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Markets 

• Retail sales for November were solid on face value though the details offered a more balanced picture. That was 
enough to cap the intraday rise in US yields. Net daily changes varied in a tight range between -1 bps and +0.7 bps in 
an otherwise uneventful session. German rates eased up to 1.7 bps (10-yr) but finished off the intraday lows set 
following a disappointing IFO indicator. UK gilts hugely underperformed with yields adding almost 10 bps at the front 
end of the curve. That came after yesterday’s labour market report which showed a sharper-than-expected increase 
in wage growth. The Bank of England’s room to cut rates is shrinking rapidly and that’s not changing with this 
morning’s November CPI release. While falling below expectations, accelerating headline CPI of 2.6%, core CPI of 
3.5% and services inflation of 5% should not comfort the central bank in any way. UK money markets expect less than 
three rate cuts next year. Due to the slight CPI miss, sterling does give back some of yesterday’s gains. EUR/GBP is 
trading around 0.827. The pair remains in the technical danger zone.  

 
• Today’s going to be a drawn out countdown to the Fed decision. A rate cut from 4.5-4.75% to 4.25-4.5% is all but 

certain. Markets have more or less fully discounted such a scenario since the lack of an upward CPI surprise last 
week. After three consecutive rate cuts (50-25-25) we expect the Fed to steer the market to a pause in January. 
Chair Powell last month referring the strong economy said there’s no hurry in lowering the policy rates. It also offers 
the Fed a moment to assess president-elect Trump’s first policy announcements when entering the office on January 
20. The updated dot plot will show fewer rate cuts for 2025 with three reductions instead of the current four the 
most plausible scenario. We think that the long-term estimate, a proxy for the neutral rate, will have shifted further 
north from 2.875% to 3%. It was already a close call in September. Since US money markets price in only 50 bps of 
cuts in 2025, we may see a kneejerk downleg in US (front-end) yields and the dollar after the dot plot release. It 
won’t stretch very far though if Powell strikes a generally hawkish tone in the presser afterwards by keeping the onus 
on the solid state of the economy. That should offer solid support to both yields and the dollar, the latter especially 
against an ongoing ailing euro. First meaningful support in EUR/USD is at 1.0335 (November correction low). 

 

News & Views 

• The National Bank of Hungary (MNB) kept its policy rate unchanged at 6.5% yesterday, citing inflationary risks 
coming from volatile global investor sentiment and ongoing political tensions. Looking ahead, a careful and patient 
approach to monetary policy is warranted with the central bank referring to a further pause in cutting interest rates. 
Restrictive monetary policy contributes to the maintenance of financial market stability and the achievement of the 
inflation target in a sustainable manner by ensuring positive real interest rates. Updated inflation forecasts show that 
the 3% inflation target will now only be sustainably met in 2026 instead of 2025 as suggested in September. The 
MNB plots an inflation path of 3.65%-3.7%-3% for the 2024-2026 policy horizon, coming from 3.7%-3.15%-3% in 
September. The in-depth analysis will be published in tomorrow’s inflation report. The new growth path faced a 
downward revision for this year, but was broadly stable afterwards: 0.4%-3.1%-4% from 1.4%-3.2%-4%. The volatility 
around the MNB-verdict was limited for once. EUR/HUF was broadly unmoved around 409. 

 
• The International Energy Agency’s annual coal report shows that the global use of coal is poised to rise to 8.77bn 

tonnes in 2024, a record. Moreover, demand is set to stay close to this level (even slightly higher) through 2027. 
While coal use has plummeted in Europe and the US, rising demand in India and China is more than enough to offset 
that. The new forecast breaks with last year’s view that we would be heading for a decade of lower coal demand as 
renewable energy sources play a greater role in generating power and as coal consumption levels off in China. The 
speed at which electricity demand grows will be very important over the medium term, the IEA added. 
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GE 10y yield 

The ECB delivered a fourth rate cut in December and 
dropped the reference to keeping policy restrictive. 

Updated inflation forecasts barely changed while the 
growth outlook deteriorated. Sticking with a data-

dependent approach, we think the ECB eyes back-to-
back 25 bps rate cuts in January and March after 

which a proper evaluation on neutral interest rates is 
necessary. Money market positions remains too 

dovish. The German 10-yr yield is bottoming out. 
 
 

US 10y yield 

The Fed slowed the easing pace to 25 bps in 
November and reiterated the path to a more neutral 
stance is set by the economy. Recent US data suggest 
there’s no need for aggressive Fed support for now 

(25 bps steps will do). The long end surged after 
touching the 3.60% on Trump’s election victory. This 
fiscal-related steepening trend is strong but took a 

breather in recent weeks. 4.15% and 4.04% are tough 
support areas. 

 
 

EUR/USD 

Solid October US data started an impressive USD 
comeback as money markets reduced Fed rate cut 

bets. Relative yield dynamics pulled EUR/USD below 
1.0778 support. Trump’s election victory and his 

hawkish trade policy added to by default USD 
strength. EMU growth concerns, geo- and national 
politics weigh on the euro in the meantime. South 

remains the path of least resistance.  
 
 

EUR/GBP 

The BoE delivered a second hawkish cut in 
November. The expansionary Labour budget lifted 
the BoE’s GDP and CPI forecasts. It forced Bailey to 
backtrack on his earlier call for an activist approach 
and instead sounded cautious on future cuts. The 

economic picture between the UK and Europe 
diverged to the benefit of sterling. EUR/GBP sets new 

YTD lows and is heading to the post-brexit low of 
0.8203. 
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