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Four scenarios for markets at July’s ECB
meeting
Draghi's challenge will be to keep markets tuned into tapering, without
causing a 'taper tantrum'

Fully justified EUR/USD strength – break above 1.1500 is on the cards
We see the two-step post-French elections EUR/USD rally as fully justified starting with a build-up
of QE taper expectations, amplified by Draghi’s Sintra speech, mainly driven by steeper German
yield curve. It seems it will only be a matter of time before EUR/USD breaks through 1.15 (as bund
yields nudge up), with an overshoot around the ECB September meeting.

Materially lower EZ yields not necessarily desirable at this point
We see limited scope for lower Eurozone sovereign yields. While the ECB wants to avoid a taper
tantrum bund sell-off, it also seeks to pre-prepare the market for eventual QE tapering via
gradually higher yields. Thus, a dovish surprise and sharp decline in bund yields is not desirable.
The likely retention of the QE easing bias (the threat of an increase in QE duration and size) may
push German 10-year yields lower, but don’t expect a material move below 0.55%. We could see
German yields rise hit 0.65% later this year.

Scenario analysis: How to position for Draghi's alternatives
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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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