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ECB monetary policy decision

Analyst: . . .
Rainer Singer ECB intentions not entirely clear

rainer.singer@erstegroup.com

As expected, the ECB’s Governing Council reacted to the rise in bond
market yields. The written part of the statement after the meeting that ended
today said that the Governing Council expected purchases under PEPP at a
significantly higher pace during the coming quarter compared to the first
months of this year. In the press conference, ECB President Lagarde then
explained the monetary policy stance. However, some things remained
unclear.

At the beginning of the press conference, the focus of the measures on
maintaining favourable financing conditions was emphasised once again.
Favourable financing conditions were not quantified, but were based on the
inflation outlook and would be assessed on the basis of a variety of factors
and indicators across all areas of financing. This is not new.

What the ECB is aiming for with the significant increase in monthly
purchases, however, remains open. Is it to stabilise yields or bring them
back to lower levels? President Lagarde emphasised several times that the
decision to increase purchases would be implemented immediately and
guoted the decision several times in the press conference. So will purchases
be increased in any case or will their level depend on the level of yields, as
before? It is also unclear why a decision by the ECB Council was needed.
The PEPP purchase programme is already defined as flexible in terms of
the extent and distribution of purchases. When the monthly purchases under
PEPP were significantly reduced after the summer of 2020, there was also
no decision by the Council.

Although the intentions behind today's decision are not entirely clear, the
impact on markets should be muted. The reason for this is that the
significantly higher purchases will only last 3.5 months and thus only for a
relatively short time. The second reason is that the ECB has confirmed its
medium-term course. The inflation rate is still seen at only 1.4% for 2023,
well below the ECB's target of just under 2%. The forecasts for inflation
rates for 2021 and 2022 were raised, but this was due to a number of
special factors and the energy price and thus has no influence on monetary
policy, as the ECB president stressed.

_ _ We stand by our assessment that the ECB will make do with the existing
g"jld?{"’]\";fketrs g‘E?:r:dg Rgseamh framework of the PEPP and that no increase will be necessary. We expect
gger, (Head) the bond market to be volatile, so the ECB will remain challenged.
Rainer Singer (Senior Economist EZ, USA) Ultimately, however, we expect a sideways movement until the middle of the

Gerald Walek, CFA (Economist EZ) year. In the second half of the year, we expect yields to rise slightly.
Margarita Grushanina (Economist AT)

Note: Past performance is not necessarily
indicative of future results.
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Disclaimer

This publication was prepared by Erste Group Bank AG or any of its consolidated subsidiaries (together with consolidated
subsidiaries "Erste Group") independently and objectively as general information pursuant. This publication serves interested
investors as additional source of information and provides general information, information about product features or
macroeconomic information without emphasizing product selling marketing statements. This publication does not constitute a
marketing communication pursuant to Art. 36 (2) delegated Regulation (EU) 2017/565 as no direct buying incentives were
included in this publication, which is of information character. This publication does not constitute investment research pursuant
to Art. 36 (1) delegated Regulation (EU) 2017/565. It has not been prepared in accordance with legal requirements designed to
promote the independence of investment research and it is not subject to the prohibition on dealing ahead of the dissemination
of investment research. The information only serves as non-binding and additional information and is based on the level of
knowledge of the person in charge of drawing up the information on the respective date of its preparation. The content of the
publication can be changed at any time without notice. This publication does not constitute or form part of, and should not be
construed as, an offer, recommendation or invitation to subscribe for or purchase any securities, and neither this publication nor
anything contained herein shall form the basis of or be relied on in connection with or act as an inducement to enter into any
contract or inclusion of a security or financial product in a trading strategy. Information provided in this publication are based on
publicly available sources which Erste Group considers as reliable, however, without verifying any such information by
independent third persons. While all reasonable care has been taken to ensure that the facts stated herein are accurate and that
the forecasts, opinions and expectations contained herein are fair and reasonable, Erste Group (including its representatives
and employees) neither expressly nor tacitly makes any guarantee as to or assumes any liability for the up-to-dateness,
completeness and correctness of the content of this publication. Erste Group may provide hyperlinks to websites of entities
mentioned in this document, however the inclusion of a link does not imply that Erste Group endorses, recommends or approves
any material on the linked page or accessible from it. Neither a company of Erste Group nor any of its respective managing
directors, supervisory board members, executive board members, directors, officers of other employees shall be in any way
liable for any costs, losses or damages (including subsequent damages, indirect damages and loss of profit) howsoever arising
from the use of or reliance on this publication. Any opinion, estimate or projection expressed in this publication reflects the
current judgment of the author(s) on the date of publication of this document and do not necessarily reflect the opinions of Erste
Group. They are subject to change without prior notice. Erste Group has no obligation to update, modify or amend this
publication or to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion, projection, forecast
or estimate set forth herein, changes or subsequently becomes inaccurate. The past performance of securities or financial
instruments is not indicative for future results. No assurance can be given that any financial instrument or issuer described
herein would yield favorable investment results or that particular price levels may be reached. Forecasts in this publication are
based on assumptions which are supported by objective data. However, the used forecasts are not indicative for future
performance of securities or financial instrument. Erste Group, its affiliates, principals or employees may have a long or short
position or may transact in the financial instrument(s) referred to herein or may trade in such financial instruments with other
customers on a principal basis. Erste Group may act as a market maker in the financial instruments or companies discussed
herein and may also perform or seek to perform investment services for those companies. Erste Group may act upon or use the
information or conclusion contained in this publication before it is distributed to other persons. This publication is subject to the
copyright of Erste Group and may not be copied, distributed or partially or in total provided or transmitted to unauthorized
recipients. By accepting this publication, a recipient hereof agrees to be bound by the foregoing limitations.

Erste Group is not registered or certified as a credit agency in accordance with Regulation (EC) No 1060/2009 of the European
Parliament and of the Council of 16 September 2009 on credit rating agencies (the Credit Rating Agencies Regulation). Any
assessment of the issuers creditworthiness does not represent a credit rating pursuant to the Credit Rating Angencies
Regulation. Interpretations and analysis of the current or future development of credit ratings are based upon existing credit
rating documents only and shall not be considered as a credit rating itself.
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