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Today's monetary policy decision: how the language changed from prior meeting

6-Junel8 July 2024

The Governing Council today decided to lewerkeep the three key ECB interest rates by-25-basis

points—Based-enan-updatedunchanged. The incoming information broadly supports the Governing
Council’s previous assessment of the medium-term inflation outlook;-the-eiyramies. While some

measures of underlying inflation and-the-strength-of monetary-pohicy-transmission—itis-now
appreprratetrcked up in May owrnq to mederate—thedegreeef—menetary—pelwrestneﬂeaafteemne

mﬂatreerone off factors most measures were either stable or edqed down in June In I|ne wrth
expectations-have-declined-at-al-horizons., the inflationary impact of high wage growth has been

buffered by profrts Monetary policy has—kept s keer_nng frnancrng condrtrons restrrctrve By—dampenmg

At the same time, despite-the-progress-everrecent-guarters,-domestic price pressures rematn-strong-as
wage-grewth-are still high, services inflation is elevated; and headline inflation is likely to stayremain

above the target well |nto next year lhﬂateseEeresystem—seaff—pre}eenens—fepbeﬂmeadhneand—eere

The Governing Council is determined to ensure that inflation returns to its 2% medium-term target in a
timely manner. It will keep policy rates sufficiently restrictive for as long as necessary to achieve this
aim. The Governing Council will continue to follow a data-dependent and meeting-by-meeting
approach to determining the appropriate level and duration of restriction. In particular, its interest rate
decisions will be based on its assessment of the inflation outlook in light of the incoming economic
and financial data, the dynamics of underlying inflation and the strength of monetary policy
transmission. The Governing Council is not pre-committing to a particular rate path.
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https://www.ecb.europa.eu/press/pr/date/2024/html/ecb.mp240718~b9e0ddd9d5.en.html
https://www.ecb.europa.eu/press/pr/date/2024/html/ecb.mp240606~2148ecdb3c.en.html

Aeeerelmgtly—theThe mterest rate on the main reflnancmg operatlons and the mterest rates on the
marginal lending facility and the deposit facility will be-decreased-teremain unchanged at 4.25%,
4.50% and 3.75% respectively;-with-effect from-12-June 2024,

Asset purchase programme (APP) and pandemic emergency purchase programme (PEPP)
The APP portfolio is declining at a measured and predictable pace, as the Eurosystem no longer
reinvests the principal payments from maturing securities.

The Governing-Council-will-continue-to-reinvest-in-fulEurosystem no longer reinvests all of the
principal payments from maturing securities purchased under the PEPP-unti-the-end-efJune-2024-

Overthe second-halfof theyear-willreduee, reducing the PEPP portfolio by €7.5 billion per month

on average. The Governing Council intends to discontinue reinvestments under the PEPP at the end of
2024.

The Governing Council will continue applying flexibility in reinvesting redemptions coming due in the
PEPP portfolio, with a view to countering risks to the monetary policy transmission mechanism related
to the pandemic.

Refinancing operations

As banks are repaying the amounts borrowed under the targeted longer-term refinancing operations,
the Governing Council will regularly assess how targeted lending operations and their ongoing
repayment are contributing to its monetary policy stance.

*k*x

The Governing Council stands ready to adjust all of its instruments within its mandate to ensure that
inflation returns to its 2% target over the medium term and to preserve the smooth functioning of
monetary policy transmission. Moreover, the Transmission Protection Instrument is available to
counter unwarranted, disorderly market dynamics that pose a serious threat to the transmission of
monetary policy across all euro area countries, thus allowing the Governing Council to more
effectively deliver on its price stability mandate.

The President of the ECB will comment on the considerations underlying these decisions at a press
conference starting at 14:45 CET today.
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Banking system dependency: borrowing from the ECB (€ billions)
--- Total LTRO ™ Spain ™ Italy ™ Portugal ™ Ireland ™ Greece ™ France ™ Germany = Other
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Source: ECB, National central banks, TrendMacro calculations
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The credit drought: loans to non-financial businesses (YOY growth)
— |Loans to 1 year == Loans 1-5years - Loans 5 years plus --- Total
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Source: ECB, TrendMacro calculations

Supply and demand for lending: ECB Bank Survey
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Source: ECB, TrendMacro calculations
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Sovereign stress monitor: 10-year bond spreads
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Labor market in intensive care
ULC: Nominal, quarterly YOY  UE: - High
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Purchasing Manager Indices
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Regional currency flight == Euro vs Swiss franc ® SNB FX reserves
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Euro area consumer inflation, year on year
Country: M Headline ™ Ex-food and energy ™ Ex-energy  Euro area: == Headline == Energy == Ex-energy
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Source: Eurostat, TrendMacro calculations

Draghi's old dashboard:

Swap-implied inflation expectations since “Whatever it takes”
== H-year inflation-swap rate, 5 years forward
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