BBVA

Research

BCE: Ajustar, anadir y asegurar

Sonsoles Castillo/Sumedh Deorukhkar/Agustin Garcia/Olga Gouveia/Miguel Jiménez

30 de abril de 2020

Ampliacion inesperada de los mecanismos de liquidez, conun nuevo programay
condiciones mas flexibles paralaactual TLTRO IlI

Los programas de compra de activos no experimentaron cambios. El PEPP es, sin duda, el
instrumento que se utilizard si se requieren nuevas medidas

Las principales preocupaciones del BCE son la macroeconomia (se espera que el PIB caiga
bruscamente entre el 5%y el 12% este afio) y la respuesta fiscal coordinada

Dada la incertidumbre causada por la pandemia de COVID-19, que ha desembocado en una crisis sin precedentes
en lazonadel euro, y la posibilidad de que el crecimiento disminuya entre un 5% y un 12%, segun Christine Lagarde,
el BCE ha puesto en marcha mecanismos adicionales a fin de garantizar una amplia liquidez, mantener el flujo de
crédito a nivel econdmico y preservar las condiciones financieras acomodaticias. Las medidas actuales, enfocadas
desde una doble perspectiva, son: 1) la introduccion de una nueva LTRO, bajo las siglas PELTRO (LTRO de
emergencia pandémica), destinada a proporcionar un respaldo efectivo de liquidez que asegure un funcionamiento
fluido de los mercados monetarios, y 2) la segunda recalibracion de las condiciones de la TLTRO Ill para facilitar las
operaciones de liquidez. Mientras tanto, los tipos de interés de referencia se mantuvieron sin cambios (depdsito: -
0,5%, refinanciacion: 0%), al igual que los programas de compra de activos del BCE, incluido el PEPP.

En concreto, el PELTRO incluiria siete rondas de operaciones, desde el 21 de mayo hasta el 3 de diciembre, con
vencimientos escalonados, de 16 meses el primero y 8 meses el Gltimo, a un coste de 25 pb por debajo de las
principales operaciones de refinanciacion (actualmente 0%), independientemente del indice de referencia. Mientras
tanto, la TLTRO Ill modificada presenta ahora (i) un coste menor; (ii) la reduccion del indice de referencia original
del 2,5% al 1,15% Yy (iii) el adelanto de las fechas para calcular el indice de referencia con valores mas favorables;
es decir, a partir del 1 de marzo de 2020 en lugar del 1 de abril de 2020 (ya que el crédito se ha reactivado durante
abril en respuesta a la emergencia). Por lo tanto, el coste de las TLTRO podria llegar a un minimo de -1% entre
junio de 2020 y junio de 2021 si se cumple el indice de referencia del 1 de marzo de 2020 al 31 de marzo de 2021.

Lo que es mas importante, las adiciones y enmiendas actuales al conjunto de herramientas de politica del BCE
estuvieron acompafiadas por la enfatica retérica de la presidenta del BCE, que asegur6 que el banco adoptara un
enfoque de flexibilidad total, a fin de garantizar la aplicacion de las medidas segun la necesidad. El BCE destaco
gue estaba «plenamente preparado para aumentar la cuantia del PEPP y ajustar su composicién, tanto como fuera
necesario y durante tanto tiempo como se necesitase». La institucién subrayé que las compras en el marco del
programa continuaran efectuandose de maneraflexible alolargo del tiempo, enrelacion con varias clases de activos
y en diferentes jurisdicciones.

Durante la ronda de preguntas que sigui6 al desglose de estas politicas, se puso de relieve la reticencia del BCE
para aplicar el programa de compras ilimitadas de deuda publica (OMT, por sus siglas en inglés) para lidiar con la
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crisis actual, si bien no lo descarta. A diferencia del OMT, que, seglin Lagarde, estaba destinado a paises y
circunstancias particulares, el BCE cree que el PEPP es méas adecuado para hacer frente a la simetria de la crisis
provocada por la COVID-19. Al mismo tiempo, Lagarde deseché la necesidad de otras opciones politicas, como el
control de la curva de rendimiento.

