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Summary 

 Frontloading was no longer used to describe today’s 75bp hike, but the ECB added they have 

“made substantial progress in withdrawing monetary policy accommodation.” 

 Markets interpreted the change as unmistakably dovish, but we believe that this is not what 

the ECB intended to signal. 

 The Council has consistently underestimated its hiking cycle, and today’s press conference 

leaves all options on the table. 

 We are therefore reluctant to lower our forecast of 75bp in December at this time.  

 Today’s changes to the TLTRO effectively end the arbitrage opportunity, but we do not expect 

these changes to materially impact money markets. 

Policy decisions 

 The ECB hiked by 75bp, taking the deposit facility rate to 1.50% and the refi rate to 2.00%. 

 Banks’ required reserves will now also be remunerated at the deposit rate, instead of the main 

refinancing rate. 

 All maturing APP and PEPP assets will continue to be reinvested, with no concrete details on 

quantitative tightening. 

 The key principles of quantitative tightening will be decided in December. 

 From 23 November, the interest rate on TLTRO-III will be set to the average applicable policy 

rate from then until repayment. The ECB will offer additional voluntary repayment dates. 

Markets interpreted today’s 75bp hike as a dovish one, but we disagree. Specifically, the 

Council added that they “have made substantial progress in withdrawing monetary policy 

accommodation,” which traders saw as a sign that policymakers are looking to slow down their 

pace as early as December. But the inflation outlook has yet to improve and the Council 

underestimated their earlier hikes as well. We are therefore reluctant to downgrade our 

forecast already. Rather, we see today as the definitive death of forward guidance, with 

President Lagarde leaving all options on the table.  

Policy rates: Wishful thinking? 

President Lagarde sounded a bit more concerned about the growth outlook. She clearly 

mentioned the word “recession” more often than in previous statements, and with less of a 

conditionality. Nonetheless, the ECB was not working under the assumption of their downside 

scenario –a significant recession– yet. 

At the same time, it appeared as though the ECB has resigned itself to a higher-for-longer 

inflation rate. The statement read that “Inflation remains far too high and will stay above the target 

for an extended period”. Compared to the September statement, which concluded inflation “will 

likely stay above the target”, it sounded as though the ECB now acknowledges that they cannot 

change much about the inflation pressures.  
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That arguably makes today’s hike a dovish one, and the market is clearly interpreting the decision 

as such. Moreover, President Lagarde mentioned three factors that the Council will consider when 

deciding on their next rate hike: 

1. The inflation outlook, taking into account the higher likelihood of a recession; 

2. The measures taken so far – Lagarde added that the ECB hiked 200bp in three meetings; and 

3. The lag in monetary policy transmission. 

However, the ECB also stated that its “monetary policy is aimed at reducing support for demand 

and guarding against the risk of a persistent upward shift in inflation expectations.” And, assessing 

the latest inflation data, President Lagarde drew the same conclusions as we did: “price pressures 

are evident in more and more sectors.” She added that the elevated level of underlying inflation is 

likely to support wages. Indeed, evidence from recent labour agreements suggest wage growth is 

picking up. In conclusion, the Council still assesses risks to the inflation outlook as primarily to the 

upside. 

Farewell, forward guidance 

And, although she was asked directly whether she was “comfortable” with the market lowering its 

expectations for December significantly, President Lagarde neither confirmed nor denied this. And 

she downplayed the discussion whether the omission of “over next several meetings” from the 

guidance that “the Council expects to raise interest rates further” should be seen as a dovish shift 

to fewer hikes.  

If anything, we would argue that removing this time-based statement allows for a longer 

continuation of the hiking cycle. Indeed, at the press conference, Ms. Lagarde noted that 

“substantial progress” does not mean that normalisation has been completed. Moreover, she 

added, the ultimate destination is the policy rate that will deliver 2% inflation over the medium 

term. “That rate is not necessarily where we consider normalisation is completed.” In other words, 

the president explicitly noted that the ECB might very well have to move rates into restrictive 

territory in order to counteract the current inflation dynamics. 

However, that is not what we believe the ECB intended to signal here. In an almost Bundesbank-

like fashion, Lagarde added that the Governing Council takes note of markets, but is not guided 

by them; the ECB does its job, and markets will do theirs. In Lagarde’s own words, the ECB will 

continue to make decisions based on the available data and meeting-by-meeting; they “are 

turning their back to forward guidance.” 

