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At the Governing Council meeting on 14 June the ECB decided 1) that it would reduce asset 

purchases (currently 30 million euros per month) to 15 million euro per month from October, 

and end them by the end of the year, 2) that it would continue to reinvest maturing assets even 

after the end of net asset purchases, and that net asset purchases could be extended if the 

need arises. Asset purchases are ending in the context of inflation making progress towards 

reaching its medium-term target of "just below 2%". The ECB's confidence in meeting this 

target seems to have risen based on continued moderate improvement in wage growth (Chart 

1). Another likely factor behind the decision is a desire to avoid any loosening of fiscal 

discipline in member countries. If the ECB were to continue purchasing the sovereign bonds of 

euro area countries, this could be seen as encouraging public debt monetisation in countries 

like Italy, where fears are mounting over the potential for fiscal deterioration under the 

expansionist fiscal policies of the new government. 

Through this decision has moved the ECB a step further along in its exit strategy, it is 

indicating at same time that interest rates will remain at the current level until at least next 

summer. The schedule of rate rises that has been hinted at by the Governing Council, from 

autumn 2019, is considerably behind the majority of market expectations (of June 2019), 

demonstrating the ECB's cautious position towards interest rate normalisation. Though the 

ECB acknowledges that the fundamental strength of Eurozone economies remains unchanged, 

it points to uncertainty resulting from the rise of protectionism and growing market volatility as 

source of risk. Whilst this could certainly be attributed to a reaction from the strong growth 

experienced in the Eurozone economy until last year, exports and capital expenditure in 

particular were already slowing. Looking at the manufacturing sector in Germany, the largest 

economy in the region, manufacturing export orders have stagnant in the months to April 

affected by an earlier appreciation of the euro (Chart 2). Turning to sentiment, the 

manufacturing purchasing managers index (PMI) declined for a sixth consecutive months in 

June, and rising trade tensions with the US seem to be a contributing factor. Private 

consumption-led robust growth is likely to continue. However, the ECB is poised to keep 

monitoring the potential for worsening corporate sentiment to weigh down the economy by 

limiting investment and new hires. 
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For further details, please contact the Economic Research Office, MUFG Bank  

Managing Director, Yasuhiro Ishimaru Tel: +81-(0)3-3240-3204 

Written by Reiko Shinohara <reiko_shinohara@mufg.jp> 

This report is intended for information purposes only and shall not be construed as solicitation to take any action such as 

purchasing/selling/investing financial market products. In taking any action, each reader is requested to act on the basis of his or her own 

judgment. This report is based on information believed to be reliable, but we do not guarantee its accuracy. The contents of the report may 

be revised without advance notice. Also, this report is a literary work protected by the copyright act. No part of this report may be 

reproduced in any form without express statement of its source. This report is also available for viewing online. 
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