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ECB: We do pre-commit and will go big in
December
European Central Bank President Christine Lagarde could not have
repeated the main message of today’s meeting more often: there will
be additional stimulus in December, the only question is what this
stimulus will look like and how much it will be

Christine Lagarde

No jumping just yet
After last night’s lockdown announcements in Germany and France, the European Central Bank's
base-case scenario has definitely become outdated. This is why there was a small chance it could
have surprised markets today by preempting additional easing in December. Some argued that
the March experience could force the bank to jump ahead of the curve. Not yet. The ECB today
tried a balancing act, de facto announcing new actions in December. Let’s hope that the economic
situation will allow the ECB to wait until then.

Lagarde does pre-commit
ECB president Christine Lagarde could not have repeated the main message of today’s meeting
more often: there will be additional stimulus, the only question is what this stimulus will look like.
Forget about Mario Draghi’s ‘we never pre-commit’. Today, Lagarde introduced her own ‘we will
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recalibrate all instruments’ at the December meeting. There was no conditionality, apart from the
reference to using different instruments.

The fact itself that new ECB action will come was not contested at all. According to Lagarde not
even within the ECB. While according to her there was no discussion today on any policy action,
the ECB unanimously agreed on the need to act in December. The reasons for this determination
are clear: a weakening of the eurozone economy which, due to the latest lockdown
announcements, will almost unavoidably turn into a double-dip recession.

Get ready for December
Going into the December meeting, the challenge for the ECB will be to find the right answer and
the right instruments to support the eurozone economy and hence restore inflation (expectations).
Back in March, the emergency response PEPP programme was started to tackle a possible new
eurozone crisis with widening government yield spreads, aka restoring the transmission channel of
monetary policy. A widening of spreads, however, is not, yet, a problem. Therefore, the ECB will
probably also look into options of how to support banks and, through the banking sector,
companies running at the edge of bankruptcy. The latter won’t be easy given that the sectors hit
most by the lockdowns are normally sectors with many small enterprises and self-employed
people. As much as the ECB would like to do ‘whatever it takes’, it looks as if the biggest chunk of
crisis-fighting will continue to have to come from governments.

Christine Lagarde surprised with more dovishness and
determination than expected

Interestingly, Christine Lagarde said that the ECB would look into all instruments and the mix of all
instruments. This leaves the door open for another rate cut, but given the adverse effects of
negative interest rates, this is in our view still an unlikely option. We think the most likely outcome
of the December meeting is still an increase of asset purchases, via both the PSPP but also the PEPP
programme, by some 500bn euro and more, possibly even more tailor-made support for banks
and bank lending by for example including Fallen Angels in the asset purchases or extending the
most favourable interest rate of -1% by more than the current twelve months. The digital euro,
which could actually help in the current situation as it would allow helicopter money, will not come
in time.

All in all, today’s ECB meeting follows a good old ECB tradition to first assess all the facts and jump
the gun. Still, Christine Lagarde surprised with more dovishness and determination than expected,
posing the only question if the ECB agrees on the need to act in December, why didn't they act
already today? Here is the answer: Had the ECB meeting taken place not one day but one week
after the lockdown announcements in France and Germany, the outcome of the meeting would
probably have been different.
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