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1. Review of financial, economic and monetary developments and policy options

Financial market developments

Mr Cceuré reviewed the latest financial market developments.

As regards bond market developments, the fall in euro area ten-year overnight index swap (OIS) yields from
early October 2018 to mid-February 2019 had recently reversed slightly. Notwithstanding the recent recovery,
yields remained compressed compared with the levels observed in early October 2018.

Mr Caeuré recalled that the dominant driver of lower yields in recent months had been a fall in the inflation
component, as reflected in revisions to market-based inflation expectations. The pronounced decrease in
inflation-linked swap rates, across all maturities, in the fourth quarter of 2018 had likely been related, at least in
part, to the sharp parallel fall in oil prices. However, since the end of December 2018 oil prices had gone up by
more than 25%, both in US dollar and in euro terms, but the euro area and US medium-term inflation
expectations seemed to have responded differently. The US five-year forward inflation-linked swap rate five
years ahead had risen by around 20 basis points since early January 2019. In contrast, the equivalent swap
rate for the euro area had continued to decline until last week.

As had been indicated on previous occasions, the prevalence of risk premia adjustments in recent months
implied that caution was warranted when interpreting monetary policy expectations purely derived from market
prices. For the euro area, the latest forward one-month OIS curve indicated that policy expectations in the euro
area had remained broadly stable since mid-January 2019. Survey-based expectations of a first hike in the
deposit facility rate, however, had continued to shift further out in time.

In the United States, the federal funds futures curve had shifted upward in recent days and had returned to
levels observed in the second half of January 2019. Surveys had backtracked somewhat, but mostly in terms

of timing, and still pointed to expectations of one more hike in 2019.

Moving to equity markets, risky assets had continued to rally. Both the S&P 500 and the EURO STOXX had
gained about 6% since the Governing Council’s January monetary policy meeting and were up by around 11%
year-to-date. All in all, stock markets had by now almost fully recovered the sharp losses seen in the fourth
guarter of 2018. However, at least in the euro area, the gains in share prices did not reflect an improvement in
earnings prospects. Rather, higher share prices mainly reflected a fall in the equity risk premium. Emerging
markets had also benefited from the improved risk sentiment. The MSCI Emerging Markets Index was already

above its pre-October 2018 level and capital inflows into emerging markets had accelerated again.

Credit spreads, too, had continued to narrow on improved risk sentiment. Euro area high yield spreads were
down nearly 80 basis points since the Governing Council's monetary policy meeting on 12-13 December 2018.
Investment grade spreads had also come down, both in the United States and in the euro area. Similarly, the
spreads of most euro area sovereign bond yields over equivalent German government bond yields had fallen
since the start of the year.
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Corporate bond issuance volumes in Europe had also been strong. The premium that firms had to pay for
issuing new bonds had declined measurably in recent weeks, which suggested that the end of net purchases
under the corporate sector purchase programme (CSPP) had not had a meaningful impact on the corporate

bond market.

In foreign exchange markets, the euro exchange rate vis-a-vis the US dollar had remained relatively stable
and had continued to trade close to the USD/EUR 1.13-1.14 level observed since early October 2018. The
euro and the US dollar had depreciated notably against the British pound in recent weeks, which likely
reflected the financial markets’ view that the risks of a “no-deal” Brexit had diminished lately.

Finally, Mr Coeuré mentioned developments in the EURIBOR term structure, which had seen a gradual and
persistent rise in rates, in particular over the longer horizons, and which had become largely disconnected

from changes in policy rate expectations.

The global environment and economic and monetary developments in the euro area

Mr Praet reviewed the global environment and recent economic and monetary developments in the euro area.

Regarding the external environment, global growth and trade momentum had slowed further. Global
composite output had decreased again in January, pointing to further deceleration in global growth
momentum. The weakness had been concentrated in the manufacturing sector, whereas services had
remained considerably more resilient. Global trade had slowed significantly around the turn of the year.

Annual consumer price inflation in the OECD area had slowed to 2.1% in January from 2.4% in December,
largely driven by decelerating energy prices. Inflation, excluding food and energy, had remained broadly
unchanged at 2.2%, suggesting that underlying inflation pressures had remained subdued.

