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Rates Spark: Energy policy goldilocks
Falling energy prices are a key downside risk to European rates.
Hawkish central banks and fiscal policy mean a further jump in yields
is possible, but this may bring forward the bond rally we expected for
late 2022/early 2023

Eye-popping volatility
in energy markets is
making short-dated
rates and bonds even
more difficult to trade

The plunge in traded energy prices continues
The European Union’s proposed energy market reforms and consumption curbs managed to draw
a line under the continued climb in both traded gas and electricity prices. The impact has been
nothing short of spectacular, especially as it occurred in the midst of a gas supply worst-case
scenario, a total cut-off of the Nord Stream flow. We’ve highlighted recently that a continued fall in
energy prices constitutes a key downside risk to European rates, in EUR and GBP. That downside is
growing.

From the point of view of rates markets, the (tentative) reaction has been as close as one would
expect from energy policy goldilocks: not too effective economically that it provides cover for
central banks to hike further, but effective enough that it does allow energy prices to drop. Of
course, between the two effects, the drop in energy prices may well be the one that impacts rates
the most, but this is far from a foregone conclusion. Central banks are now overtly worried about
second-round effects, a de-anchoring of inflation expectations, and a broadening of inflation – all
of which could justify a continued hawkish tone.
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Short EUR rates haven't yet reacted to lower gas prices

Source: Refinitiv, ING

Bonds remain shaky but the next rally may occur earlier than
2023
The main takeaway from last week’s European Central Bank meeting for EUR rates markets is an
updated, more hawkish, ECB reaction function. The ECB seemed to have taken, indeed ripped,
more than a few pages out of the Fed’s book. The upshot is that markets should, and have to a
large extent already, concluded that euro for euro, the central bank will deliver more monetary
tightening if energy prices rise further. We’ll leave it to our economics colleagues to discuss
whether this is the right approach going into a recession but we share their scepticism. 

The upshot is that a jump in energy prices has so far impacted rates to the upside, but not to the
downside. Nothing is set in stone and the further they drop, the more likely they are to take rates
with them. For now, we stick to our view, also motivated by the strength of the US economy, that
upside risk dominates for bonds. This is particularly true in an environment of fragile investor
sentiment and rising supply, as is customary in September and October. If confirmed, however, the
milder inflation picture would precipitate the rally in government bonds we expect for late
2022/early 2023, through 1% in the case of 10Y Bunds.

Falling inflation expectations are another challenge to the Fed's
hawkish stance

Source: New York Fed, ING

https://think.ing.com/snaps/ecb-press-conference-confirms-hawkish-stance-rate-hikes-christine-lagarde-ing/
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Today’s events and market view
Today’s eurozone CPI are final readings of the August prints, and so are less liable to
surprise, but the forward-looking Zew components should be a good indicator of market
sentiment. It’ll be interesting if the drop in traded energy prices and various measures taken
to shield customers register in the market mood. Judging from the improvement in risk
assets this month, we would say they have.

The main fireworks will come from the US, however, with the August CPI report. Consensus,
and our own view, is for a drop in headline inflation, but a rebound in core.

How markets react to these mixed messages is an important question for rates over the
coming weeks and months. The Fed has pushed aggressively against any dovish
interpretation of one CPI report in July so a drop in rates and re-steepening of the curve
would be notable. The drop in consumer inflation expectations published by the New York
Fed yesterday was another challenge to its hawkish stance. The National Federation of
Independent Business small business optimism completes the list of releases.

Primary market activity will take the form of 3Y/7Y/24Y auctions in Italy, a 2Y debt sale in
Germany, and of dual-tranche 5Y/30Y European Union syndication which could raise
upwards of €10bn. In the US session, a 30Y T-bond auction is a highlight. Note that 3Y and
10Y auctions already took place yesterday, meaning a lot of supply pressure has already
been felt in USD markets, however demand was soft. 

Authors

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

mailto:benjamin.schroder@ing.com
mailto:padhraic.garvey@ing.com


THINK economic and financial analysis

Article | 13 September 2022 4

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 http://www.ing.com.

http://www.ing.com

