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European Economic Comment 
ECB: more easing in March 
 

ECB signals another round of easing is in the pipeline 
Following the announcement of QE-2 on 3 December, our call was that the ECB was 
now essentially "done". Yet, this call no longer seems tenable. Reacting to the sharp 
decline in oil prices and new concerns about EM growth, the ECB indicated strongly 
today that it will deliver another easing package in its upcoming meeting on 10 March. 
We see it likely that the ECB will cut its deposit rate by another 10bps to -0.4% and 
make further amendments to its QE programme, with an increase of its monthly asset 
purchases (possibly adding €10bn to its current level of €60bn) and/or a further 
extension in the maturity of the programme beyond March 2017. The exact structure 
of the easing package will likely depend on the incoming data (exchange rate, oil 
prices, and evidence for any adverse spillovers of EM weakness or financial volatility on 
the growth outlook, for example through weaker sentiment data) and the ECB's new 
staff macroeconomic projections, which will contain 2018 forecasts for the first time. 

ECB to review its policy stance on 10 March 

ECB President Draghi announced today that, in light of the increased risks for the 
inflation and growth outlook, the ECB will "review and possibly reconsider" its 
monetary policy stance at the next meeting on 10 March. On that day, the ECB will 
release new macroeconomic projections which will cover 2018 for the first time. 
Although the ECB announced its last round of stimulus only in December, Mr 
Draghi argued that the situation had changed materially since then. He noted in 
particular the sharp decline in oil prices, the appreciation of the effective Euro 
exchange rate, a weaker EM outlook and financial volatility. 

The ECB introductory statement made it clear that both interest rate changes and 
amendments to the QE programme will be considered. Specifically, the statement 
said that key ECB interest rates would remain at "present or lower levels" for an 
extended period of time – which in our view suggests that the ECB might well cut 
the deposit rate from currently -0.3% to -0.4% on 10 March. In today's press 
conference, Mr Draghi made several references to the Euro's trade-weighted 
exchange rate, which has appreciated in recent weeks. The ECB might want to 
counter-act the appreciation through a lower deposit rate.  

In addition, the ECB said that in the run-up to the March meeting, "work will be 
carried out to ensure that all the technical conditions are in place to make the full 
range of policy options available for implementation, if needed". This, in our view, 
suggests that changes to the size, structure and duration of the QE programme 
will be considered. In our view, whether and how the ECB will change the QE 
programme will depend on incoming economic data (oil prices, activity data in EM, 
sentiment data in the Eurozone) and the ECB's new inflation and growth forecasts 
on 10 March. Should the ECB conclude that, in light of greater economic 
weakness from the EM world, the dose of monetary accommodation needs to be 
strengthened, an increase in the monthly asset purchases by perhaps €10bn from 
currently €60bn would seem likely. In this case, the ECB might also reconsider, and 
potentially widen, the pool of available assets.   
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To reflect the likely delay in inflation returning to the ECB's target of "close to but 
below 2%" the ECB might also announce a further lengthening in the maturity of 
its asset purchases beyond March 2017 – particularly, if the new staff 
macroeconomic projections were to show that inflation might still not be back to 
the ECB's target in 2018. 

How does the ECB react to lower oil prices?  

Mr Draghi argued that the ECB's reaction to lower oil prices is dependent on an 
assessment of the size and the duration of the negative oil price shock, as well as 
the assessment of negative second round effects. He indicated that the recent 
moves had to be taken seriously, both because of the size of the decline and the 
persistence of the regime of low oil prices.  

Inflation to return to zero or even negative values again in February-July 

Given the latest oil prices declines, we now expect Eurozone HICP to pick up from 
0.2% y/y in December to 0.5% y/y in January, driven by base effects. However, 
assuming oil prices in line with the oil futures curve, inflation will then decline 
again to around zero in February-July, with some monthly figures even slightly 
negative. As of August, positive base effects related to energy prices would likely 
become effective again and push inflation to around 1.2% by year-end (Figure 9 
below). This trajectory would imply a 2016 average of just 0.3%, a downgrade 
from our previous forecast of 0.7%. The ECB's staff macroeconomic forecasts from 
December (see Figure 1 below) contained a 2016 inflation projection of 1.0%; it is 
likely to be downgraded substantially on 10 March.  

