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Investment Research — General Market Conditions   

  
The art of Kremlinology 

This week has been full of speeches from global central banks. According to Bloomberg 

alone, 14 speeches from the ECB and 17 speeches from Fed members were scheduled. On 

top of this we had FOMC minutes. The reasons are that the important 26 October ECB 

meeting, where the board has promised to outline the future for the ECB QE programme, 

is drawing closer; the Fed is widely discussing balance sheet reduction and low inflation 

versus a low unemployment rate and, not least, that we have the annual IMF meeting in 

Washington this week. 

However, there is still plenty of information for central bank watchers to scrutinise. Central 

bank watching is sometimes referred to as the new art of ‘Kremlinology’, a term applied to 

Western analysts during the cold war who were trying to figure out what was really going 

on behind closed doors at the Kremlin. Even small changes in wording, the removal of 

certain people from the public and the way articles were arranged in Pravda were 

scrutinised. The question is whether these signals were intentional and indeed they were 

probably often misinterpreted by analysts. 

Forecasting capabilities have not improved 

The uncertainty is how much value we can actually derive from central bank watching. It 

has been best practice among central banks for years to provide information about monetary 

policy in order to increase its effectiveness. 

However, what about the art of forecasting financial and macroeconomic variables? In a 

working paper from the Swiss National Bank (SNB), the authors Thomas Lustenberger and 

Enzo Rossi argue, based on a large sample of data, that increased central bank 

communication does not improve the accuracy of private forecasts. Furthermore, they argue 

that more frequent communication increases both forecast errors and their dispersion. So, 

perhaps ‘speech is silver, silence is golden’ when it comes to forecasting on the back of 

central bank speeches. 

Central bankers often on the wires… 
 

…but some are more active that others 
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Strategy 

All eyes on the ‘talking heads’ 

Key points 

 Global central bankers are busy 

on the news wires but new 

research indicates that the 

accuracy of forecasting financial 

and macroeconomic variables has 

not improved. 

 Market to focus on what ‘QE path’ 

the ECB will choose on 26 

October, when it is due to reveal 

the bulk of its decisions regarding 

the future of the QE programme. 

 It seems that two ‘paths’ are on 

the table. Either an extension for 

six months with EUR40bn a 

month in purchases or purchases 

for nine/12 months but only 

EUR20bn or EUR30bn a month. 

 We believe for now in the first 

‘path’ but acknowledge that the 

purchase constraints that make it 

more and more difficult for the 

ECB to buy according to the 

‘Capital Key’ makes a ‘longer, but 

smaller’ monthly amount ‘path’ 

more likely. 

Head of Fixed Income Research 
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https://snb.ch/n/mmr/reference/working_paper_2017_12/source/working_paper_2017_12.n.pdf


 

2 |     13 October 2017 www.danskeresearch.com 
 

 

Strategy  

But we still keep an eye on ECB and Fed speeches 

With these academic findings in mind, we should probably end this document here. 

However, we stick to our Kremlinology business and give our interpretation of the latest 

communication from the ECB and the Fed. 

If we start with the ECB, it seems that at the forefront of the discussion is not so much 

whether the QE programme should be extended into 2018 but rather what the ECB thinks 

is the most appropriate way to move forward when the Governing Council makes the bulk 

of its decisions regarding the future of the QE programme at its 26 October meeting. 

In the minutes from the 6-7 September ECB meeting, the ECB said ‘within the framework 

of the Governing Council’s forward guidance, the benefits from a longer intended purchase 

horizon, combined with a greater reduction in the pace, were compared with those from a 

shorter period of purchases and larger monthly volumes’. 

It appears there are two options now on the table: either an extension for six months, with 

EUR40bn a month in purchases or purchases for nine/12 months but at only EUR20bn or 

EUR30bn a month. It is also noteworthy that the ECB minutes state that ‘the monetary 

policy stance would remain highly accommodative in either scenario on account of the 

range of policy instruments in place, most notably the reinvestment of the principal of 

maturing securities, the liquidity related to the targeted longer term refinancing operations, 

and the forward guidance on the ECB’s key policy rates’. 

In particular, the discussion regarding the reinvestment flows, which could be as high as 

EUR15-20bn a month in 2018, is attracting increasingly more attention. It is likely the 

reinvestment flows will be an important part of the exit discussion that the ECB will, in our 

view, try to sell as a very ‘soft exit’. 

We plan to publish an in-depth ECB preview ahead of the 26 October meeting but for now 

we stick with the view that the ECB will announce a six-month extension with a monthly 

pace of EUR40bn. We expect a ‘small’ three-month EUR20bn extension after that. That 

said, the purchase constraints that make it more and more difficult for the ECB to buy 

according to the ‘Capital Key’ in the low-debt countries make a ‘more months but smaller 

monthly amount path’ more likely. 

