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The ECB’s euro trap: 4 things to watch
The stronger euro is making the ECB’s taper tiptoeing even more
complicated

Source: Shutterstock

ECB meeting on September 7th
While a clear tapering hint at this week’s ECB meeting could send the euro even higher,
potentially undermining the recovery, room to postpone tapering is limited due to bond
scarcity. Therefore, we expect Draghi to strike a cautious balance between giving first clear
hints about the upcoming tapering and dovish sounds in order to calm FX markets.

1 Growth with a bit more inflation
The general macro picture still shows a strong economic recovery, which looks set to continue well
into 2018, albeit at a somewhat lower pace than in the first half of 2017. The stronger euro has so
far not affected confidence indicators. At the same time inflation increased over the summer
months, but at 1.5% YoY in August, it remains far below the ECB’s target. Even worse, the latest
uptick in inflation is mainly the result of base effects from oil prices. In the coming months,
headline inflation could actually come down again.
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2 Is it already Autumn?
Back in July, ECB president Draghi said the ECB would have discussions on QE beyond December in
the Fall. With the drop in temperatures, this week’s meeting could qualify for “Fall”. At the same
time, the stronger euro could lead to such a heated debate that the ECB could postpone “Fall” to
the Indian Summer period in late October. Either way, the big question for this week’s meeting is
whether Draghi will shed some light on the ECB’s game plan for tapering.

3 ECB in the euro trap
Since early summer, the ECB has been struggling with the right game plan. The risk of deflation has
disappeared, the economy is going well, inflation remains too low (partly due to structural
reasons) and the issue of bond scarcity will become more pressing next year. Finding the right
narrative and timing for tapering was the main challenge. Now, the stronger euro has complicated
things further. Spelling out the tapering game-plan could lead to a stronger euro, eventually
undermining the recovery, while at the same time only officially postponing tapering would
probably send the euro lower.

4 Tapering is (almost) unavoidable.
In the discussion on the game plan, let’s not forget that due to bond scarcity some kind of tapering
in 2018 is almost unavoidable. We still think that the ECB is looking into options for a so-called
‘dovish tapering’, reducing the monthly purchases by 20bn to 30bn euro in January until at least
June 2018 combined with an extension of the list of eligible assets for QE purchases and sticking to
the easing bias for QE. This could exactly be what the minutes of the last ECB meeting described as
“the Governing Council needed to gain more policy space and flexibility to adjust policy and the
degree of monetary policy accommodation, if and when needed, in either direction”. An even
stronger euro could lower the first reduction to only 10bn euro.

What to expect this week
With the stronger euro, the ECB will be more cautious with its tapering communication. In fact,
there are two options: either announcing the details of a very dovish tapering starting in
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January hoping that full clarity brings back calm. Or, strike a cautious balance between giving first
hints at the upcoming tapering and dovish sounds, like warning against the unwarranted
tightening of financial conditions in order to calm FX markets. As the ECB is probably not yet
unanimous on the first option, we expect that Thursday will again be about what Draghi doesn't
say, rather than what he does say.

Author

Carsten Brzeski
Global Head of Macro
carsten.brzeski@ing.de

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:carsten.brzeski@ing.de
http://www.ing.com

