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What was supposed to be a non-event July monetary policy meeting at the European Central
Bank (ECB), turned into a key focus point of the week following the release of its strategic review,
where the Governing Council agreed a symmetric inflation target of two per cent over the medium
term. As expected, the ECB, on Thursday (22 July), revised its forward guidance on rates, taking
a more dovish stance.

According to the press release, in support of its symmetric two per cent inflation target and in
line with its monetary policy strategy, the Governing Council expects the key ECB interest rates
to remain at their 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, and it judges
that realised progress in underlying inflation is sufficiently advanced to be consistent with inflation
stabilising at two per cent over the medium term. This may also imply a transitory period in which
inflation is moderately above target.

The Governing Council also confirmed its other measures to support its price stability mandate,
namely the level of the key interest rates, its purchases under the asset purchase programme
(APP), its reinvestment policies and its longer-term refinancing operations. Specifically:

= The interest rate on the main refinancing operations and the interest rates on the marginal
lending facility and the deposit facility will remain unchanged at 0.00%, 0.25% and -0.50%
respectively.

= Net purchases under the Asset Purchase programme (APP) will continue at a monthly pace
of EUR20bn. The Governing Council continues to expect monthly net asset purchases
under the APP to run for as long as necessary to reinforce the accommodative impact of
its policy rates, and to end shortly before it starts raising the key ECB interest rates.

= The Governing Council will continue to conduct net asset purchases under the Pandemic
Emergency Purchase Programme (PEPP) with a total envelope of EUR1,850bn until at
least the end of March 2022 and, in any case, until it judges that the coronavirus crisis
phase is over.

= The Governing Council will continue to provide ample liquidity through its refinancing
operations. In particular, the third series of targeted longer-term refinancing operations
(TLTRO lll) remains an attractive source of funding for banks, supporting bank lending to
firms and households.

The latest decision reinforces our view that the ECB will have to remain highly accommodative
for some time due to subdued economic activity held back by services, and the longer-term
challenges related to the COVID-19 pandemic. While not a discussion at this juncture, the ECB’s
dovish bias would suggest that the total reduction of the monthly purchases in 2022 will be less
than previously expected, pushing out any speculation on tapering.
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ECB’s Pandemic Emergency Purchase Programme (PEPP)

Source: Macrobond, UOB Global Economics & Markets Research
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Disclaimer

This publication is strictly for informational purposes only and shall not be transmitted, disclosed, copied or relied upon by any person for whatever
purpose, and is also not intended for distribution to, or use by, any person in any country where such distribution or use would be contrary to its laws
or regulations. This publication is not an offer, recommendation, solicitation or advice to buy or sell any investment product/securities/instruments.
Nothing in this publication constitutes accounting, legal, regulatory, tax, financial or other advice. Please consult your own professional advisors about
the suitability of any investment product/securities/ instruments for your investment objectives, financial situation and particular needs.

The information contained in this publication is based on certain assumptions and analysis of publicly available information and reflects prevailing
conditions as of the date of the publication. Any opinions, projections and other forward-looking statements regarding future events or performance
of, including but not limited to, countries, markets or companies are not necessarily indicative of, and may differ from actual events or results. The
views expressed within this publication are solely those of the author’s and are independent of the actual trading positions of United Overseas Bank
Limited, its subsidiaries, affiliates, directors, officers and employees (“‘UOB Group”). Views expressed reflect the author’s judgment as at the date of
this publication and are subject to change.

UOB Group may have positions or other interests in, and may effect transactions in the securities/instruments mentioned in the publication. UOB
Group may have also issued other reports, publications or documents expressing views which are different from those stated in this publication.
Although every reasonable care has been taken to ensure the accuracy, completeness and objectivity of the information contained in this publication,
UOB Group makes no representation or warranty, whether express or implied, as to its accuracy, completeness and objectivity and accept no
responsibility or liability relating to any losses or damages howsoever suffered by any person arising from any reliance on the views expressed or
information in this publication.
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