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Today's monetary policy decision: how the language changed from prior meeting
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The Governing Council today decided to keep the three key ECB interest rates unchanged. Sinece-the

last-Geverning-CouncH-meeting-in-January-rflatienThe incoming information has declined-further—In
broadly confirmed the Governing Council’s previous assessment of the atest ECB-staff-projections;

medium-term |anat|on outlook. Inflatlon has continued to faII Ied by lower food and qoods prlce
inflation-h A A

gasing, wage qrowth is qraduallv moderatlnd and flrms are absorblnq part of the rise in Iabour costs in
their profits. Financing conditions areremain restrictive and the past interest rate increases continue to

Welgh on demand Whlch |s helplng pushdewamﬂaﬂené&aﬁ—hav&mmeddenm%hewgmwth

The Governing Council is determined to ensure that inflation returns to its 2% medium-term target in a

timely manner. Based-en-ts-current-assessment,-the-Governing-Counecitt considers that the key ECB

interest rates are at levels that,-maintained-fora-sufficienthy-long-duration-will-make are making a
substantial contribution to this-geakthe ongoing disinflation process. The Governing Council’s future

decisions will ensure that its policy rates will be-set-atstay sufficiently restrictive levels-for as long as
necessary.

Fhe If the Governing Council’s updated assessment of the inflation outlook, the dynamics of
underlying inflation and the strength of monetary policy transmission were to further increase its
confidence that inflation is converging to the target in a sustained manner, it would be appropriate to
reduce the current level of monetary policy restriction. In any event, the Governing Council will
continue to follow a data-dependent and meeting-by-meeting approach to determining the appropriate

level and duration of restriction-—+s, and it is not pre- commlttlnq toa partlcular—theLGevemmg
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https://www.ecb.europa.eu/press/pr/date/2024/html/ecb.mp240411~1345644915.en.html
https://www.ecb.europa.eu/press/pr/date/2024/html/ecb.mp240307~a5fa52b82b.en.html

Key ECB interest rates

The interest rate on the main refinancing operations and the interest rates on the marginal lending
facility and the deposit facility will remain unchanged at 4.50%, 4.75% and 4.00% respectively.

Asset purchase programme (APP) and pandemic emergency purchase programme (PEPP)
The APP portfolio is declining at a measured and predictable pace, as the Eurosystem no longer
reinvests the principal payments from maturing securities.

The Governing Council intends to continue to reinvest, in full, the principal payments from maturing
securities purchased under the PEPP during the first half of 2024. Over the second half of the year, it
intends to reduce the PEPP portfolio by €7.5 billion per month on average. The Governing Council
intends to discontinue reinvestments under the PEPP at the end of 2024.

The Governing Council will continue applying flexibility in reinvesting redemptions coming due in the
PEPP portfolio, with a view to countering risks to the monetary policy transmission mechanism related
to the pandemic.

Refinancing operations

As banks are repaying the amounts borrowed under the targeted longer-term refinancing operations,
the Governing Council will regularly assess how targeted lending operations and their ongoing
repayment are contributing to its monetary policy stance.

**kk

The Governing Council stands ready to adjust all of its instruments within its mandate to ensure that
inflation returns to its 2% target over the medium term and to preserve the smooth functioning of
monetary policy transmission. Moreover, the Transmission Protection Instrument is available to
counter unwarranted, disorderly market dynamics that pose a serious threat to the transmission of
monetary policy across all euro area countries, thus allowing the Governing Council to more
effectively deliver on its price stability mandate.

The President of the ECB will comment on the considerations underlying these decisions at a press
conference starting at 14:45 CET today.
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Euro-QE (& billions)
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Banking system dependency: borrowing from the ECB (€ billions)
--- Total LTRO ™ Spain ™ Italy ™ Portugal ™ Ireland ™ Greece ™ France ™ Germany = Other

€2,500

€2,000

€1,500

€1,000

€500

€0 :
2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2024

Source: ECB, National central banks, TrendMacro calculations
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The credit drought: loans to non-financial businesses (YOY growth)
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Source: ECB, TrendMacro calculations

Supply and demand for lending: ECB Bank Survey

Net number of banks reporting for: == Enterprises == Home mortgage - Consumer
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Source: ECB, TrendMacro calculations
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Sovereign stress monitor: 10-year bond spreads - High - Low - Last
2000 to present Trailing 12m

Germany
Spread to US High 0.74% Dec'08
Last -2.10% Low -2.76%  Oct'18

High -0.98%  Apr24
Low -2.12%  Oct 31

France
Spread to Germany High 1.32% Dec'11
Last 0.50% Low -0.01% Jan'05

High 0.65% Oct 9
Low 0.43% Mar 18

Italy
Spread to Germany High 5.28% Dec'11
Last 1.40% Low 0.09% Nov'04

High 2.06% Oct9
Low 1.22% Mar 18

Spain
Spread to Germany High 5.52% Aug'12
Last 0.82% Low -0.05% Nov '04

High 1.15% Oct 9
Low 0.78% Mar 18

Greece
Spread to Germany High 33.13% Dec'11
Last 1.04% Low 0.09% Jan'05

High 1.94% May 2
Low 0.93% Mar 13

Portugal
Spread to Germany High 14.61% Jan'12
Last 0.68% Low -0.54%  Jun '06

High 0.86% May 4
Low 0.55% Dec 22

Ireland
Spread to Germany High 8.67% Jun'l1
Last 0.44% Low -0.67%  Jun'07

High 1.09% Dec 28
Low 0.29% Jan 11
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10-year sovereign bond total returns, trailing 12-months = EUR = USD
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Source: Bloomberg, TrendMacro calculations
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Labor market in intensive care
ULC: Nominal, quarterly YOY  UE: - High
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Purchasing Manager Indices

Manufacturing Last  Prev 13-month history Services Last  Prev 13-month history
Eurozone Mar 461  46.5 \/\/\ Eurozone Mar 515 50.2 /\/\/ﬁ/
UK Mar 503 475 \\/* UK Mar 531 538 /\/\
Germany Mar 419 425 M Germany Mar 50.1  48.3 /\NV
France Mar 462 471 \/\/\/\ France Mar 483 484 \_,_/‘
Italy Mar 504 487 \/\/ ltaly Mar 576 540 /\//
Spain Mar 514 515 W Spain Mar 56.1 547 \/_/
Ireland Mar 496 522 w\/\ Ireland Mar 566 544 W
Netherlands Mar ~ 49.7  49.3 \/\/f

Austria Mar 422 430 w

Greece Mar 56.9 55.7 \/\’/

CzechRepMar 462 44.3 M\/\/\/

Regional currency flight == Euro vs Swiss franc ® SNB FX reserves

1.8
1.7
1.6
1.5
1.4
1.3
1.2
1.1

1
0.9

0.8

2009 2010

:—"TrendMacro Data Insights: ECB and Euro Area Economy Monitor

2011

2012 2013

2014 2015

2016

2017

2018

2019

2020

2021

2022

2023 2024



Euro area consumer inflation, year on year
Country: M Headline ™ Ex-food and energy ™ Ex-energy  Euro area: == Headline == Energy == Ex-energy
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Source: Eurostat, TrendMacro calculations

Draghi's old dashboard:

Swap-implied inflation expectations since “Whatever it takes”
== H-year inflation-swap rate, 5 years forward
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Source: Bloomberg, TrendMacro calculations
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