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ECB Review: January 2021 
 
Summary: 
 
As expected, the ECB left monetary policy unchanged at the January meeting, having already delivered a significant 
easing package in December. With staff macroeconomic projections also updated in December and little in the way 
of additional data to interpret, the ECB will remain on autopilot for the time being. Although President Lagarde 
indicated that the intensification of Covid social restrictions would weigh on growth during the first quarter, the 
conclusion of a Brexit deal, the recovery in the global manufacturing industry and the gradual roll out of national 
vaccination programmes have been a positive development. Nonetheless, the intensification of the coronavirus crisis 
and tightening of social restrictions result in the risks to the economic outlook being tilted to the downside.  
 
Much of the focus during the press conference was on the flexibility of PEPP and the ECB’s tolerance for euro 
strength. The statement on the flexibility of PEPP, in particular, gained the most attention: 

 
“If favourable financing conditions can be maintained with asset purchase flows that do not exhaust the 
envelope over the net purchase horizon of the PEPP, the envelope need not be used in full. Equally, the 
envelope can be recalibrated if required to maintain favourable financing conditions to help counter the 
negative pandemic shock to the path of inflation. “ 

 
The inclusion of this passage in the initial statement was viewed hawkishly by the market. In fact, this was lifted from 
the December press conference statement and so does not provide any additional insight on the ECB’s reaction 
function. Including this passage in the initial statement of the monetary policy decision likely reflects a desire to 
emphasise the importance of preserving favourable financing conditions, which will determine the evolution of PEPP.  
President Lagarde also reaffirmed that the ECB is carefully monitoring developments in the exchange rate, but there 
was a distinct lack of urgency which suggests that the euro has moved down the list of immediate concerns. 

 
 

Analyst Reviews: 
 
 
ABN AMRO  
 

• Although there were no new policy announcements at this week’s meeting, the ECB did provide further 

guidance on the outlook for PEPP purchases. 

• The ECB has shifted from targeting a specific volume of net asset purchases to wanting to maintain 

favourable financing conditions. 

• Favourable financing conditions depend on the inflation outlook and are broadly defined.  

• Although PEPP has a broader framework than explicit yield curve control, the importance of yields mean that 

it resembles an implicit and flexible form of YCC. 

• For the time being the ECB seems content with current financing conditions.  

• If the inflation outlook deteriorated, easier financing conditions would be necessary. Similarly, monetary 

policy would be adjusted in the event of financing conditions tightening even if the inflation outlook were 

unchanged.  

• ABN AMRO expect the full PEPP envelope to be used with the APP taking over when PEPP expires. 
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Barclays 
 

• Although the GC left monetary policy unchanged, markets focused on the inclusion of a sentence highlighting 

the flexibility of the PEPP, which was interpreted as a hawkish development. Barclays interprets this as the 

ECB wanting to stress that its objective is to maintain favourable financing conditions rather than being a 

form of yield curve control.  

• Although the ECB reasserted that it will monitor exchange rate developments, it appears that the level of the 

euro is no longer a major worry. 

• President Lagarde argued that economic developments were consistent with staff macroeconomic 

projections. Barclays believes that this may prove too optimistic  

 
Danske 
 

• The January ECB meeting was relatively uneventful with no new signals. 

• Markets interpreted the explicit reference to ‘financing conditions’ in the decision statement as a hawkish 

development.  

• President Lagarde highlighted the downside risks to growth, although this was less pronounced than 

previously.  

ING 
 

• The ECB’s monetary policy instruments and official communication were left unchanged, with the 

assessment of the economic and inflation outlooks largely the same as in December. 

• President Lagarde indicated that there are a mix of positive and negative developments, but argued that 

there was no need to change the underlying assessment of the economic outlook.  

Morgan Stanley  
 

• The ECB reaffirmed the accommodative stance agreed at the December meeting. 

• President Lagarde argued that positive developments such as the Brexit deal and start of vaccination 

programmes roughly balanced negative developments such as the tightening of lockdown restrictions, while 

stressing that risks were tilted to the downside. 

• Lagarde indicated that exchange rate developments were being monitored, but she made no attempt to talk 

down the euro.  

 
Natixis 
 

• The ECB left policy unchanged at the January meeting while stressing that there were downside risks to the 

economic outlook (although now less pronounced). 

• The exchange rate was explicitly mentioned with the ECB indicating that it will closely monitor developments.  

 
Nordea 
 

• President Lagarde did not provide any new guidance on the direction of ECB monetary policy. 

• Tweaks to the statement suggest that concerns about the exchange rate have eased somewhat. 

• Nordea expects the ECB to gradually scale down the pace of bond purchases. Furthermore, the ECB is not 

expected to expand the PEPP further.  

 
SEB 
 

• The ECB repeated the message from the December meeting that it wants to maintain easy financial 

conditions and that if monthly asset purchases can be reduced without any tightening, then it will do that.  

• In other words, the ECB is not aiming to use the EUR1.85trn PEPP envelope in full.  
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• SEB expects the ECB to begin reducing monthly purchases during H1.  

• Although the ECB is willing to deliver more stimulus if necessary, SEB believes that the ECB is adopting a 

less dovish stance.  

 
UniCredit 
 

• The ECB is now in wait-and-see mode following the December easing package. 

• President Lagarde viewed developments since December has being broadly consistent with the ECB’s 

macroeconomic projections. 

• Although Lagarde stressed the risks remain tilted to the downside, the overall assessment was still relatively 

constructive. The ECB president was also less vocal on the premature withdrawal of monetary and fiscal 

stimulus.  

• Overall Lagarde was slightly less dovish than expected.  

• The ECB remains squarely focused on preserving favourable financing conditions. 

• FX rhetoric did not change much, which suggests that the euro has not yet reached the ECBs pain threshold.  

 


