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FLASH NOTE

THE ECB EXTENDS ITS STIMULUS AS IT CUTS GROWTH FORECAST

STRATEGY TEAM

e The ECB extended current measures to preserve a
stimulative monetary policy stance.

¢ A new series of quarterly TLTRO is launched to pre-
serve banks’ liquidity exposure.

e Downside risks to growth and inflation have in-
creased as current economic weakness appear to be
more persistent than previously forecast.

The interest rates decision: the ECB kept its interest rates on
the main refinancing operations, the marginal lending facility
and the deposit facility unchanged at 0.00%, 0.25% and —
0.40% respectively. The Governing Council extended the for-
ward guidance on interest rates with key rates expected to
remain at their present levels “at least through the end of
2019” against “at least through the winter”in the previous state-
ment.

The reinvestment policy: the ECB will continue to reinvest,
in full, maturing securities purchased under the asset purchase
programme.

The Eurosystem’s lending operations: the ECB will contin-
ue to offer one-week liquidity-providing operations at full allot-
ment (no limit in size) at least until March 2021. This exten-
sion helps to minimize potential funding problems, though
the maturity profile is shorter than for TLTROs.

BREAKDOWN OF TLTRO-Il BORROWING BY COUNTRY

The Targeted Longer-Term Refinancing Operations (TLTRO
-lll): the ECB will launch a new series of quarterly TLTRO
from September 2019 to March 2021, each with a maturity
of two years. Banks will be entitled to borrow up to 30% of
their stock of eligible loans. If banks will be able to borrow at
negative rates is still not clear but incentives for credit condi-
tions will be communicated later. As a reminder, previous
TLTROs provided financing to credit institutions for periods of
up to four years. They were “targeted” in the sense that the
amount that banks could borrow was linked to their loans to the
private sector. The interest rate applied to TLTRO-II was linked
to bank’s lending patterns and could be as low as —0.4% (the
ECB’s deposit rate). TLTRO-Il currently amount to €740bn
and will have to be repaid in full by June 2020 through
March 2021 (€399bn mature in June 2020). The new series
will preserve a stimulative monetary policy stance and will pre-
serve the liquidity exposure of Italian and Spanish banks.

ECB macroeconomic projections: ECB staff cut growth
projections sharply for 2019, from 1.7% to 1.1% as the current
economic slowdown seems to be more persistent and protec-
tionism weigh on sentiment. As a consequence, the inflation
forecast has also been revised down to 1.2% versus 1.6% in
December.

Asset allocation: today’s meeting confirms our scenario of
weak Eurozone economic growth and of an extension of the
very accommodative monetary policy stance into 2020. Low
growth, inflation and interest rates support our view to favor
high dividend yield stocks in Europe, our underweight in Euro-
zone equities and our USD overweight versus EUR and CHF.

SHARP DOWNWARDS REVISION TO GDP GROWTH IN 2019
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2019 2020 2021

Change in Real GDP 1.1% 1.6% 1.5%

December projections 1.7% 1.7% 1.5%

HICP Inflation 1.2% 1.5% 1.6%

December projections 1.6% 1.7% 1.8%
Source: ECB
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