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ECB: Dovish vehemence from Vilnius

Dovishness all over. With today's meeting, the European Central
Bank is, in our view, only a small economic slip away from a rate cut

Source: Shutterstock

At its meeting in Vilnius, the ECB today clearly tried to convey a dovish message to financial
markets, demonstrating its willingness and readiness to act. Today's meeting was as dovish as it
can get without actually engaging in new action.

The ECB's concerns mainly seem to be driven by increased and prolonged uncertainty, rather than
the fear of an imminent collapse of the eurozone economy. In fact, the ECB's macro-economic
assessment remained relatively unchanged. The latest round of ECB staff projections (to be
accurate, from the eurosystem staff) showed only minor changes compared with the March
projections.

e The growth outlook for 2019 was even revised upwards to 1.2% (from 1.1%), while the 2020
and 2021 forecasts were slightly lower than in March, now at 1.4% (from 1.6%) and 1.4%
(from 1.5%).

e Asregards inflation, there were also hardly any changes, with headline inflation now
expected to come in at 1.3% in 2019 (from 1.2%), 1.4% in 2020 (from 1.5%) and 1.6% in
2021 (unchanged).

In sum, the staff projections did not actually provide sufficient room to act. Instead, ECB President
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Mario Draghi explicitly cited prolonged uncertainty, noting in the press conference that the trade
conflict and Brexit have not disappeared as quickly as the ECB had hoped in March. In fact, these
uncertainties are here to stay for much longer, according to the ECB.

Against this backdrop of increased and prolonged uncertainty, the ECB today decided to:

1. Push its forward guidance on interest rates to “at least through the first half of 2020", from
“at least until the end of 2019".

2. Offer a new series of cheap loans for banks (TLTRO Ill) at 10 basis points above the main
refinancing rate (currently 0.1%) and 10 basis points above the deposit rate for
banks reaching an ECB benchmark for net lending similar to the one in the previous TLTROs
(this rate would currently be -0.3%).

3. Finally, the ECB definitely shelved the issue of a tiering system for the deposit facility for the
time being, stating that the “positive contribution of negative interest rates...is not
undermined by possible side effects on bank-based intermediation”. Still, this discussion is
not entirely dead. The ECB will continue to monitor it carefully and Draghi kept the door
open, pointing to the possible necessity of a tiering system in case of changed (rate)
circumstances.

Enshrining the legacy

An interesting aspect of today's change in forward guidance is that it will actually bind Draghi's
successor to continue with his legacy for almost a year, at least. This was definitely not the main
goal of today’s decision but the Governing Council committed any next president to its current
monetary policy. There will be no reversal of monetary policy like in 2011 when Draghi started his
term.

Fierce determination to act

The most important part of today’s meeting came during the Q&A session when Draghi repeated
several times the ECB's readiness to act “if adverse contingencies were to materialise”. The surprise
moment was when he reported that the ECB today actually discussed options like rate cuts and
restarting quantitative easing in such a scenario. According to Draghi, no one should have doubts
about the ECB's policy stance.

Only one economic slip away from a rate cut

All of this means that the ECB has joined the choir of global central banks which have either
already delivered new easing measures or are contemplating them. In fact, the ECB is now only a
fraction away from new stimulus. It's not their preferred option but it will probably only take

a small economic slip for the ECB to cut rates.
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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 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.
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