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COULD THE EUROPEAN CENTRAL BANK BRING ITS
ASSET PURCHASES TO AN EARLY END?

Although the European Central Bank (ECB)
announced a reduction in the pace of its
monthly asset purchases at its December
Council meeting, the parallel decision to
extend the program until the end of this
year (or beyond, if necessary) has support-
ed European fixed-income markets at a
time when US developments are putting
upward pressure on global bond yields.
The ECB also promised to pick up the
purchase pace again should downside
risks to inflation resurface. In light of
recent data, though, the question investors
should really be asking is whether or not
the ECB could pare back its purchases
even further in 2017?

In the short term, the answer to this
question is no. Although recent data have
been encouraging (Display 1) and inflation
is clearly on the rise (Display 2), the latter
is being driven almost entirely by energy
prices. Should the ECB bring its asset
purchases to an early end, it would risk an
unwarranted tightening of the ultra-loose
financial conditions needed to underpin
the recovery. As Executive Board member
Yves Mersch recently remarked, it would
be “absolutely premature” for the ECB to
declare victory in the battle against weak

growth and low inflation—this comment is
all the more significant coming from a
Council member normally regarded as a
hawk.

But as we move deeper into 2017,
particularly into the second half of the year,
the ECB’s resolve could be tested. The
euro area ended 2016 on a firm footing,
with both survey and hard data pointing to
annualized growth close to 2.0%—which is
likely to be some way above trend for the
region. With monetary and fiscal policy
supportive and the global economy
perhaps moving into higher gear, there’s
no reason (barring an external shock) why
the euro-area economy can’t continue to
grow at around this pace in coming
quarters. With headline inflation likely to
rise close to 2%, this would be a totally
different backdrop from the one that has
governed the ECB’s policy choices over the
last two or three years.

Focus on Reaction Function
Much will depend on the ECB’s reaction
function. If it remains static, the ECB will
continue to buy bonds in line with its latest
forward guidance and will probably buy a
whole lot more in 2018. That’s because
firmer growth and rising headline inflation

The ECB has promised to pick up the pace of its monthly asset
purchases should downside risks to inflation resurface. In light of
recent data, though, perhaps the question we should be asking is
whether or not the ECB could pare back its purchases even further?
Almost certainly not in the near term, but it is something for investors
to have on their radar when we enter the second half of the year.

+ Darren Williams, Senior European Economist—Global Economic Research, darren.williams@abglobal.com
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Rising Headline Inflation; Stable Core
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Recovery Moves Onto Firmer Footing

Euro Area Composite
Purchasing Managers' Index

44

46

48

50

52

54

56

58

60

10 11 12 13 14 15 16

In
d
e
x

As of December 31, 2016
Source: Haver Analytics and Markit



2

are unlikely to be matched by a speedy
pickup in core inflation, which has so far
been a precondition for the ECB to taper
its purchases.

But central bank reaction functions are not
static. Before the global financial crisis, for
example, the main driver of ECB policy was
the growth rate of the economy. More
recently, with inflation hovering around and
below zero and deflation risk rising, policy
decisions have been contingent on the
need to drive inflation back to target as
soon as possible. At times, the ECB has
therefore eased policy with the economy
growing at rates previously consistent with
unchanged or even tighter policy.

There are hints, however, of another shift in
the ECB’s thinking. The first sign of this
came last September, when President
Draghi brushed off a question about yet
another downward revision to the ECB’s
inflation projections, saying only that it

wouldn’t take much longer than before for
the ECB to reach its target. Given Draghi’s
previous insistence that inflation needed to
be driven back to target without delay, this
struck us as odd. Similarly, December’s
decision to reduce the monthly pace of
asset purchases, at a time when the ECB’s
projections showed inflation below target
in 2019, pointed to a declining sense of
urgency.

More recently, we were struck by com-
ments by influential Executive Board
member Benoît Cœuré, who said that the
ECB was waiting for “signs that core
inflation is on the rise and will clearly
exceed 1%.” This definition is imprecise,
but is clearly not the same as the ECB’s
target of “below but close to 2%” and
suggests that the ECB may be willing to
declare victory at a lower rate of core
inflation than we previously thought.

So will core inflation rise far enough in
coming quarters for the ECB to renege on
its commitment to continue buying €60
billion of bonds until at least the end of
2017? With core inflation likely to rise only
slowly this year—to 1.2% by the fourth
quarter of this year, on our forecasts—the
answer is probably no. Still, it should be
noted that this is not that far away from the
average rate of core inflation since 1999
(1.4%). Hence, it wouldn’t take that much in
terms of upside surprises to either growth
or core inflation, for the ECB to revisit the
risk-reward trade-off implicit in its current
ultra-loose monetary stance. A further
reduction in the monthly pace of asset
purchases, or early tapering, is therefore
something investors should have on their
radar for the second half of 2017. n

The information contained herein reflects the views of AllianceBernstein L.P. or its affiliates and sources it believes are reliable as of the date of this publication.
AllianceBernstein L.P. makes no representations or warranties concerning the accuracy of any data. There is no guarantee that any projection, forecast or opinion in
this material will be realized. Past performance does not guarantee future results. The views expressed herein may change at any time after the date of this
publication. This document is for informational purposes only and does not constitute investment advice. AllianceBernstein L.P. does not provide tax, legal or
accounting advice. It does not take an investor’s personal investment objectives or financial situation into account; investors should discuss their individual circum-
stances with appropriate professionals before making any decisions. This information should not be construed as sales or marketing material or an offer or solicitation
for the purchase or sale of any financial instrument, product or service sponsored by AllianceBernstein or its affiliates.

