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ECB: Ready to do more

The just-released minutes of the ECB's meeting on 30 April illustrates
the high degree of uncertainty and the ECB's clear readiness to do
more

AN

Ready to do more and for the time being the PEPP remains the main policy tool. These are the two
takeaways from the just-released minutes of the 30 April meeting.

Like it or not, the ECB, unfortunately, does not have any secret information, enabling it to see more
than all other market participants. Therefore, the Governing Council discussed three different
scenarios, of which the mild one was already labelled as “probably too optimistic”, and different
drivers of future inflation developments. Our favourite quote from the minutes: “the present
situation was characterised by Knightian or “radical” uncertainty, implying unquantifiable risks.”

Interestingly, the ECB cautioned that “undue risks of fragmentation could re-emerge with a further
worsening of the economic outlook. It was underlined that past experience showed that a loss of
confidence in financial markets had to be avoided and pre-emptive action was preferable.”
Together with the reoccurring theme in the minutes of the importance of PEPP, it is in our view
clear that PEPP remains the ECB's preferred policy tool.

What to expect from the ECB's June meeting?

The ECB will meet again on 4 June, not as initially scheduled in Amsterdam, but once again via a
video conference. With the ECB being back to its normal rhythm and hopefully without policy
changes between meetings, the June meeting will be crucial. Not only will there be a new set of
macro-economic projections, the ruling of the German Constitutional Court and the possible
exhaustion of the 750bn envelope of the PEPP programme will ask for an intense discussion on a
possible increase of the programme.

The latest Franco-German proposal on a Recovery Fund will do little to ease such a discussion, at
least not as long as this proposal has made it successfully through all Brussels’ committees. Until
then, the ECB looks likely to have a discussion against the background of an economic recovery, in
which according to ECB chief economist Philip Lane the economy will not return to pre-crisis levels
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until at least 2021, and disinflationary pressures due to higher unemployment, higher output gaps
and low oil prices.

The longer we think about it, the stronger the arguments are for the ECB to decide on a
significant increase in its PEPP programme already at the June meeting. Sure, they could
wait until September, when hopefully the real shape of the recovery will have materialised.
However, the fact that - at least at its current pace - the PEPP would be pretty empty by
October could quickly lead to unwarranted speculations in financial markets.

Pre-emptively denting any such speculations would argue for a June decision. Also, the
ruling of the German Constitutional Court gives the ECB freedom in any tailor-made or
event-related action but not so much in a more general “the economy still needs monetary
stimulus” sense. Consequently, the court’s ruling could actually motivate the ECB to
increase the size of the PEPP while the Eurozone is still in the middle of coping with the
pandemic and not once the worst might already be behind.

Strike while the iron is hot.

Author

Carsten Brzeski
Global Head of Macro
carsten.brzeski@ing.de

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 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 http://www.ing.com.

Snap | 22 May 2020 2


mailto:carsten.brzeski@ing.de
http://www.ing.com

