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• At next week’s ECB meeting on 17 October we expect the ECB to deliver yet another 

rate cut of 25bp, bringing the deposit rate to 3.25%. Weaker-than-anticipated growth 

indicators, as well as a decline in inflation, support the case for another rate cut from 

the ECB.  

• Since the US labour market report last week, markets have significantly repriced 

expectations for policy easing across central banks, not least the ECB. Markets are now 

discounting an additional 47bp of rate cuts this year, consistent with a rate cut next 

week and again in December, and 97bp of rate cuts next year, consistent with our 

baseline of quarterly rate cuts of 25bp each.  

• We expect very limited forward guidance at the upcoming meeting, meaning the ECB 

should stick to the ‘meeting by meeting’ and ‘data dependent’ approach that it has been 

following in the past few quarters. Ahead of the December meeting, where it will give 

new staff projections, including the 2027 projection, we are set to see very important 

data points from the euro area (2x PMIs, 2x inflation, wage data, labour data).  

Weaker growth and moderating labour market…  

Since the latest ECB meeting five weeks ago on 12 September, the ECB has received only 

a very limited amount of new data. However, this data has showed convincing signs of 

weaker growth and moderating labour market dynamics in Q3, that may extent into the 

current and coming quarters. Since the September meeting, the composite PMI indicator 

fell to 49.6 from 51.0 in August. The decline was largely driven by services moving lower 

from 52.9 to 51.4, where a part of the move can be explained by the one-off boost to French 

activity from the Olympic games disappearing in September. Overall, the service sector 

remains in expansionary territory, but it has weakened during the past quarter due to 

Germany and France while Spain is experiencing higher activity. For details, see Research 

euro area - Southern Europe to continue outperforming , 23 September.  

Outside services, the manufacturing sector continues to struggle, with, for example, PMIs 

declining from 45.8 to 45.0. Given the long period with declining production, the 

employment situation has also clearly deteriorated, with the employment PMI at 46.1. The 

weak employment situation in the manufacturing sector has impacted the aggregate euro 

area labour market, where survey data into Q3 shows cooling employment growth in the 

euro area. Please see Research euro area - Moderating labour market with downside risks, 

3 October. The moderating labour market and weakening growth support our expectations 

for a cut by the ECB in October.  

…combined with softer inflation supports October cut  

Headline inflation fell below 2% for the first time in three years to 1.8% y/y in September, 

as expected. The decline was mainly due to energy inflation while core inflation was 

stickier at 2.7% y/y (prior: 2.8%) due to high services inflation at 4.0% y/y and low goods 

inflation at 0.4% y/y. Importantly, momentum in services inflation declined significantly  
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as service prices rose only 0.1% m/m s.a., which was the lowest monthly rate this year. 

Headline inflation has averaged 2.17% in Q3, below the expectation of 2.3% in the latest 

ECB projections. Combined with the weakening of the services momentum, this should 

make the ECB more confident of inflation returning persistently to target.  

Weak growth outlook risks the ECB  

We see the good inflation news as welcome information for the ECB, albeit the weakness 

observed on the activity side may be viewed with some concern. If the near-term growth 

weakness extends into the months to come, and thus downside risks to growth materialise 

with domestic demand not picking up, we may consider a frontloading of the rate cuts next 

year – and potentially add a degree of ‘insurance cuts’, i.e. cutting the deposit rate below 

2%. Markets have already priced this probability at 44%, see also Reading the Markets 

EUR: Yield Outlook - From restrictive to neutral. Sell 15Y Finland 

Two weeks ago, when we pencilled in an October rate cut expectation following the weak 

PMIs and country inflation releases, we also noted that a reversal to the quarterly rate cut 

profile next year would be contingent on an improvement in the growth outlook. 

Admittedly it is an uncertain outlook, not least due to the impact from a stagnating labour 

market in Q3. Should the labour market soften significantly, that would constitute another 

catalyst for another revision. For now, we point to near-term downside risks to the profile 

and assign a 30% probability of a January rate cut as well.  

Higher rates since the September meeting 

Markets have recorded a high degree of volatility since the September meeting, with a low-

to-high December €STR 2025 pricing range of 33bp. Looking at the rates pricing in 

isolation, the 10y GDP weighted yield is up 11bp since the September ECB meeting. Most 

recently the inflation pricing surge has led to a decline in real rates, to its average since this 

summer of around 40bp (measured on 5.5. real rate).  

