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Rates Spark: Bonds rally on risk-off
sentiment

Bonds rallied as risk-off sentiment dragged risk-assets lower.
Significant euro and dollar issuance did not seem to prevent the
decline in yields. Markets are already pricing in significant central bank
easing and thus the front end of US and eurozone yield curves had
less room to fall

Curves bull flattened as short end remained more anchored

Global yields saw a sharp decline as US investors returned from their long weekend and seemed to
disagree with the drift higher the previous day. Risk-off sentiment is making a reappearance with
stocks lower and the VIX breaking above 18 again. The ISM numbers were not even that bad but
were also not good enough to shrug off market pessimism. This decline in rates coincides with a
time of significant issuance across corporates, financials, governments, and SSAs, which would
usually provide upward pressure on yields.

The front end of both the UST and Bund curves declined relatively less than further out the curve,
reflecting the perception that shorter tenors are already pricing in significant central bank easing.
Fed pricing for 2024 now stands at 100bp, which we think is fair. Pricing for European Central
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Bank cuts in 2024 remains anchored around 60bp, just 10bp above our own projections.

Markets are still pricing in a probability of an October ECB cut, directly after September’s cut, but
ECB speakers have expressed their doubts about the timing of such a consecutive cut. The ECB's
Simkus just now deemed an October cut unlikely and emphasised the reliance on new
macroeconomic projections for decision making. We also do not see the need to chain two 25bp
closely after one another and instead think the ECB will continue to cut in December and then
more in the first quarter of 2025.

Wednesday's events and market view

Before Friday's US payroll numbers, which will likely set the tone for global rates going
forward, markets will be eyeing the JOLTS report on Wednesday. The expectation is for a
moderate decline in job openings from the prior reading, but nothing to signal an impending
recession. From the eurozone we have Spanish and Italian services PMIs and also PPI
numbers. The ECB's Villeroy will be speaking on a financial services panel. Later in the day
the Fed will release the Beige Book.

In terms of supply, Germany will auction 14Y and 17Y Bunds for a total of €1.5bn.

Author

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

Michiel Tukker
Senior European Rates Strategist
michiel.tukker@ing.com

Padhraic Garvey, CFA
Regional Head of Research, Americas
padhraic.garveu@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.
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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 requlation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) 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.
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