
AMSETRDAM: The European Central Bank on
Thursday said it would raise interest rates for the first
time in over a decade next month to combat runaway
inflation, bringing the curtain down on the eurozone’s
era of cheap money. ECB governors, exceptionally
meeting in Amsterdam instead of Frankfurt, provided
markets with an unexpectedly precise statement set-
ting out their path to monetary policy normalization
after years of ultra-low rates and easy credit. 

The European Central Bank plans a series of rate
hikes over the next months to battle sky-high inflation,
President Christine Lagarde said Thursday, warning
that the first rise in July will not immediately dampen
soaring consumer prices. “Do we expect that July
interest rate hikes will have an immediate effect on
inflation? The answer to that is no,” she told journal-
ists. Rather, the bank was planning “a series of moves
over the course of the next months,” she said, in refer-
ence to planned rate rises. 

Wages in the eurozone have begun to increase as
workers in the bloc face record high inflation, Lagarde
said Thursday, adding that the pay hikes could further
accelerate as the economy strengthens. “Wage growth,
including in forward-looking indicators, has started to
pick up,” Lagarde said at a press conference in
Amsterdam after the ECB announced plans to raise
rates in July to ward off spiraling price rises.

The bank’s governing council then plans “to raise
the key ECB interest rates by 25 basis points” at its
next meeting on July 21, the ECB said in a statement. It
will raise rates again in September, with the size
dependent on the economic outlook. The last time the
ECB hiked rates was in 2011.

“The ECB officially ends its long era of uncon-
ventional monetary policy,” said ING bank econo-
mist Carsten Brzeski. Pressure had been growing on
the ECB to take tough action after other major cen-
tral banks like the US Federal Reserve and the Bank
of England already moved to rein in prices with
aggressive rate hikes. Inflation in the 19-nation euro
area rose to a record 8.1 percent in May, well above
the ECB’s two-percent target. The surge has largely
been driven by the war in Ukraine, which has
pushed up the cost of energy, food and raw materi-
als around the globe. The ECB lowered its eurozone
economic growth forecast while raising its projec-
tions for inflation.

“High inflation is a major challenge for all of us,” the
ECB said in a statement. Attention now shifts to ECB
chief Christine Lagarde’s afternoon press conference,
where she will be grilled about the ECB’s next moves.

‘Dampened growth’ 
The biggest challenge facing Lagarde right now is

finding the right balance between raising borrowing
costs to cool inflation, without jeopardizing the euro-
zone’s already stuttering economy. Underscoring those
worries, the ECB slashed its growth outlook for the 19-
nation club to 2.8 percent in 2022 and 2.1 percent in
2023, from 3.7 and 2.8 percent previously.

The war in Ukraine “is disrupting trade, is leading
to shortages of materials, and is contributing to high
energy and commodity prices,” it said, adding that
“these factors will continue to weigh on confidence
and dampen growth, especially in the near term.” The
July 1 end of its bond-buying scheme will draw a line
under the last in a series of debt-purchasing measures
worth a total of around five trillion euros ($5.4 trillion)
since 2014. Scrapping the scheme paves the way for
what Lagarde has called a “lift off” in rates.

Of the ECB’s three main rates, the so-called deposit
rate currently stands at minus 0.5 percent-meaning
lenders pay to park excess cash at the bank. Lagarde
has said the ECB aims to exit eight years of negative
rates by the end of September. “Today’s decision

shows it’s managed to find a compromise between the
doves and the hawks,” Brzeski said. “A 50 basis point
rate hike in July seemed to be fended off by opening
the door for 50 basis points in September.”

Strong labor market 
The size of September’s hike will depend to a large

extent on how the outlook for the economy changes.
Despite unveiling a downgraded forecast for economic
growth on Thursday, the ECB expressed optimism over
the longer term outlook. “Once current headwinds
abate, economic activity is expected to pick up again,”
it said. “The conditions are in place for the economy to
continue to grow on account of the ongoing reopening
of the economy, a strong labor market, fiscal support
and savings built up during the pandemic.”

On inflation, the ECB said it expected consumer
prices to soar to 6.8 percent in 2022, up from 5.1 per-
cent in its previous forecast. Inflation is seen easing to
3.5 percent in 2023 and 2.1 percent in 2024 — both
also higher than earlier estimates. “These projections
indicate that inflation will remain undesirably elevated
for some time,” it said. — AFP
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AMSTERDAM: Christine Lagarde (center), President of the European Central Bank (ECB) and President of The
Netherlands Bank (DNB) Klaas Knot (left) arrive for a press conference on Governing Council meeting focused on
monetary policy in the euro zone in Amsterdam on June 09, 2022. — AFP

Lebanon prosecutor 
requests charges 
against CB chief
BEIRUT: A Lebanese prosecutor probing cen-
tral bank chief Riad Salameh on suspicion of
financial misconduct has requested charges be
issued against him based on preliminary investi-
gation findings, a court official said Thursday.
Lebanon opened a probe into Salameh’s wealth
last year, after the office of Switzerland’s top
prosecutor requested assistance in an investiga-
tion into more than $300 million which he
allegedly embezzled out of the central bank with
the help of his brother.

On Thursday, prosecutor Ghassan Oueidat
“concluded preliminary investigations into the
central bank governor,” a court official told AFP
on condition of anonymity because he was not
authorised to speak on the issue. “He transferred
the case to the public prosecutor’s office in
Beirut and asked the court to charge Salameh,
his brother and Salameh’s secretary,” the official
added. The suggested charges include embez-
zlement of public funds, money laundering, illicit
enrichment, tax evasion, fraud and forgery, the
court official said. Lebanon’s courts have
already slapped Salameh with a travel ban and
are investigating him in connection with several
other cases.

Salameh’s brother Raja posted bail of 100 bil-
lion Lebanese pounds ($3.7 million) — a record
figure-and was freed last month after two
months’ detention. He was arrested on March 17
by order of judge Ghada Aoun on charges of
money laundering, embezzlement, illicit enrich-
ment and smuggling large amounts of money out
of the country. Salameh is among the top
Lebanese officials widely blamed for an
unprecedented financial crisis that the World
Bank says is of a scale usually associated with
wars. He also faces lawsuits in European coun-
tries, including France and Britain, on charges of
financial misconduct. —AFP


