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Rates Spark: Competing narratives
The easing inflation narrative has gained traction, but we have not
seen that much pushback yet. Central bank hawks might take comfort
in real rates still signalling a relatively tight effective policy stance. In
any case, data today should shift the macro backdrop into focus. It is
the 'landing' that is more relevant for longer rates    

ECB Governing Council
member Ignazio Visco
said this morning that
inflation may come
down quicker than the
central bank projected

Keeping a firm grip on inflation
The market has seen a remarkable shift from trading inflation risks on the back of a resilient labour
market, toward an easing inflation narrative on the back of one CPI print. The market was quick to
extrapolate the surprise, but as of now it's only one CPI print and that hardly constitutes a trend.
But a trend is what central banks will need to see before they decide not to change their hawkish
bias.

But it is also worth noting that when the effective policy stance as measured by real OIS rates is
considered, we are actually close to the tightest levels of the cycle in 2Y or 5Y rates, for instance,
both in the US and eurozone. This is especially the case in the eurozone, where there are still a
couple of days left to manage expectations ahead of the next European Central Bank policy-
setting meeting. This is something the more hawkish governing council members may take
comfort in when they see their dovish colleagues becoming more vocal of late. Bank of Italy
Governor Ignazio Visco this morning suggested that inflation could fall faster than forecast.
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Bundesbank’s Joachim Nagel was on the wires yesterday saying that he expects a 25bp hike next
week, but that data would decide the September move. Coming from a prominent policy hawk,
that sounds slightly more cautious, although he still called for patience saying it is too early to
declare victory over inflation. Still, for a market that has another hike after July more than fully
priced by the end of the year, it suggests the balance of risks is to the downside for those short
rates.

However, longer EUR rates are currently more driven by where the ECB is seen landing after it has
tackled inflation rather than by the fine-tuning of the terminal rate. Since late March, for instance,
1-month rates 3 years forward had the highest explanatory power for 10Y swap rates, and that
skewed further out the curve increased when considering only the past month. 

Despite shifting narratives, the effective policy stance remains
relatively tight

Source: Refinitiv, ING

Today’s events and market view
There is little in the calendar today to feed the easing inflation narrative, but we should get
more hints of a softening growth story.  

The main data points to come out of the US are the release of retail sales and industrial
production data. Regarding the latter, our economists point out that the ISM manufacturing
survey has been indicating contraction for eight consecutive months, while lower energy
prices have resulted in a fall in oil and gas drilling rigs operating in the US. Retail sales will be
lifted by rebounding auto sales numbers and higher gasoline station sales, but outside of
these components, our economist expects sales to struggle.

Incrementally that might push yields lower, but we also caution that the Fed has basically
entered the black-out period with the view that one CPI print does not constitute a trend
and will not cause a strategy rethink. That would imply that the yield curve might absorb
more of the price action with near-term flattening.

In the eurozone, the ECB's Klaas Knot and Francois Villeroy are scheduled to speak. Villeroy
recently also pointed out the good news on inflation that was starting to emerge.

Supply will come from Germany in the form of a new 2Y Schatz. The UK will sell 30Y linkers.



THINK economic and financial analysis

Article | 18 July 2023 3

Author

Benjamin Schroeder
Senior Rates Strategist
benjamin.schroder@ing.com

Padhraic Garvey, CFA
Regional Head of Research, Americas
padhraic.garvey@ing.com

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 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.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

mailto:benjamin.schroder@ing.com
mailto:padhraic.garvey@ing.com
https://www.ing.com

