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THINK Ahead: 50 basis point rate cuts?
How about 200
Should the Fed have just cut to the chase and slashed rates by 200
basis points this week? Don't worry, James Smith hasn't (fully) taken
leave of his senses. Read on as he explains why central banks may be
forced to go faster, as the team looks ahead to another important
week in the world of macro and markets

ING's James Smith on
next week's world
today

THINK Ahead: 50 basis point rate cuts? How about 200
Here’s a question: should the Federal Reserve have cut rates by 200 basis points this week?

Before you tell me I’ve taken leave of my senses, let me explain the logic of this week’s little
thought experiment:

The Fed has told us it wants to get rates back to 3%, which it reckons is neither restrictive nor
accommodative for the economy. Chair Powell has said in no uncertain terms that he doesn’t
welcome any further weakness in the US jobs market. So if the Fed – and other central banks for
that matter – have concluded rates need to go much lower, why not get there ASAP?

Let’s start with the arguments against, of which I see four:

First, there’s simply no need to cut rates that quickly. For all the recent recession concerns, the
latest numbers look fine. Jobs markets are cooling to varying degrees across the developed world,
but we’re generally yet to see the telltale rise in layoffs that often proceeds a downturn.
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Should we be reassured? Perhaps not. We know in the US that the jobs numbers are overstating
the picture right now. Powell himself said this week that he is mentally adjusting the non-farm
payrolls lower each month, given they’re going to get revised down anyway. My colleague James
Knightley also points to the latest Fed Beige Book – a collection of anecdotes from businesses –
which indicates more and more areas of the economy are turning weaker.

Second, nobody truly knows what the neutral interest rate actually is in real time. Most central
bankers freely acknowledge this. With rates currently so high, nobody is arguing that a 50bp cut is
going to get you anywhere near that neutral level. But as rates get lower and lower, it’s harder to
say that with any real confidence.

Here’s the thing though: maybe central banks won't care that much. The incentives of
policymakers are shifting rapidly, after all. The nightmares of the 1980s have stopped. Preserving
the soft landing is rapidly becoming the priority. If they overshoot the true neutral rate by a few
tenths of a percentage-point but manage to preserve the recovery, does it really matter?

Third, central banks worry that big cuts will see more big cuts priced in. Or worse still, investors
conclude the central bank knows something everyone else doesn’t.

Interestingly, the Fed’s 50bp cut this week did neither. The message was that officials should have
probably cut in July, so this is them just catching up. Investors aren’t fully convinced, but then they
weren’t before the meeting either. Markets have 75bp of US rate cuts priced by year-end.

Finally, central banks simply don’t slash rates unless there is some sort of crisis. That’s true,
though the Fed showed this week that it’s not black and white. It’s also not what we saw in the
latest hiking cycle. Remember the Fed did four 75bp hikes within six months.

That’s a neat segway into what I think is the major argument in favour of my hypothetical 200bp
rate cut. The simple fact is that policy changes take longer to hit the economy than they used to.
Households and corporates locked in those low rates pre-Covid and a greater share of lending is
fixed.

Take a look at my chart of the week: the Fed Funds Rate rose by more than five percentage points
from its 2021 low. The average rate households are paying on existing mortgages, however, has
gone up by just 0.5% over that same period.

https://think.ing.com/snaps/major-downward-revisions-to-us-jobs-pushed-the-fed-to-act/
https://think.ing.com/articles/50bp-cut-fed-to-move-rates-neutral-and-avert-recession/
https://think.ing.com/articles/50bp-cut-fed-to-move-rates-neutral-and-avert-recession/
https://think.ing.com/articles/rates-spark-thats-how-to-sell-a-50bp-cut/
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Chart of the week: Rate hikes have hit the US and parts of
Europe fairly slowly

Source: Macrobond, ING calculations

This chart shows the average rate paid on the outstanding stock of mortgages.
This shouldn't be confused with current mortgage rates being offered by banks on
new lending

In days gone by, central banks could cut rates in small chunks and expect quick results. That’s
much less true today. The level of rates and the length of time they stay there is arguably now
more important. 

OK, spoiler alert. Neither the Fed nor anyone else is likely to implement a 200bp rate cut any time
soon. Nor should they. Sorry if my clickbait headline lured you in…

But here’s what I’m getting at. If central banks have decided there's a case to cut rates, a cautious
path of 25bp moves risks looking like an awkward compromise. That's my feeling here in the UK,
anyway. 

Our view is that the cautious approach to rate cuts might not last. We don’t rule out another 50bp
rate cut from the Fed this year, even if it’s not the base case. And we think the ECB and BoE will
pick up the pace of cuts over the winter.  

The battle on inflation looks won. If policymakers want to save the economic recovery too, maybe
it's time to get a move on.

THINK Ahead in Developed Markets
United States (James Knightley):

The Fed’s decision to go for a 50bp cut, but with a clear warning for the market that they
should not expect this to be the norm given solid economic fundamentals, has reinforced
faith in the “soft landing” thesis. Inflation is slowing and the economy is cooling, which
allows the Fed to gradually move policy back to neutral. We are expecting 25bp rate cuts in
November and December with the policy rate settling at 3.25-3.5% by next summer.

https://think.ing.com/articles/after-ecb-rate-cut-lagarde-signals-further-cuts-to-come/
https://think.ing.com/snaps/why-the-bank-of-england-wont-diverge-from-the-fed-for-long/
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Nonetheless, we see the risks skewed towards the Fed potentially cutting rates to even
lower levels, given the loss of momentum in the jobs market. 

