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ECB minutes keep door open for a
September cut without any pre-
commitment
The just-released minutes of the European Central Bank's July meeting
keep the door open for a September rate cut but without any pre-
commitment

July's ECB minutes reflected the image of a central bank that has grown more cautious on both the
growth and inflation outlook

Remember that at the July meeting, ECB President Christine Lagarde sounded more
cautious regarding next steps for the central bank and avoided giving any forward guidance on
monetary policy. The just-released minutes of the meeting echoed exactly that: an ECB that
had become more cautious on the growth and inflation outlook and that wants to keep all
options open for the September meeting.

Here are the most important phrases from the minutes:

Clearly more cautious on the growth and inflation outlook. ”Members acknowledged
that the short-term outlook for growth had deteriorated…a note of caution was
expressed that the observed state of the labour market had two interpretations. On the
one hand, its persistent resilience was reinforcing the prediction that a soft landing of
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the economy was indeed achievable. On the other, the lack of sustained growth
dynamics raised concerns about the durability of what appeared to be the most
inclusive and vibrant labour market in the history of the euro area.”
Inflation stickiness mainly in services inflation. The ECB minutes stated that “the
persistence in services inflation remained the central element shaping the inflation
outlook.” Also, this inflation stickiness adds to a more concerned tone: “the last mile of
disinflation was more challenging and that the task of bringing inflation down
sustainably to the 2% target was not yet assured, despite the significant progress
made.”
Some doubts about the favourable expectations of slowing wage growth. “The profile
for wage growth embedded in the latest projections was downward-sloping for 2025
and 2026, and this expectation was supported by results from a number of surveys.
While survey indications of lower wage growth were favourable news for the inflation
outlook, caution was expressed that this decline still needed to appear in the data,
which, so far, had remained exceptionally high by historical standards.”
Everything is possible at the September meeting. “That meeting should be approached
with an open mind, which also implied that data dependence was not equivalent to
being overly focused on specific, single data points.”

From today’s minutes, it has become clear that the ECB would like to continue cutting rates
and is more certain of what to do than it was at the June meeting. 

What to expect from the September meeting?
Today’s minutes mark the end of the summer chill for the ECB. Indeed, with the July press
conference, the ECB had successfully managed to have at least a few weeks without daily
market speculation about what it would do next. Market turbulence and US macro data had
put the global spotlight on the Federal Reserve. Now, with three more weeks to go before the
next policy meeting, the ECB will attract more attention once again. 

In fact, this week’s eurozone data sent two important messages: growth and inflation data is
still highly clouded by one-off factors, but underneath is an increased stagflationary risk. While
the drop in headline wage growth today clearly supports the call for further rate cuts,
underlying wage growth (without base effects from one-off inflation compensation schemes)
in Germany actually increased. This acceleration of negotiated wages in Germany seems to be
a better proxy for underlying inflationary pressure than the headline numbers. At the same
time, the improvement in today’s PMI has to be taken with a pinch of salt as it seems to be
mainly driven by stronger French services due to the Olympics. Higher selling price
expectations in the PMIs illustrate the stickiness of inflation.

Taking all these developments together, there is a high chance that the ECB will have to revise
its macro projections again in September. While there is a clear risk that the central bank will
have to lower its growth forecast and potentially might have to actually push out the entire
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growth profile for 2024 and 2025 again, the ECB might also be forced to alter its wage growth
profile. In June, it expected a gradual slowing of wage growth to 3% year-on-year by the end
of 2026. With continued high wage demands, at least by unions in Germany, this wage growth
profile currently looks somewhat too optimistic. 

This very mixed bag of recent data releases and the risk of a small stagflationary push will
intensify the debate at the ECB in the coming week. In fact, the central bank is definitely not
alone with a more principal question: should it continue squeezing the last bit out of inflation
or will we see another turning point with central bankers jumping in to save weakening
economies? Needless to say that setting these priorities is getting more complicated when
stagflation risks increase. Still, the new stagflationary risk is not yet large enough to stop the
ECB from cutting rates again in September. However, it looks like a more complicated decision
than markets are currently pricing in.
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