
40B u s i n e s s
FRIDAY, MARCH 31, 2017

AMSTERDAM: The European Central Bank
needs to stick to its already laid out policy
path, several policymakers argued yesterday,
although  a top conservative urged them to
leave the door open to a more rapid reduc-
tion in stimulus. Economic growth is gaining
momentum and the euro zone may be on its
best economic run in a decade. But inflation
is still not moving decisively higher, the poli-
cymakers argued, hinting at little appetite
for now to amend the ECB’s policy stance.

The comments gel with Reuters report
on Wednesday that policymakers are wary
of making any new change to their policy
message after small tweaks this month
upset investors and raised the spectre of
surging borrowing costs for the bloc’s
indebted periphery. With inflation at a four-
year high, critics of the ECB, particularly in
Germany, have called on the bank to start

winding down its unprecedented stimulus
measures, including a 2.3 trillion euro asset-
buying scheme designed to rekindle growth
and inflation. 

“We are not yet sufficiently confident that
inflation will converge to levels consistent
with our aim in a durable manner,” ECB chief
economic Peter Praet said, referring to ECB’s
2 percent inflation objective. Although euro
zone inflation was at 2 percent year-on-year
in February, core inflation remains low. Early
March inflation figures suggest a dip with
Spain dipping to 2.1 percent from 3.0 per-
cent and Germany at 1.5 percent from 2.2
percent. “Inflation dynamics still remain
reliant on the very substantial degree of
monetary accommodation which prevails,”
Praet added.

The ECB next meets on April 27, before
the final round of the French presidential

election. A potentially contentious run-off
could also encourage the bank to act with
caution. Arguing for steady hand, Austrian
central bank chief Ewald Nowotny said there
was no need to deviate from the already
charted course while Finnish central bank
governor Erkki Liikanen expressed support
for the ECB’s policy path expressed in its so-
called forward guidance. “The strategy for
2017 has largely been set and from my point
of view there is no reason to depart from
this,” Nowotny said in Vienna.

The asset buys are set to run at least until
the end of the year and talks about how and
when to wind it down have not yet started.
The sole dissent-and relatively minor-came
from Klaas Knot, the Dutch Central bank
chief who has opposed many of the ECB’s
easing measures. He argued for flexibility,
suggesting an earlier end, but only if the

economy continues to outperform expecta-
tions. “Only if the economy does even better
than we now expect in our estimates could
we consider bringing the tapering forward,”
Knot said, referring to the ECB’s plans to buy
60 billion euros worth of bonds each month
until the end of the year.

Knot, like Liikanen, meanwhile rejected
a suggestion by some policymakers that
the ECB could change its guidance, which
now sees the first rate change only well
after the end of the asset buys. “I think this
sequence makes sense, the forward guid-
ance makes sense and I don’t see a need to
revisit that now,” Knot said. “The logic is
one of a consistent communication mes-
sage which is neutral along the yield curve
and which prevents giving conflicting
views as to the front end and the long end
of the yield curve.” — Reuters 

ECB policymakers want to stick to plan

WASHINGTON: US economic growth
slowed less than previously reported in
the fourth quarter as robust consumer
spending spurred the largest increase in
imports in two years. Gross domestic
product increased at a 2.1 percent annu-
alized rate instead of the previously
reported 1.9 percent pace, the
Commerce Department said yesterday
in its third GDP estimate for the period.
The economy grew at a 3.5 percent rate
in the third quarter.

The government also said that corpo-
rate profits after tax with inventory valu-
ation and capital consumption adjust-
ments increased at an annual rate of 2.3
percent in the fourth quarter after rising
at a 6.7 percent pace in the previous
three months. 

Profits were held back by a $4.95 bil-
lion settlement between the US sub-
sidiary of Volkswagen AG and the US
federal and state governments for viola-
tion of environmental regulations. Data
on trade as well as consumer and con-
struction spending suggest that eco-
nomic growth moderated further at the

start of 2017. The Atlanta Federal
Reserve is forecasting GDP rising at a
rate of 1.0 percent in the first quarter.

