand, with the Next Generation EU (NGEU) programme drawing to a 

close, unspent amounts of NGEU funding might lead to a more contractionary fiscal stance than 

currently expected. More generally, some concerns were expressed regarding the potential adequacy 

of fiscal policy in addressing structural weaknesses. 

In this context, members stressed that fiscal and structural policies should boost productivity, 

competitiveness and resilience. It was essential to implement the European Commission’s 

competitiveness roadmap swiftly. Governments should prioritise growth-enhancing structural reforms 

and strategic investment, while ensuring sustainable public finances. It was also vital to foster further 

capital market integration by completing the savings and investments union and the banking union to 

an ambitious timetable, and to rapidly adopt the regulation on the establishment of a digital euro. 

Given the urgent need to strengthen the euro area and its economy in the present geopolitical 

environment, the reaffirmation of this ambition at the Euro Summit in the week preceding the 

Governing Council meeting was welcome. 

Against this background, members assessed that the EU-US trade deal reached over the summer, the 

recently announced ceasefire in the Middle East and the announcement of progress in the US-China 

trade negotiations on the second day of the Governing Council meeting had mitigated some of the 

downside risks to economic growth. At the same time, the still volatile global trade environment could 

disrupt supply chains, further dampen exports, and weigh on consumption and investment. A 

deterioration in financial market sentiment could lead to tighter financing conditions, greater risk 

aversion and weaker growth. Geopolitical tensions, in particular Russia’s unjustified war against 

Ukraine, remained a major source of uncertainty. By contrast, higher than expected defence and 

infrastructure spending, together with productivity-enhancing reforms, would add to growth. An 

improvement in business confidence could stimulate private investment. Sentiment could also be lifted 

and activity spurred if the remaining geopolitical tensions diminished, or if the remaining trade disputes 

were resolved faster than expected.  

With regard to price developments, members largely concurred with the assessment presented by Mr 

Lane in his introduction. Inflation remained close to the 2% medium-term target. Headline inflation had 

increased to 2.2% in September, from 2.0% in August. This was mainly because energy prices had 

fallen by less than before. Still, it had represented a small upward surprise. Nonetheless, in reviewing 

the incoming data since the previous meeting, the overall inflation outlook was assessed as continuing 
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to be broadly consistent with the September baseline staff projections, with two-sided risks remaining. 

There was some discussion about the extent to which weak domestic demand was behind the 

projected decline in inflation in 2026. However, it was highlighted that external factors, such as 

exchange rate and energy price developments, as well as trade policies, were the main drivers. It was 

also observed that the stronger than expected pick-up in property prices, while not captured by the 

inflation measures provided by Eurostat, had put pressure on inflation measures including owner-

occupied housing. In particular, using the net acquisition approach, HICP inflation including owner-

occupied housing would have been 0.1 and 0.2 percentage points higher in the first and second 

quarters of 2025 respectively. 

Energy price inflation remained in negative territory but had increased from -2.0% in August to -0.4% 

in September, which could largely be attributed to base effects. Euro area energy price trends 

remained sensitive to external shocks, including those emanating from ongoing trade tensions, the 

uncertain global geopolitical landscape and supply constraints. 

There was considerable discussion of food price inflation, which had stood at 3.0% in September, 

down from 3.2% in August. This discussion stemmed not only from the somewhat elevated rate of 

food inflation over the past two years, but also from the importance of food in households’ 

consumption baskets and the resulting salience of food prices for their inflation perceptions and 

expectations. Some concerns were expressed about the persistently high rate of food price inflation, 

indications of a pick-up in momentum, and the possibly increasing impact of the climate and nature 

crisis. At the same time, it was noted that there was a fairly reliable connection between global food 

prices and food inflation. The former had declined noticeably from the levels seen at the beginning of 

2025, despite remaining relatively high. This gave some support to the expectation that declining 

global food commodity prices would feed through into lower food price inflation, although it was 

cautioned that this could take time to materialise fully. 

Core inflation had risen to 2.4% in September, from 2.3% in August, driven by a marginal increase in 

services inflation. Non-energy industrial goods inflation had remained at a fairly modest rate of 0.8% in 

September for the third consecutive month. Still, it was noted that the latest outturn was higher than 

had previously been expected and there were signs of increasing momentum in some countries. 