Looking ahead, less supportive rate differentials, instability in risk sentiment, geopolitical 

tensions, and US election tail risks suggest that EUR/USD could remain under pressure in 

the short term. The current divergence in economic activity – stronger in the US and weaker 

in the euro area – is weighing on the cross. This trend, along with several USD-positive 

factors currently in play, supports our overall narrative of a lower EUR/USD over the 

coming year, with a 12M target of 1.07. 
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Euro area data overview  

 

Mar/24 Apr/24 May/24 Jun/24 Jul/24 Aug/24 Sep/24 Last 12 obs

2.4 2.4 2.6 2.5 2.5 2.1 1.8**

2.9 2.7 2.9 2.8 2.8 2.7 2.7**

3.1 2.9 2.9 2.9 2.7 2.9

4.0 3.7 4.1 4.1 4.0 4.1 4.0**

4.4 4.3 4.4 4.3 4.3 4.2

0.2 0.1 0.1 0.1 0.3 0.1 0.0**

0.3 0.1 0.4 0.2 0.3 0.2 0.1**

0.2 0.2 0.3 0.3 0.3 0.3

0.5 0.2 0.6 0.3 0.3 0.4 0.1**

GDP1 … QoQ (%) 0.3 0.2 0.2 0.2

… Compos ite 50.3 51.7 52.2 50.9 50.2 51.0 49.6

… Manufacturing 46.1 45.7 47.3 45.8 45.8 45.8 45.0

… Services 51.5 53.3 53.2 52.8 51.9 52.9 51.4

… Current 88.1 88.9 88.3 88.3 87.1 86.4 84.4

… Expectations 87.6 89.7 90.3 88.8 87.0 86.8 86.3

ESI Index 96.3 95.6 96.2 96.0 96.0 96.5 96.2

Eurocoin ...% 0.2 0.3 0.2 0.2 0.2 0.3 0.1

-14.8 -14.7 -14.3 -14.0 -13.0 -13.4 -12.9

% Employment 0.3 0.2 0.2 0.2

Unemployment
1

6.5 6.4 6.5 6.5 6.4 6.4

Labour Force 1
0.0 0.4 0.4 0.4

Negotiated Wages 1
4.8 3.5 3.5 3.5

Job Postings  Wages 3.5 3.5 3.4 3.9 3.9 4.1

Comp per Employee 1
4.8 4.3 4.3 4.3

… Industria ls 1
19.7 19.3 19.3 19.3

… Services 1
27.6 26.4 26.4 26.4

102.4 101.5 101.2 99.8 97.9 99.4 99.5

Credit

% BLS credit s tandards
1 3.3 2.5 2.5 2.5

Non-Financia l  

corporations
0.3 0.2 0.3 0.7 0.6 0.8

Households 0.2 0.2 0.3 0.3 0.5 0.6

Euro Area M1 -6.7 -5.9 -5.2 -3.5 -3.1 -1.9

Euro Area M3 0.9 1.4 1.6 2.4 2.5 3.2

10y Bund 2.3 2.6 2.6 2.5 2.3 2.3 2.1

10y GDP weighted rate 2.8 3.1 3.1 3.1 2.9 2.9 2.7

% (eom), HICP 10y GDP wght. rea l  rate 36.3 37.7 37.6 43.6 44.3 44.7 48.1

% (eom), €STR 10y GDP wght. rea l  rate 59.5 77.3 86.7 91.4 76.8 84.1 75.5

bp (eom) BTP-Bund Spread 141.0 134.0 131.0 157.0 134.0 139.0 125.0

Stoxx600 12.0 8.2 14.7 10.7 9.9 14.6 16.1

Stoxx50 17.8 12.9 18.2 11.3 9.0 15.4 19.8

EER (YoY %, eom) 3.0 1.9 3.5 0.7 0.9 1.2 2.3

REER (YoY %, eom) 2.0 0.3 1.2 0.3 -0.6 -0.4 0.1

EURUSD (YoY %, eom) -0.6 -2.4 1.6 -1.5 -1.8 2.0 5.7

Commodities  index 11.1 13.3 18.4 15.0 0.2 -2.1 -6.1

Energy index 20.1 20.2 25.1 24.9 3.4 -3.7 -14.9

EUR/MWh (eom) TTF NatGas 27.1 29.0 34.1 34.1 35.1 38.8 39.0

USD/bbl  (eom) Brent oi l 87.5 87.9 81.6 86.4 80.7 78.8 71.8

Headl ine (MoM)

Core (MoM)

SuperCore (MoM)

Services  (MoM)

YoY (%)

Labour Market

QoQ (%)

Headl ine (YoY)

Core (YoY)

SuperCore (YoY)

Services  (YoY)

LIMI (Domestic inflation, YoY)

**Indicates release is flash, and not final.

Superscript with the number "1" indicates data is released in quarterly intervals, hence the border marking new releases reflects this.

