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Today's monetary policy decision: how the language changed from prior meeting

12 December202430 January 2025

The Governing Council today decided to lower the three key ECB interest rates by 25 basis points. In particular, the
decision to lower the deposit facility rate — the rate through which the Governing Council steers the monetary
policy stance — is based on its updated assessment of the inflation outlook, the dynamics of underlying inflation
and the strength of monetary policy transmission.

The disinflation process is well on track. Staff-see-headhine-inflation-averaging-24%|nflation has continued to
develor_J broadly in %ﬁ%%%ﬁ%%%mme with the expanded-EU-Emissions

, ~staff project-an-averageprojections
and is set to return to the Governrnq Councrl S 2% medrum term tarqet in the course of 28%-#-2024,-2.3%-n
2025-ard-+-9%tn-beth-2026-and-2027this year. Most measures of underlying inflation suggest that inflation will
settle at around the Geverning-Couneis2%-medium-term-target on a sustained basis. Domestic inflation-has
edged-down-but remains high, mostly because wages and prices in certain sectors are still adjusting to the past
inflation surge with a substantial delay. But wage growth is moderating as expected, and profits are partially
buffering the impact on inflation.

Finaneing-conditions-are-easingas-the-The Governing Council’s recent interest rate cuts are gradually
makemaking new borrowing less expensive for firms and households. Butthey-At the same time, financing
conditions continue to be tight, also because monetary policy remains restrictive and past interest rate hikes are
still transmitting to the eutstanding-stoek-otereditstock of credit, with some maturing loans being rolled over at
higher rates. The economy is still facing headwinds but rising real incomes and the gradually fading effects of
restrictive monetary policy should support a pick-up in demand over time.

The Governing Council is determined to ensure that inflation stabilises sustainably at its 2% medium-term target.
It will follow a data-dependent and meeting-by-meeting approach to determining the appropriate monetary policy
stance. In particular, the Governing Council’s interest rate decisions will be based on its assessment of the

Copyright 2025 Trend Macrolytics LLC. All rights reserved. This document is not to be forwarded to individuals or organizations not
authorized by Trend Macrolytics LLC to receive it. For information purposes only; not to be deemed to be recommendations for buying
or selling specific securities or to constitute personalized investment advice. Derived from sources deemed to be reliable, but no
warranty is made as to accuracy.


https://www.ecb.europa.eu/press/pr/date/2025/html/ecb.mp250130~530b29e622.en.html
https://www.ecb.europa.eu/press/pr/date/2024/html/ecb.mp241212~2acab6e51e.en.html

inflation outlook in light of the incoming economic and financial data, the dynamics of underlying inflation and the
strength of monetary policy transmission. The Governing Council is not pre-committing to a particular rate path.

Key ECB interest rates

The Governing Council today decided to lower the three key ECB interest rates by 25 basis points. Accordingly, the
interest rates on the deposit facility, the main refinancing operations and the marginal lending facility will be
decreased to 3-80%-3-152.75%, 2.90% and 3.4815% respectively, with effect from 18-December20245 February
2025.

Asset purchase programme (APP) and pandemic emergency purchase programme (PEPP)
The APP pertfghie-isand PEPP portfolios are declining at a measured and predictable pace, as the Eurosystem no

longer reinvests the principal payments from maturing securities.

Refinancing operations

Banks-witlrepayOn 18 December 2024 banks repaid the remaining amounts borrowed under the targeted longer-
term refinancing operations-this-menthwhich-ceneludes, thus concluding this part of the balance sheet
normalisation process.

*X¥

The Governing Council stands ready to adjust all of its instruments within its mandate to ensure that inflation
stabilises sustainably at its 2% target over the medium term and to preserve the smooth functioning of monetary
policy transmission. Moreover, the Transmission Protection Instrument is available to counter unwarranted,
disorderly market dynamics that pose a serious threat to the transmission of monetary policy across all euro area
countries, thus allowing the Governing Council to more effectively deliver on its price stability mandate.

:—"TrendMacro Data Insights: ECB and Euro Area Economy Monitor 2



Euro-QE (& billions)
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Banking system dependency: borrowing from the ECB (€ billions)
--- Total LTRO ™ Spain ™ Italy ™ Portugal ™ Ireland ™ Greece ™ France ™ Germany = Other
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Source: ECB, National central banks, TrendMacro calculations
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The credit drought: loans to non-financial businesses (YOY growth)
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Source: ECB, TrendMacro calculations

Supply and demand for lending: ECB Bank Survey
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Source: ECB, TrendMacro calculations
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Sovereign stress monitor: 10-year bond spreads
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Labor market in intensive care
ULC: Nominal, quarterly YOY  UE: - High
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Purchasing Manager Indices
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Euro area consumer inflation, year on year
Country: M Headline ™ Ex-food and energy ™ Ex-energy  Euro area: == Headline == Energy == Ex-energy
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Draghi's old dashboard:

Swap-implied inflation expectations since “Whatever it takes”
== H-year inflation-swap rate, 5 years forward
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