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On 8th July, with Christine Lagarde at the helm, the European Central Bank (ECB) published the

conclusion of an 18-month long strategic review, which will alter the way it sets monetary policy
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for the first time since 2003.

The key change, as expected, was to switch to a symmetrical 2% inflation target. This means that

the ECB will have increased tolerance for temporary moves above that level, as opposed to its

previous objective of pursuing price pressures ‘close to, but below, 2%’. The new target should

not be confused with a US-style ‘average inflation’ regime (under which it is intended that past

inflation undershoots are compensated by specific overshooting), which was directly rejected by

Lagarde.  She indicated that more European fiscal stimulus, rather than monetary policy, could

be instrumental in helping inflation to move up to 2%, and possibly beyond, after a decade of

undershooting.

Coining the new strategy as a “foundational document”, Lagarde said it would not make the ECB

more dovish. Rather, she said it means that the ECB “considers negative and positive deviations

of inflation from the target to be equally undesirable”. While the wording did not include any

explicit intention to steer inflation directly towards the >2% range, it also noted that the council

‘recognizes the importance of taking into account the implications of the effective lower bound’

(of interest rates), which it said ‘requires especially forceful or persistent monetary policy

measures to avoid negative deviations from the inflation target becoming entrenched.’

With some positing that the ECB’s policy jar was looking rather empty in recent years, the ECB

also conducted an intellectual exercise to explore potential additions to its monetary arsenal,

including the direct distribution of “helicopter money” to citizens and expanded asset purchase

programs. It was not decided how likely it was that the ECB would ever use them.

A GRADUAL GREENING OF MONETARY POLICY

Since the onset of her tenure, Lagarde has been vocal on climate change and at the beginning
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of the year, the ECB set up a climate change centre to shape and steer its climate agenda.

Therefore, it was hardly surprising that the policy review represented the early beginnings of a

greening of monetary policy.

The ECB plans to upgrade its modelling and adapt its bank supervision, corporate asset

purchases and collateral policy to take account of climate risks. Lagarde said these would both

address the financial risks of global warming and act as “a catalyst force” to help achieve the

EU’s green policy targets. While emphasizing support for green finance, the bank abstained

from adopting policies that directly penalize climate-adverse activities.

HOUSE PRICES

After canvassing public opinion, the ECB took a key concern into consideration: the cost of

housing.  Under its new strategy, the ECB said that it would look to incorporate the costs of

buying and owning a house in measures of inflation to better reflect what households

experience. It will request Eurostat - the EU’s statistics arm - to make a change to the official

harmonised index of consumer prices and will use alternative measures in the mean time.

WHAT NEXT?

While the strategic review was unanimously agreed upon by the by the diverse 25-member

committee, they failed to agree on what this means for policy in the short term. As such, we

await the outcome of the ECB’s monetary policy meeting on July 22nd to ascertain how the new

strategy will be incorporated into forward guidance. Lagarde has commented that the aim will

be to maintain "favourable financing conditions".

Under the freshly minted mandate, the new symmetric inflation target should reassure markets

that the central bank won’t tighten monetary policy prematurely, but it also shows that the ECB

is serious about coaxing inflation upwards in order to achieve its legal mandate of price stability.

The last time the ECB raised rates was in 2011, but this move coincided with the  eurozone

sovereign debt crisis and was widely considered as an error in retrospect. 

Most analysts do not expect the ECB to raise its policy rate from a record low of -0.5% before

2024, at least 12 months later than the Fed is expected to raise its rate. The annual inflation

rate in the Eurozone eased to 1.9% in June of 2021 from a 2-1/2-year high of 2% in May. US CPI

came in at a red-hot 5.4% (YoY) in June, the fastest pace since August 2008.
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Disclaimer All financial data and/or economic information released by this Publication (the “Publication”); (the “Data” or the “Financial data and/or economic

information”), are provided for information purposes only, without warranty of any kind, including without limitation the warranties of

merchantability, fitness for a particular purpose or warranties and non-infringement of any patent, intellectual property or proprietary rights of any

party, and are not intended for trading purposes. Banque Internationale à Luxembourg SA (the “Bank”) does not guarantee expressly or impliedly,

the sequence, accuracy, adequacy, legality, completeness, reliability, usefulness or timeless of any Data. All Financial data and/or economic

information provided may be delayed or may contain errors or be incomplete. This disclaimer applies to both isolated and aggregate uses of the