Looking ahead, both upside and downside factors for goods inflation were identified. The appreciation 

of the euro, together with lower input prices and trade diversion from China, were likely to exert 

downward pressure. At the same time, recent data had appeared to defuse these concerns. Moreover, 

it was argued that the largest share of imports from China constituted intermediate rather than 

consumption goods, with the pass-through to consumer price inflation being uncertain. In the other 

direction, there could be potential upward pressures from supply chain disruptions, including from 

possible restrictions on critical raw materials such as rare earths. 

Services inflation had ticked up to 3.2% in September, from 3.1% in August, showing some 

persistence recently. It was noted that wages played a significant role in services inflation and that 

wage growth had also shown some persistence in the first half of 2025. There was therefore a risk that 
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services inflation might not come down as quickly as expected. However, although services inflation 

might appear sticky, the current flatlining had been projected and services inflation had already 

dropped quite substantially from 2024 levels, with a further step down likely in early 2026. 

Furthermore, the forward-looking ECB wage tracker was signalling a sharp decline in wage growth in 

the second half of 2025 and productivity was expected to improve.  

Looking further into wage developments, the annual rate of growth in compensation per employee had 

exhibited more persistence in the second quarter of 2025 than had been expected. At the same time, 

year-on-year growth in negotiated wages had decelerated notably in recent months, and more 

forward-looking indicators, such as the ECB’s wage tracker and surveys on wage expectations, 

suggested a further moderation in wage growth over the remainder of 2025 and into the first half of 

2026.  

Firms’ profits (as measured by gross operating surplus) and profits per unit of output had lately started 

to grow again. This was considered a good development because it would support companies in 

financing their investment plans. Moreover, it was argued that the recovery in profits suggested that 

demand conditions were strong enough to allow firms to rebuild their margins, as also reflected in a 

stronger rise in selling prices according to both the relevant PMI subcomponent and the Survey on the 

Access to Finance of Enterprises.  

Turning to inflation expectations, most measures of longer-term inflation expectations remained at 

around 2%. For shorter-term horizons, expectations from professional macroeconomic forecasters and 

market-based indicators of inflation compensation still pointed to inflation declining and remaining 

somewhat below target in the near term, but they were in line with the September staff projections. 

Firms’ inflation expectations had remained constant, with the balance of risks continuing to be tilted to 

the upside. Indeed, inflation expectations of both households and firms stood above 2% and, when 

looking at the mean of consumer expectations, which better captured the tail of the distribution, there 

had been a trend increase for both the three-year and five-year horizons. At the same time, it was 

argued that the median of consumer inflation expectations could be more informative and that, more 

generally, it was more meaningful to look at the rate of change in households’ and firms’ inflation 

expectations rather than their actual level.  

Members also discussed the role of food prices in shaping households’ perceptions of past inflation 

and their expectations for future inflation. Food inflation was referred to as “loud” inflation since it had 

a greater effect on the less wealthy, was very salient for households and often became a politically 

pertinent issue. An issue deserving further consideration was the relative importance of food price 

inflation compared with the level of food prices. While central bankers were generally inflation 

targeters, who tended to consider price shocks as bygones, it was noted that the psychology of 

households was more akin to that of price level targeters, who were attentive to the level of current 

prices relative to recent history. This had some important implications. First, even though cumulative 

wage increases since the start of 2022 had more or less caught up with the price level increase, 

consumers might not perceive this. Second, it also mattered for how persistently past food price 
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increases would continue to affect households’ inflation perceptions and expectations. Finally, if the 

level of food prices had a significant effect on consumers’ inflation expectations, it would be more 

complicated to gauge the outlook given the difficulty in predicting international agricultural prices. At 

the same time, household perceptions of high inflation due to high food price inflation mainly mattered 

for inflation dynamics if they translated into higher wage claims, which did not seem to be the case so 

far. 

Against this background, members assessed that the outlook for inflation continued to be more 

uncertain than usual on account of the still volatile global trade policy environment. A stronger euro 

could bring inflation down further than expected. Moreover, inflation could turn out to be lower if higher 

tariffs led to lower demand for euro area exports and induced countries with overcapacity to further 

increase their exports to the euro area. An increase in volatility and risk aversion in financial markets 

could weigh on domestic demand and thereby also lower inflation. By contrast, inflation could turn out 

to be higher if a fragmentation of global supply chains pushed up import prices, curtailed the supply of 

critical raw materials and added to capacity constraints in the domestic economy. A boost in defence 

and infrastructure spending could also raise inflation over the medium term. Extreme weather events, 

and the unfolding climate and nature crisis more broadly, could drive up food prices by more than 

expected.  

