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ECB PUTS ITS MONEY WHERE ITS MOUTH IS
Berenberg Macro View

Reacting to the recent rise in bond yields, the ECB today announced that it will conduct asset
purchases under its Pandemic Emergency Purchase Programme (PEPP) “over the next quarter
... at significantly higher pace than during the first months of this year”.

Despite some verbal interventions against the sell-off in bond markets, the ECB had not raised its
net asset purchases in the last few weeks. Financial markets were thus on the tip of their toes
ahead of the ECB meeting. The ECB did not disappoint them. Instead, the clearly worded out-
right commitment to pump up the volume over the next three months was somewhat a dovish
surprise. We and many other financial market participants had expected the ECB to merely raise
it as a possibility and conditional of a further tightening in financing conditions. The euro depre-
ciated relative to the US dollar from 1.197 to 1.195. Long-term bond yields fell by 4-8bps after the
press release.

The ECB apparently judged that financing conditions have tightened at least partly in a way “in-
consistent with countering the downward impact of the pandemic on the projected path of infla-
tion”. By stressing it is about “preventing” an unwarranted tightening of financing conditions, the
ECB focusses on preserving favourable financing conditions in the future by containing the rise
in (nominal and in particular real) bond yields and/or a (further) tightening of credit conditions.
The ECB does not seem to want to reverse the increase in yields in 2021.

Lagarde pointed out that the decision will be implemented as of today. Next Monday's publica-
tion of weekly asset purchases would thus not show a huge increase yet. Redemptions would
also be high again. Lagarde stressed that the ECB would make purchases across the entire yield
curve, rather than only at the long end of the curve. Yields at the long-end of the curve have in-
creased more this year than at the short end.

The ECB would not be the ECB if it would not maintain a sufficient amount of flexibility with
respect to purchases under PEPP. It left open to speculation ...

o the actual pace of weekly asset purchases (after ce14bn so far in 2021, we expect an in-
crease to €20bn or more but less than the €26bn on average during the height of the first
wave in April/May 2020),

e and whether the higher pace reflects a front-loading of the PEPP, or is a precursor of an-
other increase of the total envelope of €1850bn lateron.

With respect to the latter issue, ECB President Lagarde stressed that, whether the ECB would use
up all the envelope, increase it or purchase less than the €1850bn, would continue to depend on
the intermediate target of maintaining favourable financing conditions and the ultimate goal, the
return of inflation towards its target. By 5 March (latest available data) the ECB had purchased
assets worth €879bn under PEPP. If the ECB were to maintain the average pace of asset purchas-
es since the start of PEPP (€18bn euros per week), it would have purchased €1850bn by late March
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2022. A weekly purchase pace of €20bn from now on would move that date forward to early
February 2022

Ironically, Lagarde cut into the ECB’s flexibility in one way by stressing that the quarterly staff
projections would provide a helpful basis to decide on the pace of PEPP purchases. We thus
expect the ECB to discuss changes to the pace of PEPP and other policy decisions at the meetings
when the Governing Council gets to see a fresh round of forecasts (March, June, September and
December meetings).

FORECASTS: NEAR-TERM MORE INFLATION - MEDIUM-TERM OUTLOOK UNCHANGED
Besides announcing a faster pace of asset purchases for the next quarter under its PEPP and reit-
erating that it is always ready to adjust its instruments, the ECB kept its monetary policy stance
broadly unchanged.

The medium-term outlook has not changed much relative to the ECB’s December staff macroe-
conomic projections. The ECB continues to expect the Eurozone GDP to return to pre-pandemic
levels by mid-2022. It kept its 2023 calls for both real GDP growth and headline inflation un-
changed at 2.1% and 1.4% respectively. It revised its near-term forecasts, in the case of inflation
significantly. Powerful one-offs boost the annual change in prices by much more than previously-
expected. The ECB now projects an average inflation rate of 1.5% instead of 1.0% for 20212 and of
1.2% instead of 1.1% for 2022. The ECB, however, emphasised it will look through the one-off driv-
en inflation spike during 2021.

Lagarde stressed that the just agreed-upon $1.9trn fiscal stimulus in the US had not made it
into the staff projections. For the positive impact to the growth and inflation forecasts to materi-
alise, we would have to wait until the June projections. Lagarde used her reply to a US fiscal ques-
tion to stress once again how important a sufficiently-sized fiscal stimulus also in the Eurozone
was to fast-track the return to pre-pandemic activity levels and get EU countries on track for the
future.
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Chart 1: Weekly asset purchases under PEPP (in bn euros)
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Chart 2: Projections of when ECB will hit PEPP target
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Chart 3: ECB annual projections vs. Berenberg estimates (yoy, in %)
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Chart 4: Real GDP growth — ECB old vs. new quarterly projections (qoq, in %)
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Chart 5: Headline inflation — ECB old vs. new quarterly projections (yoy, in %)
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Disclaimer

This document was compiled by the above mentioned authors of the economics department of Joh. Berenberg, Gossler & Co. KG (hereinafter referred to as “the
Bank”). The Bank has made any effort to carefully research and process all information. The information has been obtained from sources which we believe to be
reliable such as, for example, Thomson Reuters, Bloomberg and the relevant specialised press. However, we do not assume liability for the correctness and complete-
ness of all information given. The provided information has not been checked by a third party, especially an independent auditing firm. We explicitly point to the
stated date of preparation. The information given can become incorrect due to passage of time and/or as a result of legal, political, economic or other changes. We do
not assume responsibility to indicate such changes and/or to publish an updated document. The forecasts contained in this document or other statements on rates of
return, capital gains or other accession are the personal opinion of the author and we do not assume liability for the realisation of these.

This document is only for information purposes. It does not constitute investment advice or recommendation to buy financial instruments. It does not replace
consulting regarding legal, tax or financial matters.

Remarks regarding foreign investors
The preparation of this document is subject to regulation in the United Kingdom. The distribution of this document in other jurisdictions may be restricted by law,
and persons into whose possession this document comes should inform themselves about, and observe, any such restrictions.

United Kingdom
This document is meant exclusively for institutional investors and market professionals, but not for private customers. It is not for distribution to or the use of
private investors or private customers.

United States of America

This document has been prepared exclusively by the Bank. Although Berenberg Capital Markets, LLC (“BCM”), an affiliate of the Bank and registered US broker-
dealer, distributes this document to certain investors, BCM does not provide input into its contents, nor does this document constitute research of BCM. In addition,
this document is meant exclusively for institutional investors and market professionals, but not for retail investors or private customers. It is not for distribution to or
the use of retail investors or private customers. BCM accepts responsibility for this research document’s contents and institutional investors receiving this research
and wishing to effect any transactions in any security discussed herein should do so through BCM and not the Bank.

Please contact Berenberg Capital Markets, LLC (+1 646 949 9000) if you require additional information.

Copyright
The Bank reserves all the rights in this document. No part of the document or its content may be rewritten, copied, photocopied or duplicated in any form by any

means or redistributed without the Bank’s prior written consent.

© 2021 Joh. Berenberg, Gossler & Co. KG

6/6



