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Ladies and gentlemen, 

 

It is my pleasure to be able to participate in this event and I would like to take the opportunity 

to share with you my thoughts on euro area monetary policy at what remains a complex 

juncture. The first part of my address will describe the decisions we took at the meeting of 

the Governing Council of the European Central Bank (ECB) held in early May. I will then 

break down the main determinants of our future decisions. 

 

The May decisions 

 

Amid persistently very high inflation, our May decisions were a further step in the monetary 

tightening process we launched at the end of 2021 to bring inflation down to our 2% 

medium-term target. Specifically, we decided to raise interest rates by 25 basis points (bp), 

in line with market expectations, increasing the deposit facility rate to 3.25%. This 

represents a cumulative increase of 375 bp since July 2022.  

 

This decision was based on the overall assessment of the three factors currently informing 

our interest rate policy: the inflation outlook in light of incoming economic and financial data, 

the dynamics of underlying inflation and the strength of monetary policy transmission.  

 

With regard to the inflation outlook, our assessment largely rests on the Eurosystem staff 

quarterly projections, which paint a coherent picture of different macroeconomic 

developments – including the risk factors – and their likely future path.  

 

The latest projections, published in March,1 forecast that euro area real GDP growth will 

slow to 1% in 2023 (down 2.6 percentage points (pp) on 2022), albeit gradually recovering 

in the second part of the year, with growth of 1.6% expected for 2024 and 2025.  

 

The outlook for 2023 is somewhat brighter than projected in December, as the European 

economy has proven more resilient, with energy costs falling further and global production 

chains easing more than initially expected and households and firms receiving significant 

fiscal policy support.  

 

The data show that headline inflation peaked in November 2022. It has fallen by 3 pp since 

then, to 7% in April, underpinned by lower energy prices and, since early 2023, negative 

base effects.2 April also saw food inflation fall for the first time since September 2021 (13.6% 

versus 14.7% in March).  

 

Inflation is projected to gradually fall from 8.4% on average in 2022 to 5.3% in 2023 (2.8% 

in Q4), then drop to 2.9% in 2024, before drawing close to our medium-term target in 2025, 

when it will stand at 2.1% (2% in Q3 and Q4 of that year).  

 

The downward trend in inflation will be driven by easing global supply chain bottlenecks, 

the reversal of the energy price shock’s indirect effects on underlying inflation, the 

                                                                                              

1 ECB macroeconomic projections of 16 March 2023. 

 
2 These base effects reflect an automatic drop in the year-on-year rate of price growth after the sharp rises a year earlier. 

https://www.ecb.europa.eu/pub/pdf/other/ecb.projections202303_ecbstaff~77c0227058.en.pdf


     2  

dissipation of the upward pressures from the reopening of the economy after the pandemic 

and the stronger euro exchange rate. In the more medium term, the moderation of domestic 

demand – as a result, among other factors, of our monetary policy – will help contain 

inflationary pressures.  

 

Nevertheless, as I will detail later, these projections are subject to a high level of uncertainty. 

 

From a monetary policy perspective, it must be borne in mind that this inflation forecast – 

which, I stress, is compatible with our medium-term price stability target – is based, among 

other assumptions, on market expectations for our interest rates that envisage the deposit 

facility rate peaking at around 3.75% in the coming months, holding at that level over the 

following quarters and only gradually falling from 2024 Q2. 

 

Although no new projections were available in May, the latest data published since the 

March projections were prepared show, firstly, that economic activity has performed in line 

with the forecast. Thus, euro area GDP grew 0.1% in Q1 and the partial and essentially 

qualitative information available for Q2 suggests a slight acceleration. By component, 

private consumption remained weak, but the labour market continued to prove robust: the 

unemployment rate stood at historically low levels (6.9% in March, almost 1 pp below the 

February 2020 rate), although hours worked were still 1.6% below the pre-pandemic level.  

 

Inflation of 7% in April was slightly higher than expected, while financial conditions tightened 

further – as a result, above all, of an even stronger euro exchange rate – and energy prices 

were at somewhat lower levels than those incorporated into the March projections.  

 

All this information led us to consider that the medium-term inflation outlook in the March 

projections essentially remained valid. In this respect, the International Monetary Fund 

projections published on 18 April forecast a similar GDP and inflation outlook to that of the 

Eurosystem. 

