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NOTHING UNUSUAL IN FRANKFURT 

Berenberg Macro Flash 

 

The current nervousness in financial markets has not reached the Eurotower in a significant way. The policy state-

ment of the ECB was hardly changed at all from the July issue. The two changes in the statement of note were: 

 

• Preparations of outright ABS purchases have been “intensified”, including the planned hiring of a dedicated 
consultant. A decision may still be a few months away, but it looks increasingly possible that a purchase pro-
gramme will be unveiled by the end of the year. But such a programme is likely to be small, resembling the previ-
ous €70bn covered bond purchase programmes more than US-style quantitative easing. 

• “Heightened” geo-political risks: the escalation of the conflict in Eastern Ukraine has hurt exporters and most 
importantly confidence in the core of the Eurozone. If the crisis escalates dramatically, especially if Putin lets his 
tanks cross the Ukrainian border, the ECB would probably take emergency action, potentially including large-scale 
asset purchases to stabilise the financial system. 

 

Putin and the other geo-political risks have replaced deflation as the scare factor of choice. The ECB is looking 

through the latest decline in headline inflation rates, as those were purely driven by food and energy prices, which are largely 

beyond the immediate control of the ECB. The recovery is modest and uneven, but seems enough so far to gradually erode 

slack in the economy and thus reduce domestic deflationary pressures according to the ECB. At the same time, the 

measures the ECB took in June and the emerging differences in monetary policy stance outlook between the Eurozone and 

the US/UK have led to a slight depreciation of the euro from near $1.40 to below $1.34, which may import a little bit of 

inflation going forward. 

 

The ECB is looking forward to completing the bank asset quality review in late summer and start lending to banks for 

up to 4 years under the new targeted long-term refinancing operations. The combination of less uncertainty and more cheap 

funding for banks could help speed up the recovery with more and cheaper credit supply starting later this year. Already, the 

credit cycle is showing signs of turning with the rates of contraction of credit diminishing since the start of the year. A mod-

erately sized ABS purchase programme, which does not take excessive risk on the balance sheet of the central banks, may 

also have a minor impact. 

 

The calm at the ECB is a reminder that the Eurozone is on the right track despite some recent growth disappoint-

ments due to the Putin factor in Germany and a lack of reform in Italy and France. Those countries which have taken the 

bitter medicine of austerity and reform are beginning to enjoy the benefits. If the current weakness persists, the ECB will 

act, probably with the forecast round in December. Even US-style QE would be considered under extreme circumstances, 

although widening the TLTROs is also a possibility. The economic risks are currently clearly skewed to the downside. Wait-

ing a bit for the AQR and the TLTRO results gives a few more months to confirm whether the current weakness in output 

data is temporary as we expect. 
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