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European Central
Bank Monetary Policy
update

Today, the European Central Bank held its monetary
policy meeting. This session was highly anticipated in
the current context of high uncertainties due to the
situation in Ukraine, and already high and rising inflation
even before the war started.

Here are three questions answered to help shed light on
today’s ECB meeting

Question #1:
Do you think the decisions taken by the
ECB were the right ones? Why?

Read more on p2



The ECB did not alter its key interest rates today, with cash benefitted from the lack of alternative caused by negative

rates remaining in negative territory. But the central bank rates on cash and government bonds. Should cash and
provided interesting indications on the path of its monetary government bonds offer positive rates again, investors may
policy for the coming months. The uncertainties caused by reconsider the riskier portion of their portfolios and ask for
the war in Ukraine warrant cautiousness for the time being, higher premium on corporate bonds and equities.

but the ECB is setting the scene for being able to hike rates
and tighten its monetary policy in the second half of the year
if inflationary pressures persist.

How worried are you with inflatior

Here are three questions answered to help numbers?

shed light on today’s ECB meeting

Inflation has been trending up in Europe due to higher
energy prices, but also due to strong underlying demand.
. .. The “energy” component of inflation is obviously very
Do you think th_e decisions taken L sensitive to the developments in Ukraine and the ensuing
ECB were the I'Ight ones? WhY? sanctions against Russia, and will likely remain elevated in

the months ahead.
The ECB is acknowledging the two main challenges that it

will have to face in the coming months:
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Continuously rising inflationary pressures that directly Underlying and tota ation vs ECB Targe

threaten its mandate, 8
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Downside risks to growth resulting from the war in
Ukraine. 6

Today’s announcements, namely accelerating the winding
down of the Pandemic Emergency Purchase Programme
and linking potential rate hikes to the evolution of the
macroeconomic environment, are a way to create as much 2
flexibility as possible for the ECB’s monetary policy in the

months ahead.

With such flexibility, the ECB will be able to maintain very
accommodative conditions if the impact of the war in 2
Ukraine requires it, and to tighten financing conditions

if made necessary by inflation developments. Forward

guidance has to be scaled back in such an uncertain Source: Banque Syz, Factset
environment.
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The underlying infiation, on the other hand, is driven by
the strength in economic activity. At this stage, given the
low level of unemployment across the Euro area, upward

What consequences will this deci: pressures on wages are becoming visible and could fuel
have on the economy? an acceleration of this underlying inflation, which is one

reason for the ECB to have the flexibility to be able to raise
In the short run, those decisions ensure that financing interest rates relatively rapidly if warranted. But an economic
conditions remain extremely accommodative for the slowdown would probably tame the underlying inflationary
Euro area, thus continuing to support economic growth, trend and ease the pressure on the ECB to act.

especially in the current uncertain context.

Prospects of possibly higher short-term rates by the end of

2022 would not be overly negative for economic growth, as For further information
they would occur only if economic growth remains positive
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in Europe. )
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In such context, they would merely be an adjustment to CH-1201 Geneva
an environment that would no longer warrant the kind of Tel +41 58 799 10 00
ultra-low interest rates implemented to fight deflationary Fax +41 58 799 20 00
pressures. syzgroup.com
The consequences might be more visible on financial Adrien Pichoud, Chief Economist & Senior Portfolio Manager
markets, where corporate bonds and even equities have adrien.pichoud®@syzgroup.com
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