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ECB: Third (Expected) 25bps Cut in a Row, and Streak
to Continue

e TheECB rolled an unsurprising third consecutive 25bps cut to its deposit facility
rate to 3.00% at its final meeting of the year with the Governing Council widely
agreeing on a move of this magnitude against a few that seemingly floated a 50bps
move. All signs point to another 25bps move at each of the bank’s January, March,
April, and June decisions to a 2.00% level followed by possibly another 25bps cut
at either of the July or September gatherings.

e One HICP release and a couple of PMI prints until the late-January meeting seem,
as things stand, unlikely to prompt a pause nor a half-point cut (external risks
notwithstanding).

e Statement changes were minimal outside of dropping a pledge to “keep policy rates
sufficiently restrictive for as long as necessary” as the ECB eyes a more growth-
supportive stance with inflation well on track towards the 2% target. In its new
forecasts, the ECB slightly trimmed HICP and GDP growth projections for 2024-2026, as
was widely expected, with new forecasts for 2027 still showing inflation around target
and muted growth.

To no one’s surprise, the ECB rolled a third consecutive 25bps cut to its deposit facility
rate at its final meeting of the year, bringing it to 3.00% from the 4.00% peak that lasted
until mid-2024. Economic conditions and the outlook for growth have remained worrying
since the bank’s October decision amid political chaos and uncertainty in France and
Germany combining with already weak manufacturing prospects weakening further on
Trump protectionism risks. In turn, inflation is due to slow slightly more quickly than
expected a few months ago, despite possible tariff tailwinds.

Accompanying today’s monetary policy decision, the ECB’s updated staff projections
showed slightly weaker growth and lower inflation across the whole of the 2024-2026
forecast horizon and also include new forecasts for 2027. Changes are fairly small with
headline HICP inflation seeing 0.1ppts lower versus the previous round in each of 2024
and 2025 at 2.4% and 2.1%, respectively, then unchanged at 1.9% before flipping back just
slightly above 2% in 2027 (2.1%). Core HICP forecasts were virtually untouched except for
a 0.1ppts lower projection for 2026 at 1.9% which is also the pace expected for 2027. In
terms of magnitude, the biggest yet still small revision was in the 2025 GDP growth
projection at 1.1% from 1.3%; 2024 and 2026 were both trimmed by 0.1ppts (0.7% and
1.4%, respectively) and the new 2027 growth forecast still leaves growth relatively weak at
1.3%.

With forecasts like these, it should be no surprise that markets are pricing in a cumulative
~110bps in cuts over the four meetings that follow todays for a terminal deposit rate
target of 2.00% with possibly another cut priced in by July/September to 1.75%—as is our
latest forecast. Markets are eyeing about a 30% chance of an ECB rate cut at the January
meeting six weeks from now (practically as it was prior to the announcement), with
another round of HICP and two PMIs releases standing as the main on-calendar items that
may shape pricing in either direction (while geopolitical developments also play a part).
Today’s set of ECB communications largely reinforces our view, but we think it is more
likely that policymakers reach our terminal rate forecast sooner or perhaps reduce rates to
a lower level were the Eurozone to post no or negative growth in the current or coming
quarters.

The ECB’s refreshed statement had a slightly more dovish tone than expected as it
dropped its pledge to “keep policy rates sufficiently restrictive for as long as
necessary” (though this was predicted by some). The statement does make a point,

Visit our website at scotiabank.com/economics | Follow us on Twitter at @ScotiaEconomics | Contact us by
email at scotia.economics@scotiabank.com


https://www.scotiabank.com/ca/en/about/global-economics/economics-publications.html
https://twitter.com/ScotiaEconomics

Scotiabank. FLASH REPORT

December 12,2024

however, to note in a previous paragraph that monetary policy remains restrictive which seems like a minor concession to hawks while the
direction of travel is towards providing accommodative monetary conditions for firms and households.

As for Lagarde’s presser, it was mostly a rather uneventful one, for once, as she stuck to script, noted that the decision on a 25bps cut was
unanimous (despite some floating a 50bps move), and also highlighted that there was quite a bit of confidence that inflation was truly on
track towards the 2% target. The main market mover of the presser was when Lagarde noted that they see two-sided risks to inflation (and
pointed to tariffs probably being inflationary), standing in contrast to the October press conference when she said that risks to inflation
were mostly to the downside.

