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2 February 2023 

ECB-inspired rally risks going too far 

  
 
 
 
 The European Central Bank raised its key policy interest rates by half a percentage 

point, with the deposit rate rising to 2.5%. It also announced its intention of delivering 
another 50 basis point rate hike in March. We expect the deposit rate to peak at 3.5%. 

 Green tilt: The ECB plans to tilt its corporate bond reinvestments more strongly towards 
issuers with better climate performance. This is symbolically important but its corporate 
bond holding is relatively small. 

 Global monetary policy: There are strong similarities between the Fed, the ECB, and the 
Bank of England. All three say they are going to hike rates further but all remain data-
dependent and aren’t pushing back against market expectations for the terminal rate. 

 Investment implications: The ECB triggered a strong rally in bond markets with BTPs 
outperforming Bunds. The scale of the gains seems a little extreme to us. Credit is a good 
place to be. 

 
What did the European Central Bank announce? 
The European Central Bank raised its key policy interest rates by half a percentage point, lifting 
the deposit rate to 2.5%, and said it intended to deliver a similar rate rise in March because of 
underlying inflation pressures. It also gave details of how it will reduce its balance sheet. For 
corporate bonds, it plans to tilt reinvestments more strongly towards issuers with a better 
climate performance. 
 
How does the ECB plan to reduce its balance sheet and how might this affect the balance 
between net bond issuance and demand in the coming year? 
The Asset Purchase Programme portfolio will decline by €15 billion per month on average from 
the beginning of March until the end of June 2023, and the subsequent pace of portfolio 
reduction will be determined over time. After adjusting for ECB purchases, net euro zone 
government bond issuance is likely to jump from roughly €160 billion to €550 billion in 2023, 
most of which is expected in the first half of the year due to front-loaded activity. 
 
Are there any euro zone countries that might face particular supply/demand imbalances 
in light of the central bank’s plan? 
The increase in bond net funding will come from core and semi-core countries. The total for 
these countries will rise to €300 billion from €226 billion, while that for the euro zone periphery 
is expected to fall to €120 billion from €140 billion. Germany should contribute the most to the 
increase, by moving to €120 billion – nearly double last year’s amount. Net of ECB flows, which 
are turning negative after being positive last year, the supply of German bonds will rise from 
almost flat levels to roughly €155/160 billion. 
 
What will be the impact of the other measures the ECB announced? 
The central bank plans to gradually skew its corporate bond purchases toward “green” labels. 
This is symbolically significant because it is the first time that ECB is taking climate change into 
account when buying assets. But the impact will be very minor because its holding of corporate 
bonds are small, and it will apply this criteria only on reinvestments on maturing bonds. 
 
What’s the outlook for ECB policy? 
Our baseline expectation is the ECB hikes by 50 basis points in March meeting, and follows 
that up with quarter percentage point hikes in May and June. This implies a terminal rate of 
3.5% before the summer, higher than the market’s expectation of 3.25%. The persistence of 
core and underlying inflation will put the ECB under pressure with core CPI close to 4.5% in 
the third quarter in our scenario. An important takeaway from the February meeting was that 
the ECB no longer sees upside risks in its inflation forecast. How long governments continue 
to extend fiscal support to the economy and the rebound in the Chinese economy will be key 
drivers of price pressures. 
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How does that compare with what you expect for the Federal Reserve and the Bank of 
England, which also held policy meetings this week? 
There are strong similarities between the trio. All three say they are not done hiking interest 
rates but they all remain data dependent and are not pushing back against market expectations 
of where this tightening cycle peaks. 
 
Do you see more or less risk of recession in the United States, euro zone, and the UK 
given the monetary policy outlook? 
There is less risk of anything more than a mild technical recession in the United States and 
Europe because there is a lower probability that the Fed and the ECB will tighten too much. 
Continuing wage pressures in the UK, however, imply a material risk that the Bank of England 
– which has just hiked rates to 4% from 3.5% - will need to stay on a tightening path for longer. 
 
What are the market implications? 
This week’s central bank actions bode well for most asset classes near term, and especially 
bonds and credit as there is now a little more clarity on terminal policy rates.  
 
