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September’s ECB Cheat Sheet: Buy the
data, sell the cut
The European Central Bank will likely cut rates by 25bp this Thursday.
We present four scenarios and the estimated impact on FX and rates.
We also discuss the possible implications of a “technical” 60bp
refinancing rate cut. Our base case is no new forward guidance,
and some hawkish repricing in EUR front-end rates as well as a
moderately higher EUR/USD

Source: ING

This article is companion to our macro team’s September ECB Preview.  

Markets are fully pricing in a 25bp rate cut from the ECB this week. The question markets seek an
answer to is what follows next. For October, the market forward rates imply a 40% chance of a
further 25bp cut, and it is more than fully priced for December when the ECB will have its next
forecast update.

https://think.ing.com/articles/ecb-preview/
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Room for some hawkish repricing
We think there is some upside risk to front end rates if the ECB reiterates the importance of
forecasts for its decision making. Downplaying the chance of an October cut and confining itself to
quarterly steps on rates – at least for now – should act as a brake on the potential pace of easing,
less on the end point of the easing cycle. The EUR curve has potential to bear flatten on such
communication.

Overall, markets see the ECB reaching a deposit facility rate of around 2 to 2.25% by mid-next
year. This is slightly ahead of our updated forecast for the ECB, which sees accelerated and front-
loaded cuts over the first half of 2025. To some degree, this market view is probably more inspired
by the more aggressive pricing in the US than being solely down to the eurozone backdrop. Near
term market rates will remain closely tied to the dynamics in the US with the USD-EUR spread
remaining very directional.

A "technical" 60bp cut
From 18 September, the ECB will lower the main refinancing rate (MRO) to 15bp above the deposit
facility rate. This had been announced as one of the outcomes of the ECB review of the operational
framework. This also means that if the ECB decides to cut the deposit rate by 25bp this week, the
main refinancing rate will drop by 60bp.

For markets, the main refinancing rate is not the relevant rate at the moment. High excess
reserves of still just above €3tn within the banking system mean that the effective overnight rate is
still closely tied to the deposit facility rate, which is where banks can park liquidity at the ECB. And
since it is only banks that have access to the deposit facility, overnight unsecured lending rates (i.e.
€STR) are still almost 10bp even below the deposit facility rate.

MRO-DF rate corridor to shrink

Currently, banks pick up only €11.6bn at the MRO rate via weekly and three-month operations. For
now, ECB operations are only a backstop for some banks. A lower spread over the deposit rate
might act as a cap to market rates and funding spreads now but it is only once excess reserves
decline more significantly that the MRO rate will become more relevant for the market, i.e. when
ECB funding is seen as a viable alternative to market funding in terms of pricing. We see that
happening only in a matter of years rather than months given the trajectory of excess reserves.
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EUR/USD can find more support into the Fed
As shown in the chart below, EUR/USD continues to be supported by its most important short-term
market diver, the tightening USD:EUR rate spread. Next week’s FOMC meeting will put the vast
dovish rerating of the Fed cycle to the test, but we believe that Thursday’s ECB meeting could add
to the tightening momentum and offer more support to the euro.

EUR/USD and short-term rate spread

Source: ING, Refinitiv

Crucially, this could be one of the last chances for a “clean”, eurozone-led EUR/USD rally. After this,
the Fed, positioning ahead of the US election, and a likely turbulent EU budget season
suggest volatility could steer direction in the pair.

The 1.120 August high may only be reached with some help from the Fed next week, but a return
to the 1.11 area is possible if the ECB triggers some hawkish repricing.
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