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MACRO UPDATE: FED, EUROZONE TRENDS 

Berenberg Macro Flash 

FED ENDS QE, KEEPS GUIDANCE 
With the US economy humming along nicely, the Fed ended its monthly asset purchases at its meeting yesterday as we and 
consensus had expected. However, it kept the guidance towards a “considerable” period of time between the end of Quanti-
tative Easing (QE) and a first rate hike unchanged. With inflation likely to fall further below the 2% target due to the fall in 
oil prices, the Fed has additional room for manoeuvre before the tightening labour market will probably trigger the first 
hike. And even when it does, which we expect in June 2015, modest wage growth suggests the Fed will be able to tighten 
policy very gradually. We expect the Federal funds rate to reach 1% by the end of 2015 and 2.25% by the end of the year 
2016, still markedly below the long-term neutral rate, which Fed policy makers saw just below 4% in the last projections. 
The Fed will also continue reinvesting the proceeds from principal repayments for a long-time, which should be a stabilising 
force for bond markets. 
 
The Fed’s beginning tightening cycle could be a cause of bouts of market uncertainty in the coming months. As the taper 
tantrums in mid-2013 showed, some international markets may also be vulnerable to outflows towards the US. Even in the 
Eurozone, which runs a large current account surplus and should thus be resilient, occasional bond market wobbles cannot 
be ruled out. But peripheral bond yields remain elevated and the ECB is likely to intervene verbally or otherwise in case any 
spill-over effects get serious. In any case, the Fed’s policy trajectory is a limited risk: as long as inflation remains low, it can 
tailor its monetary policy to the needs of the economy. Fed Chairman Yellen has made clear that she will only tighten if it is 
absolutely safe to do so. 
 
EUROZONE: MIXED NEWS 
Economic data from the Eurozone yesterday indicated that while Eurozone growth remains weak, a new recession remains 
a tail risk. Belgian GDP expanded by a modest 0.2% qoq in Q3, following 0.1% in Q2. Belgium is considered a bellwether 
for Eurozone growth because its small very open economy is closely intertwined with the economic heavyweights France 
and Germany. On the Belgian evidence, growth remained weak, but a recession looks unlikely. The mildly positive news was 
backed up by Spanish retail sales rising by 1.1% yoy (seasonally adjusted), their fastest pace since November last year, and 
Q3 GDP growth confirmed at a healthy 0.5% qoq. In Italy, business confidence and economic sentiment recovered a bit 
from recent falls, suggesting that Prime Minister Renzi’s ongoing reform momentum is showing some effect. That momen-
tum continues to lack in France, where consumer confidence was flat at 85. Importantly though, that level has been the 
average since summer last year, suggesting that while France remains weak, it has not deteriorated further. The current 
rough patch in the Eurozone is largely a German phenomenon. France and Italy remained as subdued as at the beginning of 
the year, while the reform countries around Spain are enjoying their upswing. 
 
Going forward, plenty of stimulus is in the pipeline, including the 10% fall in the oil price in euros this month, the lower 
euro, ECB stimulus measures, little if any fiscal drag in most countries and robust demand growth in important export mar-
kets like the US, the UK or China. One the uncertainty spiral in Germany ends, the moderate Eurozone recovery should 
resume and reach trend pace in Q2 next year. However, bank lending will continue to play a subdued role according to the 
latest ECB bank lending survey. According to the survey, credit standards continued to ease moderately in Q3 and are ex-
pected to do so in Q4 as well (see blue line in Chart below). Credit demand was also up, but crucially demand related to 
business investment remained in negative territory (see red and green lines in Chart below). Future bank lending surveys will 
show whether the completion of the ECB’s comprehensive bank assessment will have a positive impact on credit supply. 
We expect a modest positive impact in those countries which are most affected by partial credit restrictions on the Euro-
zone periphery. The credit cycle will continue to turn gradually but lag the recovery rather than drive it. 
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Chart: credit supply easing modestly; demand for investment funding better but negative 

 
Left scale (inverted): Bank credit standards change, diffusion index, 3-month forward looking. Right scale: credit demand by companies driven by fixed investment. Spain/Italy 
average. Source: ECB Q4 2014 Bank Lending Survey 
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