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FRANKFURT AM, MAIN: European Central
Bank chiefs left easy-money policy settings in
place yesterday, leaving president Christine La-
garde to detail a rethink of its aims and methods
and update her assessment of risks facing the
eurozone. At their meeting in Frankfurt, gover-
nors left interest rates at historic lows and main-
tained “quantitative easing” (QE) bond-buying
purchases, a spokesman said.

What’s more “the governing council also de-
cided to launch a review of the ECB’s monetary
policy strategy,” he added. At her first press
conference as ECB chief last month, Lagarde
vowed to “turn each and every stone” in the
planned probe.

Slated to finish this year, the rethink is slated
to look above all at the ECB’s just-below-two-
percent inflation goal and the tools the bank
should use to achieve it. The institution’s last
stock-taking in 2003 took place several years be-
fore it intervened massively in inter-bank markets
amid the global financial and economic crisis.

Observers will be on the lookout for informa-
tion on the review and any small changes in lan-
guage regarding economic risks, after several
weeks of mostly positive political tailwinds for
the economy. This year marks a new phase for
her presidency, after its early months were spent
smoothing divisions among policymakers that
erupted under predecessor Mario Draghi.

Inflation goal 
“The most important part of the review will

be an assessment of the definition of price sta-
bility and how to reach it,” said economist

Carsten Brzeski of ING bank. For most of its ac-
tive life, the ECB has aimed for inflation “close
to, but below two percent” to fulfil its mandate
to keep eurozone prices stable. But over the past
seven years, it has failed to achieve that goal de-
spite unprecedented policy experiments.

One option would be to simply target infla-
tion “around” two percent. Such “symmetry” in
the inflation target could mean the bank would
not immediately hit the brakes once inflation ap-
proaches two percent, instead potentially allow-
ing it to overshoot a bit. That “would allow the
ECB to actually take it easy” and stick to its
present negative interest rates for longer,
Brzeski said. What’s more, “such a clarification
of the target would be helpful... to limit disagree-
ment in the governing council,” added Goldman
Sachs chief economist Alain Durre.

On top of the ECB’s headline goal, the review
could also tackle issues like making decisions
more consensual, side effects of policy tools like
bond-buying and negative rates, and how to
take climate change into consideration. Lagarde
has identified climate action as a new frontier for
central banking, including via its bond-buying
scheme and bank supervision role, while retain-
ing price stability as the ECB’s primary mandate.

Shifting risks 
The ECB chief’s judgment of risks facing the

euro area will also be closely scrutinized. La-
garde suggested in December that dangers have
become “less pronounced”, a nuance quickly
picked up on by financial markets.

Since then, signs of clouds beginning to clear

over the global economy have multiplied, in-
cluding prospects for an orderly British exit
from the EU at the end of January. The Interna-
tional Monetary Fund — Lagarde’s old patch
— this week pointed to a “moderate pick-up in
global growth” ahead, although “policy mis-

steps” could still derail it. And the US-China
trade conflict, with its harmful knock-on effects
on Europe, has been soothed for now by a new
trade deal. On Wednesday however, President
Donald Trump levelled new threats of car im-
port taxes against the EU. — AFP
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Brexit brings jobs 
boost for Germany
BERLIN: About two dozen British firms told German authorities
in 2019 they plan to open offices in Germany and will create 680
new jobs, more than in the previous two years combined, the
government’s business marketing arm said yesterday.

Germany Trade and Invest (GTI) linked the increase to
Britain’s departure from the European Union on January 31, and
said the number of planned new jobs may rise as some firms reg-
istered plans directly with Germany’s 16 federal states. “We are
witnessing a constant increase in the activity of British compa-
nies in Germany,” said GTI chief Robert Hermann.

Some companies were moving to Germany to skirt tariffs that
could be imposed on British goods and services once Britain leaves
the EU while others were attracted by favorable conditions, Her-
mann added. About a third were finance and business services
companies, just under a third specialized in IT and some 40 per-
cent were a mix that included engineering and consumer special-
ists. Britain’s parliament has approved a divorce settlement with
the EU, which includes a business-as-usual transition deal covering
the period after Brexit Day on Jan. 31 until the end of December.

Hermann said British business leaders appear undeterred by
Germany’s weakening economy, whose export-oriented manu-
facturing sector is in recession. Germany is Britain’s second-
biggest export market after the United States. — Reuters

Can Lebanon’s 
new govt revive 
the economy?
BEIRUT: After three months of political paralysis, Lebanon has
finally formed a government under Prime Minister Hassan Diab.
Now comes the task of saving the country from a biting financial
crisis and winning over investors and foreign donors.

How likely is a debt default or restructuring?
Lebanon’s public debt burden, equivalent to around 150 per-

cent of GDP, and its twin current account and fiscal deficits
looked unsustainable even before anti-government protesters
took to the streets three months ago.

With many of the international sovereign bonds trading at
less than half their face value, market observers see an increas-
ing likelihood of Lebanon struggling to repay some of its obli-
gations and seek a restructuring with creditors at some point.

One of the first tasks of the government will be to decide
whether to proceed with a central bank proposal to ask local
holders of some of this year’s bonds, including a $1.2 billion issue
maturing in March, to swap them for longer-dated ones to ease
pressure on state finances. Any move to delay bond repayments
could constitute a default in the eyes of credit rating agencies
and risk pushing its credit rating further into junk territory.

Is a currency devaluation a given?
The Lebanese pound’s 22-year-old peg to the US dollar has

been strained to near breaking point by the country’s political and
banking crisis. With the pound losing roughly a third of its official
value on the black market as dollars have dried up, a devaluation
has loomed increasingly large. Central Bank Governor Riad
Salameh has previously ruled out any such move, saying the gov-
ernment has the means to maintain the peg. But without a revival in
sagging capital flows and a recovery in Lebanon’s external balance
sheet, the central bank’s ability to defend the peg will diminish.

How can the banking system be revived?
Banks have long served as a vital cog in keeping Lebanon’s

economy moving. By taking deposits from Lebanon’s millions of
scattered diaspora and snapping up the government’s local debt,
banks helped prop up the state’s finances. But that system has
broken as foreign deposits dry up in the face of a collapse in
confidence in the banking system. Non-resident private sector
deposits in the banking sector fell by 11.3 percent on an annual
basis in November, while Lebanon faces a hard currency short-
age - leaving Lebanese at home and abroad with restricted ac-
cess to their bank funds. Some financial experts believe banks
will require a deeper injection of cash than the 20 percent of
capital they’ve been told by the central bank to raise.

What about securing foreign financial support?
Lebanon is mired in recession and its recovery remains

largely dependent on the government’s ability to make reforms
needed to secure international financial support. Lebanon needs
a $20 billion-$25 billion bailout including International Mone-
tary Fund support to emerge from its financial crisis, according
to former economy minister Nasser Saidi. But assistance ap-
pears uncertain given Diab’s support from the Iranian-backed
Hezbollah and its allies. — Reuters
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