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QE-exit should be rule-based 

The economic recovery in the eurozone is firming up, with 

economic growth likely to come in at 1.5% this year. Assuming 

stable oil prices and an ongoing low external value of the euro, 

inflation is likely to pick up appreciably as the year progresses. 

In this scenario a debate is likely to flare up soon on the need 

for unconventional monetary policy and full implementation 

of the central bank bond-purchasing program which is fueling 

major distortions on the financial markets. 

We believe that a rule needs to be communicated early on to 

serve as a basis for the further implementation of the bond-

purchasing program and, where appropriate, also a reduction 

in the monthly purchase volumes. This rule should be linked to 

inflation development, since this is, after all, what the ECB 

wants its program to influence. As soon as inflation starts 

moving in the desired direction again, consideration should be 

given to scaling back the bond purchases in specific steps 

communicated in advance. Given financial market 

expectations of a very protracted phase of extremely loose 

monetary policy, such a rule could provide more security in 

terms of what to expect. The clearer the rule, the less likely any 

negative surprises, with knock-on effects on the markets, 

would be. 

What form could such a rule take which prompts a reduction in central bank 

bond purchases? We believe that it would make sense to attach weightings to 
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several inflation indicators that the ECB deems to be relevant and use th is as a 

basis for bond purchases.  

As an example, we have calculated an inflation indicator comprising three 

equally weighted components: the rate of change in the harmonized consumer 

price index year-on-year in %, the annualized rate of change in a three-month 

average based on the seasonally adjusted consumer price index compared 

with the previous three-month average in %, and long-term market-based 

inflation expectations based on the five-year, five-year forward inflation swap 

rate. The indicator selected for inflation expectations plays a key role in the 

ECB's analyses. We have included changes in the three-month rate together 

with the annual rate of inflation in order to capture changes in inflation trends 

more quickly. 

The readings of our inflation indicator have fallen steadily from around 1.8 in 

early 2013 to -0.3% in January of this year. Since January the figure has been 

ticking up again, and in March was back in positive territory at 0.1. Based on 

our inflation forecasts, we have extrapolated the indicator up to the end of 

2016, assuming fairly stable oil prices on a slight upward trajectory, a 

relatively low value of the euro and an economy that continues to stabilize.  

Under these assumptions, the indicator already starts to head upwards in the 

course of the first half of 2015, reaching around 1 by mid-year and thus no 

longer flagging the risk of deflation. In this event, bond purchases could be 

reduced by, say, 25% as early as in the summer of this year. If the inflation 

figure were to rise significantly above 1 towards the end of the year, a further 

25% reduction in the original volume would make sense. Readings of at least 

1.5, which come close to the ECB's reference value, would call for a full exit 

from the expansionary bond-purchasing program in order not to have to chase 

a runaway inflation trend. Such a rule, focused clearly on inflation 

developments, should not trigger any turbulence on the financial markets. The 

proposed tapering rule is different to that used by the US Federal Reserve. This  

is appropriate given that in Europe the policy is aimed not at repairing bank 

balance sheets, as was the case in the US, but rather clearly aims to ward off 

deflationary risks. Given success on this front, the bond -purchasing program, 

with its substantial adverse repercussions on savers and financial market 

stability, should be scaled back. 
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These assessments are, as always, subject to the disclaimer provided below.  

ABOUT ALLIANZ  

Together with its customers and sales partners, Allianz is one of the  strongest financial communities. Over 83 million 

private and corporate customers insured by Allianz rely on its knowledge, global reach, capital strength and solidity 

to help them make the most of financial opportunities and to avoid and safeguard themsel ves against risks. In 2013, 

around 148,000 employees in over 70 countries achieved total revenues of 110.8 billion euros and an operating profit 

of 10.1 billion euros. Benefits for our customers reached 93.9 billion euros.  

This business success with insurance, asset management and assistance services is based increasingly on customer 

demand for crisis-proof financial solutions for an aging society and the challenges of climate change. Transparency 

and integrity are key components of sustainable corporate governance at Allianz SE. 

CAUTIONARY NOTE REGARDING FORWARD-LOOKING STATEMENTS 

The statements contained herein may include prospects, statements of future expectations and other forward -

looking statements that are based on management's current views and assu mptions and involve known and 

unknown risks and uncertainties. Actual results, performance or events may differ materially from those expressed 

or implied in such forward-looking statements.  

Such deviations may arise due to, without limitation, (i) change s of the general economic conditions and 

competitive situation, particularly in the Allianz Group's core business and core markets, (ii) performance of 

financial markets (particularly market volatility, liquidity and credit events) (iii) frequency and seve rity of insured 

loss events, including from natural catastrophes, and the development of loss expenses, (iv) mortality and morbidity 

levels and trends, (v) persistency levels, (vi) particularly in the banking business, the extent of credit defaults, (vii) 

interest rate levels, (viii) currency exchange rates including the Euro/U.S. Dollar exchange rate, (ix) changes in laws 

and regulations, including tax regulations, (x) the impact of acquisitions, including related integration issues, and 

reorganization measures, and (xi) general competitive factors, in each case on a local, regional, national and/or 

global basis. Many of these factors may be more likely to occur, or more pronounced, as a result of terrorist activities 

and their consequences.  

NO DUTY TO UPDATE 

The company assumes no obligation to update any information or forward -looking statement contained herein, save 

for any information required to be disclosed by law.  


