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ECB: DRAGHI’S SECOND TREAT: A NICE BUNDLE 

Berenberg Macro Flash 

 
In the summer of 2012, the ECB saved Europe by stepping forward as the potential lender of last resort. Has Draghi served 

us a similar treat today? Not quite. But he delivered more than the ECB had suggested before. Taken together, the innova-

tive and comprehensive bundle of measures will support the economic recovery over time. And it certainly will not do any 

damage.  

 

Leading indicators already project somewhat firmer growth based on rebounding domestic demand, inflation is bottoming 

out and unemployment has started to fall. The ECB actions serve to bolster this outlook and to further contain the risks. 

 

The targeted LTRO liquidity injections could be a powerful booster if they weren’t limited in size to initially €400bn. 

They will help banks to step up lending to the real economy once the asset quality review and stress tests are over. So far, 

the major reason for the current subdued credit dynamics in the Eurozone has been the lack of credit demand. Households 

and companies have ample cash reserves. But the Eurozone also has one genuine credit problem: a credit crunch for small 

and medium-sized enterprises at the periphery. The key steps to ease this crunch are to conclude the asset quality review and 

stress tests fast and to fix the banks that may need fixing. Once banks have taken these hurdles, they are in a better position 

to extend more loans. The new targeted ECB liquidity injections in combination with the negative deposit rate will likely 

support credit creation from roughly October 2014 onwards. When credit demand picks up over the course of the recovery, 

banks will now be in a better position to meet that demand. 

 

The non-sterilisation of the liquidity injection from previous ECB bond purchases under its SMP programme is a de 

facto mini quantitative easing. But as banks can, at the ECB refinancing operations, get as much liquidity as they ask for any 

way, the impact of this will likely be modest. 

 

The negative deposit rate grabs many headlines. It is a nice signal because it is so new. But it is not much more than that. 

Following the cuts in the main refi rate from 1.5% in November 2011 to 0.25% in November 2013, the extra 10bp cut 

now to 0.15% is small fry.  

 

As expected, the ECB left the door wide open for potential further non-standard measures, including possibly major 

outright asset purchases (US-style quantitative easing) as a last resort. While some observers may be disappointed because 

the ECB did not announce outright quantitative easing, and did not suggest that it may be close to QE, it is worth recalling 

that, in the Eurozone’s bank-based system of financial intermediation, measures to support bank lending matter more. Ac-

cording to Draghi, the ECB has “reached the lower bound” for interest rates “for all practical purposes”, notwithstanding 

potential technical adjustments. 

 

KEY ECB DECISIONS TODAY 

• Main refi rate cut to new record low of 0.15% from 0.25% 

• Deposit rate cut to -0.10% from 0.0% 

• Marginal lending rate cut from 0.75% to 0.40% 

• Mini QE worth €164.5bn through the suspension of sterilisation of previous SMP bond purchases.  

• Targeted quarterly LTRO liquidity injections until September 2018 at a fixed rate for banks who step up lending 
to real economy (outside mortgage lending and lending to governments), starting in September 2014. 

• Full allotment for ECB operations extended from mid-2015 to end-2016. 

• Preparatory work for outright ABS purchases to be stepped up. 
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The three rate cuts result in a symmetric and narrower corridor of 50bp around the main refi rate. This serves to contain the 

volatility of money market rates in the new uncharted territory of a negative deposit rate. But again, the practical impact will 

likely be modest. 

 

NEGATIVE DEPOSIT RATE – STRONG SIGNAL, SMALL IMPACT 

A negative interest rate is extremely unusual. The ECB is now penalising banks which park excess liquidity at the ECB in-

stead of offering it to other banks on the money market or of lending it out to the real economy. That certainly sends a 

strong message: the ECB wants banks to put their money to better uses. It may also signal to the world that the Eurozone 

wants less capital inflows that drive up the exchange rate. But the practical consequences are very unclear – and will proba-

bly remain very limited. It is the signal that counts. 

 

The negative deposit rate is a technicality affecting the liquidity management of banks. It will not hurt Eurozone savers. 

Banks will not “pass it on” by charging their customers for deposits. But whether it will support the money market and/or 

bank lending remains unclear. If banks don’t want to be caught out with excess liquidity which they may have to park 

against a small charge at the ECB, they may just run down their overall liquidity balances. That would hurt rather than bol-

ster the money market and bank lending. Lowering the rate for emergency lending to banks by 35bp to a mere o.4% serves 

as an insurance against these risks. 