 

Underlying inflation (i.e. excluding energy and food) fell slightly in April, to 5.6%, but was 

higher than expected, after reaching a record high of 5.7% in March. Other indicators 

confirm that underlying price pressures remain strong. First, inflation rates for the 

underlying inflation components most exposed to higher energy prices,3 which increased 

by 4.5 pp over the course of 2022 (to 7.2% in December), have continued to rise and stood 

at 7.7% in April. Second, the price growth of those items most affected by the recovery in 

demand after the pandemic restrictions were lifted, such as those related to transport and 

household equipment and maintenance, shows signs of stabilising, albeit at levels that 

remain high (above 7%).4 In addition, inflation rates for the components related to recreation, 

food service activities and tourism reached an all-time high of 7.5% in March (7.4% in April). 

Lastly, inflation rates for the rest of the items, which account for more than 30% of the 

                                                                                              

3 To analyse the importance of energy in underlying inflation, an aggregate is constructed that includes those items 

corresponding to sectors for which the weight of energy costs is above the average.  
 
4 Household equipment and maintenance grew at 8.2% in April (versus 8.7% in March), while transport grew at 7% in 

April (versus 7.1% in March). 
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consumption basket, held at 3.6%5 in April, with the prices of more than half of the items 

growing at rates of over 4%.  

 

Nonetheless, various short-term underlying inflation indicators – measured in month-on-

month or quarter-on-quarter terms – have started to ease somewhat. In this respect, non-

energy industrial goods inflation fell from 6.6% in March to 6.2% in April. 

 

At the same time, wage pressures have continued to increase, with compensation per 

employee and per hour growing by 5% and 4.3%, respectively, in 2022 Q4 (3.9% and 2.9% 

in Q3). In any event, this is in line with the March projections. However, the recent agreement 

for the German public sector, which includes very substantial wage settlements for 2023 

and 2024, augurs further pressures, and it must be borne in mind that the empirical evidence 

shows that private-sector wages in Germany tend to respond to changes in public-sector 

wages.6 An indicator of underlying inflation for the most labour input-intensive components 

and, therefore, those most sensitive to wage growth, has remained high over the last three 

months, at around 4.3%.7 

 

On Quarterly National Accounts data for Q1, firms in some sectors have continued to widen 

their profit margins. However, other indicators, based on firm-level data, suggest a 

somewhat more moderate performance.  

 

Lastly, April 2023 saw the longer-term inflation expectations of professional forecasters 

(relating to 2027) and those in the Consensus Forecasts (referring to the average for 2028-

2032) revised down slightly, to 2.1% and 2%, respectively. Conversely, the latest Consumer 

Expectations Survey, conducted in March, saw inflation expectations three years ahead 

increase to 2.9%, up from 2.4% in February. This requires ongoing monitoring over the 

coming months. After factoring in the inflation premium, the financial markets’ medium and 

long-term inflation expectations stand at around 2%. 

 

The latest data confirm that our monetary policy is being transmitted forcefully to 

financing and monetary conditions, while the speed and strength of transmission to the 

real economy remain highly uncertain.  

 

In particular, lending has lost considerable momentum, with bank loans to non-financial 

corporations (NFCs) and households growing by 5.2% and 2.9%, respectively, in March, 

significantly lower than their 2021 peaks. Bank interest rates for NFCs and households 

reached 3.9% and 3.2%, respectively (1.6% and 1.8% in May 2022).  

 

The latest ECB Bank Lending Survey (BLS) shows that credit standards tightened further 

across the board in 2023 Q1 and more than expected a quarter earlier. The fall in demand 

                                                                                              

5 This sub-index includes “Clothing and footwear”, “Housing” (excluding energy expenditure and household 

maintenance), “Health”, “Communication”, “Education” and “Other goods and services”. It also includes rentals for 
households’ principal residence. 
  
6 Ana Lamo, Javier J. Pérez and Ludger Schuknecht. (2012). “Public or Private Sector Wage Leadership? An International 
Perspective”. The Scandinavian Journal of Economics, 114(1), pp. 228-244. 
 
