
Marketing communication 22 July 2021 
 

1/6 RaboResearch | Lost in translation | 22-07-2021, 17:13 

 Please note the disclaimer at the end of this document. 

RaboResearch 

Global Economics & 

Markets 

mr.rabobank.com 

 

Bas van Geffen, CFA 

Senior Macro Strategist 

+31 30 712 1046 

Elwin de Groot 

Head of Macro Strategy 

+31 30 712 1322 

 

 

 

 

 

 

 

 

Lost in translation 

ECB post-meeting comment 

 
Contents

Forward guidance: new words, same story? 1 Introducing asymmetric sensitivity to inflation 2 

Summary 

 The ECB’s guidance on rates received a slightly dovish update, as expected. 

 By shifting their focus on reaching the 2% aim “well ahead” of the end of their projection 

horizon, the ECB conveyed the message that its monetary accommodation will be persistent. 

 We believe that the ECB’s reaction function has not changed materially. 

 However, with more emphasis on the midpoint of the staff projections, the ECB may have 

added some downward bias to the markets’ response to inflation data and forecasts. 

Policy decisions 

 The ECB left the deposit rate unchanged at -0.50%, while keeping the refi rate at 0.00%. 

 The PEPP envelope remains at EUR 1,850bn.  

 The ECB confirmed PEPP purchases to continue at “a significantly higher pace” this quarter. 

As widely expected, the ECB did not announce new stimulus in pursuit of its updated inflation 

aim. However, by shifting the focus on inflation reaching the 2% target “well ahead” of the end 

of its projection horizon, the ECB emphasised it will be persistent in providing monetary 

stimulus. Moreover, while it may not have materially changed the ECB’s reaction function, it 

may have added some downward bias to the markets’ reaction function to inflation forecasts, 

with the end-point of the staff projections becoming less indicative for future rate hikes. 

Forward guidance: new words, same story? 

The ECB now expects rates to “remain at present or lower levels until it sees inflation reaching 

two per cent well ahead of the end of its projection horizon, and durably for the rest of the 

projection horizon.” While this still leaves ample of room for different interpretations of ‘well 

ahead’ – is that a year, or even two?– it does emphasise that the ECB will be persistent when it 

comes to keeping monetary policy accommodative. That said, we doubt that it really marks a shift 

in the ECB’s reaction function. 

Compare that new rates guidance to the previous one, which required “robust convergence [of 

inflation to the target] within its projection horizon” (emphasis ours). The projection horizon 

usually spans 2.5-3 years ahead, so the old forward guidance suggested that inflation should 

return to its aim within that time. The introduction of the phrase “well ahead” suggests that the 

ECB’s nearer term inflation forecasts now also need to be closer to 2% before the bank considers 

any rate hikes.  

Note that the strategy review did not alter the medium-term orientation of the inflation target, 

nor did it change the horizon of the staff projections. Furthermore, the ECB reconfirmed today 

that “[durable convergence of inflation] may also imply a transitory period in which inflation is 

moderately above target”. Considering that the staff projections provide annual inflation forecasts, 

this new guidance suggests to us that the ECB will at least tolerate one year of above-target 

inflation. 
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That said, the change from ‘within’ to ‘well ahead of’ was not the only update to the forward 

guidance on rates. At risk of putting too much weight on a word-by-word comparison, we would 

add that the old statement specifically called for “robust convergence” within the horizon, while 

the new statement calls for convergence well ahead of the horizon, “and durably for the rest of the 

horizon”. In other words, both statements require the staff projections to confirm a more or less 

similar period of convergence, before the Council will consider hiking its key policy rates. So we 

don’t believe that this update marks a material change in the ECB’s reaction function. Nor does 

it really affect our expectations of the timing of a first rate hike, which we had already pencilled 

in only far into the future. 

Introducing asymmetric sensitivity to inflation  

As noted above, the ECB’s reaction function may not have changed materially, despite the 

updated forward guidance. However, the new guidance may introduce an asymmetric bias in 

the markets’ response to new inflation data, and –more importantly– updates to the ECB staff 

projections.  

The phrasing “well ahead” effectively shifts the markets’ attention to the nearer term inflation 

projections provided by the ECB: rather than looking at the last year being forecast, the focal 

point will likely shift to the second-to-last year. We believe that this may reduce the markets’ 

sensitivity to higher realised inflation, and to higher inflation forecasts when new ECB projections 

are released. 

To illustrate this idea, let’s look at some hypothetical situations. In December, the staff projections 

will be extended to include an inflation forecast for 2024. Under the previous guidance, this data 

point would get all the attention, as a near 2% reading could feed into the prospect of rate hikes 

around that time; as long as the market estimates that this 2% inflation is of the durable type.  

