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ECB Minutes: 3 December meeting

e A large majority of voting members supported a decision to recalibrate the
degree of monetary accommodation.

e There was wide agreement among participants that additional monetary
measures were warranted, although some members did not see sufficient
evidence in support of recalibration of monetary policy at that meeting.

e There was discussion of the possibility of further measures and “a
reassessment could be made in future.”

The ECB released the monetary policy accounts of its 3 December meeting. The minutes confirm that a large
majority of the voting members supported a decision to recalibrate the degree of monetary accommodation. The
accounts revealed that there was wide agreement among the members that additional monetary policy measures
were warranted, as the adjustment in inflation to rates closer to 2% would take longer than had been envisaged in
March 2015 and that downside risks to both growth and inflation continued to prevail. Against this background, the
minutes underlined that the monetary policy stance would remain accommodative for as long as necessary to
ensure “a sustained return of inflation rates towards levels below, but close to, 2%.” It was also recalled that the
APP (asset purchase programme) provided sufficient flexibility in terms of adjusting its size, composition and
duration.

The main part of the ECB’s December meeting minutes was focused on the monetary policy stance, and
particularly on the decision of additional monetary policy measures. Most of the Governing Council (GC) members
judged that the degree of current monetary accommodation was insufficient to address returning inflation to levels
below, but close to, 2% over the medium term. The minutes revealed that it was argued that “at the current
juncture the risk of policy inaction clearly outweighed the risk of action”. In particular, the accounts showed that at
previous monetary policy meetings (the September and October meetings) the GC expressed concerns about
increased downside risks to both the growth and inflation outlook, compared with expectations when the APP had
been launched.

In this context, the minutes showed that there was a wide agreement among participants that additional monetary
measures were warranted, although some members did not see sufficient evidence in support of a recalibration of
monetary policy at that meeting. "Most members supported the set of policy measures proposed ... while some
members did not, on balance, see a sufficient case for further policy action or were only prepared to support some
of the elements put forward." Participants who were not in favour of further easing at that meeting argued that
further measures at that time appeared premature, and they could be reconsidered at a later stage. “Existing
policy measures were working in the right direction and more time should be given for them to unfold their full
effect.” In particular, they warned that purchases of sovereign debt “were seen to be associated with significant
risks and side effects, and should therefore be kept in reserve as a contingency measure in case of extremely
adverse developments, such as deflation, and should not be used as a means to fine-tune the inflation outlook.”

There was broad agreement on all the measures taken: i) to cut the deposit facility rate by 10bp to -0.30%, a
historical low; ii) to extend the asset purchase programme (APP) until at least March 2017; iii) to broaden the
range of assets purchased (regional and local governments), in an effort to reinforce its forward guidance; iv) to
reinvest the principal payments on the securities purchased under the APP as they mature, for as long as
necessary, and finally v) to extend the FRFA (fixed rate tender procedures with full allotment) until at least the end
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of 2017. However, there was division among GC members on the size of the deposit rate cut, as some participants
wanted a rate cut of 20 basis points.

Regarding further measures, the accounts showed that there was discussion about increasing the monthly
purchases of APP bonds as well as extending the purchase period beyond six months. "However, there was broad
agreement that such measures would not be warranted at this juncture, while a reassessment could be made in
future.”

The details of the December meeting minutes confirm that most of the GC members considered it appropriate to
take further measures at that meeting. At next week’s monetary policy meeting, is expected that the ECB will
remain on hold and to maintain its dovish communication, as it has been repeating for a long time, that it is
committed to providing further stimulus if needed. The early stages and the fragility of the eurozone recovery
warrant a highly accommodative monetary policy.
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DISCLAIMER

This document has been prepared by BBVA Research Department, it is provided for information purposes only and
expresses data, opinions or estimations regarding the date of issue of the report, prepared by BBVA or obtained from or
based on sources we consider to be reliable, and have not been independently verified by BBVA. Therefore, BBVA offers
no warranty, either express or implicit, regarding its accuracy, integrity or correctness.

Estimations this document may contain have been undertaken according to generally accepted methodologies and
should be considered as forecasts or projections. Results obtained in the past, either positive or negative, are no
guarantee of future performance.

This document and its contents are subject to changes without prior notice depending on variables such as the economic
context or market fluctuations. BBVA is not responsible for updating these contents or for giving notice of such changes.
BBVA accepts no liability for any loss, direct or indirect, that may result from the use of this document or its contents.
This document and its contents do not constitute an offer, invitation or solicitation to purchase, divest or enter into any
interest in financial assets or instruments. Neither shall this document nor its contents form the basis of any contract,
commitment or decision of any kind.

In regard to investment in financial assets related to economic variables this document may cover, readers should be
aware that under no circumstances should they base their investment decisions in the information contained in this
document. Those persons or entities offering investment products to these potential investors are legally required to
provide the information needed for them to take an appropriate investment decision.

The content of this document is protected by intellectual property laws. It is forbidden its reproduction, transformation,
distribution, public communication, making available, extraction, reuse, forwarding or use of any nature by any means or
process, except in cases where it is legally permitted or expressly authorized by BBVA.