In the case of the euro zone, the ECB sent a different message compared with the fairly 
hawkish tone it took in December. The central bank talked this time about the situation being 
more balanced, both on growth and inflation, even while reiterating that it would stay the course 
to ensure inflation fell back to its 2% target. 
 
The market is anticipating that the ECB will be done with hiking once it has delivered another 
50 basis points hike in March.  
 
This has triggered a strong rally in bond markets, with BTPs outperforming Bunds. The scale 
of the gains seems a little extreme to us given some of the uncertainty that still persists. For 
example, we have yet to know the full impact of China’s reopening and core inflation is still high 
in the euro zone. Credit is a good place to be and there’s no doubt that volatility will continue 
its steady decline, helping carry. 
 

Path of central bank interest rate cycles 

 
Source: Amundi Institute on Bloomberg data, as of 2 February 2023. 
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“We believe credit 
is a good place to 

be.” 

https://www.bankofengland.co.uk/monetary-policy-summary-and-minutes/2023/february-2023
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AMUNDI INSTITUTE 

In an increasingly complex and changing world, investors have expressed a critical need to better understand their 
environment and the evolution of investment practices in order to define their asset allocation and help construct their 
portfolios. Situated at the heart of the global investment process, the Amundi Institute's objective is to provide thought 
leadership, strengthen the advice, training and daily dialogue on these subjects across all assets for all its clients – 
distributors, institutions and corporates. The Amundi Institute brings together Amundi’s research, market strategy, 
investment insights and asset allocation advisory activities. Its aim is to project the views and investment 
recommendations of Amundi. 
 

 
Discover Amundi Investment Insights at            www.amundi.com 

 
Definitions 
 Asset purchase programme (APP): A type of monetary policy wherein central banks purchase securities from the market to increase money 

supply and encourage lending and investment. 
 Basis points: One basis point is a unit of measure equal to one one-hundredth of one percentage point (0.01%). 
 PEPP: Pandemic emergency purchase programme. 
 Quantitative tightening (QT): QT is a contractionary monetary policy aimed to decrease the liquidity in the economy. It means that a CB 

reduces the pace of reinvestment of proceeds from maturing government bonds. It also means that the CB may increase interest rates as a 
tool to curb money supply. 
 

 

Important information 
This document is solely for informational purposes. This document does not constitute an offer to sell, a solicitation of an offer to buy, or a 
recommendation of any security or any other product or service. Any securities, products, or services referenced may not be registered for sale 
with the relevant authority in your jurisdiction and may not be regulated or supervised by any governmental or similar authority in your jurisdiction. 
Any information contained in this document may only be used for your internal use, may not be reproduced or redisseminated in any form and may 
not be used as a basis for or a component of any financial instruments or products or indices. Furthermore, nothing in this document is intended 
to provide tax, legal, or investment advice. Unless otherwise stated, all information contained in this document is from Amundi Asset Management 
S.A.S. and is as of 2 February 2023. Diversification does not guarantee a profit or protect against a loss. This document is provided on an “as is” 
basis and the user of this information assumes the entire risk of any use made of this information. Historical data and analysis should not be taken 
as an indication or guarantee of any future performance analysis, forecast or prediction. The views expressed regarding market and economic 
trends are those of the author and not necessarily Amundi Asset Management S.A.S. and are subject to change at any time based on market and 
other conditions, and there can be no assurance that countries, markets or sectors will perform as expected. These views should not be relied 
upon as investment advice, a security recommendation, or as an indication of trading for any Amundi product. Investment involves risks, including 
market, political, liquidity and currency risks. Furthermore, in no event shall Amundi have any liability for any direct, indirect, special, incidental, 
punitive, consequential (including, without limitation, lost profits) or any other damages due to its use. 
 
Date of first use: 2 February 2023. 
 
Document issued by Amundi Asset Management, “société par actions simplifiée”- SAS with a capital of €1,143,615,555 - Portfolio manager 
regulated by the AMF under number GP04000036 – Head office: 91-93 boulevard Pasteur – 75015 Paris – France – 437 574 452 RCS Paris – 
www.amundi.com. 
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