7 This indicator comprises those underlying inflation components in which wages account for over 40% of total 
production costs. 

https://www.jstor.org/stable/41407783
https://www.jstor.org/stable/41407783
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has also contributed to weak financing flows. In addition, banks expect loan supply to 

tighten further and a fresh decrease in loan demand in Q2. 

 

In sum, the data available to us in May pointed to medium-term inflation expectations 

similar to those of March and strong underlying inflationary pressures, and confirmed 

that our interest rate increases are being transmitted forcefully to financing 

conditions.  

 

In light of this information, we established that achieving our medium-term inflation target 

would require a further interest rate increase. In this case, we decided to raise rates by 

25 bp, a smaller increase than previous rises, given that the monetary policy tightening 

process is well under way, with interest rates clearly in restrictive territory. 

 

At the May meeting we also took further steps towards reducing the size of the Eurosystem's 

balance sheet. This also contributes to tightening financing conditions, especially medium 

and long-term interest rates, and therefore complements interest rate increases, which are 

our primary tool for setting the monetary policy stance.  

 

In early March we launched the process to reduce the size of the asset purchase programme 

(APP) portfolio at a measured and predictable pace. Specifically, by not reinvesting all of the 

principal payments from maturing securities, we agreed to reduce the APP portfolio at an 

average pace of €15 billion per month up to June. In May we decided to accelerate the pace 

of the run-off from July, by discontinuing reinvestments, also in line with the market 

expectations.  

 

Future interest rate decisions 

 

Looking ahead, we will continue to take our decisions based on the incoming data and, 

in particular, on our assessment of the three factors I referred to earlier. Allow me a few 

observations on these factors. 

 

In terms of the inflation outlook, a new projection exercise is due in June. In any event, 

macroeconomic developments will be shaped by various sources of uncertainty in the 

coming quarters. I will now single out some of these. 

 

First, the euro area economy proved resilient in a context marked by the significant 

reversal of earlier supply shocks, in which, moreover, households had ample savings to 

draw on, the post-COVID-19 pick-up in demand continued to generate positive effects and 

the transmission of monetary policy remained incomplete. 

 

There is, however, much uncertainty over the persistence of these factors.  

 

First, the sharp fall in gas prices in Europe in recent months reflects the unusually mild 

weather and the energy savings measures. Nonetheless, the potential duration of the war in 

Ukraine remains a significant source of uncertainty in terms of how such prices might 

develop. Moreover, euro area GDP growth in 2023 Q1 appears to have been underpinned, 

in particular, by non-residential investment and the positive contribution of net trade. 
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Conversely, private consumption remained weak. Furthermore, households have used 

some of the savings built up to invest in assets less liquid than bank deposits, suggesting 

less is available for consumption.8 By sector, growth continues to be concentrated 

exclusively in services, while industry is showing signs of further weakness.  

 

Second, there is also considerable uncertainty over the future path of the world 

economy, against a backdrop of tighter monetary policy globally and significant geopolitical 

risks. In the first part of the year, global economic activity has surprised on the upside, albeit 

with an increasing divergence between services, with the Services Purchasing Managers' 

Index (PMI) hitting its highest level for eight months in March, and manufacturing, with the 

Manufacturing PMI falling further into negative territory in the advanced economies. 

Meanwhile, global trade also remained in negative territory in February. 

 

Economic activity in the United States slowed to 0.3% in Q1 (half that of the previous 

quarter), owing in particular to declining inventories and weaker non-residential investment. 

In any event, the labour market continues to be very resilient and underlying wage pressures 

remain high. In this setting, doubts remain over the level of monetary tightening needed to 

bring inflation down to the Federal Reserve’s target and its impact on economic activity, 

particularly given the stress in the US banking sector in recent months.  

 

Elsewhere, uncertainty persists as to how the reopening of the Chinese economy will impact 

inflation. On the one hand, a more buoyant Chinese economy is likely to boost global 

demand, especially for commodities, which would tend to drive inflation rates up. On the 

other, it could quicken the disappearance of global production chain bottlenecks and 

strengthen the capacity of global supply to meet demand, which would ease inflationary 

pressures. Which of the two channels will dominate and by what margin will depend, among 

other factors, on the breakdown of the country’s recovery.9 Although China recorded strong 

growth in Q1, inflation eased and supply chains continued to improve. 

