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Investment Research — General Market Conditions   

    
 ECB’s first meeting since the new strategy took effect was mostly about aligning 

the language from the June decision to the review outcome. The bond buying (APP 

and PEPP) guidance were unchanged.  

 The main new element worth highlighting is the forward guidance on rates stating 

that inflation has to reach ‘two per cent well ahead of the end of its projection 

horizon and durably for the rest of the projection horizon’ which compares ‘to the 

end of the forecast horizon’ in June.  

 This also means that the new strategy is more focused on the duration of the 

accommodative policy stance and not the size of the support.  

 There was ‘disagreement at the margin’ on the wording.  

 Overall, markets showed only limited reactions to the meeting.  

Stepped up inflation ambitions… 

The July ECB meeting marked the first time we are seeing the new monetary strategy in 

action (see also Flash: ECB Research - Strategic Review: Striving for symmetry, 8 July 

2021). As policy rates have been close to the lower bound for some time and the medium-

term inflation outlook remains well below target, ECB has adjusted its forward guidance 

on rates, in an attempt to underline its commitment to maintain a persistently 

accommodative monetary policy stance. Policy rates are now expected to remain at their 

present or lower levels until ECB sees inflation reaching 2% well ahead of the end of its 

projection horizon and durably for the rest of the projection horizon, and that this is also 

confirmed by underlying inflation. This may also imply a transitory period in which 

inflation is moderately above target. Further, this also means that ECB wants to observe 

realised inflation printing closer to / at the target earlier in the forecast horizon (currently 

until 2023) compared to the earlier medium-term orientation (end of forecast horizon).  

…But without new monetary policy stimulus  

Maintaining favourable financing conditions remains key for the recovery to turn into a 

lasting expansion and hence ECB bond purchase programmes will continue unchanged. 

The total PEPP envelope continues to amount to EUR 1850bn, with purchases conducted 

at least until March 22 and at 'significantly' higher pace in Q3 21 than compared to the start 

of the year, while APP purchases continue at a pace of EUR 20bn/month. 

Overall, the new forward guidance on rates is slightly more dovish than previously in our 

view, as it allows for a more persistent easy monetary policy stance. However, despite the 

changes in the wording, we do not see it as much of a change in substance: no new monetary 

policy signals have been sent and the change is more related to the duration of support 

rather than the size of monetary stimulus  
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‘Inflation’ appears more frequently 

than previously 
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Stepping up on inflation ambitions, but not on tools 
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Economic recovery on track, but inflation remains off target 

Comments from President Lagarde suggested a continued constructive view on the 

economy, while the inflation outlook remains a cause of concern. The euro area 

recovery was seen on track, as vaccinations have accelerated and lockdown restrictions 

been eased. However, the pandemic also continues to cast a shadow, especially related to 

uncertainty from the spreading of the delta variant for service sector activity. Employment 

is still some 3.3mio below pre-crisis levels and many people remain on job retention 

schemes. Overall, risks to the economic outlook remain broadly balanced. This is important 

in our view, as a PEPP extension would likely require downside risks coming to the fore 

again. 

The inflation increase this year was still seen as temporary by the ECB due to energy and 

German VAT base effects and the outlook for inflation over medium-term remained 

subdued. Longer-term inflation expectations have increased, but still remain some way off 

the 2% target. Significant slack in economy and weak wage growth are holding back 

underlying inflation pressures, despite supply chain cost pressures Overall, Lagarde 

stressed that there is still some way to go before the fallout from the pandemic on inflation 

is eliminated. We share the this view, see Research Euro Area - Mind the inflation gap, 8 

June 2021. 

Market reaction 

As expected, the ECB meeting was a non-event for FX markets. The EUR initially found 

its clue from relative EUR fixed income performance but during the press conference the 

single currency stabilised at close to unchanged levels for the day. Looking ahead, we 

strategically favour more EUR/USD downside but emphasise that this is much more a play 

on USD real rates, global inflation exposure and global cross asset moves than it is a play 

on ECB monetary policy. 

Regarding bond markets, we saw a small amount of volatility during the press conference, 

with 10y German Bund touching -42bp, but ended virtually unchanged around -40bp, the 

level also heading into the 13:45 decision. The front of the curve is set to remain anchored 

for a long time and the front end is now also subject to significant directional risk. 

Furthermore, this leaves the 10y leg as the determining factor for curve slopes, see more in 

COTW: Central banks are not the only game in town, 1 July 2021. 

 

 

Increasing confidence is boosting the 

recovery in spending 

 
Source: Eurostat, EU Commission, Macrobond, 

Danske Bank 
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Disclosure 
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Analyst certification 
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Regulation 

Authorised and regulated by the Danish Financial Services Authority (Finanstilsynet). Deemed authorised by the 

Prudential Regulation Authority. Subject to regulation by the Financial Conduct Authority and limited regulation 

by the Prudential Regulation Authority. Details of the Temporary Permissions Regime, which allows EEA-based 

firms to operate in the UK for a limited period while seeking full authorisation, are available on the Financial 

Conduct Authority’s website. 

Danske Bank’s research reports are prepared in accordance with the recommendations of the Danish Securities 

Dealers Association. 

Conflicts of interest 

Danske Bank has established procedures to prevent conflicts of interest and to ensure the provision of high-quality 

research based on research objectivity and independence. These procedures are documented in Danske Bank’s 

research policies. Employees within Danske Bank’s Research Departments have been instructed that any request 

that might impair the objectivity and independence of research shall be referred to Research Management and the 

Compliance Department. Danske Bank’s Research Departments are organised independently from, and do not 

report to, other business areas within Danske Bank.  

Research analysts are remunerated in part based on the overall profitability of Danske Bank, which includes 

investment banking revenues, but do not receive bonuses or other remuneration linked to specific corporate finance 

or debt capital transactions. 

Financial models and/or methodology used in this research report 

Calculations and presentations in this research report are based on standard econometric tools and methodology as 

well as publicly available statistics for each individual security, issuer and/or country. Documentation can be 

obtained from the authors on request. 
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This research report is protected by copyright and is intended solely for the designated addressee. It may not be 
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Disclaimer related to distribution in the United States 
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Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related 
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