En respuesta a las preocupaciones relacionadas con el riesgo de que la calificacién soberana caiga hasta el grado
especulativo dentro de la zona del euro y la disposicién del BCE a ajustar su programa de compra de bonos para
incluir bonos por debajo de grado de inversion, la presidenta del BCE ha dejado claro que el organismo no aceptara
la fragmentacidn ni la restriccidn prociclica de las condiciones financieras en la zona del euro y se ajustara conforme
seanecesario en cadamomento. Lagarde sugirié que las compras de bonos sin grado de inversién podrian admitirse
en el marco del PEPP (en lugar del programa APP) y recordd que en dicho marco ya se otorgaba una exencion a
los valores emitidos por el Gobierno griego. Dado el ritmo actual de las compras en el marco del PEPP, la cuantia
del programa podria ser insuficiente para cubrirlas hasta diciembre, por lo que un asunto a tratar en la préxima
reunion podria ser un posible aumento de su importe.

Dejando entrever una perspectiva macroeconémica sombria y muy incierta, el BCE espera que el PIB se contraiga
en la zona del euro entre un 5% y un 12% este afio (con una caida prevista del 15% t/t en el segundo trimestre,
después de la del 3,8% en el primer trimestre), aunque reconociod que la falta de claridad en el futuro, junto con la
duracion y el grado del impacto de la pandemia, hace que su labor de prondstico sea extremadamente dificil.

Las medidas actuales, junto con las anteriores y las garantias de una flexibilidad total que permita hacer lo que sea
necesario, sirven para paliar el impacto econémico y financiero del coronavirus, cuyos efectos ya se observan en
toda la zona del euro. Frente a la gravedad de la crisis y a la posibilidad de que haga falta un mayor estimulo
monetario, es probable que el BCE considere ampliar el PEPP, lo que también podria depender de las cotas
maximas que se barajen en términos de estimulo fiscal. Lagarde ha reiterado hoy su peticion de ofrecer una
respuesta fiscal ambiciosa y conjunta en estas circunstancias excepcionales.
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PLEASE NOTE: TRACKING CHANGES IN FOLLOWING STATEMENTS

in black, wording common to both the current and previous statements, in light grey and crossed,
A prevous wording that was replaced by new wording, in blue and underiined (YES, TRACK CHANGES
ARE THERE ON PURPOSE).

Christine Lagarde, President of the ECB,
Luis de Guindos, Vice-President of the ECB,
Frankfurt am Main, +2-Ma+reh30 April 2020

Ladies and gentlemen, the Vice-Presidentand I are very pleased to welcome you to our press conference. We
will now report on the outcome of today’s meeting of the Governing Council, which was also attended by the

The euro area is facing an economic contraction of a magnitude and speed that are unprecedented in

peacetime. Measures to contain the spread of the coronavirus (COVID-19) have largely halted economic activity
in all the countries of the euro area and across the globe. Survey indicators for consumer and business
sentiment have plunged, suggesting a sharp contraction in economic growth and a profound deterioration in
labour market conditions. Given the high uncertainty surrounding the ultimate extent of the economic fallout,
growth scenarios produced by ECB staff suggest that euro area GDP could fall by between 5% and 12% this
year, depending crucially on the duration of the containment measures and the success of policies to mitigate
the economic consequences for businesses and workers. As the containment measures are gradually lifted,
these scenarios foresee a recovery in economic activity, although its speed and scale remain highly uncertain.
Inflation has declined as a result of the sharp fall in oil prices and slightly lower HICP inflation excluding energy
and food.

The decisive and targeted policy measures that we have taken since early March have provided crucial support
to the euro area economy and especially to the sectors most exposed to the crisis. In particular, our measures
are supporting liguidity conditions and helping to sustain the flow of credit to households and firms, especially
small and medium-sized enterprises (SMEs), and to maintain favourable financing conditions for all sectors and

jurisdictions.