After a period of stability, Brent crude oil prices had increased in mid-February, ending 6% higher than at the
time of the Governing Council's January monetary policy meeting. The euro exchange rate had depreciated
slightly against the US dollar since the January meeting in bilateral terms (-0.2%) as well as in nominal

effective terms (-0.5%).

Turning to the euro area, the latest incoming information pointed to continued subdued growth. Indicators
related to the manufacturing sector had weakened further, whereas those related to services had showed
signs of stabilisation. Eurostat's second release had put euro area real GDP growth in the fourth quarter of
2018 at 0.2%. In terms of the composition of growth in the fourth quarter of 2018, domestic demand and net

exports had provided positive contributions, while inventories had contributed negatively.

Concerning GDP components, private consumption had increased by 0.2% in quarter-on-quarter terms in the
fourth quarter of 2018, up from 0.1% in the third quarter. The weakness in consumption growth in recent
guarters had been largely driven by non-durable goods, which appeared to be the component of household
spending most sensitive to changes in energy prices. Gross fixed capital formation had grown by 0.6% in the
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fourth quarter of 2018, the same rate as in the previous quarter. Looking ahead, investment growth dynamics
were expected to remain subdued, in line with the slowdown in foreign and domestic demand.

Incoming data since the January monetary policy meeting had shown a continuation of solid employment
growth in the fourth quarter of 2018, at 0.3%. The PMI for employment had remained in expansionary territory,

but had moderated further across most countries and sectors.

Growth of euro area trade in goods had weakened further year-on-year in the final quarter of 2018, driven
mainly by intra-euro area trade. Growth of extra-euro area goods exports had also remained subdued,
reflecting in particular the contraction of exports to Turkey and the United Kingdom, while export growth to
China and the United States had also weakened.

These developments were also reflected in the March 2019 ECB staff projections, which projected real GDP
growth at 1.1% in 2019, 1.6% in 2020 and 1.5% in 2021. Real GDP growth had been revised down by
0.6 percentage points in 2019 and by 0.1 percentage points in 2020, reflecting both a more lasting adverse
impact of country-specific factors and heightened global uncertainties. The projections for 2021 were
unchanged.

Turning to price developments, according to Eurostat’s flash estimate, annual euro area HICP inflation had
been 1.5% in February, up from 1.4% in January, while the HICP excluding food and energy inflation had
decreased somewhat, to 1.0%, from 1.1% in January. Meanwhile, measures of underlying inflation had
continued to move sideways. Domestic cost pressures had been increasing, but had yet to translate into
higher underlying inflation.

Incoming data pointed to building wage pressures, which were expected to support the upward adjustment in
underlying inflation. Annual negotiated wage growth had risen to 2.2% in the fourth quarter of 2018, up from
2.1% in the third quarter, while overall compensation per employee had grown by 2.2% in the fourth quarter of
2018.

ECB staff projected HICP inflation decreasing until the fourth quarter of 2019 and then picking up over the
remainder of the projection horizon, to reach 1.6% in 2021. This V-shaped pattern reflected, first, a significant
decrease in HICP energy inflation linked to the recent strong drop in oil prices and downward base effects
related to their previous increase in 2018 and, second, gradually rising underlying inflation, supported by rising
supply constraints and tightening labour markets.

In the March 2019 ECB staff projections, the outlook for HICP inflation had been revised down significantly by
0.3 percentage points in 2019 and by 0.2 percentage points in both 2020 and 2021. HICP excluding energy
and food had been revised down by 0.2 percentage points in each year of the projection horizon.

Longer-term market-based inflation expectations, as derived from the five-year inflation-linked swap rates five
years forward, had declined to 1.5% compared with around 1.7% one year ago. Longer-term inflation
expectations, five years ahead, in the Survey of Professional Forecasters (SPF) stood at 1.8% in the first
quarter of 2019.
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Financial conditions had eased. This reflected market expectations about future monetary policy and some
easing of trade tensions. The impact of these factors on financing conditions had more than offset the impact
of the deterioration in the macroeconomic outlook as priced in by financial markets. Equity prices had
increased, despite a worsening in earnings expectations, while corporate bond spreads had tightened. The
market-implied expected timing of the policy rate “lift-off’ was largely unchanged. Credit conditions had
remained accommodative.

