
M A C R O  N E W S                                    2 1 / 1 0 / 1 4  
 

Christian Schulz, Senior Economist | Christian.schulz@berenberg.com | +44 20 3207 7878 

1/2    

DO NOT BET AGAINST THE ECB 

Berenberg Macro Flash 

As the Eurozone’s economic rough patch threatens to get even rougher, the ECB is weighing its options to do more. 

The latest idea, according to sources quoted by Reuters, is adding corporate bonds to the list of targeted assets for the its 

purchasing programmes. The idea is not entirely new. It had been one of the options discussed in markets, and probably 

also in the ECB, in 2012 before the OMT announcement. 

 

A corporate bond purchase programme would come on top of the range of measures announced already. The ECB has 

stepped up monetary stimulus this year with cuts to the main rate, the introduction and later lowering of a negative deposit 

rate, the announcement of a series of new cheap long-term fixed rate loans (TLTROs) to banks and two asset purchase 

programmes, targeting large-scale purchases of ABS and covered bonds. 

 

The measures announced in June, September and October had some impact via the euro exchange rate, but econom-

ic confidence deteriorated further in September and probably also October. The latest market turbulences risk aggravating 

that confidence loss. It did not help that the ECB was unable to announce an impressive quantitative target for the 

measures. The TLTROs depend on demand from banks, which have been reluctant so far, and the eligible covered bonds 

and ABS only amount to €1000bn (€400bn for ABS plus €600bn for covered bonds), according to a speech by ECB Vice 

President Constancio. That makes more than €200-300bn in purchases challenging. Those in the ECB convinced that more 

easing is needed have been looking for ways to expand the purchases. 

 

Why now? With data coming in on the weak side, the ECB will have to revise down the growth and inflation forecasts 

downwards in December again. The latest market turbulences have also aggravated the downtrend in market-based inflation 

expectations. The meeting on 6 November is an opportunity to discuss and prepare additional steps that could be unveiled 

at the December meeting. 

 

Why corporate bonds? The Eurozone’s €1.4trn corporate bond market is the fourth largest after central government sov-

ereign bonds (€6.6trn), uncovered (€2.2trn) and covered bank bonds market (€1.5trn). Sovereign bonds remain a target of 

last resort due to stiff resistance from the Bundesbank and the German government in Berlin as well as the legal uncertain-

ties stemming from the European Court case against OMT. The current downturn is probably still not bad enough for the 

ECB to cross that line. The €0.7trn Eurozone ABS market and the €1,500bn Eurozone covered bank bond markets are 

already being targeted. That leaves the corporate bond market as a significant opportunity to scale up the easing potential. 

 
Chart: ECB eligible marketable assets (Q2 2014) 

 
 
Nominal amounts, end of period, € billion. Source: ECB 
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How much? The ECB will exclude uncovered bank bonds as it would face potential conflicts of interest as the supervisor. 

For the rest, the ECB will have to apply the rules of its collateral framework, i. e. require an investment grade credit rating. 

If we make a few more assumptions like (1) minimum issue size €150m, (2) Eurozone issuer, and (3) denominated in euros 

only, that would leave a potential targetable market of €800-850bn. The expansion could almost double the potential size of 

the asset purchase programme, making overall purchases of €500-700bn possible within in two years.. 

 

So far, a corporate bond purchase programme is just a potential option. But given it has probably been discussed 

before it is a real possibility. It will require further discussion and technical preparation and might only start in Q1 2015. The 

Bundesbank would surely object but the majority could outvote it if necessary. Berlin will probably oppose, but not as fun-

damentally as it would against sovereign bond purchases. 

 

Never underestimate the ECB. As investors speculating on Eurozone break-up found out at their cost in 2012, the ECB 

will eventually step up to the plate and do what is necessary to defend its mandate and the Eurozone. It may take its time, 

but will act forcefully if necessary. The current situation is not nearly as bad as it was in 2012. Using the “nuclear option” of 

QE might be premature. We have to brace ourselves for some bad economic news ahead, with risks of a downside dynamic. 

The serious inflation target undershoot warrants additional action, and corporate bond purchases would be an adequate and 

impressive further step. 
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This message has been produced for information purposes for institutional investors or market professionals, it is not a 

financial analysis within the meaning of § 34b or § 31 of the German Securities Trading Act (Wertpapierhandelsgesetz), no 

investment advice or recommendation to buy financial instruments. The message does not claim completeness regarding the 

information on the developments referred to in it. On no account should it be regarded as a substitute for the recipient’s 

procuring information for himself or exercising his own judgements. The message may include certain descriptions, state-

ments, estimates, and conclusions underlining potential development based on assumptions, which may turn out to be 

incorrect. Berenberg and/or its employees accept no liability whatsoever for any direct or consequential loss or damages of 

any kind arising out of the use of this message or any part of its content. -- For full economics reports please visit our 

website or contact capitalmarkets@berenberg.de.  
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