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Lagarde's comments suggest stronger
euro could restart cutting cycle

Comments by European Central Bank President Christine Lagarde at
today's press conference suggest that the exchange rate is indeed the
weak spot in the Bank’s ‘good place’

&
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We will have to wait for individual statements of ECB members over the next days to get a better
feeling of the tone and intensity of today’s discussion. However, judging from Christine Lagarde’s
comments at the press conference, we get the impression that the view on how to deal with the
stronger euro is still fluid. As is the assessment of whether or not a more ‘global euro’ would
coincide with a currency strengthening.

The facts are clear: the ECB decided unanimously today to keep interest rates unchanged. The
official policy announcement as well as Lagarde’s comments illustrate that the ECB still sits
comfortably in its ‘good place’. And, with the eurozone expected to grow at around potential and
inflation to remain somewhere around 2%, there are very few arguments for challenging the ECB's
good place.

As the last ECB rate cut dates back to June last year, it's fair to say that the bar to cut again is very
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high. However, looking at the history of the central bank's rate-cutting cycles, a longer period of
inactivity after a series of rate cuts does not automatically mean that the ECB is done. In 2012 and
2024, we saw two occasions where it restarted a cutting cycle that initially looked to be over.

Stronger euro remains weak spot in ECB's 'good place’

Looking ahead, Lagarde’s comments seemed to create more confusion than certainty over the
next ECB move. Instead of simply sticking to the well-known phrases like ‘we don't pre-commit’ or
‘we remain data-dependent’, comments on the risk assessment and particularly on the exchange
rate were very fluid. As in December, the risk assessment no longer concludes with the balance of
risk but rather lists all upside and downside risks. When asked, Lagarde stated that risks were
currently broadly balanced.

As regards the exchange rate, Lagarde repeated the well-known ECB refrain that the exchange
rate is not a policy target but an important element in the growth and inflation forecasts. However,
she tried to downplay the strengthening of the euro, stressing that the current level was broadly in
line with the historical average. Lagarde also stated that a stronger international role of the euro
would not have to go hand in hand with a stronger currency. Here, we would object. In any
transition towards a more important international role for the euro, an appreciation of the
currency would seem inevitable. In the end, a more attractive currency means more demand for

it which, in turn, strengthens the exchange rate. Needless to say that up to now the 'global euro
moment' has been more dream than reality.

Stronger euro could still force the ECB to restart cutting cycle

We still think the ECB wants to remain in its ‘good place’ for as long as possible. And the hints that
Isabel Schnabel dropped in December about a potential rate hike are clearly off the table for now.
If the ECB were to leave its good place, the first move would almost certainly be a cut rather than a
hike - at least in the near term.

Whether driven by general market unease or, more specifically, by the strengthening of the euro,
there is still a risk of inflation undershooting over the coming months. If the euro were to
strengthen again after the recent rebound of the US dollar, for example towards 1.25 EUR/USD by
the March meeting, there is a high risk that the ECB's inflation forecasts will show inflation staying
below 2% for three years in a row, possibly even below 1.8%. While no one would perceive this as a
deflationary risk, such an inflation undershoot could raise doubts about how symmetric the ECB's
inflation target really is and hence still encourage more dovish ECB members to push for an
insurance rate cut.

Whether Europe likes it or not, today's ECB meeting brings back memories of the old saying "our
dollar, your problem".
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This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
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as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR0O00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.
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