In other words, while it may perhaps seem like the ECB is (too) optimistic about the 

opportunity to slow down come December, we believe that it may be the markets that are 

engaging in some wishful thinking with today’s repricing.  

Quantitative Tightening: Quick time? 

We also fail to see why sovereign bond yields are falling like bricks after the ECB’s press 

conference. President Lagarde said that “the key principles of APP reduction will be decided in 

December”. This does not mean that the Governing Council will also decide to commence any 

form of quantitative tightening before the end of the year, but it does clearly accelerate the 

timeline for a potential start of balance sheet reduction. Going by the Bloomberg consensus 

ahead of today’s meeting, the market expected quantitative tightening to start in 2023Q3. If the 

outlines of the plan are ready in December, that could set the ECB up for a start in late Q1 or early 

Q2. 
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TLTRO-III: Breach of contract? 

In an attempt to drain liquidity, the TLTRO arbitrage will end on 23 November. From that date 

onwards, the interest rate on TLTRO-III will be indexed to the average applicable policy rate1 

between 23 November and the date of repayment or maturity. Additionally, the ECB has added 

three voluntary repayment dates. 

President Lagarde gave two reasons for the amending of the conditions of the TLTRO-III loans. 

First of all, it was required to keep the instrument in line with the required policy settings, i.e., the 

increasing policy rates and the need to start taking some liquidity out of the system again. 

Secondly, Lagarde argued, this would address collateral scarcity.  

Interestingly, the Council has opted to simply change the TLTRO’s terms, and it apparently did not 

see a need to devise a work-around. Although this decision carries some legal risks, President 

Lagarde suggested that the ECB sees this as a proportional measure. The fact that they are only 

implementing these changes forward-looking, rather than retroactively, and that they are giving 

banks three additional voluntary repayment options are probably an attempt to minimize any 

backlash.  

As we argued earlier, ignoring any legal risk, changing the terms was the most market-neutral 

option available to the ECB. Therefore, we don’t expect the repayment of TLTRO liquidity to have 

much of an impact on €STR, considering that these additional voluntary repayments will probably 

only be that part of the TLTRO borrowing that was used for arbitrage at the ECB’s deposit facility. 

Thus, it should not meaningfully affect the euro money market. 

We believe that most of these early repayments may take place at the earliest available 

opportunity on 23 November. Although banks only have until 16 November to inform their 

national central bank of their intention to repay, the ECB’s intentions to end the TLTRO arbitrage 

were telegraphed well in advance of today’s meeting. So the planning of repayment scenarios has 

probably already been set in motion. 

Turning to the ECB’s second argument, we are sceptical that today’s changes will do much to 

improve the availability of collateral. It is unlikely that banks will have used their highest-quality 

collateral for these ECB operations, and those banks who did probably aren’t the biggest 

participants in repo markets. Based on Bundesbank data, our Rates Strategy team guesstimates 

that it may free up some €33 billion in Bunds. That will probably not make much of a dent in the 

current collateral scarcity, and German repo rates by extension. 

Table 1: Voluntary repayment dates until March 2023 

Voluntary repayment date Notification deadline 

23 November 2022 16 November 2022 

21 December 2022 7 December 2022 

25 January 2023 11 January 2023 

22 February 2023 8 February 2022 

30 March 2023 15 March 2023 

Note: added dates in bold 

Source: ECB 

 

 
1 i.e., the average deposit facility rate or average main refinancing rate, depending on whether banks have met their 

respective lending targets. 

https://www.ecb.europa.eu/press/pr/date/2022/html/ecb.pr221027_1~c8005660b0.en.html
https://www.bloomberg.com/news/articles/2022-10-26/banks-warn-ecb-of-serious-consequences-if-loan-terms-tighten
https://research.rabobank.com/markets/en/documents/304007_ECB20221020.pdf
https://www.bundesbank.de/resource/blob/625988/4042d053299e77f859973f44ca7eb907/mL/hinterlegte-sicherheiten-data.pdf
https://www.ecb.europa.eu/mopo/implement/omo/pdf/Indicative_calendar_for_TLTRO_III_voluntary_early_repayments_as_of_27_October_2022.en.pdf
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