We welcome the measures taken by euro area governments and the European institutions to ensure sufficient
healthcare resources and to provide support to affected companies, workers and households. At the same time,
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continued and ambitious efforts are needed, notably through joint and coordinated policy action, to guard
against downside risks and to underpin the recovery.

In line with our mandate, the Governing Council is determined to continue to support households and firms in
the face of the current economic gisruptiensdisruption and heightened uncertainty—, in order to safequard
medium-term price stability.

Accordmgly, wethe Governing Council deC|ded today to further ease the condltlons on a—e&m—pfeheﬁswe—paekage

First—we—decided-to—conducttemperariy—additionatour targeted longer-term refinancing operations (EFRESs)+te
providetmmediate-TLTRO II1). Specifically, we decided to reduce the interest rate on TLTRO III operations
during the period from June 2020 to June 2021 to 50 basis points below the average interest rate on the
Eurosystem’s main refinancing operations prevailing over the same period. Moreover, for counterparties whose
eligible net lending reaches the lending performance threshold, the interest rate over the period from June

2020 to June 2021 will now be 50 basis points below the average deposit facility rate prevailing over the same

period.

We also decided on a new series of non-targeted pandemic emergency longer-term refinancing operations
(PELTROs) to support liquidity suppertte-conditions in the euro area financial system-—Attheugh-we-donotsee
rmateriat-sigRs_and contribute to preserving the smooth functioning of money markets by providing an effective
liguidity backstop. The PELTROs consist of seven additional refinancing operations commencing in May 2020
and maturlnq in a staqqered sequence between JuIv and September 2021 in Ime with the duration ofstra-ms—m

m—ease—ef—ﬁeed—our coIIateraI easing measures. They W|II be carrled out t-hfe&g-h—aas flxed rate tender
precedureprocedures with full allotment, with an interest rate that is eguat+e25 basis points below the average
rate on the depesitfaciity—FhretFROsmain refinancing operations prevailing over the life of each PELTRO.

Further details on the amendments made to the terms of TLTRO III and on our new PELTROs will previde
Heuiditybe published in dedicated press releases this afternoon at 15:30 CET.

Since the end of March we have been conducting purchases under our hew pandemic emergency purchase
programme (PEPP), which has an overall envelope of €750 billion, to ease the overall monetary policy stance
and to counter the severe risks to the monetary policy transmission mechanism and the outlook for the euro
area posed by the coronavirus pandemic. These purchases will continue to be conducted in a flexible manner
over time, across asset classes and among jurisdictions. We will conduct net asset purchases under the PEPP
until the Governing Council judges that the coronavirus crisis phase is over, but in_any case until the end of this

year.

Moreover, net purchases under our asset purchase programme (APP) will continue at faveurabletermsto

Observatorio BCE-Bancos Centrales/Abril de 2020 4



B BVA Creating Opportunities

Research

together with the purchases under the add|t|onal €120 billion temporarv envelope until the end of the year. We
continue to expect monthly net asset purchases under the APP to run for as long as necessary to reinforce the
accommodative impact of our policy rates, and to end shortly before we start raising the key ECB interest rates.

We also intend to continue reinvesting, in full, the principal payments from maturing securities purchased under
the APP for an extended period of time past the date when we start raising the key ECB interest rates, and in
any case for as long as necessary to maintain favourable liquidity conditions and an ample degree of monetary
accommodation.

Together with the substantial monetary policy stimulus already in place, these measures will support liquidity

and funding conditions and help to preserve the smooth provision of credit to the real economy. At the same
time, in the current rapidly evolving economic environment, the Governing Council remains fully committed to
doing everything necessary within its mandate to support all citizens of the euro area through this e xtremely
challenging time. This applies first and foremost to our role in ensuring that our monetary policy is transmitted
to all parts of the economy and to all jurisdictions in the pursuit of our price stability mandate. We are,
therefore, fully prepared to increase the size of the PEPP and adjust its composition, by as much as necessary
and for as long as needed. In any case, the Governing Council stands ready to adjust all of its instruments, as
appropriate, to ensure that inflation moves towards its aim in a sustained manner, in line with its commitment
to symmetry.

