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17 March 2023 

ECB increases rates: the job on inflation is 
not done yet, but expect a softer path  
  
 
 
 
 The European Central Bank (ECB) raised its key policy interest rates by half a 

percentage point, lifting the deposit rate to 3.0%. It did not commit to future rate hikes, 
stressing that decisions will be made meeting by meeting and based on the data.  

 Macro: The ECB lifted its 2023 GDP forecast while reducing its headline inflation 
projections. However, it also lifted its core inflation forecast for 2023. 

 Banking sector stress: The ECB iterated its confidence in the euro area banking sector, 
which shows strong capital and liquidity positions. It did not announce new liquidity schemes 
but said it stood ready to act with its extensive policy toolkit. 

 Investment implications: After a period where rate hikes have only had a muted impact 
on the economy, recent events tell us that a speed limit has been reached. We now wait for 
next week’s FOMC decision but, overall, steepening is coming. Agility is the name of the 
game, as dispersion will generate active opportunities. 

 
What are the main takes from today’s ECB monetary policy committee? 
The European Central Bank raised its key policy interest rates by half a percentage point, lifting 
the deposit rate to 3.0%. However, it did not commit to future rate hikes, Lagarde stated 
that “it’s not possible to determine at this point in time the future path for rates”. Decisions will 
thus be made meeting by meeting and based on the data, in line with Lagarde’s description of 
the current ECB reaction function “Rate decisions will be determined by its assessment of the 
inflation outlook in light of the incoming economic and financial data, the dynamics of underlying 
inflation, and the strength of monetary policy transmission.” 
 
What is the ECB’s assessment of the inflation situation? 
The ECB stressed that inflation remains a major concern: “Inflation is projected too high 
for too long”. In particular, the ECB is concerned about the strong diffusion of high energy prices 
for the rest of the economy. Christine Lagarde underlined that 1. Demand is supported by 
expansionary fiscal policy; 2. The Eurozone labour market is tight, with wages accelerating; 3. 
Many firms were also able to raise their profit margins.  
Indeed, the disinflation process is slower than expected: While headline inflation declined to 
8.5% in February, this was mostly energy related. Both food prices and core inflation are on 
the rise. At 5.6%, core inflation is stronger than ever. Against this backdrop, the ECB’s 
projections for 2023 core inflation were revised higher to 4.6% versus 4.2% in December. 
 
How were growth projections revised? 
The new ECB projections confirmed a macro momentum that is less bad than previously 
expected.  
 
Change in ECB Macroeconomic projections (March 23 vs Dec 22) 

 
Source: Amundi Institute on ECB projections, as of 16 March 2023. 
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“While admitting 
risks, the ECB 
sees the fight 
against inflation 
as its main 
priority.” 
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Compared with the December forecast, baseline projections for growth in the euro area in 2023 
have been revised upwards to 1%, due to lower energy prices and better resilience of the 
economy in relation to a difficult international environment. At the same time, the rebound in 
growth expected in 2024 and 2025 has been revised lower, due to the effect of tightening 
monetary policy. The ECB now sees GDP at 1.6% in 2024 and 2025 (vs. 1.9% and 1.8% 
previously). Moreover, there are risks: Lagarde stressed that "Persistently elevated market 
tensions could tighten broader credit conditions more strongly than expected and dampen 
confidence” and added, “We are monitoring current market tensions closely and stand ready 
to respond”. Major external risks also include the Ukraine war and new potential accidents in 
global growth.  
 
How does the ECB view the recent surge in financial stress? 
Regarding the recent episode in banking sector stress, the ECB reiterated its confidence in 
the banking sector, as well as its readiness to act to preserve price and financial stability in 
the euro area. Indeed, euro-area banks are in a much stronger position than in 2008, with 
strong capital and liquidity positions. The ECB did not announce changes in its liquidity 
framework, but its policy toolkit1 is fully equipped to provide liquidity support to the 
financial system if needed and to preserve the smooth transmission of monetary policy. 
 
Do today’s announcements modify your view on policy rates and quantitative tightening 
(QT) scenarios? 
Our assessment is that the ECB’s job on inflation is not done yet. Therefore we have not 
changed our expectations regarding the ECB’s terminal rate. We expect the ECB to continue 
to increase its key rates, although more gradually from now on. Indeed, the tightening in 
financing conditions will reinforce the need for a meeting-by-meeting approach and for limiting 
the magnitude of subsequent hikes.On QT we believe that both the ECB and the Fed will 
start to be much more cautious about the withdrawal of liquidity and their balance sheet 
management.  The main risk today is financial stability and a sharper-than-desired tightening 
in credit conditions. The ECB and the Fed are closely monitoring current market tensions.   
 
What is your assessment of fixed-income markets, in light of recent events? 
These events tell us that after a period where prior central bank actions seemingly only had a 
muted impact on the economy, some form of speed limit has now been reached. This is 
illustrated by the dramatic flattening of the yield curve (from a historical perspective). 
We are keeping our current views and have become even more cautious about risk, in light of 
the incoming volatility. We are now waiting for next week’s FOMC announcements yet, 
overall, steepening is coming. 
We are also keeping a neutral view on peripheral debt and retain a preference for EUR IG 
credit as, even though corporate fundamentals are currently good, they will likely deteriorate 
through time. 
 
How should investors navigate this phase of the market?   
Data is not the only driver and agility is going to be the name of the game. We now need 
to see how the Fed will react but, overall, risk budgets must be tightly managed as 
dispersion will increase and generate active opportunities. Overall, in this phase of 
market volatility, aggregate bonds have proven to be a good diversifier and we believe 
that this trend may continue. 
 

 

  

                                                      
1 To avoid the propagation of a liquidity crisis, liquidity lines between central banks (CB) already exist, and the mechanism was 
reinforced during the Covid crisis. Two basic types of financial instruments can be used to establish a liquidity line: swap agreements 
and repurchase agreements. Note that these instruments are increasingly used by large CBs since the Great Financial Crisis. The 
ECB is part of a swap-line network consisting of permanent bilateral arrangements with five other major central banks, including the 
Swiss National Bank. Since the Covid crisis, the ECB has also reactivated existing swap lines and established new ones with several 
non-Eurozone CBs. These lines help prevent euro liquidity shortages from becoming a risk to financial stability. Finally, on a different 
note, if the ECB wants to avoid a credit crunch, it can also resort to exceptional targeted longer-term refinancing operations 
(TLTROs). 
 

“We expect rate 
rises to be more 
gradual and a 
muchmore 
cautious 
approach to 
quantitative 
tightening.”  

“Steepening is 
coming and 
agility will be 
key.” 
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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%). 
 Curve flattening: An environment in which the difference (spreads) between yields/rates of short-term and long-term bonds of the same credit 

quality reduces. 
 Curve steepening: A steepening yield curve may be a result of long-term interest rates rising more than short-term interest rates or short-term 

rates dropping more than long-term rates. 
 FOMC: Federal Open Market Committee. 
 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. 

 Volatility: A statistical measure of the dispersion of returns for a given security or market index. Usually, the higher the volatility, the riskier the 
security/market. 
 
 

 

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 16 March 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: 17 March 2023. 
 
Document issued by Amundi Asset Management, “société par actions simplifiée”- SAS with a capital of €1,143,615,555 - Portfolio manager 
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www.amundi.com. 
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