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ECB: No ‘whatever-it-takes’ 2.0

The European Central Bank announces its first package to tackle the
market turmoil and economic fallout from Covid-19. It's a collection of
measures, and it clearly hopes that targeted but smaller actions can
make a difference

Christine Lagarde at
the ECB press
conference in Frankfurt

Christine Lagarde

Thursday's actions

What did the ECB decide? Firstly, all interest rates remain unchanged even though ECB
President Christine Lagarde remarked, during the press conference, that the central bank had
‘definitely’ not yet reached the reversal rate. The ECB is mainly focussing on providing additional
liquidity and stabilising markets by additional QE.

Here's the detail:

e The ECB announced additional LTROs, at the average deposit rate

e The ECB will change the conditions of the TLTROs between June 2020 and June 2021. These
TLTROs will be conducted under even more favourable conditions than those previously. The
TLTROs will be priced at the repo rate minus 25bp. For banks keeping their lending portfolio
stable, the TLTROs will be priced at the deposit rate minus 25bp. In previous TRLTOs, banks
had to show an increase in their lending portfolios. While these changes were partly
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presented as being aimed at small and medium-sized enterprises, they are, in fact, a
measure to support the entire banking sector. That suggests it was tough to come up with a
pure tailor-made approach to SME lending.

e The ECB announced an additional ‘envelope’ of euro 120bn of net asset purchases until the
end of the year. During the press conference, Lagarde said the ECB would use all flexibility
when spending the euro 120bn on assets. Temporary deviations from the capital key are
possible.

At the same time, the ECB also used its other role, that of bank supervisor, to bring some relief to
the banking sector, deciding on some temporary relief in capital requirements. There's more on
that here.

No 'whatever-it-takes', but targeted measures

The brief time ECB watchers were able to discuss the motive of Christine Lagarde's brooch is over.
The 'wise owl' is all of a sudden confronted with a multi-layered shock: an unprecedented
combination of supply-side and demand-side shock, together with financial market turmoil and
the increased risk of a negative feedback loop into the real economy. At the same time, however,
the ECB is also well aware of negative side-effects of its monetary policy stance and, more
generally, the fact that it has almost run out of ammunition.

The wise owl is all of a sudden confronted with a multi-layered
shock

All of this explains why the ECB took today's decisions without taking out the big bazooka. As
Christine Lagarde said, she had no intention of having her own 'whatever-it-takes' moment. This is
a package aimed at supporting the banks and preventing the sort of credit crunch that we saw in
2008. In fact, it is highly questionable whether any big bazooka would help, at least not right now.
The only thing which could really stop fear, uncertainty and turmoil would be a vaccine and
certainly not monetary policy easing.

Today's measures are an attempt to tackle market turmoil and support the economy in a targeted
manner. Judging from initial reactions, it wasn't enough to tackle the first. Whether it will be
sufficient to support the real economy we'll only find out in a couple of months. And that will also
highly depend on fiscal policies.

Christine Lagarde did not have her whatever-it-takes-moment today. Let's hope governments will
have theirs soon.
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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
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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
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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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