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ECB FLASH: NO NEWS IS GOOD NEWS
Berenberg Macro View

The Eurozone remains on track for a solid rebound from the Covid-19 recession from May on-
wards, supported by an aggressive monetary policy and an adequate fiscal stimulus. The outlook
has not changed materially since early March. Robust foreign demand seems to be roughly offset-
ting the temporary drag from a delayed easing of restrictions as parts of the Eurozone grapple
with a new wave of the pandemic. The European Central Bank (ECB) thus made no relevant
changes to its monetary policy statement today, leaving its very accommodative policy stance
unchanged and providing no additional guidance about future asset purchases. Instead, the ECB
noted that “the incoming information confirmed the joint assessment of financing conditions and
the inflation outlook” which had prompted the ECB to raise its pace of bond buying under its
highly flexible Pandemic Emergency Purchase Programme (PEPP) in March.

In modest tweaks to the introductory statement to the press conference, the ECB emphasised the
uncertainty about the pandemic and vaccination that is clouding the near-term outlook while
maintaining its forecast of a “firm rebound in economic activity in the course of 2021”. Referring
to recent gains in sentiment indicators, the ECB noted signs of bottoming out even in the services
sector that point to a resumption of growth in Q2. In similarly two-pronged message, the ECB
observed that financing conditions have remained broadly stable since it stepped up its asset pur-
chases in March while warning that “risks to wider financing conditions remain”.

The ECB also finetuned other parts of its statement, for example pointing to “still weak” instead
of “weak” demand, thereby hinting more clearly at a likely improvement in the future. None of
these tweaks indicates any shift in the bank’s overall outlook, in our view. Summarising it all,
ECB President Christine Lagarde explained in the press conference that the ECB has not changed
its assessment of risks.

SEE YOU IN JUNE

At its next meeting on 10 June, the ECB and markets will have a much better idea of the severity of
the current wave of the pandemic as well as the vaccination progress. Upon presenting new staff
projections for growth and inflation in June, we expect the ECB to:

e leave its growth forecasts largely unchanged at 4.0% for 2021 and 4.1% for 2022, modestly
below our own calls of 4.2% and 4.5%, respectively,

e raise its forecast for inflation from 1.5% for 2021 and 1.2% for 2022 closer to our calls of
2.0% and 1.6%, respectively, but emphasise that it will continue to look through the special
factors behind the temporary inflation hump,

e leave its policy-relevant inflation call for the end of its projection horizon in 2023 un-
changed at 1.4%,

e signal that it will gradually return to the slower pre-March pace of bond buying under its
PEPP programme from July onwards if markets stay calm,

e emphasise that — within the flexible PEPP - it could adjust the pace and structure of its
purchases to counter any unwarranted tightening of financing conditions,
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o provide no further clue on the potential scaling back of asset purchases in late 2021 and
2022.

Beyond that, we look for the ECB to announce in December 2021 that it will gradually phase out
its PEPP emergency programme on schedule after March 2022 but raise its monthly bond buying
under the standard Asset Purchase Programme (APP) from €20bn to €30bn per month from April
2022 onwards. If the economy recovers as robustly as we expect and underlying inflation drifts
up in response, the ECB will likely end asset purchases around mid-2023 and start raising rates
modestly in late 2023. We do not expect the results of the ECB’s strategy review, which the bank
wants to present this autumn, to affect the overall policy outlook in a meaningful way. It may
have an impact on the precise composition of asset purchases though, for instance on the extent
and the way in which the ECB gives them a green tilt.

THE TAPERING DEBATE TO COME

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 it 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 favourable financing conditions. Lagarde repeatedly emphasised this
today. If the ECB can achieve this purpose 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. According to Lagarde, the ECB today did not
discuss any phasing out of its PEPP purchases as that would be “premature”.

SYMPATHY FOR ANNALENA

In a little aside, Lagarde responded with a few sympathetic comments about Annalena Baerbock
(40), whom the German Greens nominated on Monday as their candidate to succeed Angela Mer-
kel as German chancellor after the 26 September election. Lagarde noted that having been an ath-
lete in earlier times could be useful for Baerbock in the political arena and that “white hair” is not
a necessary prerequisite for the job. Lagarde added that Merkel has acted as a “role model” for
women to enter politics. Of course, we would not interpret this in any way as Lagarde taking
sides in Germany’s political contest to come.
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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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