Turning to money and credit developments, the annual growth rate of broad money (M3) had continued to
hover around the rates observed since early 2018, while decreasing to 3.8% in January 2019, from 4.1% in
December 2018. Money creation continued to be supported by credit to the private sector. At the same time,
loan growth had been lower in January, increasing by 3.0% compared with one year ago. The recent
deceleration reflected developments in loans to non-financial corporations (NFCs), in part due to base effects,
while loans to households had recently stabilised. Bank profitability remained subdued, while banks were
faced with a somewhat higher cost of market funding. At the same time, market concerns had risen about
pressures on banks’ funding costs due to the forthcoming phasing-out of the TLTRO-II.

As regards fiscal policy, the euro area deficit ratio was projected to worsen in 2019-21, mainly due to a
loosening of the fiscal stance.

Monetary policy considerations and policy options

Summing up, Mr Praet remarked that since the January monetary policy meeting financial conditions had
eased, mainly on account of a reappraisal of monetary policies at the global level and abating trade tensions.
Moreover, credit conditions for households and firms remained accommodative.

Incoming data had continued to be weak, in particular in the manufacturing sector. The growth outlook in the
March 2019 ECB staff projections had been revised down substantially for 2019 and, to a lesser extent, for
2020. The euro area expansion would continue to be supported by favourable financing conditions, further
employment gains, rising wages, and the ongoing — albeit somewhat slower — expansion in global activity. At
the same time, the persistence of uncertainties was weighing on the growth outlook.

Measures of underlying inflation remained muted. Domestic cost pressures, in particular wages, had been
strengthening, but had yet to translate into higher underlying inflation. The March 2019 ECB staff projections
entailed a marked downward revision in both headline and core inflation across the projection horizon with
weaker economic momentum slowing the adjustment of inflation towards the Governing Council’'s aim. Market-
based measures of longer-term inflation expectations had weakened in recent months.

In this light, to ensure that inflation remained on a sustained path to levels that were below, but close to, 2%
over the medium term, Mr Praet proposed: (a) to adjust the calendar-based leg of the ECB'’s forward guidance
on the key ECB interest rates to indicate the Governing Council’'s expectation that rates would “remain at their
present levels at least through the end of 2019 and in any case for as long as necessary”, as recalibrating the
calendar-based leg of forward guidance would signal the Governing Council's determination to provide the
monetary accommodation needed for a sustained convergence of inflation; (b) to reiterate the Governing
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Council’'s forward guidance on reinvestments; and (c) to launch a new series of quarterly targeted longer-term
refinancing operations (TLTRO-III) starting in September 2019 and ending in March 2021, each with a maturity
of two years. Counterparties would be entitled to borrow up to 30% of the stock of eligible loans as at
28 February 2019, at a rate indexed to the interest rate on the ECB’s main refinancing operations over the life
of each TLTRO. These new operations would help to preserve the favourable bank lending conditions and
support the smooth transmission of monetary policy. The precise terms of the operations would be
communicated in due course. Finally, the ECB’s lending operations would continue to be conducted as fixed-
rate tender procedures with full allotment for as long as necessary, and at least until the end of the reserve
maintenance period starting in March 2021.

As regards external communication, the Governing Council needed to: (a) stress that the weakening in
economic data pointed to a sizeable moderation in the pace of the economic expansion that would extend into
the current year; (b) emphasise that the weaker economic momentum was slowing the adjustment of inflation
towards the Governing Council's aim; (c) adjust the forward guidance on the key ECB interest rates, namely
that the Governing Council expected them to “remain at their present levels at least through the end of 2019,
and in any case for as long as necessary”, while reiterating the forward guidance on reinvestments;
(d) announce a new series of quarterly targeted longer-term refinancing operations (TLTRO-III), starting in
September 2019 and ending in March 2021, and stress that the new TLTROs would help to preserve bank
lending conditions and support the smooth transmission of monetary policy; (€) announce the extension of the
fixed-rate tender procedures with full allotment for the ECB’s lending operations for as long as necessary, and
at least until the end of the reserve maintenance period starting in March 2021; (f) explain that these decisions
would support the further build-up of domestic price pressures and headline inflation developments over the
medium term; (g) indicate that the risks to the euro area growth outlook were still tilted to the downside
because of the persistence of geopolitical uncertainties; (h) stress that significant monetary policy stimulus
remained essential for a sustained convergence of inflation towards levels below, but close to, 2% over the
medium term, and would continue to be provided by the forward guidance on the key ECB interest rates,
reinforced by the reinvestments of the sizeable stock of acquired assets and the new series of TLTROs; and
(i) reiterate that, in any event, the Governing Council stood ready to adjust all of its instruments, as appropriate,

to ensure a sustained convergence of inflation.

