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ECB to slow the pace of hikes after 50bp in March 

 We expect the ECB to deliver on the 50bp hike Lagarde promised at the early February meeting 

 We expect the statement will provide less explicit guidance…   

 …but hint at a step down to a slower pace of hiking even as it says more action is still required   

 The balance sheet will get more attention at upcoming meetings   

50bp hike coming in March 
“The Governing Council today decided to raise the three key ECB interest rates by 50 basis points and it expects to 
raise them further. In view of the underlying inflation pressures, the Governing Council intends to raise interest rates 
by another 50 basis points at its next monetary policy meeting in March”. So said the ECB in its 2 February policy 
statement. Nothing has happened since to suggest that anything other than a 50bp hike at the 16 March meeting is 
likely. The 50bp hike in the key policy rates is the least controversial part of the upcoming meeting.  
 
Forecasts likely to see higher GDP near term. Longer-term CPI to remain above 2.0% 
The ECB’s forecasts play a key role in the policy decision. The ECB will produce new forecasts at the upcoming 
meeting. Recall that the previous forecasts from the December 2022 meeting (cut-off date 23-Nov) saw the ECB 
project GDP at 0.5% in 2023 and 1.9% in 2024, both of which were above consensus at the time. The consensus 
GDP forecasts for 2023 & 2024 have nudged a little higher (with 2023 rising a little more than 2024 declines) and we 
expect that the ECB’s forecast will nudge a little higher too. The primary driver of higher activity is lower energy costs 
but we expect that more upbeat international activity/better export prospects will also be a factor. In contrast, higher 
interest rates/yields will be a significant drag on activity, especially in the back half of the forecast horizon. The ECB’s 
headline inflation forecasts in December were at 6.3%, 3.4% and 2.3% in 2023, 2024 and 2025, respectively. The 
plunge in energy prices will bring near-term inflation forecasts lower. The Eurosystem Staff macroeconomic 
projections for the December meeting were based on oil prices of US$86/barrel, and US$80/barrel in 2023 and 2024, 
respectively. These are not far from current futures prices. However, on the gas front, price assumptions were 
€124/MWh in 2023 and €98/MWh in 2024. Current prices are much lower. The consensus 2023 CPI forecast has 
declined almost 0.5pp while the 2024 forecast is 0.2pp higher. We see a lower CPI forecast for 2023 but see longer-
term inflation forecasts little changed. Crucially, the 2025 CPI forecast will likely remain above 2.0%, hinting that 
policy needs to remain tight.    
 

Impact of higher policy rates…                  …to be offset by lower gas prices  

  

Source: Bloomberg 
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Hawks pushing for additional 50bp hikes… 
Earlier this week Robert Holzmann, head of the Austrian central bank and well-known hawk called for four more 50bp 
hikes and ramping up plans to shrink the balance sheet. Holzmann noted “I assume that core inflation will not weaken 
significantly in the first half of the year and will remain around the current level….In that case, I expect we’ll hike rates 
by half a percentage point four more times this year”. He also noted that the current level of interest rates was not 
restrictive saying “Even if we now raise interest rates three times by 0.5 percentage points, we are only at a deposit 
rate of 4.0%...Only there would we roughly get into the restrictive area”. Holzmann also wanted to start a discussion 
on shrinking the balance sheet faster, by winding down PEPP re-investment, which the ECB has currently pledged 
to leave in place until end 2024. The ECB values the flexibility of the PEPP. We think that with a review of the APP 
wind down already scheduled for end Q2, it is a subject that is not likely to get much discussion.  
 
…but doves likely to keep a commitment for further 50bp hikes off the table 
Holzmann’s four hikes would cover the meetings through to late July - four and a half months hence. The macro 
outlook has changed quite sharply in the two and a half months so far this year and may do so again. Pre-committing 
to such an aggressive series of hikes would signal that the central bank sees itself as a long way behind the curve. 
Comments from Visco this week suggest that the statement will have much less forward guidance. Following 
Holzmann’s comments Visco noted uncertainty was high, which dictated a meeting by meeting approach. Chief 
Economist Lane also noted that what happens in May will be data dependent. We suspect that the data would have 
to be very good for Lane to support a 50bp hike in May, especially given how much financial conditions have tightened. 
Lane also highlighted the impact of the tightening that had already occurred, which has been a feature of commentary 
of more cautious/dovish central bankers for some months now. The speed of the hiking cycle has been rapid. Lane 
highlighted a number of factors that will drive policy at upcoming meetings including the Stability Programme updates 
submitted in April that will lay out likely fiscal developments, as well as Q1 GDP.  
 
We expect that the statement will signal less certainty about upcoming decisions while still signalling more tightening 
ahead. The February policy statement opened “The Governing Council will stay the course in raising interest rates 
significantly at a steady pace and in keeping them at levels that are sufficiently restrictive to ensure a timely return of 
inflation to our two per cent medium-term target”. The reference to a steady pace, which could be interpreted as 
implying another 50bp hike if it remains, will likely go, while “significantly” might go as well in line with Lane’s recent 
caution on the impact of prior hikes. In the wake of the expected 50bp hike in March, the depo rate will be 3.0%, far 
above the average since the ECB was founded (0.82%), up 3.5% since June 2022 and in restrictive territory by most 
people’s reckoning. It will not be plain sailing for the doves. The surge in market pricing of inflation is potentially 
problematic. That said, it is not all bad news on the inflation expectations front. Earlier this week, inflation expectations 
in the ECB’s monthly survey of consumers dropped to 2.5% in 3 years’ time, down from 3.0% last month.  
 
For now we still expect that the ECB will hike 25bp in both May and June. This view depends on inflation starting to 
decline in coming months. We then expect a prolonged pause. During the pause, which we expect to be a number 
of quarters, the ECB’s balance sheet will continue to shrink and real rates will rise as inflation declines. For now, a 
financial accident that truncates the hiking cycle or causes rapid cuts is not our baseline call.   
     
 

Inflation expectations are elevated…              …and financial conditions are tight 

  

Source: Bloomberg 
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