Let me now explain our assessmentin greater detail, starting with the economic analysis. The latest economic
indicators suggest-and survey results covering the period since the coronavirus spread to the euro area have

shown an unprecedented decline, pointing to a eensiderable-worseningofthe-nreartermgrowth

eﬂt-leek—smnlﬁcant contractlon in euro area economic act|V|tv and to rapldlv deterloratlnq labour markets. The

ﬁeeessachoronawrus pandemlc and the assouated contalnment measures ag&mst—ﬂee—ﬁu%t—heese%ead—ef—t—he
have severely affected

the manufacturlnq and services sectors, taking a toII on the productive capacity of the euro area economy and
on domestic demand. In the first quarter of 2020, which was only partially affected by the spread of the
coronavirus, euro area real GDP grewth-mederatedteo-0-1%—quarteron—decreased by 3.8%, quarter; on
guarter, reflecting the impact of the lockdown measures in the feurth-guarterof2019—foHeowing—growth-final
weeks of 83%in-the third-quarter. Fhis-mainly-reflectedthe—ongoingweaknressThe sharp downturn in economic
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activity in v wER—ADpril suggests that the impact is
likely to be even more severe in the second quarter Lookmg beyond the immediate disruption stemming from

the coronavirus pandemic, euro area growth is expected to regaintractionoverthe-medium—termresume as the
containment measures are gradually lifted, supported by favourable financing conditions, the euro area fiscal

stance and t-he—e*peeteéa resumptlon in gIobaI act|V|ty

Given the highly uncertain duration of the pandemic, the likely extent and duration of the imminent recession
and the subsequent recovery are difficult to predict. However, without pre-empting the forthcoming Eurosystem
staff macroeconomic projections, which will be published in June, growth scenarios produced by ECB staff
suggest that euro area GDP could fall by between 5% and 12% this year, followed by a recovery and
normalisation of growth in subsequent years. The extent of the contraction and the recovery will depend
crucially on the duration and the success of the containment measures, how far supply capacity and domestic
demand are permanently affected, and the success of policies in mitigating the adverse impact on incomes and

employment.

According to Eurostat’s flash estimate, euro area annual HICP inflation decreased te—1-2%—intebruary2626;
frem14%—inJdanuaryfrom 0.7% in March to 0.4% in April, largely driven by lower energy price inflation, but
also slightly lower HICP inflation excluding energy and food. On the basis of the sharp decline in current and
futures prices for oil, headline inflation is likely to decline considerably further over the coming months.
Indicatorsof-inflation—expectationshavefalenand-measuresofThe sharp downturn in economic activity is
expected to lead to neqatlve effects on underlylng inflation Fema-m—geﬁeFaty—mﬂted—HH%Ha-beuFeeseﬁtess&Fes

wev-teed—eveethe—pfejeet-ren—h%&en%e— |mpI|cat|ons of the coronavirus Qandeml for |anat|on are

surrounded by high uncertainty, given that downward pressures linked to weaker demand may be partially

offset by upward pressures related to supply disruptions. Fre—recentsharp-dechneinoil-pricespesessignificant
dewnsiderisksto-theshortMarket-based indicators of longer-term inflation eutleekexpectations have remained

at depressed levels. Even though survey-based indicators of inflation expectations have declined over the short
and medium term, longer-term expectations have been less affected.