2. Governing Council’'s discussion and monetary policy decisions

Economic and monetary analyses

With regard to the economic analysis, members broadly shared the assessment of the outlook for economic
activity in the euro area provided by Mr Praet in his introduction. Recent data and survey results had continued
to be weak, in particular in the manufacturing sector, reflecting the slowdown in external demand compounded
by some country and sector-specific factors. While there were signs that some of these domestic factors
dampening growth were starting to fade, the weakening in economic data pointed to a sizeable moderation in
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the pace of the economic expansion that would extend into the current year, with the persistence of
uncertainties appearing to weigh on economic sentiment and the growth outlook. This assessment was
broadly reflected in the March 2019 ECB staff projections, in which the outlook for real GDP growth had been
revised down substantially for 2019 and slightly for 2020 compared with the December 2018 Eurosystem staff

projections.

In considering the outlook and risks for the external environment, members took note of the further slowdown
in global growth and trade momentum. In particular, there were concerns about the potential impact of trade
protectionism on the global outlook and the ongoing risk of an escalation of trade conflicts. Reference was
made in the discussion to a number of factors, including the impact of trade tensions between the United
States and China, the threat posed by a trade dispute between the European Union and the United States,
and the risks surrounding a disorderly withdrawal of the United Kingdom from the European Union. Attention
was also drawn to the slowdown in growth in China, as well as developments in the US economy, which was
expected to slow as a result of the waning effect of the fiscal package. Against this background, the risks to the
external environment were assessed to be on the downside, on account of the persistence of uncertainties

related to geopolitical factors, the threat of protectionism and vulnerabilities in emerging markets.

Turning to euro area activity, members concurred that the recent data had continued to be weaker than
expected. It was noted that the carry-over effect from weaker growth in the second half of 2018 implied a lower
projection for growth in 2019. Recent economic indicators had also been disappointing, with the latest surveys
and data releases confirming the need to revise the short-term growth outlook downwards, as partly reflected
in the March staff projections. The downside risks to growth identified in earlier discussions had thus, to some
extent, materialised. The weakness in growth was seen as being longer-lasting than had previously been
expected, with the result that growth was now likely to be below potential for a number of quarters.

Members considered that the downward revisions to the growth projections in the March staff projections were
warranted and expressed confidence in the baseline as the central scenario. In this context, it was observed
that the updated outlook for euro area growth just released by the OECD in its Interim Economic Outlook,
although slightly lower than the ECB staff projections — with 1.0% for 2019 and 1.2% for 2020 — also
incorporated a substantial downward revision to euro area growth.

Members acknowledged that, while the baseline scenario of a more protracted “soft patch” followed by a return
to more solid growth was the most likely scenario, uncertainty remained elevated and it was unclear how
persistent the current soft patch would turn out to be. It was noted that, while some indicators pointed to growth
rates in the first and second quarters of this year that were lower than in the March staff projections, there were
some positive factors to be taken into account, such as those relating to the impact of fiscal measures and the
unwinding of some temporary country and sector-specific factors, notably in the German car industry.
Moreover, it was recalled that, beyond the near term, a number of factors continued to support the euro area
economic expansion, including favourable financing conditions, further employment gains and rising wage
growth, as well as the ongoing, albeit somewhat slower, expansion in global activity. It was also emphasised
that, while the growth momentum was weaker, it remained positive. Neither the euro area, nor the global

economy, was currently in recession and the probability of a recession remained relatively low.

