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ECB RATE CUT PAPERS OVER ASSET BUYING SPLIT 

Berenberg Macro Flash 

 

The ECB stepped up to the plate, again, as the Eurozone recovery is grinding almost to a halt. The confidence shock of 

Russia’s aggression against Ukraine and reform delays in France and Italy are threatening the projected gradual rebound of 

inflation towards target. After easing policy significantly – and with measurable effect – in June, the ECB today announced 

more measures. But amid apparent serious disagreements, the ECB was unable to publish amounts of asset purchases, and 

may have added modest rate cuts to underline its intent to do more to support the recovery. The key announcements were: 

• Rate cuts: the main deposit rate, the marginal refinancing rate and the deposit rate were cut by 10bp each to 0.05%, 

0.3% and -0.2%, respectively. 

• ABS purchase programme: the ECB will start purchasing asset-backed securities (ABS) based on loans to the non-

financial private sector starting in October. That includes residential mortgage-back securities (RMBS), which form 

nearly 60% of the €1.5trn European ABS market. The ECB will only buy high-quality paper, such as senior tranches or 

guaranteed mezzanine tranches. Details will be announced after the next ECB press conference on 2 October. 

• Covered bond purchase programme: the ECB will start a third covered-bond purchase programme in October. 

Details are also to be announced in October. 

• The ECB remained unanimously committed to taking additional non-standard measures if necessary, keeping the door 

open for even further steps, potentially even including sovereign bond purchases. 

Taken on their own, the 10bp rate cuts look modest. Given that the main rate was already extremely low at 0.15%, a 

bigger cut was hardly possible. Draghi stated that the lower bounds for rates were now reached. That excludes any further 

cuts. The ECB kept the corridors between the rates unchanged at 25bp, providing no additional stimulus for interbank 

lending in the money markets. But a similarly-sized step in June did have a sizeable impact on borrowing costs for small and 

medium sized enterprises (SMEs), according to ECB data. Following the 15bp cut then and the introduction of a negative 

deposit rate, SME interest rates dropped by 25bp in Germany, 15bp in Italy and France and a whopping 40bp in Spain (see 

Chart). Of course, other factors may also have played a role in the decline in borrowing rates. In Spain, where financial 

sector reforms have taken place since the bail-out in 2012, small business rates have fallen by nearly 2.5ppt since their peak 

in August 2012.  

 

Chart: SME borrowing costs fell sharply after ECB June action 

 
Effective interest rate on new loans to non-financial corporations up to €1m, 1 to 5 years maturity. Source: ECB 

 

The asset purchase programmes remain work in progress. The ECB was unable to provide figures on the two asset 

purchase programmes, but did say they would not be sterilised. Before the press conference, a figure of €500bn over three 

years had been floated by Reuters sources. Given that the two previous covered bond purchase programmes amounted to 
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only roughly €70bn and that the issuance of non-retained ABS (excluding residential mortgage-backed securities) in the 

entire EU was only €70bn in 2013, that can only be achieved with sizeable RMBS purchases. Ironically, mortgages had been 

excluded from the TLTROs, a further sign that some of the measures were cobbled together rather hastily.  

The ECB’s staff cut GDP forecasts very modestly by 0.1ppt for 2014 and 2015 to 0.9% and 1.6%, respectively. For 

2016, the forecast was upgraded, signalling that the ECB expects its easing step to accelerate the recovery with the usual lag 

of 1-1.5 years. The ECB cut the inflation forecast for this year by 0.1ppt to 0.6% and left the 2015 and 2016 forecasts un-

changed at 1.1% and 1.4%. We are much more sceptical on Eurozone growth in the short-run, expecting merely 0.6% 

growth for 2014 and 1.0% for 2015. Sentiment indicators have cooled considerably in recent months under the impression 

of the crisis in Ukraine. Particularly for the Eurozone’s largest economy, Germany, they signal stagnation for the rest of the 

year. France and Italy also show no sign of improvement and buoyant Spain and other periphery countries are not large 

enough to offset this. If the Ukraine crisis fades fast, a rebound might still happen this year, posing a potential upside risk to 

our forecast. But the ECB is setting itself up for disappointments, which could renew the pressure to do more in December, 

when the next projections will be published. The inflation forecasts also look high, but may reflect the expectation of a 

stronger impact of the lower euro exchange rates. 

The ECB tried to send a strong signal to markets. It will do all it takes to defend its price stability target of below-but-

close-to 2%. On top of the newly announced measures, the ECB will allocate the first two tranches of its up to €400bn of 

cheap 4-year loans to banks. If these allocations disappoint – and potential cannibalisation between ABS purchases and the 

TLROs raises that spectre - the ECB may still go further in one of the coming meetings.  

Sovereign bond purchases? Draghi suggested that the ECB did discuss sovereign bond purchases and that some council 

members were in favour of such a programme. The ECB kept market hopes for potential sovereign bond purchases alive 

with its clear statement that it would do more if necessary. But the decision today to add a rate cut to what could be a sub-

stantial ABS programme probably reduces slightly the probability that the ECB will decide in December to buy sovereign 

bonds. One way of reading the ECB rate cut is that, due to continued serious resistance against sovereign bond purchases, 

the ECB has decided to first exhaust all other options, hoping that some potential easing in geopolitical tensions and a re-

bound in business confidence will make such extra monetary stimulus unnecessary. Full-scale quantitative easing through 

major purchases of sovereign bonds remains a last resort.  

The ECB decisions were not taken unanimously. The fact that the majority was “comfortable” according to Draghi, 

shows that the opposition was quite large. The fact that the ECB could not announce amounts for the purchasing pro-

grammes and had to resort to rate cuts as a compromise, shows under how much pressure the ECB put itself to deliver 

some stimulus despite disagreements. While some ECB members probably wanted to do more, this raises the spectre of a 

renewed split between the Bundesbank and the ECB’s majority. Such a split might limit the ECB’s leeway on potential fur-

ther measures, in particular sovereign bond purchases, against the Bundesbank and the German government in Berlin would 

probably oppose. Perhaps to assuage German fears, Draghi once again highlighted the need for structural and fiscal reforms, 

as well as sticking to the fiscal rules to rebuild confidence in public finances. As we expected, Draghi dropped any reference 

to fiscal stimulus, which he had mentioned in his Jackson Hole speech two weeks ago, and which had triggered sharp criti-

cism from Berlin. If the ECB were to have to go further, it would need at least tacit support from Berlin. Splits between 

Frankfurt and Berlin have made investors nervous in the past. 
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