Turning to the monetary analysis, broad money (M3) growth steed-atincreased to 7.5-2% in JaruaryMarch
2020, havingmoederated-semewhatfrom its+eeentpeak:5.5% in February. Money growth eentinrtes—toreflect
engetrg-reflects bank credit creation for the private sector, which is driven to a large extent by drawing on
credit lines, and low opportunity costs of holding M3 relative to other financial instruments—Fke-, while
heightened economic uncertainty appears to have triggered a shift towards monetary holdings, likely for
precautionary reasons. In this environment, the narrow monetary aggregate M1, encompassing the most liquid
forms of money, continues to be the main contributor to broad money growth.
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Developments in loans to the private sector eentinted-to—expand-have also been shaped by the impact of the
coronavirus. The annual growth rate of loans to households picked—p—semewhatto-stood at 3.74% in
JeruaryMarch 2020, fremafter 3.67% in Beeermber26+9—FheFebruary, while the annual growth rate of loans to
non-financial corporations remairedunchangedstood at 5.4% in March, after 3.2%—irJdandary—confirming-the
mederationseensiceautum—261+90% in February. These developments are also clearly visible in the results
of the euro area bank lending survey for the first quarter of 2020, which indicate a surge in firms’ demand for
loans and Hikelyreflectingthe—typicallytaggedreactionfor drawing on credit lines to the-pastweakeninginthe
economy—Overalouraceemmodativemonetarymeet liquidity needs for working capital, while financing needs
for fixed investment declined. Demand for loans to households for house purchase increased less than in the
previous quarter. Credit standards for loans to firms tightened slightly, while credit standards for loans to
households tightened more strongly. In both cases, this was related to the deterioration in the economic
outlook and a decline in the creditworthiness of firms and households. At the same time, banks expectan
easing of credit standards for loans to firms in the second guarter of 2020.

Our policy stareeinretadingthe—measures-takenteday—wilksafeguard, in particular the more favourable bark
tending-conditionsand-wil-continte—te—support-terms for TLTRO III operations and the collateral easing

measures, should encourage banks to extend loans to all private sector entities. Together with the credit
support measures adopted by national governments and European institutions, they support ongoing access to
financing, including for those most affected mest-by the ramifications of the coronavirus are—r-partettar—Ffor
smatlanrd-medivm—sized-enterprises-pandemic.

To sum up, a cross-check of the outcome of the economic analysis with the signals coming from the monetary
analysis confirmed that an ample degree of monetary accommodation is necessary for the robust convergence
of inflation to levels that are below, but close to, 2% over the medium term.

Regarding fiscal policies, an ambitious and coordinated fiscal stance is rew-reededcritical, in view of the
weakened-eutleooksharp contraction in the euro area economy. Measures taken should as much as possible be
targeted and te-safeguard-againstthefurthermaterialisationof downsiderisks-temporary in nature in response
to the pandemic emergency. We welcome the measuresatready-takenby-severalgovernmentsto-ensure
sufficient-heatth-secter+eseureesand-endorsement by the European Council of the Eurogroup agreement on the
three safety nets for workers, businesses and sovereigns, amounting to a package worth €540 billion. At the
same time, the Governing Council urges further strong and timely efforts to prevideprepare and support te

a#eeéed—eempames—aﬁd—emp}eyees— the recovery. In ﬁamemaﬁmeastrresﬁreh—as—pfe\ﬁdmg—ﬁedwiafaﬂffees
—We-this regard, we

agreement to work towards establishing a recovery fund dedicated to dealing with this unprecedented crisis.
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This document has been prepared by BBVA Research Department. It is provided for information purposes only and expresses
data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or based on sources
w e consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers no w arranty, either
express or implicit, regarding its accuracy, integrity or correctness.

Any estimations this document may contain have been undertaken according to generally accepted methodologies and should
be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no guarantee of future
performance.

This document and its contents are subject to changes w ithout prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.

BBVA accepts no liability forany loss, direct or indirect, that may result fromthe use of this document or its contents.

This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any interest in
financial assets or instruments. Neither shall this document nor its contents formthe basis of any contract, commitment or
decision of any kind.

With regard to investment in financial assets related to economic variables this document may cover, readers should be aw are
that under no circumstances should they base their investment decisions on the information contained in this document. Those
persons or entities offering investment products to these potential investors are legally required to provide the information
needed forthem to take an appropriate investment decision.

The content of this document is protected by intellectual property law s. Reproduction, transformation, distribution, public
communication, making available, extraction, reuse, forw arding or use of any nature by any means or processis prohibited,
exceptin cases whereit is legally permitted or expressly authorised by BBVA.
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