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What to expect from major central banks this
September
From taper tiptoeing in Europe to rate hike hints in the US, expect a
packed month of central bank action
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The US Federal Reserve
Recent sluggishness in inflation and wage growth has made markets very sceptical about the
chances of another rate hike this year. But we are still optimistic that inflation will make a steady
comeback as the weaker dollar, higher oil prices and economic strength put pressure on prices and
pay.

We expect a rate hike in December
That should secure another hike in December, but the lack of an imminent inflation turnaround
might see a few Fed officials scale back their rate hike expectations at the next meeting on 20
September.
We're also expecting the Fed to kick start the mammoth task of shrinking its $4.5 trillion balance
sheet. We know most of the details, but until now the market reaction has been fairly benign. But
the sheer amount of Treasuries the market will need to absorb means a steeper yield curve cannot
be ruled out.
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The Bank of England
At this stage, we don't think the Bank will be that phased by the tumbling value of the pound. Sure
it will add price pressure, but what the BoE is really interested in is domestically generated
inflation - and there are few signs of that at the moment.
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A hike before 2019 is not guaranteed
With wage growth set to remain below inflation for much of the next 12 months, consumer
spending is likely to remain sluggish. At the moment, there are few signs that other areas of the
economy - investment or exports - will fully offset this loss of momentum.
So we still think a rate rise is unlikely to come before the second half of 2018 and more likely in
2019. But the pound's recent fall does mean that the Bank will stay relatively hawkish on 14
September as they try and keep two-way rate risks alive in markets.

Inflation below target when sterling effect ignored
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The European Central Bank
Strong eurozone growth is likely to be the focus of the ECB, with survey indicators suggesting that
the recovery will continue into 2018, albeit at a somewhat slower pace than the first half of 2017.
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 has been a challenge. The big issue at this week's meeting will be
the stronger euro and its possible impact on the ECB's wider game plan for tapering, which to date
has been complicated by the strengthening euro, and staff projections.

Dovish tapering, if any, will be to escape the euro trap
With the stronger euro, the ECB is likely to be more cautious with its tapering communication. In
fact, there are two options: either announce the details of a very dovish tapering starting January
2018, this week, hoping that full clarity restores calm, or strike a cautious balance between giving
the first hint at upcoming tapering and adopting dovish tones

The Reserve Bank of Australia
For the RBA, the issues are similar to those of any other developed market central bank. The
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economy is running not far below trend and seems to be picking up steam; the labour market is
tight, with the unemployment rate at only 5.6%, but inflation and wages are conspicuous by their
absence.
Then again, 2Q17 wages growth did spike a little higher and now exceed 2.0% YoY (including
bonuses, 1.9%YoY without), and inflation on various headline and core measures is running only a
little below the central point of the 2-3% target range.
Hiking rates now would only encourage the AUD to rise further. The AUD has risen by around 10%
since the end of 2016, despite the Fed’s tightening, as it has benefited from commodity price
increases amidst the synchronous global upturn.

The RBA is having to tread a difficult balancing act
between financial stability, and sustainable growth
Rates are likely to be on hold for the time being unless one or other of the constraints that
currently bind it (AUD strength, low inflation, wages) begin to slacken.
With household borrowing high, but the likely emergence of any wages growth in the hands of
Australian businesses, it's not easy for the RBA. This means it is likely to be on hold for the time
being unless one or other of the constraints that currently bind it (AUD strength, low inflation,
wages) begin to slacken.
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The Bank of Japan
As the major central bank that has engaged in unorthodox policies for longer than any other, it'a
probably no surprise that we expect nothing other than a continuation of the BoJ’s QQE
programme and bond yield targeting for the foreseeable future.
That said, it will come as some relief for the BoJ that it can maintain its zero bond yield target for
far less than the JPY80tr annualised pace of purchasing that it still notionally commits itself to in
its monetary policy statements. We say this because the availability of assets for the BoJ to
purchase in the secondary market is fast running out of room. It's problem not unique to the BoJ
but has also troubled other fast printing central banks such as the ECB.

Rates on hold seems the only sensible forecast for the
BoJ right now.
Things in Japan are looking better than they have for some time. Japan's GDP growth equates to
trend or higher growth. The 2Q17 GDP outcome of 4.0% annualised will almost certainly either be
revised down or give way to weakness in 3Q17, breaking this run of growth. Even so, the trend will
still look good, and even the inflation numbers are beginning to nudge higher.
Governor Kuroda will see no benefit in changing the BoJ stance now, especially against the
background of USD weakness; any change would likely just fly straight into a stronger JPY and
start to undo any of the good the policy may be doing.
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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 NV 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. The producing legal entity 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
subject to limited regulation by the Financial Conduct Authority (FCA). 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.
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