Eurozone growth – so far so good, but downside risks increasing  

Compared with the inflation projections, we think the ECB GDP growth projection 
for 2016 (1.7% in the December projection) is unlikely to come down a great deal. 
After all, the current structure of Eurozone growth is strongly geared towards 
domestic demand, not foreign trade. This should give Eurozone growth some 
resilience against external weakness. We would also point out that, following the 
increased jitters from China/EM, Eurozone growth and sentiment (e.g. PMIs, Ifo 
index) have held up respectably in recent months. Nevertheless, we acknowledge 
that the risk to our own 2016 growth forecast of 1.8% is now skewed to the 
downside. 

 

Equity strategy: We reiterate the case for European equity 

With market sentiment in Europe 80% more bearish than a year ago (pre QE), our 
equity strategists argue that today's good news from the ECB supports the case for 
European equities. See Market temperature: 80% more bearish than last January 
and Value back to 2012 levels, 8 January 2016.   

https://neo.ubs.com/shared/d1iMyZXK4IWwk
https://neo.ubs.com/shared/d1iMyZXK4IWwk
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Figure 1: Eurosystem staff macroeconomic projections for the Euro area, 3 Dec 2015 

 December 2015 

 
2014 2015 2016 2017 

Real GDP 0.9 1.5 1.7 1.9 

  
[1.4 – 1.6] [1.1 – 2.3] [0.9 – 2.9] 

  Private consumption 0.8 1.6 1.9 1.7 

  Government consumption 0.8 1.4 1.2 1.0 

  Gross fixed capital formation 1.3 2.3 2.8 3.8 

  Exports 4.1 4.8 4.0 4.8 

  Imports 4.5 5.3 4.8 5.3 

Employment 0.6 1.0 1.0 1.0 

Unemployment rate (% of labour force) 11.6 11.0 10.5 10.1 

HICP 0.4 0.1 1.0 1.6 

  
[0.1 – 0.1] [0.5 – 1.5] [0.9 -2.3] 

  HICP ex energy 0.7 0.9 1.3 1.5 

  HICP ex food and energy 0.8 0.9 1.3 1.6 

  HICP ex food, energy & indirect taxes 0.7 0.8 1.3 1.6 

Unit labour costs 1.1 0.9 0.9 1.2 

Compensation per employee 1.4 1.4 1.5 2.1 

Labour productivity 0.3 0.5 0.7 0.9 

General govt budget balance (% of GDP) -2.6 -2.0 -2.0 -1.8 

Structural budget balance (% of GDP) -1.8 -1.7 -1.9 -1.9 

General govt gross debt (% of GDP) 92.1 91.1 90.1 88.9 

Current account balance (% of GDP) 2.4 3.0 2.9 2.7 

Source: ECB 'December 2015 ECB staff macroeconomic projections for the Euro area', 3 December 2015. Note: Numbers in brackets denote 
changes from rounded numbers to 1 decimal place, whereas the ECB calculates the revisions from unrounded figures.  
www.ecb.europa.eu/pub/projections/html/index.en.html  

 

Figure 2: ECB interest rates, EONIA and Euribor (%)  Figure 3: ECB’s Expanded Asset Purchase Programme 

 

 

 
Source: Haver, UBS  Source: ECB, Haver, UBS. PSPP: Public Sector Purchase Programme, i.e., 

sovereigns, agencies, supranationals. ABS PP: Asset Backed Securities Purchase 
Programme. CBPP3: Covered Bond Purchase Programme 3. 
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Figure 4: ECB balance sheet  Figure 5: Other central bank balance sheets, % of GDP 

 

 

 
Source: ECB, Haver, UBS  Source: Haver, UBS 

 

Figure 6: Asset side of ECB balance sheet  Figure 7: ECB's excess liquidity 

 

 

 
Source:  Haver, UBS  Source:  Haver, UBS 

 

Figure 8: Eurozone headline and core inflation  Figure 9: Contributions to Eurozone HICP inflation, ppt 

 

 

 
Source: Haver, UBS  Source: Haver, UBS 
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Figure 10: Eurozone inflation breakevens*  Figure 11: EUR/USD and nominal effective exchange rate 

 

 

 
Source: Bloomberg, UBS  *Using inflation-linked swaps.  Source: Haver, UBS 

 

Figure 12: German and US 10-year yields and QE phases  Figure 13: German and US 10-year bond yields vs spread 

 

 

 
Source:  Haver, UBS  Source: Haver, UBS  

 

 

 

 

 

 

 
    

Valuation Method and Risk Statement 

Risks include macroeconomic variables (such as GDP growth rates and inflation), 
economic slowdown, a weakening currency, global economic events, and 
government policy changes.  
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