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As Europe continues to grapple with a supply shortage of vaccines for their mass Covid-

19 vaccination programme and the economic impact of widespread lockdown measures across

the continent, the European Commission sheds some positive news on Europe with the

successful sale of the first European Union (EU) SURE bond issuance in 2021.  If we look

at the two viable tools at Europe’s disposal to repair the European economy from the

scars of the health pandemic, we can probably point to the European Central Bank’s (ECB)

€1.85 trillion Pandemic Emergency Purchase Programme (PEPP) programme and the €850

billion expected issuances of EU bonds under Support to mitigate Unemployment Risk in an

Emergency (SURE) and NextGenerationEU. PEPP is aimed at helping ensure favourable

financial conditions meanwhile the EU bond programmes will help EU member states repair

their economies by borrowing at favourable rates to fund their recovery plans. In this

blog, we will explore the details of the latest EU bond SURE issuance and consider how

the ECB’s quantitative easing (QE) programme and the new EU bond issuance could possibly

be intertwined to help facilitate a sustainable economic recovery in Europe.

According to the European Commission press release, on 26th January 2021 the European

Union issued a €14 billion dual tranche social bond split over two distinct tenors:

€10bn new line due in June 2028 and €4bn reopening of the outstanding November 2050

line. This was the first 2021 issuance and the fourth EU transaction under the Support

to mitigate Unemployment Risk in an Emergency (SURE) programme. First EU bond issuance

in 2021: 

 

The 7-year bond was priced at 16 basis points below mid-swaps which is equivalent to

20.0 basis points over the 0.500% Bund (German Government Bond) due 15-Feb-2028

 

The 30-year bond reopening was priced at 5 basis points over mid-swaps, which is

equivalent to 25.2 basis points over the 0.000% Bund due 15-Aug-2050

It was noted that investor demand was reconfirmed by the 829 orders received across both

tenors, with meaningful interest by ESG investors in both tranches. EU SURE bonds fall

under the social bond framework and are considered sustainable bonds.

PEPP is more flexible than prior QE

 

The ECB has long been judged on its ability to fulfil its Quantitative Easing programmes

due to limitations on public debt purchases of Sovereign bonds guided by the Eurosystem

capital key of the national central banks. The capital key provides a guide to the ratio
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of each Eurozone government’s bonds that the ECB can purchase.  Given the extraordinary

economic situation that the health pandemic has posed, the new PEPP launched in March

2020 was given the flexibility to ignore the capital key if needed to support the smooth

transmission of monetary policy1. Ultimately, greater flexibility means that PEPP can

tilt their purchases of European government bonds and Supranational bonds as required to

prevent a tightening of financing conditions which could weigh negatively on inflation.

Considering the cumulative net purchases by country under the PEPP programme, Germany

continues to dominate the bulk of the purchases with France a close second. Among

European Sovereigns, while the Netherlands is the second largest AAA rated issuer ranked

by Sovereign debt outstanding, it is interesting to note that cumulative Supranational

purchases have surpassed that of the Netherlands as at end of November 2020. The

Supranational space includes several highly rated European Supranationals but the

limited size of this market estimated at around €800bn2 has also put an imaginary upper

limit on the ECB’s potential purchases of these bonds.

 

Chart 1:  Bimonthly breakdown of public sector securities under the PEPP1

* Cumulative net purchase figures represent the difference between the acquisition cost of all purchase operations

and the redeemed nominal amounts.

** Remaining weighted average maturity (WAM) in years.
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Notes: Figures may not add up due to rounding. Figures are preliminary and may be subject to revision. The

purchase volumes are reported on a settlement basis and net of redemptions.

Source: European Central Bank website. https://www.ecb.europa.eu/mopo/implement/pepp/html/index.en.html

 

Interestingly, the € Supranational space is set to grow substantially under two new

programmes with a total envelop of around €850 bn which will be funded by European Union

bonds (EU). The SURE programme is already functional and is currently in its fourth

issuance of EU bonds meanwhile NextGenerationEU is awaiting final approval by EU member

states before becoming operational.3

SURE: Approved on 19 May 2020, the Support to mitigate Unemployment Risks in an

Emergency (SURE) loan programme, is aimed at helping mitigate Unemployment Risks in

an Emergency to EU member states by providing loans of up to €100bn total. EU bonds

issuance fall under the social bond framework.