 

Third, fresh outbreaks of financial instability such as those seen in March could 

amplify recessionary forces. The fallout from this episode has been limited, with euro area 

financing conditions tightening somewhat, primarily via corporate risk premia. As I 

mentioned earlier, data from the April BLS point to credit standards having tightened 

substantially in 2023 Q1. This tightening reflects banks' higher risk perceptions, essentially 

linked to the deterioration in the macroeconomic outlook and in borrowers' creditworthiness 

and, to a lesser degree, to banks’ lower risk tolerance, the higher cost of funds and balance 

sheet constraints. It does not therefore appear to be related to the episode of stress. 

Nonetheless, a return of financial instability could trigger a further tightening of credit terms 

and dent confidence, while also giving rise to a scenario of slower economic growth and 

faster falling inflation. 

 

                                                                                              

8 Carmen Martínez-Carrascal. (2022). “Box 5. Impact on recent and expected consumption patterns of the savings 
accumulated by households during the pandemic”. In “Quarterly report on the Spanish economy”. In Economic Bulletin 
- Banco de España, 2022/Q4. Pana Alves and Carmen Martínez-Carrascal. (2023). “Evolución y usos del ahorro 

extraordinario acumulado por los hogares españoles desde el inicio de la pandemia”. Boletín Económico - Banco de 
España, 2023/Q2. Forthcoming. 
9 On the latest data, the recovery of the Chinese economy looks to be driven more by domestic consumption, particularly 

in the services sector, which would result in weaker inflationary pressures in the euro area, especially in terms of the 
effect on higher commodity prices. 

https://repositorio.bde.es/bitstream/123456789/24993/1/be2204-it-Box5.pdf
https://repositorio.bde.es/bitstream/123456789/24993/1/be2204-it-Box5.pdf
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A fourth factor, which clouds the inflation outlook somewhat, has to do with fiscal 

policy. The authorities have rolled out numerous anti-inflation measures, some of them 

exerting direct downward pressure on consumer prices, in both 2022 and 2023. In addition 

to the uncertainty stemming from their design and implementation and the impact they 

ultimately have, some of these measures include energy price caps and, therefore, whether 

or not they are activated will depend on energy market developments. Moreover, the 

withdrawal of such measures drive consumer prices up in the coming years, especially in 

2024. The scale of these effects will depend on the pace of their withdrawal.10  

 

It is important to stress here that, in the current high inflation environment, in order to get 

the right policy mix, the fiscal policy stance must be compatible with the tightening of 

monetary policy. This means that any public support measures must be temporary, targeted 

on the most vulnerable agents and tailored to preserving incentives to consume less energy, 

and should be withdrawn as and when energy prices fall. Otherwise, we run the risk of 

amplifying the inflationary pressures in the medium term, thus necessitating a more forceful 

monetary policy response. 

 

As regards the dynamics of underlying inflation, following an initial stage in which 

external pressures held sway, these have gradually abated, while domestic pressures 

remain high and are increasingly relevant.11 Nonetheless, as I noted earlier, falling energy 

prices, improvements in supply chains and slowing demand, as a result of tighter financing 

conditions, are expected to begin gradually bringing inflation down.  

 

However, the strength of these effects is uncertain, as they may not be symmetrical to the 

upside effects. The economic literature is inconclusive as regards the existence of these 

possible asymmetries, and this aspect should therefore be closely monitored.12 

 

Our attention is now also turning to how wages and profit margins respond and, by 

extension, to the possible emergence of second-round effects.  

 

The March inflation projections assume a gradual recovery in real wages, which are 

expected to stand at levels similar to their 2022 Q1 levels by the end of 2025. This would be 

compatible with a decline in unit labour costs, since productivity is expected to rise slightly. 

However, wage negotiations are taking place against a backdrop of tight labour markets 

and new collective bargaining agreements point to growing wage pressures.  

 

Meanwhile, the projections anticipate that margins will be squeezed somewhat by 

weakening demand. However, stronger demand or the emergence of financial vulnerabilities 

at firms could give rise to more buoyant margins. 

