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ECB Shifts into Reverse, QE and Rate Cuts Incoming 

 Today’s European Central Bank (ECB) meeting and subsequent press 

conference set the course for monetary policy in the Eurozone in the 

medium term amid sluggish inflation and weakening growth owing to 

trade and Brexit risks.  

 ECB President Draghi laid the groundwork for a rate cut and the 

announcement of a new round of quantitative easing at the Bank’s 

September meeting. 

 The ECB’s initial press release struck a more dovish tone than markets 

anticipated, highlighting “the need for a highly accommodative stance 

of monetary policy”. However, President Draghi’s press conference 

reversed the move in yields, equities, and the EUR as he failed to 

provide details into the upcoming round of quantitative easing.  

President Draghi is revving up the ECB’s policy engine. The Bank has shifted into 

reverse as subdued inflation and economic growth continue to be mired by 

concerns over the risks of a ‘no-deal’ Brexit and persistent trade uncertainty. 

Today’s meeting proved eventful despite lacking an explicit policy move, as the 

Bank signaled the path of future monetary policy actions: a rate cut and a new 

round of asset purchases, as widely expected.  

The ECB’s press release hit a more dovish tone than markets anticipated—

despite the fact that markets were still pricing in a ~40% chance of a cut today—

with yields on German debt reaching fresh lows and EURUSD falling by as much 

as 0.4%, on the back of a change in the Bank’s forward guidance. The 

announcement underlined “the need for a highly accommodative stance of 

monetary policy” compared to the June meeting statement which included only a 

mention of a need for “an ample degree of monetary accommodation”. The press 

release also highlighted the Bank’s “commitment to symmetry in the inflation aim” 

and did away with an explicit reference of convergence to the “below, but close to, 

2%” inflation target. The change in language suggests that the Bank is more 

comfortable with seeing inflation temporarily moving above 2% before it considers 

tightening its policy stance. 

Draghi’s press conference following the ECB statement reversed—and then 

some—the move in yields, the EUR, and equities (charts 1 and 2), as he failed to 

disclose details on the Bank’s upcoming asset purchase programme, particularly 

as it relates to purchasing limits on sovereign debt issues. We will have to wait 

until September for any concrete details on the ECB’s purchasing policy. Market 

reaction may also have been influenced by US data released at the same time as 

Draghi’s presser, which showed a strong pick-up in durable goods orders. Solid 

data may lift pressure upon the Fed to ease policy more aggressively, and in turn 

reduce pressure on the ECB, thus pushing Eurozone yields higher.  

It is all but guaranteed that the ECB will reduce its deposit facility rate by 10 bps to 

-0.50% at its September meeting when the Bank also looks set to unveil details for 

its new and upcoming quantitative easing round. Market pricing continues to 
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reflect an anticipated cumulative ~20 bps of policy rate cuts between today and some 

time in early 2020 (chart 3), though we project that the ECB will only cut once in our 

forecast horizon. We expect that purchases under the new programme will begin in 

January 2020 to the tune of EUR 40-50 bn per month for twelve months; or 66%-80% 

of the value of monthly acquisitions through 2017, though this remains an uncertain 

target. Although the bulk of these purchases will be centred on public debt, the ECB 

will likely buy relatively more corporate and covered bonds as it nears its self-imposed 

threshold on public-sector debt (33% of any one Eurozone member’s bonds). We 

nevertheless anticipate that the ECB will relax its position limits to cover the shortfall 

in sovereign debt available for purchase.  

The Bank is set to accompany the September rate cut with the introduction of a 

‘tiering’ system that would exempt from interest payments a specific share of banks’ 

excess reserves at the ECB, due to concerns over the impact of negative rates on 

bank profitability. President Draghi also did not provide details on the design of this 

‘tiering’ system. The combination of an even more negative deposit rate and the 

expected swelling in bank reserves from the new asset-purchases round would result 

in a near doubling in total bank outlays on cash deposits at the ECB.  

The erratic movements in markets notwithstanding, the ECB today clearly signaled 

that it stands ready to act in the face of economic headwinds with a multi-pronged 

approach of rate cuts and asset purchases, while President Draghi continues to call 

for increased action from Eurozone governments who have for the most part left the 

heavy pulling up to the ECB. The signs of improvement that President Draghi was 

keeping an eye out for in the Eurozone economy have not materialized since his June 

18 speech in Portugal. Although little over a month has passed since his Sintra 

address, data released in the days since have shown a worsening in business 

sentiment and continued declines in manufacturing output. Headline inflation has 

remained below the ECB’s target since late-2018, while core inflation has not touched 

the bank’s target in nearly eight years (chart 4). While pointing to the risks of 

recession remaining low, Draghi also mentioned that the economic outlook, 

particularly in the manufacturing sector, is getting “worse and worse”.  

With two policy meetings to go in his mandate, Draghi has effectively set the Bank’s 

policy course for the medium term. Lagarde, take the wheel.  
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