NextGenerationEU: with an envelope of €750bn is a massive new source of funding to

help repair the immediate economic and social damage brought about by the

coronavirus pandemic. The goal is to make Europe greener, more digital, more

resilient, and better fit for the current and forthcoming challenges. 

 

Together the expected new issuance will position the EU as the second largest AAA rated

issuer and will make the EU the largest €Supranational. Thus far, the new EU bonds

issued under the SURE programme have benefitted from very strong investor demand in the

primary markets3. The strong investor demand is a positive sign given the EU’s ambition

to raise their outstanding debt by nearly 17 times the level it was prior to the Covid-

19 pandemic. EU bonds could add another highly rated and liquid instrument with the

capacity to become a larger share of the ECB’s asset purchases under their quantitative

easing programmes. While the supply of EU bonds will rise, the demand for these bonds by

investors appears to be strong and the ECB may not be too far behind in this game.

 

With 2021 already off to a rocky start as Europe’s mass vaccination programme faces

large supply delays, the ECB and the EU will need all the tools possible to restart an

economy that continues to face weak inflation and an uncertain growth outlook in the

first half of 2021.

 

 

Source

1  European Central Bank website. https://www.ecb.europa.eu/mopo/implement/pepp/html/inde

x.en.html. As noted in “resolution 2020/440” of the ECB.

2 As at 31 December 2020, using the Bloomberg Barclays Euro Aggregate Bond Index

(LBEATREU) as a reference for the Euro Aggregate universe and € Supranational debt.

3 European Commission website, as of 18 January 2021. European Commission European Union

Investor Presentation, January 2021.

 

 

Related blogs

+ Could EU bonds provide the juice to boost

 

View the online version of this article here.
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Marketing communications issued in the European Economic Area (“EEA”):         This

document has been issued and approved by WisdomTree Ireland Limited, which is authorised

and regulated by the Central Bank of Ireland.

Marketing communications issued in jurisdictions outside of the EEA:         This

document has been issued and approved by WisdomTree UK Limited, which is authorised and

regulated by the United Kingdom Financial Conduct Authority.

WisdomTree Ireland Limited and WisdomTree UK Limited are each referred to as

“WisdomTree” (as applicable). Our Conflicts of Interest Policy and Inventory are

available on request. 

For professional clients only. The information contained in this document is for

your general information only and is neither an offer for sale nor a           

solicitation of an offer to buy securities or shares. This document should not       

be used as the basis for any investment decision. Investments may go up or down

in value and you may lose some or all of the amount invested. Past performance

is not necessarily a guide to future performance. Any decision to invest should

be based on the information contained in the appropriate prospectus and after          

seeking independent investment, tax and legal advice. 

The application of regulations and tax laws can often lead to a number of            

different interpretations. Any views or opinions expressed in this communication

represent the views of WisdomTree and should not be construed as regulatory, tax

or legal advice. WisdomTree makes no warranty or representation as to the          

accuracy of any of the views or opinions expressed in this communication. Any           

decision to invest should be based on the information contained in the          

appropriate prospectus and after seeking independent investment, tax and legal        

advice.

This document is not, and under no circumstances is to be construed as, an advertisement

or any other step in furtherance of a public offering of shares or securities in the

United States or any province or territory thereof. Neither this document nor any copy

hereof should be taken, transmitted or distributed (directly or indirectly) into the

United States. 

Although WisdomTree endeavours to ensure the accuracy of the content in this document,

WisdomTree does not warrant or guarantee its accuracy or correctness. Where WisdomTree

has expressed its own opinions related to product or market activity, these views may

change. Neither WisdomTree, nor any affiliate, nor any of their respective officers,

directors, partners, or employees accepts any liability whatsoever for any direct or

consequential loss arising from any use of this document or its contents.
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