Data. All Data is provided on an “as is” basis. None of the Financial data and/or economic information contained on this Publication constitutes a

solicitation, offer, opinion, or recommendation, a guarantee of results, nor a solicitation by the Bank of an offer to buy or sell any security, products

and services mentioned into it or to make investments. Moreover, none of the Financial data and/or economic information contained on this

Publication provides legal, tax accounting, financial or investment advice or services regarding the profitability or suitability of any security or

investment. This Publication has not been prepared with the aim to take an investor’s particular investment objectives, financial position or needs

into account. It is up to the investor himself to consider whether the Data contained herein this Publication is appropriate to his needs, financial

position and objectives or to seek professional independent advice before making an investment decision based upon the Data. No investment

decision whatsoever may result from solely reading this document. In order to read and understand the Financial data and/or economic information

included in this document, you will need to have knowledge and experience of financial markets. If this is not the case, please contact your

relationship manager. This Publication is prepared by the Bank and is based on data available to the public and upon information from sources

believed to be reliable and accurate, taken from stock exchanges and third parties. The Bank, including its parent,- subsidiary or affiliate entities,

agents, directors, officers, employees, representatives or suppliers, shall not, directly or indirectly, be liable, in any way, for any: inaccuracies or

errors in or omissions from the Financial data and/or economic information, including but not limited to financial data regardless of the cause of

such or for any investment decision made, action taken, or action not taken of whatever nature in reliance upon any Data provided herein, nor for

any loss or damage, direct or indirect, special or consequential, arising from any use of this Publication or of its content. This Publication is only valid

at the moment of its editing, unless otherwise specified. All Financial data and/or economic information contained herein can also quickly become

out-of- date. All Data is subject to change without notice and may not be incorporated in any new version of this Publication. The Bank has no

obligation to update this Publication upon the availability of new data, the occurrence of new events and/or other evolutions. Before making an

investment decision, the investor must read carefully the terms and conditions of the documentation relating to the specific products or services.

Past performance is no guarantee of future performance. Products or services described in this Publication may not be available in all countries and

may be subject to restrictions in some persons or in some countries. No part of this Publication may be reproduced, distributed, modified, linked to

or used for any public or commercial purpose without the prior written consent of the Bank. In any case, all Financial data and/or economic

information provided on this Publication are not intended for use by, or distribution to, any person or entity in any jurisdiction or country where

such use or distribution would be contrary to law and/or regulation. If you have obtained this Publication from a source other than the Bank

website, be aware that electronic documentation can be altered subsequent to original distribution.

As economic conditions are subject to change, the information and opinions presented in this outlook are current only as of the date indicated in

the matrix or the publication date. This publication is based on data available to the public and upon information that is considered as reliable. Even

if particular attention has been paid to its content, no guarantee, warranty or representation is given to the accuracy or completeness thereof.

Banque Internationale à Luxembourg cannot be held liable or responsible with respect to the information expressed herein. This document has

been prepared only for information purposes and does not constitute an offer or invitation to make investments. It is up to investors themselves to

consider whether the information contained herein is appropriate to their needs and objectives or to seek advice before making an investment

decision based upon this information. Banque Internationale à Luxembourg accepts no liability whatsoever for any investment decisions of

whatever nature by the user of this publication, which are in any way based on this publication, nor for any loss or damage arising from any use of

this publication or its content. This publication, prepared by Banque Internationale à Luxembourg (BIL), may not be copied or duplicated in any form

whatsoever or redistributed without the prior written consent of BIL 69, route d’Esch ı L-2953 Luxembourg ı RCS Luxembourg B-6307 ı Tel. +352

4590 6699 ı www.bil.com.