Members also discussed strategic perspectives on how to weigh hard data against projections that 

were subject to uncertainties. In the current context there were, on one side, uncertainties related to 

the projected increases in consumption, investment and construction, which were yet to be fully seen 

in the hard data. On the other side, there were uncertainties relating to projections of declining wage 

growth and falling services and food price inflation. In this regard, a balance always needed to be 

struck between relying on projections and waiting for hard data. Finding this balance was not easy, but 

it was observed that the staff projections for both activity and inflation had been fairly accurate in 

recent years. 

Turning to the monetary and financial analysis, members largely concurred with the assessment 

provided by Ms Schnabel and Mr Lane in their introductions. Market rates had remained broadly 

unchanged across the maturity spectrum since the Governing Council’s previous monetary policy 

meeting. Uncertainty around the future policy path, as reflected in market pricing, had diminished. This 

could be attributed to the resilience of the economy and stabilisation of inflation in spite of geopolitical 

shocks. Market pricing attached zero probability to a rate cut at the October monetary policy meeting 

and assigned only about a 40% chance to one additional cut by the end of 2026. The median 

expectation of survey participants now implied that the next interest rate move would be a hike rather 

than a cut.  

Long-term euro area government bond yields had remained broadly unchanged since the previous 

meeting. However, they had trended upwards over the course of 2025 despite policy easing over this 

period. This could be attributed to global uncertainty and fiscal policy. Large deficits and rising 

sovereign debt posed a risk over the medium term. It was also suggested that changing sentiment 
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could mean that financial flows might start to find ways back to the United States again, including via 

stablecoins (which could be one mechanism through which retail financial flows might be directed into 

the US economy). In this context, it was also argued that there could be tail risks from the very long 

end of the yield curve, even if concerns for the baseline stemming from the recent rise in these yields 

were limited. In particular, this part of the market was less liquid and more sensitive to any changes in 

interest rate expectations, and sharp movements there could lead to a repricing of the whole curve. 

More broadly, with US public debt increasingly funded by hedge funds, including via repo markets, 

there was a risk of procyclicality, which could pose threats to the liquidity and orderly functioning of 

government debt markets and associated repo markets during periods of stress. At the same time, it 

was observed that the basis trade did not play the same role in the euro area as it did in the United 

States. Still, the ECB was monitoring the role of hedge funds in the government bond market very 

carefully.  

Risks also emanated from wider financial markets, as discussed extensively in the IMF’s latest Global 

Financial Stability Report, though these financial stability risks were primarily related to possible 

spillovers from the United States rather than reflecting a self-generated risk emerging from the euro 

area. US financial markets continued to rally on the back of the more resilient US and global economy 

but exhibited signs of exuberance, with asset valuations appearing stretched in certain sectors. US 

equity valuations remained particularly elevated and prone to a correction. The Buffett Indicator – a 

measure of the total market capitalisation of the US stock market relative to GDP – stood at around 

220%, compared with around 140% at its earlier peak in 2000 and 60% in the aftermath of the global 

financial crisis. Price/earnings ratios were very high in certain US sectors and had more than doubled 

over the past couple of years for the “Magnificent Seven” stocks. While high valuations, also when 

compared with the dotcom boom, could at least be partly backed by strong expected earnings and 

large potential productivity gains from AI, forward price/earnings ratios of many technology companies 

stood at between 35 and 40. This could be seen as unsustainable unless the potential growth rate of 

the US economy increased or AI reduced employment and wage bills. In addition, even if large 

investments in AI were fully justified from a macroeconomic perspective, this did not necessarily mean 

that investors would be able to extract sufficient rents and receive the returns that they hoped for, 

given the high competition among several players in the field. This stood in contrast to past 

developments in the technology sector, where near-monopolies had quickly emerged in different 

domains. The material presence of the retail sector in the market was also seen as concerning given 

the propensity of retail investors to look at monthly net asset valuations and pour more money into the 

market as valuations increased, pushing stock prices up further. Overall, a significant market 

correction in the United States could weigh heavily on US consumption and growth, with probable 

significant global spillovers, including to the euro area.  

