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ECB: Solomonic end to QE

With an unprecedented communication twist, the ECB today more or
less announced the end of QE. While the real motivation of this step
remains unclear in light of increased uncertainty, the door to extend QE
into 2019 has not entirely been closed
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After last week’s speech by ECB Chief Economist Peter Praet, today’s decision did no longer
come as a surprise. The ECB just took another important step towards a gentle end of QE. In
fact, the ECB made three important announcements:

1. A de facto end of QE in December. Today's key message was that the ECB “anticipates”
an extension of QE from September to December at €15 billion per month, from
currently €30 billion, before ending the net purchases in December. All of this being
subject to incoming data.

2. Stronger forward guidance. The announcement that the ECB expects interest rates "to
remain at their present levels at least through the summer of 2019 and in any case for
as long as necessary to ensure that inflation is back at target" is a signal that
sequencing is clearly longer than the six months markets had been anticipating for a
long while. A rate hike before September 2019 looks highly unlikely.

3. Re-introduction of easing bias. While previously the ECB had dropped the possibility of
stepping up QE, it today re-introduced a kind of easing bias by stating that “the
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Governing Council stands ready to adjust all of its instruments as appropriate to ensure
that inflation continues to move...” towards target.

Today's decision was taken against the background of what the ECB described as "substantial"
progress "towards a sustained adjustment in inflation." A clear change in the ECB's assessment
compared with the last meeting. Particularly in light of hardly any changes in the ECB's own
macro-economic assessment.

As regards growth, the ECB actually sent a mixed message. On the one hand, ECB president
Mario Draghi emphasised the strength of the eurozone recovery despite a soft patch, while on
the other hand pointing to recent disappointments in incoming data, new downside risks
stemming from financial market volatility and a downward revision of the ECB's staff growth
projections for 2018 (from 2.4% to 2.1%. For 2019 and 2020, the staff projections for GDP
growth remained unchanged at 1.9% and 1.7% respectively). As regards inflation, Draghi
stated that “measures of underlying inflation remain generally muted” and the staff
projections also did not point to any imminent inflationary pressure. As expected, the inflation
forecasts for 2018 and 2019 were revised upwards significantly to 1.7% in both years, on the
back of higher oil prices. Interestingly, the longer-term inflation forecasts for 2020 remained
unchanged at 1.7%.

Admittedly, today's ECB decision leaves a bit of an aftertaste. At least for ECB watchers who
try to read the ECB's internal reaction function. Moving from not having discussed the outlook
for monetary policy at all to a de facto end of QE within six weeks' time comes as a bit of a
surprise. Particularly given that in these six weeks there have been hardly any upside or
positive surprises to growth and inflation. To some extent, it seems as if the ECB was getting
cold feet and that the rising tensions within the Governing Council had to be calmed down.

Even though technically speaking today’s ECB meeting did not present an actual decision but
only a declaration of intent, the symbolic meaning of the meeting is high. The meeting marks
another important step towards a gentle end to QE but at the same time, it does not mark the
start of monetary tightening. A first rate hike is still far out. In our view, the economic
reasoning leading to today’s decision might not necessarily win a beauty contest. The decision
is a truly Solomonic compromise between the hawks and the doves. The hawks finally got their
end-date for QE, while the doves still have their open door for more if needed. Everyone's a
winner...
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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 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 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. 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 requlation 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 BRO00341) 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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