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ECB to signal "favorable" yield levels to markets

This week, the accounts of the latest Governing Council meeting on
monetary policy were published. While there was nothing new in the
monetary policy stance, the meeting minutes contained important
clarifications regarding implementation through securities purchases.

In response to the rise in yields in February, the Governing Council had
announced in March a significant increase in securities purchases for the
coming (second) quarter. Neither the extent of the increase nor what it was
intended to achieve was quantified. The market could only orientate itself on
the decision in December. At that time, the board had committed itself to
ensuring favorable financing conditions. Again, there was no quantification.
Only that “favorable" would depend on the inflation outlook.

The accounts of the most recent meeting stated that the Governing
Council's aim in December was to counteract any unwarranted, premature
tightening of financing conditions. What it was not about was setting yield
targets for the bond market. However, a hint as to where the ECB Governing
Council would like yields to be was then added. It was said that, as long as
the inflation outlook remained unsatisfactory, the Governing Council would
have to maintain financing conditions close to December levels. This gave
the market an indication of the current desired level of yields.

The recent tightening of financing conditions (rise in yields) was thus seen
as premature, as the growth and inflation outlook had hardly changed since
December. It was again stressed that the assessment of whether financing
conditions were favorable should be made jointly with the inflation outlook.

Therefore, the Governing Council agreed to assess financing conditions and
the inflation outlook on a quarterly basis in the future and, based on this, to
decide on the further extent of monthly securities purchases. The ECB has
thus decided on a new procedure. An exact amount of purchases will
probably still not be fixed, but the extent will be indexed relative to past
purchases.

At the next but one meeting on June 10, the ECB will indicate the extent of
its securities purchases for the coming quarter. Indirectly, this will
communicate to the market what the ECB's Governing Council thinks of the
then prevailing level of yields. With this kind of communication, the ECB will
not control the yield curve, but it will give quite clrear signals to the markets.
The meetings of the ECB Governing Council, at which the decision on the
extent of securities purchases will be taken, will be of great importance for
the bond markets in the future.
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Global outlook brightens

This week, the IMF (International Monetary Fund) revised its growth forecast
for the global economy upwards by 0.5pp to +6.0% in 2021 and by +0.2pp to
+4.4% in 2022. On the one hand, the economic contraction in 2020 was not
as large as expected, as generous fiscal support measures and the easing
of lockdowns in most regions contributed to a stronger-than-expected
economic recovery in 2H. On the other hand, economies have adapted to
new ways of working. Policy support measures are particularly important
and further stimulus (especially in the US) has also improved the global
outlook.

The economic recovery differs considerably by region and sector, reflecting
pandemic-related constraints and the extent of policy support. In particular,
countries that depend on tourism and commaodity exports or have limited
fiscal space are experiencing stronger output losses. The global outlook
therefore remains highly uncertain and, according to the IMF, will depend
on: (i) the path of the health crisis and, accordingly, the successful use of
vaccines to combat the virus; (i) the effectiveness of policy actions to limit
persistent economic damage; (iii) the evolution of financial conditions and
commodity prices; and (iv) the adjustment capacity of economies.

Our 2021 growth forecasts for the euro area (+4.0%) and the US (+5.9%)
are somewhat more cautious than those of the IMF. Initially, the political
priority is still on maintaining free capacities in the health system and
successfully combating the virus. The coming phases of the pandemic will
require a sure hand, as support measures will remain necessary in a
targeted manner and can only be scaled back slowly. Depending on the
structural characteristics of an economy, further strengthening of the
recovery will need to be appropriately accompanied by fiscal support and
generous monetary policy, while monitoring financial stability risks.
Investment in long-term growth, climate change, and labor market support
measures remain of particular importance.
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Economic calendar

Ctry Date
Eurozone
USA
13-Apr
15-Apr
China

Time

14:30
14:30

Central bank events

Date
ECB 14-Apr
14-Apr
Fed 14-Apr

Time
16:00
19:00

18:00

Release Period Consens

Inflation y/y Mar 2.5%

Retail Sales mom Mar 5.2%
Event

Christine Lagarde, fire side chat, Reuters Newsmaker event
Isabel Schnabel, webinar: Europe Calling

Jerome Powell, dicussion, Economic Club of Washington

Source: Market Data Provider, ECB, Federal Reserve, Erste Group Research

Prior

1.7%
-3.0%
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Forex and government bond markets

Exchange rates EUR: USD, CHF, GBP and J
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orecasts
GDP 2019 2020 2021 2022
Eurozone 1.3 -6.6 4.0 3.4
us 2.3 -3.5 5.9 3.4
Inflation 2019 2020 2021 2022
Eurozone 1.2 0.3 15 1.2
us 1.8 1.2 2.2 1.9
Interest rates current Jun.21 Sep.21 Dec.21 Mar.22
ECB MRR 0.00 0.00 0.00 0.00 0.00
3M Euribor -0.55 -0.54 -0.54 -0.54 -0.54
Germany Govt. 10Y -0.33 -0.30 -0.20 -0.10 0.00
Swap 10Y 0.03 0.00 0.10 0.20 0.30
Interest rates current Jun.21 Sep.21 Dec.21 Mar.22
Fed Funds Target Rate* 0.07 0.13 0.13 0.13 0.13
3M Libor 0.19 0.20 0.20 0.20 0.20
US Govt. 10Y 1.65 2.00 2.10 2.20 2.20
EURUSD 1.19 1.16 1.16 1.18 1.20

*Mid of target range

In case of changes to our forecasts compared to the previous issue, arrows show the direction of the change.

Source: Market Data Provider, Erste Group Research

1 Note: In accordance with regulations, we are obliged to issue the following statement:
Forecasts are not a reliable indicator of future performance.
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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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