Growing financial stability risks stemming from US private markets were another concern. Private 

equity firms were starting to encounter difficulties in disposing of their assets at the prices marked in 

their portfolios, which signalled overvaluation and potential liquidity problems in the future. There were 

also important interconnections between private equity firms and insurance companies, and even with 

banks. Increasing stress had been observed in private loan markets, and US banks were highly 
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exposed to private credit relative to both their total assets and capital, with the opaqueness of these 

markets meaning that true risks could be understated. In addition, private credit was likely to be 

financing a significant share of the investment in AI, meaning that there could be spillovers from any 

reassessment of its economic potential. Private credit had also been growing significantly in the euro 

area recently, even if overall volumes remained relatively small. At the same time, the firms providing 

private credit were the same in the United States and the euro area, so any pull-back in the euro area 

was still ultimately likely to originate as a spillover from a US retrenchment.  

Risks from liquidity mismatch and leverage in the wider non-bank financial intermediation (NBFI) 

sector and its connections with the banking system also persisted and were not fully understood. 

Concern was expressed that, while the sovereign-bank nexus of a decade ago may have been 

resolved, it might have been replaced by a sovereign-NBFI nexus. Cyber risks and high crypto-asset 

prices posed further threats to the global financial system. While a significant correction in crypto-

assets would not necessarily affect the banking sector directly, it could affect many of their customers. 

Compressed corporate bond spreads were also indicative of the very high risk appetite and liquidity in 

financial markets. 

Against this overall backdrop, the current resilience of financial markets could prove fragile. There was 

a tail risk of a significant correction in financial markets with the associated potential for financial 

instability, depending on where leverage might reside in the financial system. If there were a 

deterioration in financial market sentiment, spillovers from the United States could lead to tighter 

financing conditions and greater risk aversion in the euro area, which could have significant 

implications for the outlook by weighing on domestic demand, and thereby also lowering growth and 

inflation. Still, while it was suggested that financial stability risks had risen recently as a result of the 

emergence of new risks, it was also argued that some perspective was needed given that many risks, 

including from stretched valuations and high levels of debt, had been building up over a number of 

years and the situation was less concerning than it had been in April. At that time there had been 

liquidity problems in some sectors, as well as high volatility and sharp moves in some market prices, 

which had created the conditions for a potential confidence shock affecting aggregate demand and 

inflation in the euro area. However, these risks had not materialised, and while they could return and 

warranted close monitoring, they were not currently present. In addition, it was contended that the 

overall experience during that period suggested that the global financial system might be more 

resilient than previously thought, possibly because of all the prudential measures that had been taken 

both at the international level and in individual jurisdictions following the global financial crisis.  

In this context, any financial deregulation or weakening of banking supervision in the United States 

might amplify risks to financial stability in the euro area, given that, historically, financial tensions 

originating in the United States had typically had significant spillover effects in Europe. At the same 

time, the solidity of the banking sector in the euro area, underpinned by strong capital levels and 

robust liquidity buffers, was a source of strength in the face of potential spillovers. Therefore, 

notwithstanding the legitimate need for Europe to become more competitive, it was important to 
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safeguard this resilience and avoid a race to the bottom, while also developing macroprudential 

regulation further.  

Turning to financing conditions, the transmission of past interest rate cuts had continued to reduce 

bank lending rates for firms, which had averaged 3.5% in August. Meanwhile, the cost of issuing 

market-based debt had remained at 3.5% in August, as the longer-term yields on which such debt was 

priced had been relatively stable. The annual growth rate of bank lending to firms had edged down to 

2.9% in September, from 3.0% in August. At the same time, corporate bond issuance had slowed to 

3.3% on a yearly basis. According to the latest bank lending survey for the euro area, firms’ demand 

for credit had picked up slightly in the third quarter. Meanwhile, credit standards for business loans 

had tightened moderately, as banks had become more concerned about the risks faced by their 

customers. However, it was pointed out that this tightening should not be seen as notable, given that 

95% of banks had reported that corporate credit standards remained unchanged, and 97% expected 

them to remain unchanged over the next three months. 

The average interest rate on new mortgages had barely changed since the start of the year and had 

stood at 3.3% in August. Growth in mortgage lending had ticked up to 2.6% in September, from 2.5% 

in August. It was now expanding at the fastest pace seen in two and a half years. Demand for 

mortgages had also increased further in the third quarter according to the bank lending survey, while 

credit standards for mortgage lending had been unchanged. 

