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Eurozone: Between taper and tantrum

Minutes of the ECB July meeting show the bank's concern about
possible euro overshooting, but mark another baby step towards

tapering

..
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There were three issues to look out for in the ECB’'s minutes of the July meeting:

e How did the ECB assess the small taper tantrum after Draghi’s Sintra speech?

e What is the take on the stronger euro?
e Was there any more substance on the timing of the tapering discussion?

The just released minutes give answers to at least the first two
issues.

The increase in bond yields after Draghi’s Sintra speech was mainly considered to reflect the
“improved macroeconomic conditions and fundamentals” in the Eurozone. As regards the euro
exchange rate, the minutes present a clearer message than Draghi used during the July press
conference. According to the minutes, the level of the euro exchange rate back on 20 July was
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seen as “in part as reflecting changes in relative fundamentals”. However, the Governing Council
also expressed concern over the risk of a possible euro overshooting going forward.

Finally, as regards the timing of the tapering discussion, the minutes - not surprisingly - were not
conclusive. Reading between the lines, phrases like “...postponing an adjustment [of forward
guidance] for too long could give rise to a misalignment between the Governing Council’s
communication and its assessment of the state of the economy”and “....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” underline that the ECB is aware of the
fact that some changes to the current policy stance are about to come but somehow the ECB itself
is not entirely sure when to do what.

Today's minutes fit into the picture of an ECB which wants to steer and moderate the process of
and towards tapering extremely cautiously. Wednesday's reports that Mario Draghi would possibly
not say anything new on the bank's monetary policy at his speech at the Jackson Hole conference
on 25 August had already given the same flavour.

In our view, this possible silence at Jackson Hole does not mean
that the ECB will remain passive at the September meeting.

First of all, less than two weeks ahead of the next official ECB meeting, any announcement on
significant policy changes was unlikely from the beginning. Secondly, the important new set of ECB
staff projections for inflation and growth will not have been finalised by 25 August. Thirdly, ruling
out 'a big monetary policy speech' does not automatically exclude subtle changes in tone and
message. And finally, the argument that Draghi’s July comment that a discussion on (the timing
of) tapering should take place in the autumn hinted at the October, not the September meeting,
falls short of the fact that in European officials’ vocabulary, the summer finishes at the end of
August.

All of this means that in our view the ECB will take another baby step towards tapering at the
September meeting. This could be done by putting more emphasis on the strong economic
recovery which easily could do with somewhat less monetary stimulus and/or by using the well-
known key phrase that the Governing Council has tasked the relevant committees to investigate
several options for QE in 2018. Tapering will come but somehow the ECB itself does not yet entirely
know when and how to do it.

Author

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

Snap | 17 August 2017 2


mailto:carsten.brzeski@ing.de

THINK economic and financial analysis

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 BR0O00341) 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.
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