
Article | 12 July 2021 1

THINK economic and financial analysis

Article | 12 July 2021 Rates Spark

Rates Spark: Pause and think
There are enough event risks on this week's calendar to afford at least
a pause in the washout of US reflation trades. Powell could drop
some tapering hints, and supply should help steepen the curve. If the
ECB decides to update its forward guidance, lower rates will ensue
however, and a flatter curve.

A more volatile start to the summer
Those hoping for a quiet couple of months did not start their summer on a very good note. We
have argued in June that carry consideration would be tempting many investors to trade the
market on the long/receiving side. Those who did probably saw their view vindicated by the move
lower in rates, but not by a lack of volatility.

Our view was that long-end rates would lead most of the gains while short-end rates would remain
elevated due to the impending risk of central bank tightening. This proved correct insofar as yield
curves flattened aggressively but last week saw rate hike discount being trimmed by yields curve
in USD, EUR, and GBP.
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US yields dropped so far this summer but at the cost of higher
volatility

Source: Refinitiv, ING

If a degree of softening can be seen in economic data, we do not share the gloom implied by the
aggressive drop in interest rates globally. At least in part, we blame the move on a wash out in
remaining reflation trades. Whether this washout is over is an open question, but this week brings
a number of mitigating factors that could at least afford a pause in the curve flattening move.

All eyes on Powell for hints on tapering
Supply is exhibit one. The US Treasury selling 10Y/30Y debt should help cater to buyers of long end
debt, regardless of whether they are adding new positions or stopping out of old ones. Fed
Chairman Jerome Powell’s semi-annual testimony will also be an opportunity for him to further
prepare the ground for a tapering announcement later this year. Depending on how forceful he is,
some selling of long-dated treasuries might also emerge there.

Supply and tapering hints should prevent a further drop in US
rates

Source: Refinitiv, ING
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Against these potential near term drivers for higher USD rates, a slight slowdown in CPI and PPI this
week might not do much to help the case for a steeper curve. For one thing, inflation pressure
remains elevated and the risk of Fed tightening as well as supply constraints slowing the economy
is ever present. It should be repeated at this point that we do not share the gloom consistent with
rates trading as where they are right now.

ECB forward guidance now in play
The build up to next week’s ECB meeting will be particularly interesting for EUR rates. the pre-
meeting self-imposed quiet period starts on Thursday concentrating central bank headline risk to
the first three days of the week. The ECB’s new interpretation of its price stability mandate could
prompt a re-wording of its forward guidance on July 22nd. President Lagarde strongly hinted at
such in a Bloomberg interview over the weekend, pointing out that forward guidance would be
revisited to demonstrate the ECB's commitment. We expect that there is a range of diverging
opinions on the governing council but risks are clearly skewed towards a more dovish guidance.

The ECB’s new interpretation of its price stability mandate could
prompt a re-wording of its forward guidance

The result would be lower nominal rates for even longer. We are more sceptical about the impact
on inflation expectations. Markets have fully integrated that inflation depends on many factors
that lie beyond the control of the ECB, so the odds of a repeat of the US reflation trend in EUR
market look pretty thin in our view.

Today’s events and market view
ECB VP Luis de Guindos is the main central speaker today, while Neel Kashkari is his main
counterpart from the Fed. Both sit at the more dovish end of their respective boards.

Near-term bond selling pressure as well as profit taking on flatteners ahead of this week’s
risk events needs to be balanced against the growing sense of gloom in rates markets. We
surmise that the current wave of stop out on reflation trades is over, but could re-emerge at
the end of the week.



THINK economic and financial analysis

Article | 12 July 2021 4

Authors

Padhraic Garvey, CFA
Regional Head of Research, Americas
padhraic.garvey@ing.com

Benjamin Schroeder
Senior Rates Strategist
benjamin.schroder@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BR000341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.

mailto:padhraic.garvey@ing.com
mailto:benjamin.schroder@ing.com
http://www.ing.com

