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ECB – near the peak

After seven rate hikes by a total of 375 basis points, Lagarde expressed her

determination at today's press conference that the rate hike process is not yet over.

On the other hand, she stressed that the interest rate steps taken so far are beginning

to have an effect. We continue to expect the rate hikes to end in the summer. The

many doves in the ECB Governing Council are likely to use the rapidly falling inflation

as an argument that the still high underlying inflation will also fall in the medium term.

Today's decisions
As widely expected, the ECB today raised its three key interest rates by 25 basis

points each; the deposit rate now stands at 3.25%. It also decided, as expected, to

stop reinvesting bonds it had bought under the APP programme from July onwards.

According to Lagarde, the decisions were taken almost unanimously.

Lagarde expresses determination to ...
During the press conference, everything revolved around the question of how much

further the ECB could raise its key interest rates. Here, Lagarde was determined. She

stressed that the ECB will bring the key interest rates to a level that is "sufficiently

restrictive". Lagarde also emphasized that the ECB still had "more ground to cover". She

added: "We are not pausing."

... but also refers to the effect of the previous interest rate
hikes
On the other hand, she also said that the seven rate hikes so far, totalling 375 basis

points, were already having an effect. She referred to the Bank Lending Survey (BLS),

according to which banks in the euro area tightened their lending standards significantly

more in the first quarter than they had originally expected. How important this tightening

of lending standards is for the ECB can also be seen in the fact that Lagarde linked the

smaller interest rate step of 25 basis points to the result of the BLS.

Rate hikes likely to end in summer
We expect another rate hike of 25 basis points in June and then a long pause. There are

three main arguments in favour of an end to the rate hikes in the summer:

1. Inflation has been falling since October (Chart 1); it should continue to fall in the

coming months because prices for energy, food and probably also non-energy industrial

goods should continue to rise less rapid than before as suggested by information from

upstream production stages. By summer, inflation could have fallen to 5%. Then the



many doves in the Governing Council should be more confident that core inflation will

follow headline inflation downwards.

2. Many Governing Council members think that the neutral interest rate that ensures 2%

inflation in the long run is only 2%. Compared to this, they would probably consider a

deposit rate of 3.5% in the summer as sufficiently restrictive.

3. We expect eurozone GDP to contract in the second half of the year, unlike the ECB. In

Germany, interest rate hikes by the Bundesbank and the ECB have always been followed

by recessions.

Is that enough?
We do forecast an end to interest rate hikes for the summer. But we do not expect that

in the end this will be enough to bring inflation back to 2% sustainably. This is because

inflation tends to get stuck at high levels. Overcoming this self-stabilising tendency of

high inflation requires decisive countermeasures. An ECB deposit rate of 3.5% is probably

not enough.

Chart 1 - Headline inflation is falling
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