Monetary policy stance and policy considerations 

Turning to the monetary policy stance, members assessed the data that had become available since 

the last monetary policy meeting in accordance with the three main elements that the Governing 

Council had communicated in 2023, and updated in July 2025, as shaping its reaction function, 

namely: (i) the implications of the incoming economic and financial data for the inflation outlook and 

the risks surrounding it; (ii) the dynamics of underlying inflation; and (iii) the strength of monetary 

policy transmission. 

Starting with the inflation outlook, members welcomed the fact that headline inflation was currently 

close to the 2% medium-term target and judged that the incoming information was broadly in line with 

their previous assessment of the inflation outlook. The narrative from the September staff baseline 

projections had not changed materially, despite the significant level of uncertainty that the economy 

was facing. Viewed from the time of the current meeting, the December projections would probably 

paint a picture similar to that seen in the September projections. Overall, while inflation was likely to 

fall below 2% in 2026, it was then expected to return to around the target, partly on account of the 

effects of the start of the EU Emissions Trading System 2 in 2027. Inflation expectations remained well 

anchored, with most measures of longer-term inflation expectations continuing to stand at around 2%, 

which also supported the stabilisation of inflation around the target. 
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Against this background, most members viewed the risks surrounding the inflation outlook as two-

sided and saw the distribution of risks around the baseline as relatively unchanged since the previous 

meeting. The outlook for inflation continued to be more uncertain than usual on account of the still 

volatile global trade policy environment, which could precipitate simultaneous demand and supply 

shocks. Uncertainty was also likely to persist in view of elevated geopolitical risks, many of which 

appeared unlikely to be resolved in a lasting manner. In this context, while the risks remained fairly 

balanced, they had the potential to escalate unexpectedly, with significant adverse consequences. 

Some members viewed inflation risks as tilted to the downside over the medium term relative to the 

September staff projections. From this perspective, inflation could turn out to be lower if higher tariffs 

led to lower demand for euro area exports and induced countries with overcapacity to further increase 

their exports to the euro area. In this regard, it was argued that excess capacity in China and initial 

signs of lower export prices and trade rerouting towards Europe posed a significant downside risk to 

the medium-term inflation outlook, especially since empirical evidence suggested that trade price 

shocks were likely to play out gradually over a couple of years. In addition, it was argued that the risk 

of major, generalised supply chain disruptions could be quite low, given that the European Union had 

not retaliated in the trade dispute with the United States, while China and the United States had been 

making progress in their trade negotiations. At a minimum, more information was needed to judge 

whether there was a material risk of general supply chain disruptions. Moreover, it was contended that 

risks from some very specific supply disruptions, such as those relating to rare earths, were unlikely to 

be inflationary. In the case of rare earths, this was because they were a very small input in the overall 

cost structure, implying that it would be hard for any price shock to mechanically generate much of a 

direct effect on inflation. At the same time, they were close to being a non-substitutable (Leontief-type) 

input, meaning that if they were not available, production and labour might have to be scaled back 

significantly, leading to a large drop in output and rise in uncertainty, which could exert downward 

pressure on overall inflation. Besides trade factors, an increase in volatility and risk aversion in 

financial markets, possibly prompted by a sharp correction in some asset prices, could weigh on 

domestic demand and thereby also lower inflation. A stronger euro could also bring inflation down 

further than expected, while the large excess supply of oil had the potential to weigh on energy prices. 

In the context of major threats to external demand that might not be sufficiently counterbalanced by 

domestic demand, a continuation of weaker than expected growth in the euro area – as had transpired 

over the past two years despite significant cuts in interest rates – could lead to a more prolonged 

undershooting of the inflation target. The effects of fiscal expansion on growth and inflation could also 

be more limited than expected if additional spending were to be delayed or if it led households to 

maintain a high saving rate in anticipation of potential future tax increases or cuts in welfare spending. 

In addition, without the expected upward effect of the EU Emissions Trading System 2 on projected 

inflation in 2027, a sustainable return of inflation to target after the expected undershoot in 2026 would 

be further delayed. 

A few members viewed inflation risks as tilted to the upside over the medium term relative to the 

September staff projections and noted that external forecasts for medium-term inflation stood above 

those projections. For example, the median respondent in both the Survey of Monetary Analysts and 
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the Survey of Professional Forecasters expected inflation to be 2.0% in 2027. Recent developments in 

inflation expectations of both households and firms also pointed to some upside risks. From this 

perspective, there had already been an upward shift in the inflation outlook since the September 

meeting, which had diminished the risk of a sustained and material undershooting of the inflation 

target. In particular, such an undershooting was not seen as consistent with the growing evidence of a 

cyclical recovery of the economy, with a closing output gap and significant support from fiscal policy. 

