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PREVIEW: ECB announcement due on Thursday 30th January

e ECB policy announcement due Thursday January 30th; rate decision at 13:15GMT/08:15EST, press conference from
13:45GMT/08:45EST

e Expectations are for the ECB to cut the Deposit Rate by 25bps to 2.75%

e The backdrop of the meeting comes amid a highly uncertain growth outlook for the Eurozone

OVERVIEW: The ECB is unanimously expected to deliver another 25bps cut to the Deposit Rate despite a recent uptick in inflation given
concerns around the growth outlook and the view that policy is still currently restrictive. Focus will be on any hints over future easing plans.
However, policymakers will likely retain a meeting-by-meeting and data-dependent approach. Looking beyond the upcoming meeting,
markets see an additional 66bps (i.e. excluding this week's 25bps cut) of loosening by year-end with the terminal rate seen at around 2%.

PRIOR MEETING: As expected, the ECB delivered a 25bps cut to the deposit rate, taking it to 3.0%. The main takeaway from the policy
statement was the Governing Council’s decision to drop the reference to “keep policy rates sufficiently restrictive for as long as necessary”.
Elsewhere, the ECB stated it will continue to follow a data-dependent and meeting-by-meeting approach. The accompanying macro
projections saw a reduction in the HICP forecasts for 2024 and 2025 with the 2026 forecast held below target at 1.9%, whilst growth
forecasts were cut across the horizon. At the follow-up press conference, Lagarde was careful to note that the GC is not yet declaring victory
on inflation, whilst later adding that risks to inflation are two-sided. With regard to the policy decision, Lagarde noted that all members agreed
with the policy proposal. Adding that a 50bps move was discussed, however, this failed to gain any traction. The President stated that whilst
not pre-committing to a specific policy path, the direction of travel is clear. Lagarde also refused to engage in discussions of where the GC
sees the neutral rate, stating that it was not discussed at the meeting.

RECENT ECONOMIC DEVELOPMENTS: The economic backdrop to the upcoming meeting has seen an expected uptick in headline Y/Y
inflation to 2.4% from 2.2%, core Y/Y hold steady at 2.7% and services inflation nudge higher to 4.0% from 3.9%. The 5y5yr inflation forward
has picked up from around 2% at the time of the prior meeting to current levels of circa 2.08% (has been as high as 2.1489%). At this stage,
policymakers have looked through the uptick in inflation and continue to expect a return to target in 2025. Greater concern remains on the
growth outlook. However, on a mildly encouraging footing, flash PMI data for January saw the Composite metric move back into
expansionary territory. The accompanying report noted “The private sector is back in cautious growth mode after two months of shrinking”.
Note, that Q4 GDP data is not available until the morning of the announcement. In the labour market, the unemployment rate remains at the
historic low of 6.3%.

RECENT COMMUNICATIONS: In an interview at Davos, President Lagarde remarked that she is confident that inflation will return to target
over the course of the year, whilst the growth outlook is subject to downside risks. On the trade front, she remarked that it was her
expectation that there would be no immediate tariffs from the US and expects the US to be more selective when it comes to tariffs. Chief
Economist Lane has stated that the ECB needs to work out a middle path where it is not too aggressive or too cautious in its actions. The
influential Schnabel of Germany has noted that the ECB is "getting closer and closer to the point where we need to take a closer look at
whether and how much further we can cut interest rates.” Her German counterpart Nagel has stressed that the Bank should not rush things
when it comes to policy normalisation. At the most hawkish end of the spectrum, Austria's Holzmann has stated that a cut at the upcoming
meeting is not a foregone conclusion. At the dovish end of the spectrum, Greece's Stournaras is of the view that "cuts should be on the order
of 25bp each time, so that by the end of 2025 we approach close to 2%, from the 3% where we are today". Elsewhere on the rate path,
France's Villeroy suggests that "to expect our policy rate to be around 2% by this summer is a plausible scenario".

RATES: Expectations are for the ECB to deliver a 25bps cut in the Deposit Rate to 2.75%, according to all analysts surveyed by Reuters;
markets assign a 91% chance of such an outcome on the basis that policy is still viewed as being restrictive and the recent uptick in inflation
is seen as temporary. Looking beyond the upcoming meeting, markets see an additional 66bps of loosening by year-end with the terminal
rate seen at around 2%; a level that some desks view as neutral. A further deterioration in the growth outlook and a moderation in inflation
could see pricing slip closer to 1.50-1.75%. ING posits that such levels could also come to fruition in the event of a more dovish Fed.
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