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Investment Research — General Market Conditions

ECB QE

How much will the ECB have to buy below depo in Germanyin 20177

11 January 2017

o Asof 2 January, it has been possible for the ECB to undertake QE purchases below the
level of the deposit rate ‘to the extent needed’. In this note, we estimate how much
buying below depo will be required in German government bonds in order not to breach
the 33% issue limit under different rate scenarios for 2017.
o We estimate that 15% of the QE purchases in German government bonds will have
to be below the deposit level in our base scenario, with unchanged yields on German
bonds throughout 2017. If purchases ‘below depo’ are postponed as long as possible, ECB
purchases could continue ‘unchanged’ until November before QE would be forced ‘below
depo’ in German government bonds. Admittedly, these estimates are very sensitive to
the rate level, the fraction of government bonds versus agency/regionals in QE
purchases and to some extent, the historical purchases pattern on the German curve.
o The estimate is in particular sensitive to the development in yields in the 1-6Y segment
on the German curve. In a scenario where the yield on German bonds increases 25bp Chief Analyst
across the curve, the ECB could avoid ‘buying below depo’ in 2017 and wait until ~ /\nders Meller Lomholtz
March 2018 before being ‘forced’ below depo (assuming QE at EUR60bn per month andjrg@danskebank.dk
continues beyond December 2017). On the other hand, if yields decrease 25bp, the
‘QE fraction below depo’ would increase to 40% of 2017 QE, and buying below depo Analyst
would be forced to commence in August. Thomes Hioppe Rosentund
e There has been no guidance on how ‘QE below depo’ will be implemented; hence, thros@danskebank.dk
whether buying will be proportional or skewed towards higher yielding (closer to depo).
o These insights have interesting implications for a possible extension of QE into 2018. As
QE holdings will have hit the issue limit, all QE purchases will have to be done below the
‘depo level’ aside from the 33% new issuance (equivalent to EUR30-40bn in purchases
above depo). An alternative to substantial purchases ‘below depo’ could be a deviation
from the capital key. In our view, this is still a likely scenario as we approach the end of
the "QE era’, where in particular the periphery is likely to be in need of sustained support
in order to avoid material spread widening.

e See also Guide to Q1 issuance and thoughts on supply vs QE in 2017, 1 January 2017.
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Note: estimates are based on a number of assumptions including: (1) purchases are made proportional on the curve when eligible historically (above
depo and in eligible mat. segment); (2) purchases in agencies/regionals are assumed to represent the outstanding weight in the PSPP universe —
historically and going forward; (3) other Eurosystem holdings of German government bonds aside from PSPP are not included (ECB A.7.2 amounts
to EUR320bn or around 5% of EGBs, but are most likely mainly in short maturities); (4) we estimate EUR95bn QE in German government bonds in
2017.

Important disclosures and certifications are contained from page 3 of this report.
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Ave. maturity of German purchases is steadily increasing

Distribution of QE purchases
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Already capital key deviation in countries hitting restrictions
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