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ECB PREVIEW: A TIME TO PREPARE, NOT TO ACT
Berenberg Macro View

The European Central Bank (ECB) can take it easy this Thursday. The economy and inflation are
roughly on track, financing conditions are favourable and markets are calm. The ECB Council
need not take any policy-relevant decision or change its guidance in any way. Although the ECB
may tweak the precise wording of its statement here and there, we do not expect the ECB to send
any a new signal. Instead, the council can take its time to discuss the more strategic decisions it
will need to take later on.

Real economy

The ECB’s March staff projections for Eurozone GDP growth of 4.0% for 2021 and 4.1% for 2021
are modestly below our own current forecasts of 4.2% and 4.5%, respectively. Whereas the Euro-
zone economy probably contracted slightly in Q1 2021 in line with the ECB’s March assumptions,
the extended semi-lockdowns to contain the spread of the more contagious B.1.1.7 variant of the
virus in parts of the Eurozone cloud the outlook for Q2. However, this should be roughly offset by
a strong boost from abroad as reflected in buoyant readings for the manufacturing PMI. In addi-
tion, domestic consumers look set to open their wallets eagerly once they can do so again, pre-
sumably from May onwards, as excess savings meet pent-up demand. As a result, the ECB need
not rethink its economic outlook at this stage. In June, the ECB and markets will have a much bet-
ter idea about the severity of the current wave of infections and restrictions as well as the pro-
gress of the vaccination campaign and its impact on the economic outlook.

Inflation

Driven largely by the base effect from the collapse of oil prices at the start of the pandemic a year
ago, headline inflation has risen from 0.9% yoy in January and February to 1.3% in March. But
core inflation ex energy and food has subsided from a spike to 1.4% in January to 0.9% in March.
Following a temporary dip in 2H 2020 caused partly by the cut in German VAT, the core rate is
now back to its post-2013 average. We expect a host of special factors (see chart 1) to raise infla-
tion to a peak of 2.5% in Q3 before receding to 1.5% in the first half of 2022 as the one-off factors
fade. Our call for 2.0% average inflation this year exceeds the ECB’s 1.5% projection from March.
Although some of the one-off factors such as temporary supply bottlenecks are probably more
pronounced than the ECB had thought in March, we see little evidence yet that underlying infla-
tion may soon pick up more than expected. For example, recent wage settlements in the German
metal engineering industry were once again very moderate despite the cyclical rebound which
has already started in that sector. As a result, the ECB can continue to emphasise that it will look
through such special factors and not change its policy guidance or stance in response to a tempo-
rary inflation hump.

Financing costs

Following a rapid rebound in benchmark bond yields in January and February from the extremely
depressed levels of late 2020, yields have moved largely sideways since then. The ECB’s decision
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of 11 March to step up the pace of bond purchases within its ultra-flexible Pandemic Emergency
Purchase Programme (PEPP) for at least a quarter has worked. Of course, other factors such as
global influences have contributed to the new stability. That the overall trend in nominal bond
yields remains slightly up need not be a concern for the ECB. Although opinions on the council
probably differ, many at the ECB may welcome rather than fear a slow and mostly smooth return
to more normal yield levels over time. By and large, overall financing conditions for households,
companies and sovereigns remain very favourable. Low risk spreads and buoyant equity markets
contribute to that.

The tapering debate

If the economy recovers from the Covid-19 recession and underlying inflation picks up gradually,
the ECB will eventually have to address the question as to when and how is should scale back its
asset purchases in the future. Because the ECB buys bonds mostly under its ultra-flexible PEPP
programme, this need not present any significant problem for the ECB for at least the next six
months. The main purpose of the PEPP programme is not to inject a certain amount of liquidity.
Instead, PEPP is meant to secure the transmission of the ECB’s aggressive monetary stimulus to
the real economy through ultra-favourable financing conditions. If the ECB can achieve this pur-
pose with fewer purchases, fine. Unlike in the case of the US “taper tantrum” of 2013, such re-
sizing of this particular emergency purchase programme would not signal a genuine policy shift
to come shortly.

Upon presenting its new projections for growth and inflation on 10 June, the ECB will have to tell
markets whether or not it will maintain its faster pace of PEPP asset purchases thereafter or re-
turn to the slower pace it had maintained until early March. We see no need for ECB President
Christine Lagarde to provide even a tentative answer to the question this Thursday already. As
she did in March, she will probably explain at length the various factors that contribute to the
ECB’s assessment of financing conditions without providing any guidance as to what may actual-
ly follow from such an assessment.

The PEPP programme is scheduled to run until at least the end of March 2022. The ECB can easily
wait until December 2021 before it signals (i) whether or not it will extend the programme and/or
(i) increase the size of its regular asset purchase programme (APP) upon phasing out the PEPP.
For now, the ECB can lean back and ponder the hard questions without having to take any deci-
sions yet. The same holds for the full-scale review of its monetary policy strategy. With no new
decisions to announce and no major market misperception to correct, the ECB press conference
might well be reassuringly boring this time.
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Chart 1: Key drivers of Eurozone inflation: beware the 2021 hump
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Key contributors to yoy rate of Eurozone inflation, in ppt. Clothing/footwear sales pattern distorted by lock-
downs. Sources: Eurostat, Berenberg
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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.
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