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ECB preview: Ending QE is not the biggest
threat
The Federal Reserve may be President Trump’s “biggest threat” but in the
eurozone, tighter ECB policy is way down the list of things to worry
about
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What a difference six weeks can make
What a difference six weeks can make. If anything, the downside risks to the eurozone’s growth
outlook have increased. Stock market turmoil, mixed hard data for the month of August and
further tensions in emerging markets have added to what the ECB often calls global risks. At the
same time, the never-ending Brexit saga, higher oil prices as well as the swelling conflict on the
Italian budget all have the potential to weigh on what has been the eurozone’s biggest trump card
so far: solid domestic demand.
Let’s be clear: up to now, the latest developments do not amount to additional risks, nothing has
materialised yet and there is no guarantee it ever will. The eurozone recovery is still characterised
by solid to strong domestic demand due to higher employment, falling unemployment and low
interest rates. Meanwhile, exports have not been affected by trade tensions but rather have
benefited from a weak euro and some moderate, though positive, fiscal stimulus.
Still, downside risks to the economic outlook have increased and the inflation outlook remains
mixed. Headline inflation has been hovering around 2% in recent months, mainly due to higher
energy prices. At the same time, core inflation is still not doing what the ECB expects it to do,
namely, pick up. From the minutes of the September meeting, it is clear that the ECB still believes
that supply-side constraints should translate into higher core inflation. However, evidence of this
actually materialising remains very scarce. In this context, ECB President Mario Draghi will probably
have to spend some time during the press conference explaining what he meant by a “relatively
vigorous” pick-up in underlying inflation when he spoke at the European Parliament. We don’t
expect him to repeat these words.

All too little too early to stop ECB from ending QE
Even though recent developments have been anything but encouraging, the downside risks are
simply too minor and too premature for the ECB to alter its chosen path. In our view, it would
definitely need a severe growth accident, an escalation of the Italian crisis or trade tensions with
tangible consequences on financial markets before the ECB would change its course. The ECB
seems willing to look through some market volatility and is determined to end QE by the end of
the year (i.e. bring the net asset purchases to zero at the December meeting). Looking beyond the
end of QE, the ECB could show more flexibility and willingness to react to slowing growth or the
absence of an acceleration in core inflation either by postponing the first rate hike far beyond the
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summer of 2019 and/or by using the reinvestment period to strengthen forward-guidance.
For next week’s meeting, expect a slightly more dovish ECB president, though one still highly
determined to bring QE to an end in December. This is clearly not the biggest threat to the
eurozone economy.
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Disclaimer
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 NV 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 does not represent that it is
accurate or complete. ING does not accept any liability for any direct, indirect or
consequential loss arising from any use of this publication. Unless otherwise stated,
any views, forecasts, or estimates are solely those of the author(s), 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. The producing legal entity 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
subject to limited regulation by the Financial Conduct Authority (FCA). ING Bank N.V.,
London branch is registered in England (Registration number BR000341) 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.
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