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Minutes of the ECB’s April meeting
confirm hawkish bias
The just-released minutes of the ECB’s April meeting confirm its hawkish
bias, which has only grown stronger since 

The ECB has hiked rates by 25bp, as expected

Remember that at the press conference of the ECB’s April meeting, President Christine Lagarde
mentioned that the central bank not only discussed keeping rates on hold but also a possible
rate hike. This hawkish tone is also reflected in the minutes, which show that some ECB
members “would not have opposed raising rates at the current meeting had this been on the
table.”

Here are some of the other highlights from the minutes:

"The risks to the growth outlook were to the downside, with risks having intensified since
the Governing Council’s previous monetary policy meeting in March."
"Though inflation expectations had risen significantly over shorter horizons, most
measures of longer-term inflation expectations stood at around 2%, supporting the
stabilisation of inflation around target in the medium term."
"Regarding possible indirect and second-round effects of the energy shock, it was noted
that some effects, particularly indirect effects, were inevitable and that the key issues
would be their extent, magnitude, timing and duration. Regarding their duration, it was
noted that the time it took for oil shocks to transmit to HICP items that were identified
as being energy-sensitive varied from one month for fuels to more than 15 months for
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other energy-sensitive items, such as meat products, when measured in terms of the
peak impact."
"At the same time, it was remarked that survey data [of inflation expectations] should
be interpreted with some caution as any deterioration might be driven by sentiment
rather than a material change in underlying fundamentals."
"The current situation of a classical negative supply shock was different from the
situation in 2022, when the reopening after the pandemic had also led to strong
demand forces pushing up inflation."
"A number of members noted that the decision was a close call and that they would not
have opposed raising rates at the current meeting had this been on the table. Increasing
interest rates at the current meeting would have sent an even stronger signal of
determination to bring inflation back to target in a timely manner."

Moving towards a hike in June
The next ECB meeting will be in two weeks from now, and it looks as if a rate hike is almost a
done deal. An insurance rate hike, as a 25bp move will do less harm to the economy than an
ECB falling behind the curve would do to the central bank's credibility. Isabel Schnabel’s
comments earlier this week confirmed the direction of travel. In fact, it would probably require
another sharp deterioration in economic sentiment for the ECB not to hike. Even if the war in
the Middle East were to end tomorrow, the damage to inflation has already been done.
Inflation has started – and will continue – to hit the eurozone economy.

The only question is whether it will fall in the category of ‘transitory’ or whether supply chain
disruptions could create more knock-on effects than ‘only’ on transportation and food prices.
Given the 2022 experience, the ECB is likely to opt for an 'insurance' rate hike. Not that a rate
hike will do a lot to affect inflation expectations, but it would be a symbolic move, stressing the
ECB’s determination to act.

What's even more interesting is what will happen beyond the June meeting. As long as fiscal
stimulus remains muted, the risk of an outright inflationary spiral remains small, making an
aggressive monetary policy reaction to the current energy price shock unlikely. This is why, for
now, we only see one insurance rate hike in June being used to demonstrate the ECB’s
willingness and determination to keep inflation expectations anchored. As long as the bond
market is taking over the ECB's work to tighten the monetary policy stance, governments don't
fuel an inflationary spiral with fiscal stimulus, and sentiment indicators remain weak, it’s hard
to imagine that the ECB would really want to fight an exogenous supply shock at the cost of
worsening an economic downturn
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