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ECB stimulus is
'clever move'
to boost
bank lending

Léon Cornelissen
Chief Economist

 Deposit rate is cut to -0.4% as QE rises to EUR 80 bln/month
 TLTRO scheme would allow banks to borrow at negative rates
 Non-bank corporate bonds to be included in QE for the first time
The European Central Bank’s latest stimulus package is a clever move to boost bank
lending that was welcomed by markets, says Chief Economist Léon Cornelissen.
The ECB on 10 March further cut interest rates and expanded its quantitative easing (QE)
program to try to stimulate growth in the Eurozone. The already negative deposit rate was
lowered by 10 basis points (bps) to minus 0.40%, while the main refinancing (repo) rate
was reduced by 5 bps to zero, and the marginal lending facility rate was lowered by 5 bps
to 0.25%.
Monthly purchases under QE rose by EUR 20 billion a month to EUR 80 billion, and the ECB
said it would include euro-denominated, investment grade corporate bonds issued by nonbanks for the first time. A new series of four Targeted Longer-Term Refinancing Operations
(TLTROs) – a scheme under which hard-up banks can borrow funds from the ECB – will be
launched from June.
European stocks jumped more than 2% on the news, while the euro initially fell by 1.3%
against the US dollar due to the lower rates, and spreads on peripheral sovereign bonds
tightened, indicating that investors think they are less risky thanks to the extra stimulus.
The euro later rose on balance after ECB President Mario Draghi said he saw no need to
reduce rates further.

Surprising on the upside
“It is clear that the ECB wanted to surprise on the upside,” says Cornelissen. “The old
TLTRO lending rate was 0%, but the new one will be as low as the deposit rate of minus
0.4%, which is an interesting move because one criticism of negative rates is that it
undermines the business models of banks.”
“But with a negative TLTRO you compensate for this: you get money if you lend money. If
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banks borrow from the ECB in order to lend it out, they basically get paid. In this way you
subsidize banks if they lend money, so it is a clever move.”
Cornelissen said the rest of the package was a positive surprise following disappointment
in December when the ECB largely underwhelmed investors. “The 10 bps cut to the
deposit rate is basically in line with consensus, but the extra QE was above expectations.
Interestingly enough the ECB will now buy non-bank bonds, so that’s useful as they were
running out of buyable bonds, and buying corporate bonds directly helps their owners.”
“All in all it’s not a game changer, but it is a positive surprise, and the markets like it. The
ECB has again succeeded in surprising on the upside, in contrast to what happened in
December, and you could say it’s also a restoration of credibility for Draghi.”

Deflation fears remain
The extra stimulus follows renewed fears that growth in the 19-nation Eurozone is stalling
as inflation hovers around zero, threatening deflation. GDP growth in the fourth quarter of
2015 amounted to an unimpressive 0.3%, the same as in the third quarter, while headline
inflation was minus 0.2% in February, a steep drop from the plus 0.3% in January and far
below the ECB’s 2% target. That target looks like being further away from ever being
achieved, after Draghi forecast that Eurozone inflation would hit 0.1% in 2016, 1.3% in
2017 and 1.6% in 2018.
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Following the March announcement, the already negative ECB deposit rate means banks
must pay extra to leave surplus funds at the institution, rather than being paid interest for
it, theoretically encouraging them to lend it instead. Draghi said he does not foresee rates
falling any further on current economic projections. Japan has also introduced negative
interest rates, surprising markets in January by setting a rate of -0.1% for deposits left by
financial institutions.