Page 7



At the same time, the view was widely shared that downside risks to the growth outlook continued to prevail
despite the downward revisions incorporated in the March projections. It was stressed that the revisions to the
growth projections were mainly to the short term and that a rebound in activity was expected in the second half
of the year, reflecting the fading of temporary factors, an improvement in external trade and an easing of trade
conflicts. Following the downward revisions to growth in the first half of the year, growth was expected to return
to potential, with quarter-on-quarter growth rates of around 0.4% throughout the projection horizon, which
might be considered optimistic. It was highlighted that the growth projections had been revised down in a
number of consecutive projection exercises and that growth might not be mean-reverting, as typically assumed
in projections. The remark was made that some of the factors behind the slowdown, such as developments in
China, were unlikely to fade away in a few months. Uncertainty might also turn out to be more persistent than
expected and concern was expressed that, if the current high level of uncertainty persisted, there could be a
stronger adverse impact looking ahead, in particular on investment.

As regards the balance of risks surrounding the euro area growth outlook, these were generally assessed to
be still tilted to the downside on account of the persistence of uncertainties related to geopolitical factors, the
threat of protectionism and vulnerabilities in emerging markets. Although a case could be made that the risks
to growth were now somewhat more balanced, following the downward revision to the ECB staff projections, it
was considered that overall the global risk factors, which were predominantly on the downside, had the
potential to further affect confidence and global activity negatively, with adverse spillovers to activity in the euro

area.

In an exchange of views about the outlook for fiscal policy, members reiterated the need for rebuilding fiscal
buffers in countries where government debt was high. At the same time, it was argued that, consistent with the
country-specific recommendations from the European Commission, jurisdictions that had fiscal space should
stand ready to use it, given the downside risks to growth. The mildly expansionary fiscal stance and the
operation of automatic stabilisers were providing some support to economic activity.

With regard to price developments, there was broad agreement with the assessment presented by Mr Praet in
his introduction. On the basis of current futures prices for oil, headline inflation was likely to remain at around
current levels, before declining towards the end of the year. Measures of underlying inflation remained
generally muted, but labour cost pressures had strengthened and broadened amid high levels of capacity
utilisation and tightening labour markets. Looking ahead, underlying inflation was expected to increase over
the medium term, supported by the ECB’s monetary policy measures, the ongoing economic expansion and
rising wage growth. This assessment was also broadly reflected in the March staff projections, in which annual
HICP inflation was projected to rise from 1.2% in 2019 to 1.5% in 2020 and to 1.6% in 2021. Compared with
the December 2018 Eurosystem staff projections, the outlook for HICP inflation had been revised down over
the whole projection horizon, reflecting in particular the more subdued near-term growth outlook.

Members took note of the implications for the medium-term inflation outlook arising from the downward
revisions to the growth outlook and generally agreed that the weaker economic momentum in the March staff
projections implied a slower adjustment of inflation to the ECB'’s price stability objective. Underlying inflation, as
measured by the HICP excluding energy and food, was still expected to pick up over the projection horizon but

Page 8



had also been revised down compared with the December 2018 Eurosystem staff projections. Confidence in
the upward movement in inflation dynamics was expressed, even though the expected path for inflation was
flatter than previously expected and thus the convergence of inflation would take longer than previously
expected. Headline inflation was now only expected to reach 1.6% in 2021, at the end of the projection

horizon.

Members considered that recent developments in wage growth continued to provide positive support for the
outlook for underlying inflation. Although compensation per employee in the euro area had been revised down
slightly in the projections, nominal labour costs were expected to strengthen, supported by negotiated wage
growth, which stood at 2.2% in December 2018.

The transmission of higher wages to consumer price inflation was considered to remain a key issue for the
medium-term outlook for inflation, with higher wage growth not yet having passed through to price inflation, as
firms had absorbed increases by lowering profit margins. Some confidence was expressed, however, that as
mark-ups could not be squeezed indefinitely, wage pressures would eventually pass through to underlying
inflation. At the same time, it was highlighted that a smaller increase in unit labour costs was now projected
and that the projected increase in profit margins was predicated on the rebound in economic activity taking
place. More generally, it was recalled that the transmission to consumer price inflation was subject to time lags
and it was noted that the slowdown in economic activity could weigh on the pass-through from wages to
prices. Moreover, the mechanism whereby higher wage costs were transferred to prices might have changed
structurally in recent years, as appeared to be the case in both the United States and Europe.

