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ECB cuts rates by 25bps (depo rate to 2.75%), reinforcing the easing cycle
Rates remain in restrictive territory, neutral rate discussion remains premature
The macroeconomic outlook and the balance of risks remain unchanged

As widely expected, the ECB cut key interest rates by 25 basis points today, marking the fourth consecutive
reduction and the fifth since the current easing cycle began in June 2024. The deposit rate was lowered to 2.75%,
while the rates for the main refinancing operations and the marginal lending facility were reduced to 2.90% and
3.15%, respectively. President Lagarde said that the decision was unanimous.

On the next steps to take, Lagarde emphasized that the ECB remains on a clear downward path, but the pace
and sequence of rate cuts will be determined by incoming data and decided on a meeting-by-meeting basis,
as in previous meetings. She ruled out providing firm forward guidance, stating that it would be "totally unrealistic”
given the current high and potentially rising uncertainty. She reiterated that decisions will continue to be guided by
three key factors: the inflation outlook, underlying inflation, and the transmission of monetary policy.

During the Q&A session, several questions were raised about the neutral rate. Lagarde said that the ECB remains
in restrictive territory and has not yet reached the neutral rate, calling any debate on the matter "entirely
premature." She explained that once the ECB approaches that level, it will rely on staff research and analysis to
assess how close it is and what monetary policy decisions should follow. At the December meeting, she indicated
that the neutral rate was estimated to be between 1.75% and 2.5%, while recently at the WEF in Davos she suggested
a slightly lower range of 1.75% to 2.25%—a mildly dovish signal. However, today she stressed that these are ECB
staff projections, set to be published on February 7. She also emphasized that it is a conceptual benchmark derived
from multiple models rather than a fixed policy guideline.

Regarding the macro outlook, ECB President Christine Lagarde stated that the central bank’s macroeconomic
outlook remains largely unchanged from the December meeting. On growth, the euro area stagnated in Q4,
as confirmed by today’s weaker-than-expected data from France and Germany, but the ECB emphasized that the
fundamentals for a gradual recovery remain in place. On inflation, Lagarde reaffirmed that the disinflation
process is progressing as expected, with the ECB confident that the 2% target will be reached this year and
maintained sustainably. While wage growth remains elevated, it is moderating in line with expectations, with a normal
lag. Additionally, corporate profits continue to absorb part of the impact, helping to contain inflationary pressures.
The ECB's risk assessment on growth and inflation remains unchanged.

Regarding the question of whether Bitcoin could be included in the ECB’s reserves, Lagarde firmly ruled out this
possibility. She emphasized that euro area reserves must be liquid, secure, and free from risks related to money
laundering or criminal activities. According to Lagarde, there is broad consensus within the Governing Council—and
likely the General Council as well—that Bitcoin does not meet these criteria. She also stated that it is highly
improbable that any EU country would choose to add Bitcoin to its monetary reserves.

ECB Watch / January 30, 2025 1



BBVA

Research

Overall, the ECB adopted a relatively dovish stance today while implementing the widely expected rate cut,
signaling the possibility of further reductions without committing to a specific terminal level. This approach
aligns with the continued progress in disinflation and the subdued momentum of the Eurozone economy. Following
the meeting, we maintain our expectation of three additional rate cuts in the first half of 2025, bringing the deposit
rate down to 2%.
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PLEASE NOTE: TRACKING CHANGES IN FOLLOWING STATEMENTS

in black, wording common to both the current and previous statements, in light grey and crossed,
A previous wording that was replaced by new wording, in blue and underlined (YES, TRACK CHANGES
ARE THERE ON PURPOSE).

1.1. Christine Lagarde, President of the ECB,

Luis de Guindos, Vice-President of the ECB

Frankfurt am Main, 12-December202430 January 2025

Good afternoon, the Vice-President and | welcome you to our press conference.

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 we steer the monetary policy stance — is based on our 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-headline-inflation-averaging-2.4-percentinflation has continued to develop
roadly in %pw%m%%—p%e%m%%@%d—%p%e%m%@%meﬂlme with the expanded-EU-Emissions
i staff project-an-averageprojections and is set to

return to our two per cent medlum term tarqet in the course of 2—9—per—eent—uq—2924—2%—pepeent—m—2©25ﬂand—l—9—pepeenpm—beth
2026-and-2027-

this year. Most measures of underlying inflation suggest that inflation will settle at around our two-percentmedium-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.

Financing-conditions-are-easing,;as-eurQur recent interest rate cuts are gradually makemaking new borrowing less expensive for
firms and households. But-they-At the same time, financing conditions continue to be tight, also because our monetary policy

remains restrictive and-_past interest rate hikes are still transmitting to the euistanding-stock of credit-

over at hlqher rates. The economy grew i i
2@%Hhep¥ejeeteeweeeve#ywest&mawwgms st|II facing headwmds but rising real incomes —whmhshebudrauewheusehe#ds%

consume-moere—and-firmsinereasing-thvestment-Over-time;and the gradually fading effects of restrictive monetary policy should
support a pick-up in demestic-demand_over time.
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We are determined to ensure that inflation stabilises sustainably at our two per cent medium-term target. We will follow a data-
dependent and meeting-by-meeting approach to determining the appropriate monetary policy stance. In particular, our interest
rate decisions will be based on our assessment of the inflation outlook in light of the incoming economic and financial data, the
dynamics of underlying inflation and the strength of monetary policy transmission. We are not pre-committing to a particular rate
path.

The decisions taken today are set out in a press-releasepress release available on our website.
I will now outline in more detail how we see the economy and inflation developing and will then explain our assessment of financial
and monetary conditions.

1.2. Economic activity

mveHreHes—Be{—theﬁest—m#ermanen—suggesrs—ﬂ—accordlnq to Eurostat S prellmlnary flash estlmate It is Lesmg—memen&um—set to

remain weak in the near term. Surveys indicate that manufacturing is-still-contracting-and-grewth-in-continues to contract while
services activity is expanding. Consumer confidence is slewing—Firms-are-helding-back-fragile, and households have not yet
drawn sufficient encouragement from rising real incomes to significantly increase their investmentspending-in.

Fhe-labour market remains—resilient—Employment-grew-by-0-2 per-cent-in-has softened over recent months it continues to be

robust, Wlth the thrrd—qearter—aga#pb%mere-than-e*peeted—'meunemployment rate remained-atits-histericalstaying low-of, at 6.3
A December A SO|IC| job vaeaney—ra{e—deehﬂeel—te

Fhe-ecenomymarket and higher incomes should strengthen ov e
inrealwages-should-strengthen-househeoldconsumer confidence and allow spendlng to rise. More affordable credlt should also

boost consumption and investment_over time. Provided trade tensions do not escalate, exports should support the recovery as
global demand rises.

Fiscal and structural policies should make the economy more productive, competitive and resilient. We welcome the European
Commission’s Competitiveness Compass, which provides a concrete roadmap for action. It is crucial to swifthyfollow up, with
further concrete and ambitious structural policies, on Mario Draghi’s proposals for enhancing European competitiveness and on

Enrico Lettas proposals for empowerlng the Single MarketJNe—weleeme—the—Eurepean—Gemmrssrens—assessmem—ef

#ramewerleGovernments should H@W—fee%—en—rmplememmglmglement thelr commitments under thrsthe EUs economic

governance framework fully and without delay. This will help bring down budget deficits and debt ratios on a sustained basis,
while prioritising growth-enhancing reforms and investment.
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1.3. Inflation

Annual inflation increased to 2.24 per cent in December, up from 2.2 per centin Novemberaeeeréng%—Ewestai—sﬂas#esﬁmaw

from-2.0-percentin-October—The-, As in the previous two months, the increase was expected and primarily reflected an-pas

sharp drops in energy-related-upward-base-effect. prices falling out of the calculation. Along with a month-on-month increase in
December, this led energy prices slightly higher on an annual basis, after four consecutive declines. Food price inflation edged

down to 2.86 per cent and servicesgoods inflation to 2.90.5 per cent. GeodsServices inflation wentedged up to 4.0-7 per cent.

Most underlying inflation indicators have been developing in line with a sustained return of inflation to our medium-term target.
Domestic inflation, which closely tracks services inflation, again-eased-semewhatinOctoberButat4.2% it remainshas remained
high—Fhisreflects-strong-wage pressures-and-the-fact-that-, as wages and some services prices are still adjusting with-a-delay-to
the past inflation surge—Fhotsaid—ndedying-intabdonisovornlldevelosingindine with a sestoinedrcwmotiniabontotorgel

oy 3 . in substantlal delav At the

meFe—SJGMy—ever—the—ere}eeHe#heHzewas—a—resuh—ef—lewe#same time, recent S|qnals pomt to contlnued moderatlon in wage
growthpressures and higherproductivity-growth-—Moreover-to the buffering role of profits-sheuld-continue-to-partially offset-the
effects-of-higher-labour-costs-on-pricesespecially-in-the-nearterm.

