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E U R O Z O N E  

Further ECB loosening not 
the answer 
The fact that eurozone inflation has fallen below zero and is 
likely to stay there for a while is no reason to step up monetary 
policy crisis mode yet further. The current stagnation of prices 
is thanks to oil and commodity price developments and not a 
sign of menacing deflation. The ECB should consider returning 
to the definition of price stability it used prior to May 2003. 
Moreover, the improvement on the eurozone labor market 
should not be overlooked. On Thursday the ECB will have to 
revise its forecast for the unemployment rate down 
significantly. 

With ECB president Draghi having left little doubt in his recent statements 
that further loosening measures would be taken this Thursday, a further cut in 
the deposit rate to -0.4% and/or an expansion of the monthly bond purchasing 
volume to EUR 75 to 80bn is on the cards. As the latter would be substantial, 
there is unlikely to be any change in the time horizon to end-March 2017. 

Although inflation in the eurozone has slipped below zero of late and is likely 
to remain stuck there in the months ahead, stepping up monetary policy crisis 
mode still further does not seem warranted. Low inflation is fueled first and 
foremost by the slide in oil prices and lower prices for imported intermediates. 
The eurozone economy has picked up and has become increasingly resilient 
(our forecast for eurozone growth this year: 1.7%). 

Although, despite loose monetary policy, the ECB will clearly miss its inflation 
objective of “below but close to 2%” for the fourth year running in 2016, it 
should not keep upping the dosage of a medicine that is no longer working. 
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Instead, this should prompt a rethink of the ECB’s inflation targeting. Defining 
price stability as an inflation rate between 0 and below 2%, as the ECB did until 
May 2003, would provide the necessary flexibility. And, in certain 
circumstances, temporary deviations above the medium-term goal of 2% 
should also be tolerated. That was also the ECB’s approach in the past. 

Without question, the global economic picture is marred by uncertainty at 
present. But the news is not all bad. For instance, the situation on the 
eurozone labor market is improving faster than widely expected. Eurozone 
unemployment has fallen of late to 10.3% (from its peak of 12.1% in the spring 
of 2013). We estimate that it will fall to approximately 9¾% by the end of 2016. 
We are now forecasting average unemployment this year of 10% – three tenths 
lower than just three months ago. By comparison: in the ECB projections 
published in December, estimated average unemployment was put at 10.5% in 
2016 and 10.1% in 2017. In the new projections to be published on Thursday, 
these numbers will have to be revised significantly downwards. 
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These assessments are, as always, subject to the disclaimer provided below.  

ABOUT ALLIANZ  
Together with its customers and sales partners, Allianz is one of the strongest financial communities. About 
85 million private and corporate customers insured by Allianz rely on its knowledge, global reach, capital strength 
and solidity to help them make the most of financial opportunities and to avoid and safeguard themselves against 
risks. In 2014, around 147,000 employees in over 70 countries achieved total revenues of 122.3 billion euros and an 
operating profit of 10.4 billion euros. Benefits for our customers reached 104.6 billion euros. 
This business success with insurance, asset management and assistance services is based increasingly on customer 
demand for crisis-proof financial solutions for an aging society and the challenges of climate change. Transparency 
and integrity are key components of sustainable corporate governance at Allianz SE. 

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS 
The statements contained herein may include prospects, statements of future expectations and other forward-
looking statements that are based on management's current views and assumptions and involve known and 
unknown risks and uncertainties. Actual results, performance or events may differ materially from those expressed 
or implied in such forward-looking statements.  
Such deviations may arise due to, without limitation, (i) changes of the general economic conditions and 
competitive situation, particularly in the Allianz Group's core business and core markets, (ii) performance of 
financial markets (particularly market volatility, liquidity and credit events), (iii) frequency and severity of insured 
loss events, including from natural catastrophes, and the development of loss expenses, (iv) mortality and morbidity 
levels and trends, (v) persistency levels, (vi) particularly in the banking business, the extent of credit defaults, (vii) 
interest rate levels, (viii) currency exchange rates including the euro/US-dollar exchange rate, (ix) changes in laws 
and regulations, including tax regulations, (x) the impact of acquisitions, including related integration issues, and 
reorganization measures, and (xi) general competitive factors, in each case on a local, regional, national and/or 
global basis. Many of these factors may be more likely to occur, or more pronounced, as a result of terrorist activities 
and their consequences.  

NO DUTY TO UPDATE 
The company assumes no obligation to update any information or forward-looking statement contained herein, save 
for any information required to be disclosed by law.  