With the labor market near full
employment, the data likely understate
the health of the economy. GDP tends
to be weaker in the first quarter
because of calculation issues the gov-
ernment has acknowledged and is try-
ing to resolve. A separate report from
the Labor Department yesterday
showed initial claims for state unem-
ployment benefits fell 3,000 to a sea-
sonally adjusted 258,000 for the week
ended March 25. Claims have now been
below 300,000, a threshold associated
with a healthy labor market for 108
straight weeks. 

That is the longest stretch since 1970
when the labor market was smaller. The
economy grew 1.6 percent for all of
2016, its worst performance since 2011,
after expanding 2.6 percent in 2015.
Prices of US government debt fell after
the data. US stock index futures pared
losses, as did the US dollar against a bas-
ket of currencies. 

Strong import growth
The moderate economic expansion

poses a challenge to President Donald
Trump, who has vowed to boost annual
growth to 4 percent by slashing taxes,
increasing infrastructure spending and
cutting regulations. The Trump adminis-
tration has offered few details on its eco-
nomic policies. Economists polled by
Reuters had expected fourth-quarter GDP
would be revised up to a 2.0 percent rate.

Growth in consumer spending, which
accounts for more than two-thirds of US
economic activity, was revised up to a
3.5 percent rate in the fourth quarter. It
was previously reported to have risen at
a 3.0 percent rate. Some of the increase
in demand was satiated with imports,
which increased at a 9.0 percent rate.
That was the biggest rise since the
fourth quarter of 2014 and was an
upward revision from the 8.5 percent
pace reported last month. Exports
declined more than previously estimat-
ed, leaving a trade deficit that subtract-
ed 1.82 percentage point from GDP
growth instead of the previously report-
ed 1.70 percentage points. — Reuters

FRANKFURT: Banks in London that relocate operations to the
euro-zone after Brexit are likely to be spared a lengthy entry
test by regulators, making it easier for them to shift, according
to two officials with knowledge of the matter. The European
Central Bank, the euro-zone’s banking supervisor, has had
many inquiries from British-based banks wanting to come
under its watch, prompting it to look at fast-tracking licence
applications, according to the sources. 

It is set to temporarily waive an examination of the finan-
cial models that big retail lenders and investment banks use
to determine the risk of a default on a mortgage or derivative
- as long as the banks meet the standards of British regulators,
they said. Any such decision by the ECB would be chiefly for
practical rather than political reasons and would, said one of
the people, to minimize disruption to European finance after
Britain leaves the EU. 

“Resources are limited. We would find a way of doing it
(applications) quickly,” said the official, talking on condition of
anonymity because of the sensitivity of the matter. “The
European financial system wants to continue to function.”
Such a waiver would nonetheless serve to speed up banks’
relocation plans and help reshape Europe’s financial land-
scape by expediting the process of Frankfurt,  Paris,
Luxembourg and Dublin winning business from London.

The ECB declined to comment. British Prime Minister
Theresa May will trigger divorce proceedings with the
European Union on March 29, launching two years of negotia-
tions that will help determine the future of Britain and Europe.
While the final terms for doing business with the EU from
Britain are uncertain, May has made it clear that Britain will
leave the single market which allows banks in London to sell
their services across the bloc.

Finance executives say privately they expect Brexit to iso-
late London, currently Europe’s financial capital, and want to
establish bases inside the EU from where they can access its
market. Dublin has received 80 such inquiries from financial
institutions including banks, according to IDA Ireland, an
agency that attracts foreign investment, while about 50
envoys from foreign banks met Germany’s watchdog earlier
this year about a possible move.   

Grace period
The final decision in granting a banking licence in the euro

zone is taken by the ECB, which looks at the strength of a
bank’s capital as well as that of its management when it
comes to granting approval. But, according to the sources, it is
set to waive the immediate examination of the financial mod-
els which contain the basic assumptions underpinning a
bank’s business and are essential to understanding their riski-
ness - a process that can take more than a year.

The waiver would be based on the principle that the Bank
of England’s checks are good enough. It would only be a tem-
porary reprieve, however, to smooth the relocation process,
and banks would eventually have to face testing of their mod-
els. The sources said the period of grace could last several
months. “It is reasonable to decide that there is an interim
period where these models are accepted,” said the second
official. A decision by ECB officials on the waiver is expected in
the coming months. — Reuters

PITTSBURGH: A shopper passes a sale sign in the Shadyside shopping district of Pittsburgh. The Labor Department
reports on US consumer prices for February. — AP 
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