We expect inflation to fluctuate around its current level in the near term;-as-previcus-sharp-fallsin-energy-pricesceontinue te-drop
out-of-the-annualrates., It should then settle sustainably at around the two per cent medium-term target. Easing labour cost

pressures and the continuing impact of our past monetary policy tightening on consumer prices should help this process.
MestWhile market-based indicators of inflation compensation have largely reversed the declines observed in the autumn, most
measures of Ionger -term mﬂatlon expectatlons continue to stand at around 2 per cent—anel—marke%—baseel—mdwatep&e#—me%%—te

1.4. Risk assessment

The risks to economic growth remain tilted to the downside. Fherisk-of-greaterGreater friction in global trade could weigh on euro
area growth by dampening exports and weakening the global economy. Lower confidence could prevent consumption and
investment from recovering as fast as expected. This could be amplified by geopolitical risks, such as Russia’s unjustified war
against Ukraine and the tragic conflict in the Middle East, which could disrupt energy supplies and further weigh on global trade.
Growth could also be lower if the lagged effects of monetary policy tightening last longer than expected. It could be higher if easier
financing conditions and falling inflation allow domestic consumption and investment to rebound faster.

Inflation could turn out higher if wages or profits increase by more than expected. Upside risks to inflation also stem from the
heightened geopolitical tensions, which could push energy prices and freight costs higher in the near term and disrupt global
trade. Moreover, extreme weather events, and the unfolding climate crisis more broadly, could drive up food prices by more than
expected. By contrast, inflation may surprise on the downside if low confidence and concerns about geopolitical events prevent
consumption and investment from recovering as fast as expected, if monetary policy dampens demand by more than expected,
or if the economic environment in the rest of the world worsens unexpectedly. Greater friction in global trade would make the euro
area inflation outlook more uncertain.
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1.5. Financial and monetary conditions

Market interest rates in the euro area have declined-furtherrisen since our OctoberDecember meeting, reflecting-the perceived
worsening-of-the-econemic-outlosk-Althoughpartly mirroring higher rates in global financial markets. While financing conditions

remain restrictivetight, our interest rate cuts are gradually making it less expensive for firms and households to borrow.

The average interest rate on new loans to firms wasdeclined to 4.75 per cent in October,-more-than-halfa percentage pointbelow

its-peak-a-year-earlier—The-November, while the cost of issuing market-based debt has-fallen-by-more-than-a-percentagepoint
siree-itispeak-remained at 3.6 per cent. The average rate on new mortgages;-at edged down to 3.65 per cent.

Growth in

Bankbank lending to firms ha 3 3 ,
withDecember, up from 1.0 per cent in November amld a year—earha—Deb{stronq monthly flow. Growth in debt securities issued

by firms were-upmoderated to 3.1%2 per cent in annual terms—which-was-similar-to-the-increase-in-the-previousfew-meonths.,

Mortgage lending continued to rise gradually ir-Octoberbut remained muted overall, with an annual growth rate of 5-81.1 per cent.

Credit standards for business loans tightened again in the fourth quarter of 2024, having broadly stabilised over the previous four

quarters, as reported in our latest bank lending survey. The renewed tightening mainly reflected banks becoming more concerned
about the risks faced by their customers and less willing to take on risks themselves. Demand for loans by firms increased slightly
in the fourth quarter but remained weak overall. Credit standards for mortgages were broadly unchanged, after three quarters of
easing, while the demand for mortgages again increased strongly, mainly because of more attractive interest rates.

1.6. Conclusion

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 we steer the monetary policy stance — is based on our updated assessment
of the inflation outlook, the dynamics of underlying inflation and the strength of monetary policy transmission. We are determined
to ensure that inflation stabilises sustainably at our two per cent medium-term target. We will follow a data-dependent and meeting-
by-meeting approach to determining the appropriate monetary policy stance. In particular, our interest rate decisions will be based
on our assessment of the inflation outlook in light of the incoming economic and financial data, the dynamics of underlying inflation
and the strength of monetary policy transmission. We are not pre-committing to a particular rate path.

In any case, we stand ready to adjust all of our instruments within our mandate to ensure that inflation stabilises sustainably at
our medium-term target and to preserve the smooth functioning of monetary policy transmission.
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DISCLAIMER

The present document does not constitute an “Investment Recommendation”, as defined in Regulation (EU) No 596/2014 of the
European Parliament and of the Council of 16 April 2014 on market abuse (“MAR”). In particular, this document does not
constitute “Investment Research” nor “Marketing Material”, for the purposes of article 36 of the Regulation (EU) 2017/565 of 25
April 2016 supplementing Directive 2014/65/EU of the European Parliament and of the Council as regards organisational
requirements and operating conditions for investment firms and defined terms for the purposes of that Directive (MIFID II).

Readers should be aware that under no circumstances should they base their investment decisions on the information
contained in this document. Those persons or entities offering investment products to these potential investors are legally
required to provide the information needed for them to take an appropriate investment decision.

This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data or opinions regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources we consider
to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no warranty, either express or
implicit, regarding its accuracy, integrity or correctness.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents form the basis of any contract, commitment or
decision of any kind.

The content of this document is protected by intellectual property laws. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forwarding or use of any nature by any means or process is prohibited,
except in cases where it is legally permitted or expressly authorised by BBVA on its website www.bbvaresearch.com.
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