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ECB: Stays on Hold, Launches Strategic Review 

 As expected, no changes were announced to the European Central 

Bank’s (ECB) suite of exceptional monetary policy stimulus measures. 

We continue to see the ECB on hold through end-2021.  

 Pres. Lagarde launched the long-awaited strategic review, and noted 

that it will focus on the Bank’s inflation objective, price measures, 

employment, communication practices, and climate change.  

FIVE YEARS AFTER ‘WHATEVER IT TAKES’, ON HOLD TO END-2021 

As expected, the Governing Council of the ECB held all of its major policy 

levers unchanged at its meeting today, which maintained the main refinancing 

rate at 0.00%, the marginal lending rate at 0.25%, the deposit rate at -0.50%, and 

the pace and nature of monthly asset purchases without alterations. This keeps 

Eurzoone monetary policy amongst the most accommodative of any major economy 

(chart 1). Although Pres. Lagarde noted that there may be signs of a moderate 

firming in underlying inflation dynamics as the Eurozone economy stabilizes, 

forecasters remain unconvinced that this will result in the ECB achieving its near-2% 

inflation target at any time in the foreseeable future (chart 2). 

Recent data remain mixed and do not clearly imply that the Eurozone 

economy has found its footing. Though it does appear that purchasing-

managers’ indices on the manufacturing side of some major Eurozone economies 

may have reached their bottoms, industrial production and new capital-goods 

orders are both contracting on a year-over-year basis (chart 3). Even more 

concerning, net demand for loans to enterprises in the Eurozone declined in Q4-

2019 for the first time since Q4-2013 (chart 4). As we outlined in Scotiabank 

Economics’ Q1 Global Outlook, a revival in demand for business credit is a 

necessary condition for recovery in Europe. 

Given the very high bar for any further easing with the Governing Council’s 

hawks, the continued softness in the Eurozone economy, and the 

exceptional extent of monetary policy measures already in place, we expect 

the ECB to keep its policy rates and asset purchase programme (APP) 

unchanged through end-2021. If economic conditions continue to 

deteriorate, we would expect concerns about the effects of negative rates on the 

banking system to incline the Governing Council toward louder calls for more fiscal 

stimulus and a step up in the pace of APP acquisitions that would cover a wider 

range of securities.  

STRATEGIC REVIEW TO YIELD MORE REVIEW THAN CHANGE 

Pres. Lagarde unveiled the broad terms of the ECB’s first comprehensive 

policy review since 2003. Amongst other things, the review will look at 

resetting the ECB’s near-2% inflation target and consider additional and 

alternative inflation measures. Ex-Pres. Draghi began the rhetorical labour of 

remaking the ECB’s inflation into a symmetric target at 2%—it now falls to Pres. 

Lagarde to follow through on his groundwork. The review may also consider 

complementing the existing target with or shifting wholesale to a price-level target 
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or other revised objectives that would allow the ECB to “catch up” for extended 

misses on headline inflation. Employment will also feature in the Bank’s review of 

policy objectives, though we don’t expect a move to a Fed-style dual mandate.  

The review’s work on climate change could consider “green quantitative 

easing” , according to Pres. Lagarde. ECB purchases of green bonds and other 

“impact investments” have been mooted several times over recent months as a 

means for Eurozone member states to skirt the currency area’s existing deficit limits 

while also increasing the now-supply-constrained pool of securities that the ECB is 

eligible to purchase to include additional government and corporate debt.  

Pres. Lagarde underscored that the review itself—which should see vigorous 

internal debate at the ECB—will make recommendations, but will not remake 

policy. Any policy reforms will be set independently of the review and would 

follow the study’s conclusion at end-2020. Discussions on any policy changes are 

likely to be even more difficult than those that attended the policy easing brought in 

during the autumn of 2019. Pres. Lagarde foreshadowed that decisions will not be 

limited by achieving consensus and may be taken on majority votes. Nevertheless, 

we expect changes to be evolutionary rather than revolutionary, with a focus on 

expanding options for the APP.  

 

 

-40

-30

-20

-10

0

10

20

30

00 02 04 06 08 10 12 14 16 18

Sources: Scotiabank Economics, Statistical Office 

Eurozone Industrial Production

y/y % change

Industrial
production Capital goods -

new orders

Manufacturing -
new orders

-50

-40

-30

-20

-10

0

10

20

30

40

2003Q1 2007Q1 2011Q1 2015Q1 2019Q1

Sources: Scotiabank Economics, ECB.

Business Loan Demand Down for 
First Time in 6 Years 

q/q % change

ECB
Business 

Loan 
Demand

Chart 3 

Chart 4 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics


January 23, 2020 

GLOBAL ECONOMICS 

|  FLASH REPORT 

This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections 

contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions contained herein 

have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as to their 

accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability whatsoever 

for any direct or consequential loss arising from any use of this report or its contents. 

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of 

any offer to buy any financial instrument, nor shall this report be construed as an opinion as to whether you should enter into any swap or 

trading strategy involving a swap or any other transaction. The information contained in this report is not intended to be, and does not 

constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading 

Commission Regulation 23.434 and Appendix A thereto. This material is not intended to be individually tailored to your needs or characteristics 

and should not be viewed as a “call to action” or suggestion that you enter into a swap or trading strategy involving a swap or any other 

transaction. Scotiabank may engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or 

be in the process of acquiring or disposing of positions, referred to in this report. 

Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as 

managers, co-managers or underwriters of a public offering or act as principals or agents, deal in, own or act as market makers or advisors, 

brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions, Scotiabank may 

receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers, 

directors and employees of Scotiabank and its affiliates may serve as directors of corporations. 

Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any 

issuer and security discussed in this report, and consult with any advisors they deem necessary prior to making any investment. 

This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be 

reproduced without the prior express written consent of Scotiabank. 

™ Trademark of The Bank of Nova Scotia. Used under license, where applicable.  

Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital 

markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including, Scotiabanc Inc.; 

Citadel Hill Advisors L.L.C.; The Bank of Nova Scotia Trust Company of New York; Scotiabank Europe plc; Scotiabank (Ireland) Limited; 

Scotiabank Inverlat S.A., Institución de Banca Múltiple, Scotia Inverlat Casa de Bolsa S.A. de C.V., Scotia Inverlat Derivados S.A. de C.V. – all 

members of the Scotiabank group and authorized users of the Scotiabank mark. The Bank of Nova Scotia is incorporated in Canada with 

limited liability and is authorised and regulated by the Office of the Superintendent of Financial Institutions Canada. The Bank of Nova Scotia is 

authorised by the UK Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and l imited regulation 

by the UK Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the UK Prudential Regulation 

Authority are available from us on request. Scotiabank Europe plc is authorised by the UK Prudential Regulation Authority and regulated by the 

UK Financial Conduct Authority and the UK Prudential Regulation Authority.  

Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V., and Scotia Derivados, S.A. de C.V., are each authorized and regulated 

by the Mexican financial authorities.  

Not all products and services are offered in all jurisdictions. Services described are available in jurisdictions where permitted by law. 

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by email at scotia.economics@scotiabank.com 

https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics

