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Rates Spark: the novelty is wearing off

Unlike last week, rates largely shrugged off positive vaccine news. It
appears that only a turnaround in the pandemic trajectory would
allow markets to react with more conviction.

Vaccine

Source: Shutterstock

Overnight: central bank easing looks to be here to stay

ECB chief economist Lane confirmed that credit conditions will remain easy as long as the
pandemic crisis lasts. He dismissed call to provide guidance on the increase of quantitative easing
(QE) markets are expecting at the December meeting.Two other board members, Mersch and De
Cos, were more specific, saying asset purchases (PEPP) and emergency loans (TLTRO) are the main
tools likely to be recalibrated.

From the Fed, vice chair Clarida seemed more circumspect about the need of further easing in the
near-term although he stressed the central bank is ready to use all the tools at its disposal. Despite
similar near-term headwinds in Europe and the US, these comments underscore the reason why
EUR and USD rates can diverge further.

Vaccine moment, shrugged

As we wrote since last week, rates find themselves caught in the crossfire of two opposite covid-
related risks: vaccine progress and a worsening pandemic in some places. One of those risks
materialised yesterday in encouraging interim results for Moderna's vaccine, only one week after
similar reporting from Pfizer. The market's muted reaction confirmed something we have
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suspected: the novelty is fading fast and investors likely have already included prospects of a
vaccine in their economic outlook.

As one could have expected, USD rates have reacted more sharply than EUR on account of their
greater volatility, but also because a reversion to the pre-covid regime would entail higher USD
rates, and a wider spread between the two. Nevertheless, the muted reaction in both currencies
was short-lived despite the fact that good vaccine news is ‘additive’, in the sense that two vaccines
are better than one, that the Moderna vaccine has a reported efficacy even higher than the Pfizer
one, and as it seems it poses fewer logistical challenges in its distribution.

This is unlikely (we hope) to be the last good news on that front, but we suspect investors in safe
havens can afford to be more relaxed about the risk. What led markets to get over the results so
quickly was the wave of additional social distancing measures, so we argue that only a turnaround
in the pandemic trajectory would allow the market to celebrate good news with higher rates.

Today's events: US retail sales and IP

The economic calendar is mostly US-centric this morning. Retail sales, industrial production, and
builders optimism are the main releases of note.

Central bank speakers include Lagarde.

ltaly has mandated banks for a 5Y USD issue yesterday. This would add to a 2Y Germany auction.

Author

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

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

Antoine Bouvet
Head of European Rates Strategy
antoine.bouvet@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.

Article | 17 November 2020 2


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

THINK economic and financial analysis

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.

Article | 17 November 2020 3


https://www.ing.com