 

Anyway, the sums involved are very small relative to the size of bank balance sheets. If banks roughly maintain their current 

liquidity status at the ECB, the total charge which banks would have to pay over a year for parking that money at the ECB 

may be around €200million. For comparison: the overall ECB balance sheet stands at €2.2 trillion, the balance sheets of 

banks in the Eurozone add up to €30.7trn..  

 

IS THE ECB HARMING SAVERS? 

Ultra-low ECB rates harm savers and pensioners - this argument seems to dominate the German debate. It is largely wrong.  

1. The ECB’s mandate is to deliver price stability, defined as an inflation rate below but close to 2%. With headline infla-
tion at a mere 0.5% and all forward-looking indicators of future inflation projecting no more than a very gradual rise 
towards the target, the ECB rate action is fully justified by its mandate. 

2. Delivering price stability in the long run is very much in the interest of savers and pensioners. ECB policy should be 
geared towards that target, namely price stability. Full stop. 

3. Asking the ECB to let considerations other than the outlook for price stability guide its policy is dangerous. It could in 
the long-run weaken the ECB commitment to price stability. 

4. Nominal bond yields in the Eurozone (excluding Greek bonds) are 2.3%. With 0.5% inflation, that is still an almost 
normal real bond yield. It is not extremely low. That German bond yields are much lower is de facto an insurance pre-
mium: investors preferring the perceived safety of German bonds pay a price for their preference. That is not the 
ECB’s fault. 

5. Rates and bond yields can rise in the future if the economy recovers more strongly. The more the ECB – and other 
policy makers - now do to strengthen future growth, the earlier can rates and yields rise to more normal levels in the fu-
ture. 

 

WHY DID THE ECB ACT NOW? 

The ECB can fully justify its decisions today with its downward revisions to growth and inflation projections. The bank 

claims that it acted today to reduce the risk of deflation and to prevent inflation expectations from adjusting downwards 

towards the current low level of headline inflation. They probably mean it. However, there is no sign at all that the Euro-

zone was at risk of falling into malign deflation, that is into a serious and prolonged drop in prices in which consumers delay 

purchases to wait for lower prices. Instead, the drop in headline inflation over the last twelve months has gone along with a 

surge in the readiness of consumers to make major purchases to a six-year high in the last three months. Also, as low infla-

tion has gone along with an steeper fall in nominal financing cost for the vulnerable sovereigns in the Eurozone, the text-

book argument that low inflation makes it more difficult to service debt does not apply in this case. 
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A key reason why the ECB acted today is simple: because it could. For years, the German Bundesbank had objected loudly 

to aggressive ECB. As all Bundesbank warnings of inflation and moral hazard risks have been exposed as plain wrong, Bun-

desbank resistance against more ECB stimulus has crumbled. That probably allowed the ECB majority now to do more than 

in the past.  

 

ECB STAFF PROJECTIONS: LESS GROWTH, LESS INFLATION 

Following the drop in headline inflation to just 0.5% and the unexpectedly weak growth rate of just 0.2% qoq for Q1, the 

ECB did reduce its staff forecasts for growth in 2014 and for inflation over the entire projection horizon. The ECB still 

foresees a gradual rise in inflation but on a lower trajectory than it had done in March. Even for end-2016, the  ECB now 

looks only for a below-target 1.5% rather than an almost on target 1.7%. 

 

But the ECB became more optimistic about growth in 2015, bringing the ECB roughly in line with our calls of 1.7% growth 

for 2015 after 1.1% for this year. In a way, the ECB seems to expect that it measures taken today will indeed boost growth 

in coming years. 

 

 2014 2015 2016 
ECB Con-

sensus 
ECB Con-

sensus 
ECB Con-

sensus March June March June March June 
GDP 1.2 1.0 1.1 1.5 1.7 1.5 1.8 1.8 1.5 

HICP 1.0 0.7 0.8 1.3 1.1 1.3 1.5 1.4 1.6 

Source: ECB, Bloomberg consensus 
 

Full details of the ECB’s non-standard measures will be published at 14:30h London time. 
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