This was likely to result in the economy eventually hitting capacity constraints, which would probably 

start in specific sectors, such as defence and construction. It was also argued that the distribution of 

risks around the inflation outlook had shifted to the upside as risks to the exchange rate had become 

more balanced, while the risk of supply chain disruptions had increased. In particular, it was 

suggested that export controls that China had placed on some key materials and products, as well as 

risks relating to rare earths and new retaliatory measures for steel, posed notable upside risks to 

inflation. More generally, upward price pressures could be reinforced if a fragmentation of global 

supply chains pushed up import prices and added to capacity constraints in the domestic economy, 

while it was contended that there was currently little evidence of downward pressures on consumer 

price inflation from trade diversion by China. Tariffs could also add to inflationary pressures in the 

United States, and the euro area was unlikely to be immune from inflationary spillovers in such a 

scenario, especially since a very large proportion of global trade was denominated in US dollars. 

Extreme weather events, and the unfolding climate and nature crisis more broadly, could drive up food 

prices by more than expected. Finally, there could be a stronger boost to inflation from fiscal policy 

than currently expected, and inflation could also be higher if defence and infrastructure spending were 

greater than anticipated in the baseline projections. Indeed, it was contended that from a structural 

perspective, a more fragmented world with high fiscal spending was likely to exert inflationary rather 

than disinflationary pressures, making it unlikely that the economy would return to the environment of 

structurally low inflation observed before the pandemic. This was also seen as consistent with the risk 

distribution of inflation expectations across households and firms. 

Turning to underlying inflation, members concurred that the measures remained consistent with the 

2% medium-term target. At the same time, core inflation had increased by 0.1 percentage points in 

September. HICP inflation excluding energy – which was seen as a particularly useful measure given 

that it included food inflation which remained rather high – had been unchanged at 2.5% for the fifth 

consecutive month. Domestic inflation had also picked up for the first time after recording a long, 

continuous and substantial decline since early 2023. Despite these developments, core inflation was 

still expected to decline over the projection horizon, supported by a further moderation in labour costs 

owing to rising productivity and an easing in wage growth. In this regard, it was observed that wage 

inflation had already declined sharply, with the developments in negotiated wages being seen as 

particularly important. Forward-looking indicators also pointed to slower wage growth over the 

remainder of the year and in the first half of 2026, and there could even be a risk that wage 

moderation might go too far. At the same time, the hard data showed still elevated wage inflation. 

Therefore, it was important to carefully monitor the situation to see whether the expected further 

decline in wage growth of over 1 percentage point materialised, especially in light of the recent upward 
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surprise in the annual growth rate of compensation per employee and the expectations reported by 

participants in the Survey on the Access to Finance of Enterprises of higher wage growth in the period 

ahead. 

Finally, the transmission of monetary policy continued to be smooth and effective. Past interest rate 

cuts and the associated looser financial conditions should continue to underpin investment, and 

thereby support the recovery. At the same time, it was noted that the ongoing shrinking of the 

Eurosystem balance sheet and the appreciation of the euro relative to earlier in the year added some 

restrictiveness to financial conditions. It was also observed that if financial risks were to manifest in the 

United States and lead to a large spillover to the euro area, financial conditions might move materially 

against current policy rates. However, while the materialisation of such a scenario could be relevant 

for the monetary policy stance, it was very hard to conclude that this called for pre-emptive action. 

Monetary policy decisions and communication 

Against this background, all members supported the proposal made by Mr Lane to keep the three key 

ECB interest rates unchanged. The Governing Council’s assessment of the inflation outlook was 

broadly unchanged and the incoming data since the September meeting had also broadly confirmed 

the baseline outlook for activity, with the economy continuing to grow despite the challenging global 

environment. The robust labour market, solid private sector balance sheets and past interest rate cuts 

remained important sources of resilience. This broadly unchanged outlook supported keeping 

monetary policy unchanged. The outlook remained uncertain, owing particularly to ongoing global 

trade disputes and geopolitical tensions, even though recent developments had mitigated some of the 

downside risks to growth. Such uncertainty could also justify keeping interest rates unchanged. 