However, now that the ECB has updated its forward guidance to require convergence well ahead 

of the end of the forecast horizon –and maintained in the remainder of the projection window– 

seeing a 2 in 2024 suddenly becomes much less scary: the guidance suggests that it would take at 

least another year before that forecast is within the Council’s new focal point, and uncertainty 

about the ECB’s inflation expectations past that last forecast could limit the market’s sensitivity to 

an on-target, or even above-target forecast. 

Conversely, the new guidance may add some emphasis on lower inflation readings: if the 

December staff projections are extended with another 1.5% forecast for 2024, this suggests that it 

will take at least two more years –or substantial upgrades in subsequent forecasts– before 

inflation meets the conditions set out in the new guidance. 

So while the ECB may not have intended for the new guidance to sound more dovish than its 

predecessor and although the market currently doesn’t see it as such, in practice we believe 

that this could lead to a more dovish reaction function of the market. Moreover, it may make 

the staff projections less of a useful guide to policy, as the market is left guessing the ECB’s 

inflation expectations for the year after the last forecast period. 

Table 1: Shifting the focus? 

 2021 2022 2023 

ECB, headline HICP 1.9 1.5 1.4 

Markets’ ‘focal point’  “well ahead” “within” 

Source: Rabobank 
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Disclaimer 

Non Independent Research 

This document is issued by Coöperatieve Rabobank U.A. incorporated in the Netherlands, trading as “Rabobank” 

(“Rabobank”) a cooperative with excluded liability.  The liability of its members is limited.  Authorised by De 

Nederlandsche Bank in the Netherlands and regulated by the Authoriteit Financiële Markten. Rabobank London 

Branch (RL) is authorised by the Prudential Regulation Authority and with deemed variation of permission. 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. RL is registered in 

England and Wales under Company no. FC 11780 and under Branch No. BR002630.  This document is directed 

exclusively to Eligible Counterparties and Professional Clients.  It is not directed at Retail Clients  

This document does not purport to be impartial research and has not been prepared in accordance with legal 

requirements designed to promote the independence of Investment Research and is not subject to any prohibition 

on dealing ahead of the dissemination of Investment Research. This document does NOT purport to be an impartial 

assessment of the value or prospects of its subject matter and it must not be relied upon by any recipient as an 

impartial assessment of the value or prospects of its subject matter.  No reliance may be placed by a recipient on 

any representations or statements made outside this document (oral or written) by any person which state or imply 

(or may be reasonably viewed as stating or implying) any such impartiality. 

This document is for information purposes only and is not, and should not be construed as, an offer or a 

commitment by RL or any of its affiliates to enter into a transaction.  This document does not constitute investment 

advice and nor is any information provided intended to offer sufficient information such that is should be relied 

upon for the purposes of making a decision in relation to whether to acquire any financial products.  The 

information and opinions contained in this document have been compiled or arrived at from sources believed to be 

reliable, but no representation or warranty, express or implied, is made as to their accuracy, completeness or 

correctness. 

The information contained in this document is not to be relied upon by the recipient as authoritative or taken in 

substitution for the exercise of judgement by any recipient.  Any opinions, forecasts or estimates herein constitute a 

judgement of RL as at the date of this document, and there can be no assurance that future results or events will be 

consistent with any such opinions, forecasts or estimates.  All opinions expressed in this document are subject to 

change without notice.   

To the extent permitted by law, neither RL, nor other legal entities in the group to which it belongs accept any 

liability whatsoever for any direct or consequential loss howsoever arising from any use of this document or its 

contents or otherwise arising in connection therewith. 

Insofar as permitted by applicable laws and regulations, RL or other legal entities in the group to which it belongs, 

their directors, officers and/or employees may have had or have a long or short position or act as a market maker 

and may have traded or acted as principal in the securities described within this document (or related investments) 

or may otherwise have conflicting interests.  This may include hedging transactions carried out by RL or other legal 

entities in the group, and such hedging transactions may affect the value and/or liquidity of the securities described 

in this document.  Further it may have or have had a relationship with or may provide or have provided corporate 

finance or other services to companies whose securities (or related investments) are described in this document.  

Further, internal and external publications may have been issued prior to this publication where strategies may 

conflict according to market conditions at the time of each publication. 

This document may not be reproduced, distributed or published, in whole or in part, for any purpose, except with 

the prior written consent of RL.  By accepting this document you agree to be bound by the foregoing restrictions. 

The distribution of this document in other jurisdictions may be restricted by law and recipients of this document 

should inform themselves about, and observe any such restrictions.  

A summary of the methodology can be found on our website 

© Rabobank London, Thames Court, One Queenhithe, London EC4V 3RL     +44(0) 207 809 3000 

 

 

 

https://research.rabobank.com/markets/en/aboutus/rm/index.html

