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PEPP net vs. gross purchases: The case for better communication
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■

The most frequent discussions so far this year with clients have been on the extent of ECB support and PEPP details (how
long, how much, how flexible), a topic that has intensified after the March central bank meeting’s promise of “significantly”
more purchases. Although the ECB insists on not focusing on the weekly data, these updates, out every Monday at 15:45
CET, have indeed become a fixed appointment for investors. In recent months, they have caused some puzzlement by
showing a divergence between ECB action and its rhetoric.

■

This Monday was no exception: net purchases under the PEPP that settled in the period 12-16 April, the second full week of
2Q, were EUR 16.3bn, lower than in the previous week (EUR 17.1bn) and only 10% up from the average in 1Q (EUR 15bn).
While the ECB indications from the March meeting are subjective, we would be surprised if “significant increase” was meant
to be less than a 20-25% boost in purchases. Also, our understanding is that it referred to net purchases.

■

However, while net purchases were rather low, gross purchases, published yesterday, were very high at EUR 28bn. This is
due to a EUR 12bn redemption, the highest level so far and well above the YTD average (EUR 3.2bn). Which of the two
matters more, gross or net purchases? There are two key features of a QE program: net purchases and the composition of
the stock, summarized by the weighted average maturity (WAM). Usually, net purchases are the most important way for the
central bank to extract duration while reinvestments do not absorb any additional debt from private investors. However,
things are not so clear-cut with the PEPP, which is still only about one year old. Last week’s redemptions originate from
securities that were purchased with one-year maturity and, in case reinvestments are carried out with a significantly longer
maturity, this would extract duration. This would happen, for example, as the ECB runs off its portfolio of commercial paper,
which was almost EUR 13bn at the end of March. Discussing the relevance of gross versus net purchases becomes trickier.

■

More transparency regarding this program would help a great deal. If the ECB lengthens the maturity of its portfolio via
reinvestments, communicating this clearly to markets would increase its effectiveness. We will eventually get an indication by
looking at the data on the weighted average maturity (WAM) of the PEPP portfolio, but the data are only published every other
month, and the next release will be in June. Telling investors what they should look at to assess the ECB’s purchase action
would improve communication more than just insisting that investors should not read too much into weekly PEPP data.
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■

Finally, the ECB provides a twelve-month forward rolling estimate of APP redemptions. The time is ripe for a similar
disclosure also with respect to PEPP redemptions, especially if the difference between net and gross purchases carries any
relevance. If not, the ECB should explain why net purchases remain so low compared to 1Q, and clarify whether they plan to
implement the promised increase via gross or net purchases.
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