                                                                                              

10 According to the March projections, the fiscal measures to offset the rise in energy prices and inflation are expected 
to have a downward impact of 0.3 pp on headline inflation measured by the harmonised index of consumer prices (HICP) 

in 2023 and, once withdrawn, an upward effect of around 0.5 pp in 2024 and 0.2 pp in 2025. 
 
11 José González Mínguez, Samuel Hurtado, Danilo Leiva-León and Alberto Urtasun. (2023). “The spread of inflation from 

energy to other components”. Economic Bulletin - Banco de España, 2023/Q1, 02. 
 
12 In the case of oil prices, Lutz Kilian and Robert J. Vigfusson. (2011). “Are the responses of the US economy asymmetric 

in energy price increases and decreases?”. Quantitative Economics, 2(3), rule out the existence of asymmetries in terms 
of both economic activity and inflation in the United States, while Lian An, Xiaoze Jin and Xiaomei Ren. (2014). “Are the 
macroeconomic effects of oil price shock symmetric? A Factor-Augmented Vector Autoregressive approach”. Energy 

Economics, 45, find, for the same economy, that the impact on inflation is less pronounced following a fall in the price 
of oil than after an increase. 

https://repositorio.bde.es/bitstream/123456789/25119/1/be2301-art02e.pdf
https://repositorio.bde.es/bitstream/123456789/25119/1/be2301-art02e.pdf
https://onlinelibrary.wiley.com/doi/abs/10.3982/QE99
https://onlinelibrary.wiley.com/doi/abs/10.3982/QE99
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It should continue to be stressed that much of the high inflation in the euro area stems from 

the surge in commodity import prices, which has led to a significant worsening of the real 

terms of trade. This brings with it an inevitable short and medium-term loss of real income 

for the euro area economy as a whole. An equitable distribution of this loss between workers 

and firms could prevent the inflationary spiral that would emerge were both groups to 

attempt to avoid this loss unilaterally, by maintaining, respectively, the same level of real 

wages and profit margins. 

 

In short, protracted inflation increases the risk of significant second-round effects. This, in 

turn, makes the deanchoring of inflation expectations a more likely prospect. Nonetheless, 

for the time being, such expectations remain anchored at levels compatible with the price 

stability target, and the second-round effects have been moderate. 

 

As far as monetary policy transmission is concerned, the current episode has certain 

notable idiosyncrasies when compared with other historical episodes.  

 

First, the last cycle of significant and sustained tightening took place almost two decades 

ago. Since then, the euro area and global economies have undergone transformations that 

may have affected the transmission mechanism.  

 

Second, the current cycle was preceded by a long period of expansionary monetary policy, 

including new unconventional measures, such as the purchase of financial assets, which 

have now begun to be reversed. The reversal of these measures will trigger a tightening of 

financing conditions beyond that associated with policy interest rate hikes, for which there 

are no precedents that might allow for an accurate ex ante estimation.  

 

Third, the scale and pace of the ECB’s interest rate hikes are unprecedented, which could 

generate non-linear effects in the economy.  

 

Lastly, unlike in previous cycles, in which demand shocks took centre stage, this time round 

negative supply shocks have predominated. This means that the economy has to cope with 

a tightening of financing conditions against a background of weak economic growth. 

 

In this setting, we have already identified several differences in the way financing conditions 

have responded to monetary policy compared with historical patterns.  

 

Some aspects point to a slower transmission than in the past.  

 

The first is the lower sensitivity of the non-financial private sector’s debt burden to interest 

rate rises, owing to the reduction in the proportion of households’ bank debt with a fixed 

interest rate period of one year or less (from 35% of the total in 2012 to 25% in 2021) and 

of NFCs’ bank debt with a maturity or a fixed interest rate period of one year or less (from 

70% to 58% of the total in the same period).13  

                                                                                              

13 However, there is significant cross-country heterogeneity. For example, in 2021 the percentage of household debt 
with an interest rate resetting after one year was 67% in Spain and 59% in Italy, but just 6% in France and Germany. In 
the case of firms, the percentage of bank debt maturing or with interest rates resetting after one year was 93% in Italy, 

58% in Spain, 47% in France and 39% in Germany. 
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The second is the slower pass-through of market interest rates to the remuneration of 

retail deposits, which may be at least partly explained by the fact that deposit rates were 

higher than market rates during the period of negative interest rates and by the ample 

liquidity currently available. Indeed, there is evidence that banks have raised deposit rates 

more moderately in jurisdictions with a lower reliance on deposit funding to underpin 

lending.14 

 

However, other developments point to a sharper tightening of financing conditions than 

would be expected based on historical patterns. 

