
 
 

 

 

Constraints on the European Central Bank’s QE programme 

The European Central Bank (ECB), under its Asset Purchase Programme (APP), is currently purchasing assets from the private 

sector at a pace of €80 billion a month. These purchases are funded through the creation of central bank reserves and so involve 

an expansion of the ECB’s balance sheet. A range of assets can be bought under the APP, but around 75 per cent are the sovereign 

bonds of Euro Area member states, bought under the Public Sector Purchases Programme (PSPP).1 At the end of September 2016, 

purchases under the PSPP have totalled €1.06 trillion, and the ECB has communicated that purchases will continue “until the end 

of March 2017, or beyond, if necessary, and in any case until the Governing Council sees a sustained adjustment in the path of 

inflation consistent with its aim of achieving inflation rates below, but close to, 2 per cent over the medium term” (Draghi, 2015).2 

As discussed in Box A of the November 2015 Review, the PSPP is subject to a number of constraints. First, purchases are to be 

spread among economies broadly in line with their weighting within the ECB’s capital key. Second, there are both issuer and issue 

constraints which respectively mean that the PSPP can neither hold more than 33 per cent of any particular sovereign’s bonds, 

nor more than 33 per cent of any particular bond issue, on a nominal basis.3 Finally, only bonds that yield a return in excess of the 

ECB’s deposit facility rate (currently –0.4 per cent) are eligible to be purchased. 

 
In February 2016 we highlighted that, were the PSPP to continue to expand at its current pace until March 2017, in a pattern 

consistent with the ECB’s capital key, there was a risk that the issuer and issue limits would bind for a number of EMU sovereigns. 

This concern was echoed by the ECB itself, with members of the Governing Council discussing “possible future challenges 

regarding the Eurosystem’s ability to source sufficient eligible bonds in the market under the APP”.4 In September, the ECB 

announced that it would undertake an evaluation of the options available to ensure smooth implementation of the purchase 

programme in the environment of interest rates much lower than when the parameters were originally set. In this Box we re-visit 

the question of constraints on the PSPP in light of recent policy and bond market developments. 

 
For a start, government bond yields have fallen in recent months, most notably in core EMU economies. Taking the German 

case as an example, around 50 per cent of outstanding nominal government bonds with a maturity of 2–30 years now yield less 

than –0.4 per cent and so are ineligible. This takes the maximum quantity of German Federal securities available to be purchased 

under the programme from just over €744 billion to €380 billion. Making the unrealistic assumption that the ECB does not yet 

hold any of these securities, the issue limit would reduce this total by one third to just €127 billion. To put this in context, the 

ECB has already bought twice this amount of German securities under the PSPP to date. Based on the current rate of purchases 

(approximately €17 billion of bunds each month), this would imply that the issue constraint on German bunds would bind by 

mid-2017. Remember, this is assuming that the ECB currently hold zero per cent of the issue of these eligible bonds. In reality it 

is likely that they already hold significant quantities of them. 

 
Since last February, a number of changes to the PSPP have already been brought into effect to alleviate some of the constraints. 

The issue and issuer limits were increased for bonds issued by EU supranational organisations from 33 per cent to 50 per cent, 

although purchases of bonds from these organisations is restricted to 10 per cent of the total purchases made by any National 

Central Bank in any given month. What is more, the pool of securities that qualify under the programme was enlarged in December 

2015 to include bonds issued by regional and local governments, while in both April and June 2016 the already expanded list of 

agencies whose bonds qualified was widened further. These measures alleviate the constraints somewhat, in the near term, by 

introducing more eligible securities to the programme, but they do not address the issue limit on Euro Area sovereign bonds. 

 
As we have discussed, in the case of Germany, it is the issue limit which is most likely to bind. The fact that large quantities of 

the German bund market are ineligible due to their low yields makes it very unlikely that the issuer limit can be reached, and 

Germany has the largest weighting in the ECB’s capital key. The only clear way to loosen the constraint for purchases in Germany 

is therefore to increase the range of securities eligible to be purchased. However, for economies such as Italy, the debt market 

is of sufficient size that neither the issue nor issuer limit are likely to bind in the near term. Rather, purchases of Italian securities 

are constrained by the capital key system and therefore the potential of the PSPP could be expanded through relaxing the need 

for purchases to adhere to the capital key and focus more on debt markets, where there is the depth of eligible securities to be 

purchased, either because rates are higher or the overall size of the market is larger. 

 
Even if the PSPP were not to breach the self-imposed limits, markets themselves may provide a further constraint on a significant 

expansion of the policy. Recent market movements have been highly suggestive of an excess demand for safe assets and volatility 

and illiquidity in markets such as that for German government securities. It is conceivable that this is, at least in part, a result of 

the distortions created by the ECB becoming such a large agent in these markets. If this is the case, then further expansion of the 

PSPP in this way would only exacerbate the problem. Further monetary policy stimulus by the ECB would then almost certainly 

need to be through an acceleration of purchases of private sector assets, or else the Governing Council may face an unintended 

need to taper the asset purchase programme.5 



 

 
 

Constraints on the European Central Bank’s QE programme (continued) 

 
 

A further €245 billion of asset purchases are made up of covered bonds, asset backed securities and, from June 2016, 

corporate bonds. 

The Governing Council have confirmed the open-ended element of asset purchases at each subsequent meeting. 

These limits were widened in September 2015, from their original value of 25 per cent. 

https://www.ecb.europa.eu/press/accounts/2016/html/mg161006.en.html. 

The introductory statement from the press conference after the ECB’s October 2016 meeting suggests the bank is exploring 

the design of the APP (Draghi, 2016) . 
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