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ECB: Preview to a Fresh Round of Easing 

 The March 12 meeting of the Governing Council (GC) of the European 

Central Bank (ECB) is likely to see a fresh round of policy easing and 

support in response to the dual shocks of the coronavirus outbreak and 

the Saudi oil shock, but Thursday’s moves are likely to stop short of 

past instances of “whatever it takes” and “as long as it takes”.  

 We expect to see a cut in the deposit rate by at least 10 bps 

accompanied by moves to expand asset purchases, relax issuer limits, 

provide targeted liquidity support to small- and medium-sized 

businesses (SMEs), and mitigate the impact of negative rates on the 

financial system.  

RESPONDING TO DUAL SHOCKS 

The ECB is likely to be the next major central bank to implement a fresh 

round of easing in response to the dual shocks of the coronavirus outbreak 

and the Saudi oil shock. Eurozone economies are now likely to experience 

contractions in Q2, with a modest rebound in the second half of the year as 

stimulus measures take hold. As a result, we expect the ECB to substantially 

dampen its forecasts for 2020 (table 1) and we have again adjusted our outlook 

accordingly (table 2). Eurozone inflation is expected to remain below-target 

through our forecast horizon (chart 1).  

COULD VS SHOULD VS WOULD 

Although there is growing talk of greater fiscal stimulus across Europe, the 

slow pace by which it is likely to be delivered implies that the ECB has to act 

now. We continue to expect that the ECB Governing Council will deliver a 10 

bps cut in its deposit rate at its March 12 meeting, with a real possibility that the 

Governing Council delivers a 20 bps cut to -0.70% either now or in June. There is 

a strong argument for the delivery of a full 20 bps cut now in order to provide 

confidence to markets, but we believe the GC remains too divided to take this 

measure now and will wait and see on additional 10 bps until June.  

The Governing Council may also signal an intent to increase its rate of 

monthly asset purchases from EUR 20 bn to 30 bn from April, with an option 

to go to EUR 40 bn later this year. Again, the hawkish members of the 

Council are likely to lean against such a move until June. An interim move at the 

March 12 meeting could see a relaxation of limits on purchases from a single 

asset issuer as a prelude to stepped up asset acquisition.  

The deposit-rate cut will need to be accompanied by what Pres. Lagarde has 

called “targeted” measures to cushion its impact on the financial system 

and to ensure more focused support for particularly vulnerable parts of the 

Eurozone economy. At this point, these are likely to include:  

 An increase from six to seven in the multiplier used to exclude reserves from 

interest payments to the ECB; 

Chart 1 

  Table 1 

ECB December 2019 Macro Projections

2019 2020 2021 2022

Real GDP, % y/y 1.2 1.1 1.4 1.4

HICP Inflation, % y/y 1.2 1.1 1.4 1.6

Unemployment rate, %, eop 7.6 7.4 7.2 7.1

Sources: Scotiabank Economics, ECB.
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  Table 2 

BNS Forecasts as of 10/03/20 2018 2019 2020f 2021f

Real GDP (annual % change) 1.9 1.2 0.6 1.3

CPI (y/y %, eop) 1.5 1.2 1.1 1.4

Central bank MRO rate (%, eop) 0.00 0.00 0.00 0.00

Central bank deposit rate (%, eop) -0.40 -0.50 -0.60 -0.60

Source: Scotiabank Economics.
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 A reduction in the interest rate on targeted long-termer refinancing operations 

(TLTRO); and 

 A new version of the TLTRO focused on small- and medium-sized business 

(SMEs), which could also be accompanied by an enhancement of the corporate 

sector purchase programme (CSPP). Specific measures to support credit demand 

will be critical to an eventual Eurozone recovery (chart 2).  

Pres. Lagarde will undoubtedly renew her call for Eurozone governments to use the 

fiscal space at their disposal with frontloaded and focused spending measures.  

Chart 2 
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