As regards recent developments in longer-term inflation expectations, members noted that expectations had
declined further since the Governing Council’s January 2019 monetary policy meeting. Market-based inflation
expectations, as measured by the five-year forward inflation-linked swap rate five years ahead, currently stood
at 1.5%. Longer-term survey-based inflation expectations had been revised down as well, standing at 1.8% in
the SPF for the first quarter of 2019. Hence, the gap between survey-based and market-based measures had
widened somewhat. While some concern was expressed about the trend in longer-term inflation expectations,

the risk of an unanchoring of inflation expectations was assessed as very low.

On the monetary analysis, members concurred with the assessment presented by Mr Praet in his introduction.
M3 continued to hover around the growth rates observed since early 2018. While private credit remained the
main source of money creation from a counterpart perspective, the decline in the contribution of the asset
purchase programme (APP) had recently been replaced by external monetary flows and credit to the general
government. The annual growth rate of loans to NFCs had decreased to 3.3% in January 2019, from 3.9% in
December 2018, reflecting a base effect but also, in some countries, the typical lagged reaction to a slowdown
in economic activity, while growth in loans to households had remained unchanged.

It was underlined that bank lending conditions remained overall very supportive, even if the latest available
bank lending survey had pointed to the prospect of some tightening looking ahead. Bank funding conditions
had become somewhat less favourable, although banks were partly shielded from less benign conditions in
bond markets owing to the increased share of deposits in their funding structures. Concerns were voiced that
over time the effects of persistently low rates could depress banks’ interest margins and profitability with

Page 9



negative effects on bank intermediation and financial stability in the longer run. It was recalled that the
consequences of low rates differed across the maturity spectrum and across banks, depending on their
business models and the structure of their assets and liabilities.

Monetary policy stance and policy considerations

With regard to the monetary policy stance, members widely shared the assessment provided by Mr Praet in
his introduction that euro area financial conditions had eased, also on account of markets’ reassessment of
global monetary policy, and remained, overall, very supportive. Borrowing conditions for firms and households
were still favourable, as the monetary policy measures put in place since June 2014 were continuing to
support access to financing. While the monetary policy stance was assessed as being very accommodative,
also in the light of the large stock of assets on the ECB’s balance sheet, the downward revisions of growth and
inflation across the forecast horizon in the March staff projections were sizeable and larger than market
participants had expected, warranting some consideration. At the same time, confidence was expressed that
the conditions for a rebound in activity and inflation remained in place to support a sustained convergence of
inflation rates towards levels below, but close to, 2% over the medium term.

Against this background, members expressed broad support for the package of measures proposed by
Mr Praet. The proposed extension of the calendar-based leg of the Governing Council’s forward guidance was
generally seen as underpinning the monetary accommodation needed to support inflation converging towards
the Governing Council's aim. Reference was made to the publication of the downward revision to the
projections, which was in any case likely — by itself — to induce a further delay in the expected date of the first
interest rate increase, in line with the state-contingent element of the forward guidance. It was emphasised that
the Governing Council would be reacting to the projected decrease in the inflation projections in a data-driven
manner in order to provide additional support in a situation that was characterised by various risks. A question
was raised about how frequently forward guidance should be adjusted in response to new data. All in all,
bringing the calendar-based leg of forward guidance more into line with market expectations of a later date for
the first interest rate increase was widely seen as appropriately reflecting the Governing Council’'s assessment

of the inflation outlook.

A number of members voiced an initial preference for extending the forward guidance through the end of the
first quarter of 2020, while expressing their readiness to join a consensus forming on Mr Praet’s proposal, with
the overall policy package seen as finely balanced. Shifting the forward guidance to March 2020 instead of
December 2019 would provide additional accommodation and would be more in line with the markets’ pricing
of a first interest rate increase, compared with survey-based expectations. It was argued that a clear easing
signal would be important in view of the significant downward revisions to the ECB staff projections.

Other members preferred to extend the forward guidance until the end of 2019 as this was considered to be
more consistent with the baseline scenario underlying the projections that foresaw a rebound of the economy
in the second half of 2019. Caution was expressed about committing to a longer horizon well into the following
year in a situation of high uncertainty where incoming data could evolve in very different ways. In view of the
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high prevailing uncertainty, a data-driven gradualist approach was seen as most appropriate, while it was also
argued that the Governing Council should avoid giving the impression that policy would be all but
predetermined until the end of the year. The need for more analysis of the effects of the various

unconventional measures on financial intermediation was mentioned.