Note to Canadian Readers: AllianceBernstein provides its investment management services in Canada through its affiliates Sanford C. Bernstein & Co., LLC and
AllianceBernstein Canada, Inc.
Note to European Readers: This information is issued by AllianceBernstein Limited, 50 Berkeley Street, London W1J 8HA. Registered in England, No. 2551144.
AllianceBernstein Limited is authorised and regulated in the UK by the Financial Conduct Authority (FCA).
Note to Austrian and German Readers: This information is issued in Germany and Austria by AB Europe GmbH. Local paying and information agents: Austria—Uni-
Credit Bank, Austria AG, Schottengasse 6-8, 1010 Vienna; Germany:—BHF-Bank Aktiengesellschaft, Bockenheimer Landstrasse 10, 60323 Frankfurt am Main.
Note to Swiss Readers: This document is issued by AllianceBernstein Schweiz AG, Zürich, a company registered in Switzerland under company number CHE-
306.220.501. AllianceBernstein Schweiz AG is authorised and regulated in Switzerland by the Swiss Financial Market Supervisory Authority (FINMA) as a distributor
of collective investment schemes. Swiss Representative & Swiss Paying Agent: BNP Paribas Securities Services, Paris, succursale de Zürich. Registered office:
Selnaustrasse 16, 8002 Zürich, Switzerland, which is also the place of performance and the place of jurisdiction for any litigation in relation to the distribution of
shares in Switzerland. The Prospectus, the key investor information documents, the Articles or management regulations, and the annual and semiannual reports of the
concerned fund may be requested without cost at the offices of the Swiss representative. This document is directed at Qualified Investors only.
Note to Australian and New Zealand Readers: This document has been issued by AllianceBernstein Australia Limited (ABN 53 095 022 718 and AFSL 230698).
Information in this document is intended only for persons who qualify as “wholesale clients,” as defined in the Corporations Act 2001 (Cth of Australia) or the Financial
Advisers Act 2008 (New Zealand), and should not be construed as advice.
Note to Readers in Vietnam, the Philippines, Brunei, Thailand, Indonesia, China, Taiwan and India: This document is provided solely for the informational
purposes of institutional investors and is not investment advice, nor is it intended to be an offer or solicitation, and does not pertain to the specific investment
objectives, financial situation or particular needs of any person to whom it is sent. This document is not an advertisement and is not intended for public use or
additional distribution. AllianceBernstein is not licensed to, and does not purport to, conduct any business or offer any services in any of the above countries.
Note to Readers in Malaysia: Nothing in this document should be construed as an invitation or offer to subscribe to or purchase any securities, nor is it an offering of
fund management services, advice, analysis or a report concerning securities. AllianceBernstein is not licensed to, and does not purport to, conduct any business or
offer any services in Malaysia. Without prejudice to the generality of the foregoing, AllianceBernstein does not hold a capital markets services license under the Capital
Markets & Services Act 2007 of Malaysia, and does not, nor does it purport to, deal in securities, trade in futures contracts, manage funds, offer corporate finance or
investment advice, or provide financial planning services in Malaysia.
Note to Singapore Readers: This document has been issued by AllianceBernstein (Singapore) Ltd. (“ABSL”, Company Registration No. 199703364C). ABSL is a
holder of a Capital Markets Services Licence issued by the Monetary Authority of Singapore to conduct regulated activity in fund management and dealing in
securities. AllianceBernstein (Luxembourg) S.à r.l. is the management company of the portfolio and has appointed ABSL as its agent for service of process and as its
Singapore representative. This document has not been reviewed by the MAS.
Note to Taiwan Readers: AllianceBernstein L.P. does not provide investment advice or portfolio-management services or deal in securities in Taiwan. The products/
services illustrated here may not be available to Taiwan residents. Before proceeding with your investment decision, please consult your investment advisor.
Note to Hong Kong Readers: This document is issued in Hong Kong by AllianceBernstein Hong Kong Limited , a licensed entity regulated by the
Hong Kong Securities and Futures Commission. This document has not been reviewed by the Hong Kong Securities and Futures Commission.
Note to Japan Readers: This document has been provided by AllianceBernstein Japan Ltd. AllianceBernstein Japan Ltd. is a registered investment-management
company (registration number: Kanto Local Financial Bureau no. 303). It is also a member of the Japan Investment Advisers Association; the Investment Trusts
Association, Japan; the Japan Securities Dealers Association; and the Type II Financial Instruments Firms Association. The product/service may not be offered or sold
in Japan; this document is not made to solicit investment.


