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Berenberg Macro Flash 

The ECB looks set to announce more stimulus on 22 January or 5 March 2015.The ECB looks set to announce more stimulus on 22 January or 5 March 2015.The ECB looks set to announce more stimulus on 22 January or 5 March 2015.The ECB looks set to announce more stimulus on 22 January or 5 March 2015. Firstly, sharp downrevisions to 
its inflation and growth forecasts outline a much more subdued inflation outlook. That should trigger more mon-
etary easing than so far announced. Eurosystem staff revised down inflation for next year from 1.1% to 0.7%, for 
2016 from 1.4% to 1.3%. Growth was revised from 1.6% next year to 1.0% and from 1.9% for 2016 to 1.5%. The forecast 
for inflation is likely to be revised down again with the next projections, when the much lower oil price will be 
fully reflected. In euro terms, the oil price fell by another 15-20% since the mid-November cut-off for the staff 
forecasts. At the same time, the drop in the oil price is also a “mini-stimulus” worth at least 0.4% of GDP over the 
next year in our view. One of the reasons why the ECB did not act today was that the various effects of the oil 
price needs to be assessed to calibrate the monetary response. 
 
Secondly, the ECB does not “expect” anymoreSecondly, the ECB does not “expect” anymoreSecondly, the ECB does not “expect” anymoreSecondly, the ECB does not “expect” anymore that the TLTROs, ABS and covered bonds will expand the bal-
ance sheet by €1trn to the early-2012 level of €3trn. Instead, it now “intends” to achieve that balance sheet expan-
sion, a significant firming of the wording. While an “intention” is not a formal “target” just yet, the ECB has de 
factor moved quite close to conduct of QE as it was done by Fed, the Bank of England and as it still is at the Bank 
of Japan. The decision was not unanimous, not even on the ECB’s Executive Board, but taken with a “vast majori-
ty”. While political opposition to further bond purchases from Berlin has been less vocal recently, a strong ECB 
majority could still help to fend off criticism. Since the existing measures are very unlikely to deliver the necessary 
monthly balance sheet growth of €40-50bn per month, the ECB will almost certainly conclude that it has to do 
more. How much exactly depends on the outcome of the TLTRO auction on 11 December and the further progress 
with ABS and covered bond purchases. 
 
What exactly the ECB will do remains the open questionWhat exactly the ECB will do remains the open questionWhat exactly the ECB will do remains the open questionWhat exactly the ECB will do remains the open question. ECB committees are preparing a range of options, 
which judging by Vice President Constancio’s speech surely include sovereign bond purchases, but not gold or 
foreign asset purchases. But Draghi did not drop any hints about corporate bond purchases or other measures 
such as loosened TLTRO conditions or even buying equities. We see an 80% chance for corporate bond purchases 
and a 65% for sovereign bond purchases. It is important to note that the sovereign bond purchase programme as 
a stand-alone is unlikely to have the dimensions of the US, British, or let alone Japanese programmes. One of the 
criticisms of the German Constitutional Court when it passed on the OMT case to the European Court in February 
2014 was the absence of limits. If sovereign bond purchases are one of several tools to achieve an expansion of 
€1trn, they might not be much bigger than the 2010-2012 securities market programme (SMP). That peaked at 
€220bn. A broad-based QE with sovereign bonds as just one, albeit substantial, component may make such a 
programme easier to swallow for German critics and be a strong signal to the European Court of Justice’s advo-
cate general, who will publish his legal opinion on the ECB’s OMT programme on 14 January. Put differently, the 
opposition to the purchases of relatively safe sovereign bonds forces the ECB to purchase much more unconven-
tional assets such as ABS and potentially corporate bonds. 
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