 

First, the current cycle has seen a higher increase in some risk premia and, therefore, a 

higher increase in the cost of funding than would result from the rise in policy interest rates. 

This has affected, in particular, the term premia implicit in long-term yields that compensate 

investors for the risk that interest rates will change and, to a lesser extent, corporate and 

sovereign premia. These movements can be explained, among other reasons, by the high 

uncertainty about the future course of inflation and monetary policy, the expected decline 

in the Eurosystem’s asset portfolio, other regions’ monetary policy externalities (mainly the 

United States) and the initially low levels of some of these premia due to the long period of 

expansionary monetary conditions that preceded the current cycle.  

 

Second, market-based debt financing has increased from 16% to 24% of total NFC 

debt.15 This type of financing tends to reflect movements in policy interest rates more 

rapidly. 

 

Third, the pass-through to the cost of new bank lending to firms is occurring somewhat 

faster than in the past and may have been spurred by the rise in credit risk premia in an 

adverse macroeconomic context. 

 

Fourth, there are signs that the tightening of financing conditions for firms and households 

is not only materialising in the form of higher interest rates, but also via the greater 

difficulties they now face in accessing credit. Based on the responses of the banks 

participating in the BLS, from end-2021 to 2023 Q1 euro area banks tightened credit 

standards and credit conditions across all credit market segments. This tightening is the 

sharpest since the euro area sovereign debt crisis and appears to be linked to greater risk 

perception, consistent with the negative supply shocks prevailing in this cycle.  

 

Credit flows have in fact slowed significantly. In the case of mortgage loans, the slowdown 

is faster in the countries showing signs of greater house price overvaluation.16  

 

                                                                                              

14 These results are based on a regression analysis using data from over 100 euro area banks. 
 
15 Total debt is defined as the sum of the outstanding amount of euro area banks’ loans and fixed income securities. 
16 European Systemic Risk Board. (2022). 
 

https://www.esrb.europa.eu/pub/pdf/reports/esrb.report220211_vulnerabilities_eea_countries~27e571112b.en.pdf
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These credit developments can be expected to eventually be reflected in real activity. 

Indeed, the credit standards observed in the BLS in a given quarter are closely correlated 

with GDP growth a few quarters later.17  

 

In addition, close attention will need to be paid to incoming data on credit conditions to 

assess the potential impact of the recent financial market tensions. In particular, the latest 

BLS information will be very useful for understanding recent credit supply developments. 

 

But a more restrictive monetary policy is not only transmitted through the capital markets 

and the bank channel: other channels, such as the exchange rate channel, are also 

relevant. 

 

In 2022 the euro depreciated by a cumulative 4% in nominal terms against its main trade 

partners and by 17% against the US dollar.18 The depreciation against the US dollar owed 

mainly to earlier and stronger monetary policy tightening in the United States, greater global 

risk aversion and the fact that the energy shock led to a terms-of-trade deterioration in the 

euro area but not in the United States.19 

 

However, since October 2022, the euro has appreciated by around 12%, on the back of a 

better than initially expected macroeconomic outlook in the euro area, a less restrictive US 

monetary policy than anticipated and lower global risk aversion.  

 

The available evidence20 suggests that the sharp fluctuations in the euro exchange rate 

during this tightening cycle may have led to these movements (particularly those caused by 

monetary policy or energy shocks)21 being passed through to consumer prices more quickly 

than in the past.22 This evidence also shows that the pass-through is roughly symmetric 

(with no meaningful differences between depreciations and appreciations). The recent 

appreciation is therefore likely to have a significant impact on prices in the coming 

quarters.23 

 

On balance, it is safe to say that monetary policy is already beginning to pass through to 

real activity and inflation, though the bulk of the impact will be felt from this year onwards. 

                                                                                              

17Franziska Huennekes and Petra Köhler-Ulbrich. (2022). “Box 7. What information does the euro area bank lending 

survey provide on future loan developments?”. Economic Bulletin, 8, European Central Bank. 
 
