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ECB turning risk manager

e At today’s ECB meeting the ECB maintained its 'significant' higher PEPP purchase
pace in Q3. Given the relatively upbeat change in the growth and inflation assessment,
this was a slight surprise to us.

o President Lagarde mentioned the observed financial market tightening with reference
to the bond market sell-off in May and the risk of spill-overs to financing conditions
for households and non-financial corporations, which so far had remained broadly
stable. To square this assessment with the ECB decision this makes us conclude, that
ECB took the decision to maintain the significantly higher PEPP purchase rate from a
risk perspective and not as much from a economic perspective.

e ECB fully changed the growth risk assessment to ‘broadly balanced'

o The staff proposal saw broad agreement, and the introductory statement had unanimous
support amid GC members. This leads us to conclude that the dovish camp currently
has the upper hand while divisions persist. A bigger ‘battle’ looms at the September
meeting. The big question remains when markets will test this message of unity and
low volatility hypothesis as it will become evident that a major PEPP discussion will
take place in September, in the absence of adverse events.

o Extending the ‘significant’ purchase pace into Q3, with some slowdown due to seasonal
factors, will either lead to a quick tapering in Q4 21 and Q1 22 or that ECB PEPP
purchases may be conducted beyond March 2022 as well.

e Amid the US CPI figure released at 14:30 CET that also had to be digested by markets,
EGB yields were broadly unchanged during the press conference. The staff projections
caused a mildly positive reaction in the FX space.

Erring on the side of caution despite brighter economic outlook

President Lagarde presented a more optimistic economic outlook given the progress on the
vaccination campaign and substantial additional fiscal policy measures (NGEU and US
packages). Both the growth and inflation projections for 2021 and 2022 were revised up
significantly, accompanied by higher core inflation forecasts. ECB expects a further
acceleration in economic activity in H2 21 on the back of a pick-up in consumer spending,
strong global demand and accommodative fiscal and monetary policies. Growth risks are
now seen as broadly balanced, but uncertainties remain regarding the course of the
pandemic and how the economy responds after reopening.

A gradual increase in underlying inflation pressures is envisioned in the coming years, not
least owing to supply constraints and strengthening domestic demand. That said, ECB still
sees headline inflation increases during 2021 as transitory, with HICP remaining below
target in 2022 and 2023. For a more sustained rise in price pressures, a tighter labour market
and higher wages remain the missing ingredients. We agree with the ECB on that point and
see few evidence that core inflation is about to return to the highs preceding the Global
Financial Crisis on a sustained basis (see Research Euro Area - Mind the inflation gap, 8
June)

Important disclosures and certifications are contained from page 3 of this report.
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A more optimistic economic outlook

ECB projections
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Parenthesis are the old ECB projections (from March 2021)

Source: ECB and Danske Bank
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ECB's alternative scenarios for GDP and HICP inflation in the euro area

(chain-linked volumes, 2019Q4=100 (left-hand chart); annual percentage changes (right-hand chart))
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Note: Data for real GDP are seasonally and working day adjusted. The vertical line indicates the start of the
projection horizon. Historical data may differ from the latest Eurostat publications due to data releases after the
cut-off date for the projections.
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FX: ECB optimism well priced in

In line with our expectation, ECB optimism came through in forecasts on growth and
inflation. As often has been the case, such optimism is mildly positive for EUR/USD as
well. Overall though, the short-term outlook will likely continue to be that spot remains in
the recent range of 1.20-1.24 and measures of volatility are also coming lower too. The
next focus for spot will turn to FOMC and PMIs which do have the scope to take spot to
end-point of these intervals (in both directions). Looking ahead, we continue to expect
EUR/USD to move towards 1.15 in 12m.
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interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for
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Danske Bank A/S is not subject to U.S. rules with regard to the preparation of research reports and the independence
of research analysts. In addition, the research analysts of Danske Bank A/S who have prepared this research report
are not registered or qualified as research analysts with the New York Stock Exchange or Financial Industry
Regulatory Authority but satisfy the applicable requirements of a non-U.S. jurisdiction.

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument
may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financial
instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S.
Securities and Exchange Commission and may not be subject to the reporting and auditing standards of the U.S.
Securities and Exchange Commission.

Disclaimer related to distribution in the United Kingdom

In the United Kingdom, this document is for distribution only to (I) persons who have professional experience in
matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000
(Financial Promotion) Order 2005 (the ‘Order’); (11) high net worth entities falling within article 49(2)(a) to (d) of
the Order; or (111) persons who are an elective professional client or a per se professional client under Chapter 3 of
the FCA Conduct of Business Sourcebook (all such persons together being referred to as ‘Relevant Persons’). In
the United Kingdom, this document is directed only at Relevant Persons, and other persons should not act or rely
on this document or any of its contents.

Disclaimer related to distribution in the European Economic Area

This document is being distributed to and is directed only at persons in member states of the European Economic
Area (‘EEA’) who are ‘Qualified Investors’ within the meaning of Article 2(e) of the Prospectus Regulation
(Regulation (EU) 2017/1129) (‘Qualified Investors’). Any person in the EEA who receives this document will be
deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also be deemed to
have represented and agreed that it has not received this document on behalf of persons in the EEA other than
Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for whom the
investor has authority to make decisions on a wholly discretionary basis. Danske Bank A/S will rely on the truth
and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a Qualified
Investor should not act or rely on this document or any of its contents.

Report completed: 10 June 2021, 16:40 CET
Report first disseminated: 10 June 2021, 17:10 CET

4| 10June2021

https://research.danskebank.com