Next week’s data highlight is the personal income and spending report, with the core
personal consumer expenditure deflator the key number within it. Core CPI came in at a
relatively “hot” 0.3% month-on-month, but the core PCE should come in at 0.2% given the
lower weighting for housing. As such, this should confirm that inflation is not a barrier to
interest rate cuts. 

Eurozone (Peter Vanden Houte):

Purchasing Managers Indices (Mon): As August’s PMI (especially the services component) in
the eurozone probably received a temporary boost from the Olympics in France and a
strong tourist season in Southern Europe, chances are high that the September reading will
see a downward correction. We anticipate a declining PMI both for the services sector and
for the composite indicator. As for the manufacturing sector, anecdotical evidence, like
Volkswagen’s announcement of plant closures in Germany, seems to suggest that little
improvement can be expected from the already subdued level.

Sweden (James Smith):

Riksbank decision (Wed): Sweden’s Riksbank is poised for its third rate cut since May,
marking it out as one of the most dovish developed market central banks this year. In
addition to a 25-basis point cut next Wednesday, Governor Thedeen has suggested we
could see cuts at the two remaining meetings later this year. That’s a message we’d expect
to be reiterated this month and we have no reason to doubt that those cuts will be
delivered.

Switzerland (Charlotte de Montpellier):

SNB rate decision (Thur): We expect the Swiss National Bank (SNB) to announce a 0.25%
rate cut next week. Inflation continues to surprise on the downside, with the government
now forecasting 1.2% inflation in 2024 and 0.7% for 2025. The strength of the Swiss franc is
posing challenges for exporting companies, which are becoming increasingly vocal on the
subject. Some believe this could justify a 50bp rate cut, but we doubt it. With the key rate
already at 1.25% since June, the potential for further rate cuts for the SNB is not
considerable, and we think it will prefer to cut it to 1%, while at the same time stepping up
its intervention in the foreign exchange market.

THINK Ahead in Central and Eastern Europe
Poland (Adam Antoniak):

Retail sales (Mon): We forecast that retail sales increased by 4.0% year-on-year in August,
vs. 4.4% in July. Sales growth has moderated slightly in recent months but second-quarter
consumption data suggests that demand is shifting towards services (retail sales cover only
goods). We expect private consumption growth to ease somewhat through the second half
of the year relative to the first half, but it should continue expanding at an annual rate of
above 4%. Consumption is still expected to remain the main engine of economic growth in
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2024.  

Construction output (Mon): We project that construction output fell 8.3% YoY in August,
after a 1.3% YoY drop in July. Construction is still in the doldrums and the decline is broad-
based. We expect a decline in civil engineering as projects financed by cohesion funds from
the new EU budget kick in slowly. Dwelling construction is also subdued. We expect
construction to be close to stagnant in 2H24. 

Unemployment rate (Wed): The registered unemployment rate is relatively stable and is
around all-time lows. We forecast that in August it remained unchanged at 5.0%. 

Hungary (Peter Virovacz):

NBH rate meeting (Tue): The Fed's latest jumbo rate cut has opened the door even wider for
the National Bank of Hungary to cut its key rate again. We expect a 25bp cut on 24
September, supported by the risk environment, the lower-than-expected August inflation
print, and high-frequency activity data which points to sluggish economic growth. As for the
forward guidance, while the fundamentals may provide a bit more room on the easing side
(and dovish signalling), it may all come down to global risk sentiment and, in practice, the
outcome of the US election. So we think the NBH will be very cautious about telegraphing
more easing ahead, but may keep the door open for one or two more standard cuts later in
the year. 
Labour market (Mon, Fri): We expect wage growth to slow only gradually in August, as the
tight labour market and public sector wage agreements keep the floor high. On the
unemployment front, we see stability, with labour hoarding remaining elevated as
companies are reluctant to adjust to weak market demand with layoffs in a labour market
where it is difficult to find skilled workers. 

Czech Republic (David Havrlant):

Consumer confidence (Tue): Consumer confidence likely deteriorated further in
September, as households perceive the economic rebound is advancing at a softer pace
than expected. This is even more true of businesses, which face tepid demand from abroad.
Germany's weakness has profound implications for the mood of Czech manufacturers. 
CNB rate meeting (Wed): Given the risks to economic performance, underperforming
industrial output and weaker foreign conditions, there's a growing need for less restrictive
monetary policy. However, persistence in services inflation and a pick up in core inflation
suggest some caution, which means a 25bp rate cut is the most likely option for the
upcoming central bank decision.
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Key events in developed markets

Source: Refinitiv, ING

Key events in Central and Eastern Europe

Source: Refinitiv, ING



THINK economic and financial analysis

Article | 20 September 2024 7

Authors

James Smith
Developed Markets Economist, UK
james.smith@ing.com

James Knightley
Chief International Economist, US
james.knightley@ing.com

Peter Vanden Houte
Chief Economist, Belgium, Luxembourg, Eurozone
peter.vandenhoute@ing.com

Charlotte de Montpellier
Senior Economist, France and Switzerland
charlotte.de.montpellier@ing.com

David Havrlant
Chief Economist, Czech Republic
420 770 321 486
david.havrlant@ing.com

Peter Virovacz
Senior Economist, Hungary
peter.virovacz@ing.com

Adam Antoniak
Senior Economist, Poland
adam.antoniak@ing.pl

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

mailto:james.smith@ing.com
mailto:james.knightley@ing.com
mailto:peter.vandenhoute@ing.com
mailto:charlotte.de.montpellier@ing.com
mailto:david.havrlant@ing.com
mailto:peter.virovacz@ing.com
mailto:adam.antoniak@ing.pl


THINK economic and financial analysis

Article | 20 September 2024 8

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