All in all, members agreed to extend the Governing Council's forward guidance through the end of 2019 as
part of the overall package, as proposed by Mr Praet. Recalibrating the calendar-based leg of the Governing
Council's forward guidance would signal the Governing Council's determination to provide the monetary
accommodation needed for a sustained convergence of inflation. At the same time, it would not pre-empt the
Governing Council’'s readjustment of its monetary policy, if needed, at one of its coming meetings should the
outlook evolve less favourably than expected. Moreover, the state-based leg of forward guidance automatically
implied a shift in rate expectations if the economic conditions for an interest rate increase were not yet in place.
Satisfaction was expressed that the state-based element of the Governing Council’s forward guidance was
working well, together with the calendar-based guidance.

Members also expressed broad support for Mr Praet’'s proposal to launch a new series of quarterly targeted
longer-term refinancing operations (TLTRO-III) starting in September 2019 and ending in March 2021, each
with a maturity of two years. These new operations would help to ensure that bank lending conditions
remained favourable and would support the smooth transmission of monetary policy via the banking sector. In
the light of looming cliff effects related to maturing TLTRO-II operations, upcoming regulatory requirements
and the risk of some deterioration in funding conditions for banks, TLTRO-IIl would help to avoid increasing
funding pressures for banks.

In the discussion, the mostly pre-emptive nature of TLTRO-IIl was stressed as in most jurisdictions a tightening
of credit conditions had not yet been observed. TLTRO-III would act as a backstop to provide insurance to the
economy at a time of high uncertainty with risks tilted to the downside. While it was recalled that TLTROs had
been very successful measures for providing accommodation in the euro area’s bank-based financial system,
their targeted nature was highlighted as well. With respect to the horizon of the new set of operations, a
sufficiently long horizon was seen as helpful to ensure sufficient accommodation to bring inflation towards
levels of below, but close to, 2% over the medium term and increase the impact on the real economy, also by
broadly matching the typical maturity of loans to NFCs. Conversely, a shorter horizon would provide a stronger
signal to banks that they needed to be prepared to secure funding on private markets and avoid becoming
overly reliant on central bank funding.

Members agreed that the design of the TLTRO-IIl operations should support the smooth transmission of
monetary policy and favourable bank lending conditions, preserving sufficient accommodation to support the
convergence of inflation to the Governing Council's aim, while not perpetuating the reliance of banks on
unconventional policy measures. Modelling the conditions for the new operations on the design of TLTRO-II
was seen as a way to ensure their pass-through to the real economy and limit the use of funds for carry trades
in government bonds. Financial stability considerations had to be taken into account, but also needed to be
addressed at the country level. With regard to the pricing of TLTRO-III, it was generally agreed that it should
be indexed to the interest rate on the main refinancing operations. There was broad agreement that
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elaborating the details would need more reflection by the Governing Council and they should be
communicated in due course.

Members also agreed to continue conducting lending operations as fixed rate tender procedures with full
allotment for as long as necessary and at least until the end of the reserve maintenance period starting in
March 2021.

Monetary policy decisions and communication

In the light of the foregoing discussion, the President ascertained that all members supported the package of
measures as proposed by Mr Praet.

Turning to communication, members widely agreed that it needed to be emphasised that decisions to be taken
by the Governing Council would support the further build-up of domestic price pressures and headline inflation
developments over the medium term. Moreover, the measures would help to increase the resilience of the
euro area economy to the risks resulting from geopolitical uncertainties. At the same time, it was underlined
that the decisions should be seen as an appropriate adjustment of the instruments at the Governing Council's
disposal in reaction to a weakening of economic data and the inflation outlook and should not be interpreted as
a reversal of the policy stance.

In the Governing Council’'s communication, it was furthermore seen as warranted to reiterate that significant
monetary policy stimulus remained essential for a sustained convergence of inflation towards levels below, but
close to, 2% over the medium term and that it would continue to be provided by the forward guidance on the
key ECB interest rates, reinforced by the reinvestments of the sizeable stock of acquired assets and the new
series of TLTROs. As emphasised in previous communication, it also needed to be reiterated that, in any
event, the Governing Council stood ready to adjust all of its instruments, as appropriate, to ensure a sustained
convergence of inflation.

