
 

                                                                                                                         

 

 

Broadly in line with market expectations, the European Central Bank 

kept the 3 key policy rates unchanged and decided to reconfirm its 

accommodative monetary policy stance in its latest monetary policy 

committee meeting. The interest rate on the main refinancing 

operations and the interest rates on the marginal lending facility and 

the deposit facility will remain unchanged at 0%, 0.25% and (-) 0.50% 

respectively. The ECB expects policy rates to remain at the present or 

lower levels until the inflation outlook converges close to the 2% 

inflation target set by the ECB.  

The ECB hinted that the Governing Council will recalibrate its policy 

instruments, as appropriate, to respond to the unfolding situation and 

to ensure that the financing conditions remain favourable to support 

economic recovery. The ECB believes that the risks are clearly tilted to 

the downside and the re-assessment of the macroeconomic projections 

will facilitate better response in December.  

Chart 1: Movement in ECB policy rates(%) 

 
Source: ECB 

Marginal refinancing operations rate is the pre-determined interest rate of lending to 

the banks against collateral on weekly basis 

Deposit facility is the rate at which banks can make overnight deposits with the ECB 

Marginal lending rate is the interest rate for overnight credit to the banks 

 

Assessment of the economy: 

 The resurgence in coronavirus (COVID-19) infections presents 

renewed challenges to public health and the growth prospects of 

the euro area and global economies. 

 Euro area economic recovery is losing momentum more rapidly 

than expected after a strong yet partial and uneven rebound in 

economic activity.  
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 Euro area real GDP growth contracted by (-)14.7% year on year in Q2- 2020 as against a growth of 1.2% in Q2-2019 and 

(-) 3.2% in Q1 2020. On a quarter on quarter basis, the economy has contracted by (-) 11.8% as against (-)3.7% in Q1-

2020.  

o The significant surge in coronavirus infection rates and the associated intensification of containment 

measure since the summer constitute clear headwinds to the short-term outlook. 

o Economic development continues to be uneven across sectors. The activity in the services sector is slowing 

again by the new restrictions on social activities. The risks surrounding the euro area growth outlook are 

clearly tilted to the downside.  

o ECB has projected annual real GDP growth at (-)8% in 2020, 5% in 2021 and 3.2% in 2022. The new forecast 

of (-) 8% is marginally better than its previous estimate of (-) 8.7%. These forecasts will be revised in 

December.  

 Euro area inflation measured by the harmonized index of consumer prices (HICP) recorded deflation of (-)0.3% in 

September compared with (-) 0.2% in August 2020. Headline inflation is likely to remain negative until early 2021 

owing to oil price dynamics, weak demand in the tourism and travel related sectors, lower wage pressures, and 

appreciation of the euro. Over the medium term, a recovery in demand supported by monetary and fiscal policies is 

likely to put upward pressure on inflation.  

 Bank credit to the non-financial corporations remained stable at 7.1% (y-o-y) in September unchanged from August. 

Growth in loans to the private sector continues to benefit from historically low bank lending rates. 

 

Liquidity measures to continue: 

 The purchases of government and corporate bonds by the ECB under the emergency purchase programme (PEPP) with 

a total limit of € 1,350 bn are likely to continue till the end of June 2021.  

 Net purchases under the asset purchase programme (APP) are likely to continue at €20 bn together with the purchases 

under the additional €120 bn temporary plan till the end of 2020.  

 Ample liquidity through the refinancing options (TLTRO) will continue. The third series of TLTRO III remains an 

attractive source of funding for banks, supporting lending to firms and households.  

 

Market reactions 

 European stocks (Euro Stoxx fell by (-)0.1%, FTSE by (-)0.02% and CAC 40 Index by (-)0.03%) ended broadly unchanged 

as the ECB left its ultra-easy policy unchanged and hinted at more support in December. The ECB did not unveil more 

stimulus amid a new wave of the pandemic but provided an indication of fresh easing in the next policy.  

 Euro weakened to a 1-month low against the US Dollar ending at 1.1674/$ after the ECB flagged further monetary 

easing in December.  

Diverging inflation trends in Euro area and Indian economy 

 Inflation in both the regions is showing diverging trends. Deflation in the Euro area is likely to be negative until early 

2021 based on MPC’s assessment. On the other hand, India’s inflation is likely to moderate in the second half of FY21 

to 4.5-5.4% and to 4.3% in Q1-FY22 with risks broadly balanced.  

 The objective of the ECB is to undertake policy which will provide crucial support to underpin economic activity and to 

safeguard medium term price stability. The accommodative stance of the ECB will also foster the convergence of 

inflation towards the 2% target.  
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