Fed: on track for a December hike 

In respect to the Fed, it also released minutes this week. Here, we already know the different 

positions among the FOMC members. The most dovish FOMC members (Lael Brainard, 

Charles L. Evans and Neel Kashkari) argued that the Fed should not hike further this year, 

as low inflation may not be just transitory due to low inflation expectations and labour 

market slack. The core FOMC members on the other hand think it is appropriate to tighten 

monetary policy further, as above-trend growth tightens the labour market further, which 

eventually leads to higher wage growth and hence higher inflation; in other words, they 

still have a strong belief in the Phillips curve. In our view, they are likely to feel relieved 

about the latest average hourly earnings figures, which came out much higher than expected 

in September. 

All in all, it remains our base case that the Fed will hike in December, as the core voting 

FOMC members put more weight on labour market data than current inflation data, 

although we agree with the dovish camp that low inflation may not be temporary due to 

low inflation expectations. For more, see FOMC minutes: Core members still want to hike 

in December, 11 October. 

What QE profile will the ECB favour in 

2018? 

 
Source: , Danske Bank forecasts, Macrobond 

Financial 

 

http://danskeanalyse.danskebank.dk/abo/FOMCminutes111017/$file/FOMC_minutes_111017.pdf
http://danskeanalyse.danskebank.dk/abo/FOMCminutes111017/$file/FOMC_minutes_111017.pdf
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Global market views 

  

Source: Danske Bank 

 

Asset class Main factors

Equities

Positive on equities

Bond market

German/Scandi yields – set to stay in recent range for now, higher 
on 12M horizon

Inflation set to stay subdued despite decent growth. Stronger euro keeps euro inflation outlook down. ECB to normalise gradually only, due to lack of wage pressure and stronger 
euro. Focus on possible tapering but this is more of a 2018 story.

EU curve – 2Y10Y set to steepen when long yields rise again The ECB keeps a tight leash on the short end of the curve. With 10Y yields stable, the curve should change little on a 3-6M horizon. Risk is skewed towards a steeper curve earlier 
than we forecast.

US-euro spread set to widen marginally The Fed's QT programme (balance sheet reduction) is set to happen at a very gradual pace and the affect on the Treasury market should be benign. Yet, market pricing for Fed 
hikes is relatively dovish and yields should edge higher on a 12M horizon. 

Peripheral spreads – tightening but still some factors to watch We expect economic recovery, ECB stimuli, better fundamentals, particularly in Portugal and Spain, an improved political picture and rating upgrades to lead to further tightening 
despite the recent strong moves. Italy is the big risk factor but very expensive to be short Italian bonds. The focus on Catalonia and its call for independence is a risk for Spanish 
government bonds.

FX

EUR/USD – consolidating near term but upside risks in 2018 EUR/USD has turned for good, as the ECB has reluctantly allowed 'reverse gravity' to kick in but upward momentum should wear off near term. Upside risks dominate in 2018.

EUR/GBP – upside risks remain but GBP to strengthen eventually Deteriorating growth prospects and Brexit mess to keep EUR/GBP afloat near term. Downward move on Brexit clarification and valuation further out.

USD/JPY – gradually higher longer term but challenged near term Policy normalisation at the Fed and eventually at the ECB, while the Bank of Japan is staying dovish, means support for EUR/JPY and USD/JPY alike throughout our forecast 
horizon.EUR/SEK – consolidation near term, gradually lower further out Gradually lower in the longer term on fundamentals but near term further SEK potential is limited by a cautious Riksbank. 

EUR/NOK – upside risks in Q4, then gradually lower NOK headwinds near term due to positioning, oil price and rates potential but longer term we expect the NOK to rebound on valuation, growth and real-rate differentials.

Commodities

Oil price – range trading Speculation about deeper output cut from Saudi Arabia. Geopolitical risks looming in the background. 

Metal prices –  to fall back Ignoring strong PMIs. Sentiment is turning negative again, as China is set to slow again after National Congress.

Gold price – range-bound Tug of war between safe-haven demand from rising global geopolitical tensions and negative impact of hawkish Federal Reserve.

Agriculturals – trending higher Weather-related supply concerns supporting prices.

We are positive on equities, as we think the global business cycle is still strong, risks are low and central banks are tightening monetary policy only gradually. 
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Disclosures 
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Regulation 
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Disclaimer related to distribution in the United States 
This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets 

Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/A, pursuant to SEC Rule 15a-6 and related 

interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for 

distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske 

Markets Inc. accepts responsibility for this research report in connection with distribution in the United States solely 

to ‘U.S. institutional investors’. 

Danske Bank 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 who have prepared this research report are not 

registered or qualified as research analysts with the NYSE or FINRA 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 
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instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S. 
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Securities and Exchange Commission. 
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