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ECB: Less Dovish than Expected but Ready to Act 

if Risks Materialize 

European Central Bank President Mario Draghi struck a dovish tone at today’s 

press conference following the Bank’s decision to leave its key monetary policy 

rates unchanged, joining other central bankers in expressing their concerns over 

the global economy owing to trade disputes launched from the White House.  

The ECB gave no concrete indication that it will cut rates soon and adopted a less 

negative economic outlook than expected by some with forward guidance on its 

next rates move pushed out ‘only’ until at least the second half of 2020 from the 

‘end-of-2019’ goalpost which it had indicated at its April meeting. Nevertheless, 

market pricing already incorporated an expected extension of rate guidance and 

then some, with markets pricing a chance of a cut prior to today’s meeting (chart 

1). 

The Bank, however, left the door open for using any of the tools at its disposal if 

risks materialize, and appears to be positioning itself to cut rates as soon as the 

economy shows signs of slipping. Yet, President Draghi highlighted that economic 

conditions at the moment are far more improved than when he announced that the 

ECB stood to do “whatever it takes” to save the Eurozone economy close to seven 

years ago. 

MACRO PROJECTIONS: HIGHER FOR 2019, LOWER FOR 2020 

The ECB updated its macroeconomic forecasts for 2019 through 2021, with its 

real GDP growth and HICP inflation forecasts each bumped up by a decimal point 

in 2019 owing to stronger-than-expected readings for both metrics so far this year 

(charts 2 and 3). However, the Bank expects that growth will weaken in the 

second and third quarter of 2019 and temporary upward pressures on inflation 

related to energy pricing will fade. For 2020, the ECB lowered its growth forecast 

to 1.4% from 1.6% at its March meeting and also brought down its projection for 

inflation to 1.4% from 1.5% previously (charts 2 and 3, again). The ECB expects 

that in 2021 the economy will expand by 1.4% (1.5% previously) and inflation will 

climb by 1.6% (unchanged).  

At the Bank’s press conference, President Draghi repeatedly highlighted the 

strength of the Eurozone’s services sector and continuing employment and wage 

gains which are supporting the bloc’s economy. At the same time, the services 

sector is at risk of spillovers from prolonged weakness in the manufacturing sector 

owing to idiosyncratic factors—such as pullbacks in auto production from new 

emission rules in the EU—compounded by slowing international trade flows amid 

a precarious global growth environment.  

TLTRO TERMS: LESS FAVOURABLE THAN PREVIOUS ROUND 

The Bank’s terms for its next round of targeted longer-term refinancing operations 

(TLTROs) fell a tad shy of expectations, with lending rates set as low as -0.30% 

against expectations by some (chart 4) that the ECB would offer rates as low as  
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-0.40% as in its previous TLTRO round. The loans are aimed to foster credit to the 

real economy, particularly to private firms. The Bank published details on its next 

round of TLTROs—which it had announced at its March meeting—set to last from 

September 2019 through March 2021, with a maturity of two years each. The ECB will 

grant the loans at a rate of 10 bps above the main refinancing rate, currently at 

0.00%, while providing an incentive for banks that exceed their net lending 

benchmarks with rates as low as the deposit facility rate plus 10 bps, thus as low as   

-0.30%.  

NEGATIVE RATES, NO SIDE EFFECTS ON BANKS (YET), NO TIERING 

President Draghi highlighted that the Governing Council had an extensive discussion 

over the impact of forward guidance and the long period of negative interest rates and 

judged that, on the aggregate, monetary policy has had no evident effect on bank 

profitability. As such, the Bank swept away the possibility of a ’tiering’ system at 

present, which would exempt certain banks from paying the ECB’s deposit facility 

rate, at -0.40% currently, on their excess reserves at the Bank. However, the ECB 

stands ready to launch mitigating measures to tackle deteriorating bank profitability 

should this become apparent.  

OTHER CONSIDERATIONS 

 When prompted regarding an implicit hiking guidance by the ECB, President 

Draghi categorically denied that the Bank has hinted that its next move will 

certainly be a rate increase. In response to another question, if the ECB finds 

itself in a position to cut rates, it would do so by lowering its deposit policy rate, 

currently at -0.40%.  

 Draghi also underscored that fiscal stimulus will be necessary to foster economic 

growth in tandem with additional monetary stimulus should macroeconomic 

conditions require policy action. 

 On market inflation expectations, President Draghi suggested that there is a clear 

disconnect between what markets are pricing-in in contrast to the Bank and 

surveys which see no signs of de-anchoring in inflation expectations, certainly 

with no probability of deflation. The President stressed that the Governing Council 

is not resigned to a lower rate of inflation, suggesting that for the moment the 

ECB is not considering a lower inflation target. 

 This week marked the first days on the job for ECB’s chief economist Phillip 

Lane, who replaced Peter Praet.  
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