Late to the QE party
The ECB’s QE program began in March 2015, when it became the last major central bank
to introduce it, more than six years after the US first used ‘printed money’ to buy bonds.
The US Federal Reserve (Fed) has since ended its program, as its economy has been
growing steadily, enabling the Fed to raise rates for the first time in almost a decade, from
0-0.25% to 0.25%-0.5%, in December 2015.
The ECB has not changed monetary policy since its meeting in December 2015, when a
decision to cut deposit rates and extend the QE program by a year actually disappointed
investors, who saw it as being too weak. The euro subsequently soared 2.6% against the
US dollar in its biggest one-day gain in six years, and has since then on balance moved
sideways although on a volatile path.
At the December meeting, Cornelissen said Draghi, who was known to want stronger
stimulus measures as part of doing “whatever it takes” to save the Eurozone, was
outvoted by less dovish members of the 25-person Governing Council.
However, many commentators believe that conventional monetary policy is running out of
steam, and the time may eventually come to use ‘helicopter money’. Under this kind of
drastic action, money is metaphorically thrown out onto the streets from a helicopter,
though in reality it would be paid into millions of private bank accounts. While directly
stimulating public spending, it has the added bonus of creating much-needed inflation, or
at least staving off deflation.
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Important information
Robeco Institutional Asset Management B.V., hereafter Robeco, has a license as manager of UCITS and AIFs from the Netherlands Authority for the
Financial Markets in Amsterdam. Without further explanation this presentation cannot be considered complete. It is intended to provide the professional
investor with general information on Robeco’s specific capabilities, but does not constitute a recommendation or an advice to buy or sell certain securities
or investment products. All rights relating to the information in this presentation are and will remain the property of Robeco. No part of this presentation
may be reproduced, saved in an automated data file or published in any form or by any means, either electronically, mechanically, by photocopy,
recording or in any other way, without Robeco's prior written permission. The information contained in this publication is not intended for users from other
countries, such as US citizens and residents, where the offering of foreign financial services is not permitted, or where Robeco's services are not available.
The prospectus and the Key Investor Information Document for the Robeco Funds can all be obtained free of charge at www.robeco.com.
Additional Information for investors with residence or seat in Germany
This information is solely intended for professional investors or eligible counterparties in the meaning of the German Securities Trading Act.
Additional Information for investors with residence or seat in Hong Kong
This document has been distributed by Robeco Hong Kong Limited (‘Robeco’). Robeco is licensed and regulated by the Securities and Futures Commission
in Hong Kong. The contents of this document have not been reviewed by any regulatory authority in Hong Kong. If you are in any doubt about any of the
contents of this document, you should obtain independent professional advice.
Additional Information for investors with residence or seat in Singapore
This document has not been registered as a prospectus with the Monetary Authority of Singapore. Accordingly, this document and any other document or
material in connection with the offer or sale, or invitation for subscription or purchase, of Shares may not be circulated or distributed, nor may Shares be
offered or sold, or be made the subject of an invitation for subscription or purchase, whether directly or indirectly, to persons in Singapore other than (i) to
an institutional investor under Section 304 of the Securities and Futures Act, Chapter 289 of Singapore (the “SFA”) or (ii) otherwise pursuant to, and in
accordance with the conditions of, any other applicable provision of the SFA.
Additional Information for investors with residence or seat in Australia
This document is distributed in Australia by Robeco Hong Kong Limited (ARBN 156 512 659) (‘Robeco’) which is exempt from the requirement to hold an
Australian financial services licence under the Corporations Act 2001 (Cth) pursuant to ASIC Class Order 03/1103. Robeco is regulated by the Securities
and Futures Commission under the laws of Hong Kong and those laws may differ from Australian laws. This document is distributed only to wholesale
clients as that term is defined under the Corporations Act 2001 (Cth). This document is not for distribution or dissemination, directly or indirectly, to any
other class of persons. It is being supplied to you solely for your information and may not be reproduced, forwarded to any other person or published, in
whole or in part, for any purpose.
Additional Information for investors with residence or seat in the United Arab Emirates
Robeco Institutional Asset Management B.V. (Dubai Office), Office 209, Level 2, Gate Village Building 7, Dubai International Financial Centre, Dubai, PO
Box 482060, UAE. Robeco Institutional Asset Management B.V. (Dubai office) is regulated by the Dubai Financial Services Authority (“DFSA”) and only
deals with Professional Clients and does not deal with Retail Clients as defined by the DFSA.
Additional Information for investors with residence or seat in France
In remuneration for its advisory and distribution activities in respect of the group's UCITS, the parent company will pay the entity in France a fee, in
application of all the rules laid down by the Robeco Group with regard to transfer pricing:
- equivalent to 1/3 of the management fees applied to institutional-type units that do not give rise to a distribution fee (which distributor "clients" such as
private banks would receive, for example).
- equivalent to 2/3 of the management fees applied to "all investors" units that may, provided there is an agreement in place, give rise to payment of a
distribution fee (which distributor "clients" such as private banks would receive, for example) up to a maximum 50% of the management fees of the
underlying UCIT. RIAM is a Dutch asset management company approved by the AFM (Netherlands financial markets authority), having the freedom to
provide services in France. Robeco France has been approved by the French prudential control and resolution authority (formerly ACP, now the ACPR) as
an investment firm since 28 September 2012.
Additional Information for investors with residence or seat in Spain
The Spanish branch Robeco Institutional Asset Management BV, Sucursal en España, having its registered office at Paseo de la Castellana 42, 28046
Madrid, is registered with the Spanish Authority for the Financial Markets (CNMV) in Spain under registry number 24.
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Additional Information for investors with residence or seat in Switzerland
RobecoSAM AG has been authorized by the FINMA as Swiss representative of the Fund, and UBS AG as paying agent. The prospectus, the articles, the
annual and semi-annual reports of the Fund, as well as the list of the purchases and sales which the Fund has undertaken during the financial year, may be
obtained, on simple request and free of charge, at the head office of the Swiss representative RobecoSAM AG, Josefstrasse 218, CH-8005 Zurich. If the
currency in which the past performance is displayed differs from the currency of the country in which you reside, then you should be aware that due to
exchange rate fluctuations the performance shown may increase or decrease if converted into your local currency. The value of the investments may
fluctuate. Past performance is no guarantee of future results. The prices used for the performance figures of the Luxembourg-based funds are the end-ofmonth transaction prices net of fees up to 4 August 2010. From 4 August 2010, the transaction prices net of fees will be those of the first business day of
the month. Return figures versus the benchmark show the investment management result before management and/or performance fees; the fund returns
are with dividends reinvested and based on net asset values with prices and exchange rates of the valuation moment of the benchmark. Please refer to the
prospectus of the funds for further details. The prospectus is available at the company’s offices or via the www.robeco.ch website. Performance is quoted
net of investment management fees. The ongoing charges mentioned in this publication is the one stated in the fund's latest annual report at closing date
of the last calendar year.
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