18 This depreciation drove up costs for euro area producers, as most imported inputs were denominated in US dollars, 

leading to a certain loss of export market share (an estimated 2.5% in 2022). 
 
19 See section 4.2.4 of Chapter 3 of the Annual Report 2022 of the Banco de España, “The current episode of price 

pressures in the euro area, the monetary policy response and its effects”, May 2023.  
20 See, for instance, Roberta Colavecchio and Ieva Rubene. (2020). “Non-linear exchange rate pass-through to euro area 
inflation: a local projection approach”. Working Paper Series, 2362, European Central Bank.  

 
21 Danilo Leiva-Leon, Jaime Martínez-Martín and Eva Ortega. (2022). “Exchange Rate Shocks and Inflation Co-movement 
in the Euro Area”. International Journal of Central Banking, 18(1), pp. 239-275. 

 
22 For a review of the literature on the pass-through of exchange rate fluctuations to prices in Europe, see Eva Ortega 
and Chiara Osbat. (2020). “Exchange rate pass-through in the euro area and EU countries”. Occasional Paper Series, 

241, European Central Bank. 
 
23 Philip R. Lane and Livio Stracca. (2018). “Can appreciation be expansionary? Evidence from the euro area”. Economic 

Policy, 33(94), pp. 225-264. 
 

https://www.ecb.europa.eu/pub/economic-bulletin/html/eb202208.en.html%23toc21#page=96
https://www.ecb.europa.eu/pub/economic-bulletin/html/eb202208.en.html%23toc21#page=96
https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp2362~ef1b6e7bfd.en.pdf
https://www.ecb.europa.eu/pub/pdf/scpwps/ecb.wp2362~ef1b6e7bfd.en.pdf
https://www.ijcb.org/journal/ijcb22q1a6.pdf
https://www.ijcb.org/journal/ijcb22q1a6.pdf
https://www.ecb.europa.eu/pub/pdf/scpops/ecb.op241~c7c3080d60.en.pdf
https://academic.oup.com/economicpolicy/article/33/94/225/4955985
https://academic.oup.com/economicpolicy/article/33/94/225/4955985
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Take Spain, for example. According to the Quarterly Macroeconometric Model of the Banco 

de España, in a counterfactual scenario where the different channels operate in line with 

historical patterns, the tightening of monetary policy in recent quarters would have reduced 

inflation in Spain by around 0.2 pp. However, given the considerable lags with which 

monetary policy operates, this tightening would reduce inflation by 0.5 pp in 2023, while the 

impact would be 0.6 pp in both 2024 and 2025. In the case of GDP, it would have reduced 

the pace of output growth by 0.6 pp in 2022, although its maximum impact, of around 

1.1 pp, is expected in 2024. The exchange rate effect and intertemporal substitution effect 

are the two main channels of transmission to inflation.  

 

The available estimates using different models24 show similar results for the euro area 

overall. Specifically, monetary policy would have had the effect of reducing inflation by 

50 bp in 2022, and would drive up inflation by 2 pp on average in the period 2023-2025, 

albeit with significant differences depending on the model used. The pass-through to 

economic activity is faster, with an average impact of around 2 pp in the period 2022-2025 

and a maximum negative impact on GDP in 2023. 

 

In any event, as I noted earlier, these estimated effects could underestimate the 

macroeconomic impact associated with the rapid and sharp interest rate rise. 

 

Conclusion 

 

To conclude, the ECB is clearly acting decisively to bring inflation back to the 2% target in 

the medium term. Given the lags with which monetary policy operates, the bulk of the impact 

of monetary policy tightening on inflation is expected to be felt this year and over the coming 

years, with a peak in 2024.  

 

Looking ahead, the process of tightening our monetary policy is already well under way, 

although, based on the information currently available, we still have some way to go. We 

also expect that interest rates will have to remain in restrictive territory for an extended 

period of time to achieve our target in a sustained manner.  

 

In any event, in a context as uncertain as the current one, we must again emphasise that 

future decisions will continue to be data-dependent.  

 

Allow me to conclude by pointing out that there clearly are and will be short-term costs to 

this monetary policy tightening in terms of weaker economic activity, but maintaining price 

stability is the main contribution that a central bank can make to ensure sound economic 

growth in the long term. 
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