German 2s yields jumped about 4/5bps around Lagarde’s comments regarding inflation risks (though it’s possible this simply coincided with
some large profit-taking), to mostly correct a rally in global rates led by a higher-than-expected US jobless claims print (and a mixed PPI
release). The long-end of rates markets also didn’t take too kindly to Lagarde noting that they did not discuss the Transmission Protection
Instrument (TPI)—at a time when political risks are causing sharp moves in sovereign spreads. On net, through all the noise to writing at
9:30ET, short- and long-term European yields are practically sitting at pre-statement levels, the EUR is marginally weaker amid broad USD
strength on the day continuing (unfazed by a brief move lower in US yields), and Euro Stoxx are flat on the day.

Global Economics 2



Scotiabank. FLASH REPORT

December 12,2024

This report has been prepared by Scotiabank Economics as a resource for the clients of Scotiabank. Opinions, estimates and projections contained herein are our own as of the date hereof and are subject
to change without notice. The information and opinions contained herein have been compiled or arrived at from sources believed reliable but no representation or warranty, express or implied, is made as
to their accuracy or completeness. Neither Scotiabank nor any of its officers, directors, partners, employees or affiliates accepts any liability whatsoever for any direct or consequential loss arising from
any use of this report or its contents.

These reports are provided to you for informational purposes only. This report is not, and is not constructed as, an offer to sell or solicitation of any offer to buy any financial instrument, nor shall this
report be construed as an opinion as to whether you should enter into any swap or trading strategy involving a swap or any other transaction. The information contained in this report is not intended to
be, and does not constitute, a recommendation of a swap or trading strategy involving a swap within the meaning of U.S. Commodity Futures Trading Commission Regulation 23.434 and Appendix A
thereto. This material is not intended to be individually tailored to your needs or characteristics and should not be viewed as a “call to action” or suggestion that you enter into a swap or trading strategy
involving a swap or any other transaction. Scotiabank may engage in transactions in a manner inconsistent with the views discussed this report and may have positions, or be in the process of acquiring or
disposing of positions, referred to in this report.

Scotiabank, its affiliates and any of their respective officers, directors and employees may from time to time take positions in currencies, act as managers, co-managers or underwriters of a public offering
oract as principals or agents, deal in, own or act as market makers or advisors, brokers or commercial and/or investment bankers in relation to securities or related derivatives. As a result of these actions,
Scotiabank may receive remuneration. All Scotiabank products and services are subject to the terms of applicable agreements and local regulations. Officers, directors and employees of Scotiabank and
its affiliates may serve as directors of corporations.

Any securities discussed in this report may not be suitable for all investors. Scotiabank recommends that investors independently evaluate any issuer and security discussed in this report, and consult
with any advisors they deem necessary prior to making any investment.

This report and all information, opinions and conclusions contained in it are protected by copyright. This information may not be reproduced without the prior express written consent of Scotiabank.
™ Trademark of The Bank of Nova Scotia. Used under license, where applicable.

Scotiabank, together with “Global Banking and Markets”, is a marketing name for the global corporate and investment banking and capital markets businesses of The Bank of Nova Scotia and certain of its
affiliates in the countries where they operate, including; Scotiabank Europe plc; Scotiabank (Ireland) Designated Activity Company; Scotiabank Inverlat S.A., Institucion de Banca Multiple, Grupo
Financiero Scotiabank Inverlat, Scotia Inverlat Casa de Bolsa, S.A. de C.V., Grupo Financiero Scotiabank Inverlat, Scotia Inverlat Derivados S.A. de C.V. - all members of the Scotiabank group and
authorized users of the Scotiabank mark. The Bank of Nova Scotia is incorporated in Canada with limited liability and is authorised and regulated by the Office of the Superintendent of Financial
Institutions Canada. The Bank of Nova Scotia is authorized by the UK Prudential Regulation Authority and is subject to regulation by the UK Financial Conduct Authority and limited regulation by the UK
Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the UK Prudential Regulation Authority are available from us on request. Scotiabank Europe plc is
authorized by the UK Prudential Regulation Authority and regulated by the UK Financial Conduct Authority and the UK Prudential Regulation Authority.

Scotiabank Inverlat, S.A., Scotia Inverlat Casa de Bolsa, S.A. de C.V, Grupo Financiero Scotiabank Inverlat, and Scotia Inverlat Derivados, S.A. de C.V., are each authorized and regulated by the Mexican
financial authorities.

Not all products and services are offered in all jurisdictions. Services described are available in jurisdictions where permitted by law.

Global Economics 3