Maintaining policy rates at their current levels would allow for more information to become available to 

assess the risk factors that the Governing Council had discussed. It was also argued that the current 

level of policy rates should be seen as sufficiently robust for managing shocks, in view of the two-

sided inflation risks and taking into account a broad range of possible scenarios. Overall, there 

continued to be a high option value to waiting for more information. Given all of this, the Governing 

Council was currently in a good place from a monetary policy point of view, though this should not be 

seen as a fixed place.  

With regard to communication, members reiterated that the Governing Council was determined to 

ensure that inflation would stabilise at its 2% target in the medium term. Future interest rate decisions 

would continue to be based on its 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. The Governing Council would also continue to follow a 

data-dependent and meeting-by-meeting approach to determining the appropriate monetary policy 

stance without pre-committing to a particular rate path. 

With the outlook for inflation more uncertain than usual and with the risk of large inflation and growth 

shocks in both directions, it was important for the Governing Council to maintain full optionality for 
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future meetings and to be agile in order to react quickly to the materialisation of risks or large shocks if 

necessary. Communication should therefore remain non-committal about future interest rate 

decisions.  

Looking ahead, members reflected on possible strategies for future monetary policy. By the time of the 

December meeting there would be further important information on how recent shocks were affecting 

the inflation and growth outlook, and a new set of staff projections would be available. These 

projections would cover 2028 for the first time, thereby providing a clearer picture of the outlook at that 

horizon, although it was also argued that the information content of the projections was lower for more 

distant horizons and monetary policy could have less influence at that horizon, which suggested 

placing more weight on the nearer-term outlook. At the same time, the Governing Council’s medium-

term orientation meant that it was important to avoid an excessive focus on the very near-term outlook 

even though the Governing Council had a clearer view of the outlook over those shorter horizons. The 

December meeting would also allow the Governing Council to update its assessment of the 

distribution and intensity of risks. In this regard, there were open questions related to how monetary 

policy should factor in these risks, as well as the extent to which the Governing Council should 

respond to any shift in the distribution of risks, and not only to their manifestation. 

The view was expressed that the rate-cutting cycle had come to an end, since the current favourable 

outlook was likely to be maintained unless risks materialised. Taking a steady hand approach could 

increase the chances of remaining in a good place. According to this view, from a strategic 

perspective, provided inflation expectations remained firmly anchored, the monetary policy stance 

should not be fine-tuned in response to moderate and temporary fluctuations of inflation around target 

but should only be adjusted if a significant deviation from target was expected over the medium term. 

It was also suggested that such an approach could leave a greater margin for monetary policy to 

respond decisively to future disinflationary shocks that might materialise, especially given the 

backdrop of rising financial stability risks. More specifically, while future projections could be affected 

by new assumptions on the introduction of ETS2, it was important to maintain focus on the 

fundamental drivers of underlying inflation. It was also mentioned that it was questionable whether the 

stance should be adjusted on the basis of highly uncertain changes to political decisions, unless they 

had a meaningful impact on inflation expectations, which was unlikely. In addition, given that financial 

market valuations were already stretched in some euro area market segments, it was argued that it 

was important that future monetary policy deliberations took into account that easier financial 

conditions could further fuel risk-taking in the financial system.  

At the same time, the view was also expressed that it was important to remain entirely open-minded 

on the possible need for a further rate cut, and that such a move was likely to be warranted if there 

were an increase in the likelihood or intensity of downside risk factors, or if the projected 

undershooting of the inflation target became sustained. According to this view, the bar for policy action 

should not be seen as being any higher than normal. While the economy was not so weak that it 

definitely implied an undershooting of the target over the medium term, it remained uncertain whether 

the economy had enough momentum to deliver the target, and monetary policy still had a bearing on 
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growth even though the euro area faced structural growth challenges. It was also highlighted that the 

Governing Council’s monetary policy strategy, which called for appropriately forceful or persistent 

monetary policy action in response to large, sustained deviations of inflation from the target, did not 

imply that anything apart from large, sustained deviations should be ignored or obviate the need for a 

cyclical response from monetary policy to deal with demand-side shocks on an ongoing basis.  

Taking into account the foregoing discussion among the members, upon a proposal by the President, 

the Governing Council took the monetary policy decisions as set out in the monetary policy press 

release. The members of the Governing Council subsequently finalised the monetary policy statement, 

which the President and the Vice-President would, as usual, deliver at the press conference following 

the Governing Council meeting. 

Monetary policy statement 

Monetary policy statement for the press conference of 30 October 2025 
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Monetary policy decisions 
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