Taking into account the foregoing discussion among the members, on a proposal from the President, the
Governing Council took the following monetary policy decisions:

(1) The interest rate on the main refinancing operations and the interest rates on the marginal lending facility
and the deposit facility would remain unchanged at 0.00%, 0.25% and -0.40% respectively. The
Governing Council now expected the key ECB interest rates to remain at their present levels at least
through the end of 2019, and in any case for as long as necessary to ensure the continued sustained
convergence of inflation to levels that are below, but close to, 2% over the medium term.

(2) The Governing Council intended to continue reinvesting, in full, the principal payments from maturing
securities purchased under the asset purchase programme for an extended period of time past the date
when it started raising the key ECB interest rates, and in any case for as long as necessary to maintain
favourable liquidity conditions and an ample degree of monetary accommodation.

(3) A new series of quarterly targeted longer-term refinancing operations (TLTRO-III) would be launched,
starting in September 2019 and ending in March 2021, each with a maturity of two years. These new
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operations would help to preserve favourable bank lending conditions and the smooth transmission of
monetary policy. Under TLTRO-III, counterparties would be entitled to borrow up to 30% of the stock of
eligible loans as at 28 February 2019 at a rate indexed to the interest rate on the main refinancing
operations over the life of each operation. Like the outstanding TLTRO programme, TLTRO-III would
feature built-in incentives for credit conditions to remain favourable. Further details on the precise terms of
TLTRO-IIl would be communicated in due course.

(4) The Eurosystem’s lending operations would continue to be conducted as fixed rate tender procedures with
full allotment for as long as necessary, and at least until the end of the reserve maintenance period
starting in March 2021.

The members of the Governing Council subsequently finalised the introductory statement, which the President
and the Vice-President would, as usual, deliver at the press conference following the end of the current

Governing Council meeting.

Introductory statement

https://www.ecb.europa.eu/press/pressconf/2019/html/ech.is190307~delfdbd0Ob0.en.html

Press release

https://www.ecb.europa.eu/press/pr/date/2019/html/ecb.mp190307~7d8a9d2665.en.html
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Meeting of the ECB’s Governing Council, 6-7 March 2019

Members

Mr Draghi, President
Mr de Guindos, Vice-President
Mr Coeuré

Mr Costa *

Ms Georghadii

Mr Hansson

Mr Hernandez de Cos *
Mr Knot

Mr Lane

Ms Lautenschlager
Mr Makdch

Mr Mersch

Mr Nowotny *

Mr Praet

Mr Rehn

Mr Reinesch

Mr Rim3évics

Mr Stournaras

Mr Vasiliauskas

Mr Vasle *

Mr Vella

Mr Villeroy de Galhau
Mr Visco

Mr Weidmann

Mr Wunsch

* Members not holding a voting right in March 2019 under Article 10.2 of the ESCB Statute.
Other attendees

Mr Dombrovskis, Commission Vice-President **

Mr Teixeira, Secretary, Director General Secretariat

Mr Smets, Secretary for monetary policy, Director General Economics

Mr Winkler, Deputy Secretary for monetary policy, Senior Adviser, DG Economics

** |n accordance with Article 284 of the Treaty on the Functioning of the European Union.

Page 14



Accompanying persons
Mr Alves

Mr Arce

Mr Boeckx

Mr Bonello

Mr Bradesko
Ms Buch

Ms Donnery

Mr Gaiotti

Ms Goulard

Mr Kaasik

Mr Kuodis

Mr Mooslechner
Mr Odor

Mr Rutkaste

Mr Schoder

Mr Stavrou

Mr Swank

Mr Tavlas

Mr Valimaki

Other ECB staff

Ms Graeff, Director General Communications
Mr Straub, Counsellor to the President

Mr Bindseil, Director General Market Operations
Mr Rostagno, Director General Monetary Policy
Mr Sousa, Deputy Director General Economics

Ms Valla, Deputy Director General Monetary Policy

Release of the next monetary policy account foreseen on Thursday, 23 May 2019.
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