
 

  

 

ECB: its target must be reached  
Louis Boisset 

■ The ECB delivered a strong message. The eurozone 
monetary authorities announced the implementation of a 
new series of monetary easing measures that went 
beyond expectations.  

■ The Frankfurt-based central bank largely wielded its 
policy tools by strengthening forward guidance, lowering 
the deposit rate, easing long-term lending conditions for 
banks and reactivating net securities purchases.  

■ Although the effectiveness of such measures remains 
uncertain, the ECB’s proactive approach was welcomed.  

■ Aware that certain policies could have some perverse 
effects, the central bankers are now demanding that 
governments use fiscal policy to pick up the slack for 
quite some time to come. 

A very proactive package of measures  

The focal point of numerous discussions and debates over the 

summer months, the ECB’s monetary policy took a new 

expansionist turn on Thursday, 12 September 2019. The ECB 

has proven to be rather aggressive. Since the now-famous 

Sintra speech of mid-June, and July’s monetary policy 

meeting, the ECB, through the voice of its President, has 

done all it can to respect its commitments as part of its 

mandate.  

Still a far cry from its target of “medium-term inflation of less 

than but close to 2%”, and despite the manifest reticence of 

certain governing council members, the ECB announced 

several strong measures:  

- Forward guidance would be strengthened by ruling 

out any rate increases until inflation had “robustly” 

converged towards its 2% target. The 

communication explicitly refers to the core inflation 

component; 

- The conditions for targeted longer-term refinancing 

operations (TLTRO) granted to eurozone banks 

would be improved by notably lowering rates; 

- The deposit rate applied to excess bank reserves 

would be reduced to -0.5% (from -0.4%) and a tiering 

system would be introduced. This system exempts 

part of bank reserves from negative interest rates in 

order to limit the negative impact on interest margins; 

- Net assets purchases will be reactivated as part of 

Quantitative Easing (QE), with an amount of EUR 20 

bn per month starting in November 2019, for a 

duration as yet to be determined. These purchases 

will swell the ECB’s balance sheet again, which now 

accounts for about 40% of the eurozone’s GDP, 

thereby maintaining downward pressure on 

eurozone long-term rates. 

Seen strictly from the angle of respecting its price inflation 

target, Mario Draghi said the ECB had to act now. Some 

critics pointed out the potentially negative impact of 

persistently low or negative interest rates on the profitability of 

the banking sector and on capital allocation.  

Forecasts have been revised downwards 

Unconventional monetary policy measures have had a 

positive macroeconomic effect. Without these measures, GDP 

growth and inflation would have been lower
1
. The uncertainty 

currently undermining the eurozone is largely stemming from 

external sources. Under this environment, the announced 

measures might not be as effective as they were during 

previous monetary easing phases.  

 

                                                           
1
 Speech by Philip R. Lane, “Monetary policy and below-target 
inflation”, Bank of Finland, July 2019 
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Macroeconomic forecasts by ECB teams were also globally 

revised downwards (see table below). GDP growth was 

lowered by 0.2 point to +1.2% in 2020, but remains 

unchanged at +1.4% in 2021. The 2020 inflation forecast is 

much lower than in the June scenario (+1%, down from 

+1.4%) but increases significantly in 2021, to +1.5%. The core 

inflation component rises to 1.5% in 2021, which is down 

slightly compared to the June forecast. 

Highlighting the press conference was Mr. Draghi renewed 

call on the governments which had fiscal leeway to use fiscal 

policy more actively. In this respect, the new phase of 

monetary easing continues to provide fiscal policy with a 

particularly comfortable interest rate environment. 

 

 

 

*excluding food and energy prices 
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ECB_Macroeconomic projections (september 2019)

sept-19 June-18 sept-19 June-18 sept-19 June-18

2019 1.1 1.7 1.2 1.6 1.2 1.4

2020 1.6 1.7 1.5 1.7 1.4 1.6

2021 1.5 1.5 1.6 1.8 1.6 1.8

Core Inflation*InflationReal GDP
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