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The way the European Central Bank modulates its tone with each announcement has recently become an important tool for keeping track of monetary policy. This has come about since central banks have added specific commitments and credible and transparent communication to their toolbox. The ECB uses these tools to anchor the direction of expectations to its main mandate, price stability, and to indicate clearly how it will react if the economy evolves in a particular way. Monetary policy guidance is effective, since it allows monetary conditions to be relaxed when all other instruments have run out of room for manoeuvre, or to be anchored when stimulus measures start to be gradually withdrawn.


 


Fortunately, today’s technology helps us to extract the information from the ECB’s words and prepare an indicator showing the issues dealt with and the tone used to convey the message. The indicator published by BBVA Research reveals how the main issues addressed by the central bank have evolved significantly over time to adapt to a changing environment. From the bank’s creation until before the international financial crisis, the most influential subjects were those relating to conventional monetary policy or the economy. However, from 2009 on, non-conventional monetary policy and matters relating to the financial crisis and the banking union became more important.


 


But… is it only the words that matter? Isn’t the tone important too? The tone can be interpreted as an indicator of the degree of hawkishness (or dovishness) in the direction of the central bank’s monetary policy. In the case of the ECB, until 2007 the tone was positive, indicating that the direction of monetary policy was more contractive, especially during the years 2004-2007 (a period associated with economic prosperity). But from then on the tone was gradually softened, until 2014 when monetary policy reached its most relaxed point. Since then the tone has tended towards neutral, since the ECB is preparing to exit from its non-conventional measures.


 


In summary, an objective analysis of the ECB’s announcements constitutes a key tool for keeping track of changes and forecast expectations of monetary policy decisions. In the next few months the ECB will have to modulate both its tone and its words in order to give the markets correct guidance on their expectations of future monetary policy. To paraphrase Mario Draghi: "In a market economy, transparency and communication are fundamental for the effectiveness of our monetary policy."
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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.
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