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The ECB’s Dashboard: Praet’s pivot pirouette
We expect the European Central Bank to recalibrate its bond-buying
programme on Thursday. But it will have to tread carefully

Content
Balancing act
Market reaction

Scenario analysis: How to position for the ECB

Source: ING

Balancing act
Despite growing uncertainty around the strength of the eurozone recovery, little underlying
inflationary pressure and possible further market turmoil, the European Central Bank seems
determined to focus on long-term trends.
After a speech by ECB chief economist Peter Praet last week, the only question is how much detail
the ECB will be willing to present. We still don’t think the central bank will easily give away
flexibility and room for manoeuvre on quantitative easing in a situation where downside risks to
the economic outlook have increased and political risks (be it from Italy or later this year from
Brexit) could easily reemerge.
It is a close call between trying to buy more time with hawkish words and announcing explicit
details. Given Praet’s comments, we expect the ECB to announce another recalibration of QE, i.e.
an extension of QE at a reduced pace of €10 billion per month at least until December 2018.
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Market reaction
What this means for FX markets: Slowing pace of QE to put a floor under EUR/USD.
The announcement of a lower pace of asset purchases over 4Q (from €30 billion to €10
billion) should be EUR/USD positive as (a) signalling-wise, it brings us closer to the eventual
end of QE; (b) volume-wise, €10 billion per month is a limited amount.
Yet keeping the programme open-ended (i.e. the ECB will not commit to an end date)
should mitigate the degree of EUR/USD upside. We thus don’t expect EUR/USD to break
above the 1.20 level.

What this means for bond markets: Open-ended QE to dampen the immediate upside
in rates.
Heading into the ECB meeting, rates remain depressed by lingering political risks
surrounding Italy and ongoing fears of an escalation of trade tensions. Keeping net QE
purchases open-ended should thus cap the immediate bearish reaction in rates.
However, a signal from the ECB that it remains undeterred in moving towards the exit
should keep rates on course to rise back towards 0.70% over the summer.
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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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