Sources: ECB, Eurostat, M acrobond and Danske Bank.

YoY(%)

(eom)

Energy & commodities

EC Employment Expectations  Indicator

Spot

rates

YoY (%) - loan 

growth

YoY(%)

(eom)

PMI

IFO

Consumer Confidence 

Inflation (%)

Economic Growth

YoY (%)

% (eom)

Financial indicators

Labour Shortage
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Oct/24 Nov/24 Dec/24 Jan/25 Feb/25 Mar/25 Apr/25

YoY(%) Inflation market pricing 1.7 2.0 2.2 2.1 1.8 1.8 1.8

SMA* and market pricing Oct/24 Nov/24 Dec/24 Jan/25 Feb/25 Mar/25 Apr/25

%
Market priced depos it 

rate (€STR+10bp)
3.28 3.02 2.81 2.56 2.41

bp - change -23 -26 -21 -25 -15

SMA DFR 3.50 3.25 3.25 3.00 3.00

SMA TLTRO 29 29 29

SMA PEPP 1669 1669 1669 1624 1624 1624 1579

SMA APP 2888 2888 2888 2804 2804 2804 2721

SPF* 2024 2025 2026 Long Term Released s ince last ECB meeting

SPF HICP 2.4 2.0 2.0 2.0 No

SPF HICP, Core 2.6 2.1 2.0 2.0 No

SPF Real  GDP 0.6 1.3 1.4 1.3 No

Latest ECB Staff Projections Q4/2024 Q1/2025 Q2/2025 Q3/2025 Q4/2025 Q1/2026 Q2/2026

HICP 2.6 2.5 2.3 2.2 2.0 2.0 1.9

HICP CORE 2.9 2.7 2.4 2.2 2.1 2.1 2.0

GDP 0.2 0.3 0.4 0.4 0.4 0.4 0.4

*SMA is latest release, coinciding with latest ECB meeting. SPF is latest release.

EURbn

YoY%

YoY%

Forward looking indicators

Inflation

Blank cells under SMA and market pricing indicate no ECB GC meeting that month.

Sources: ECB, Eurostat, Macrobond and Danske Bank.
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in the research report. 

Regulation 
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Risk warning 

Major risks connected with recommendations or opinions in this research report, including as sensitivity analysis 
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General disclaimer 

This research has been prepared by Danske Bank A/S. It is provided for informational purposes only and should 

not be considered investment, legal or tax advice. It does not constitute or form part of, and shall under no 

circumstances be considered as, an offer to sell or a solicitation of an offer to purchase or sell any relevant financial 

instruments (i.e. financial instruments mentioned herein or other financial instruments of any issuer mentioned 

herein and/or options, warrants, rights or other interests with respect to any such financial instruments) (‘Relevant 

Financial Instruments’). 

This research report has been prepared independently and solely on the basis of publicly available information that 

Danske Bank A/S considers to be reliable but Danske Bank A/S has not independently verified the contents hereof. 

While reasonable care has been taken to ensure that its contents are not untrue or misleading, no representation or 

warranty, express or implied, is made as to, and no reliance should be placed on, the fairness, accuracy, 

completeness or reasonableness of the information, opinions and projections contained in this research report and 

Danske Bank A/S, its affiliates and subsidiaries accept no liability whatsoever for any direct or consequential loss, 

including without limitation any loss of profits, arising from reliance on this research report. 

The opinions expressed herein are the opinions of the research analysts and reflect their opinion as of the date 

hereof. These opinions are subject to change and Danske Bank A/S does not undertake to notify any recipient of 

this research report of any such change nor of any other changes related to the information provided in this research 

report. 

This research report is not intended for, and may not be redistributed to, retail customers in the United Kingdom 

(see separate disclaimer below) and retail customers in the European Economic Area as defined by Directive 

2014/65/EU. 
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This research report is protected by copyright and is intended solely for the designated addressee. It may not be 

reproduced or distributed, in whole or in part, by any recipient for any purpose without Danske Bank A/S’s prior 

written consent. 

Disclaimer related to distribution in the United States 

This research report was created by Danske Bank A/S and is distributed in the United States by Danske Markets 

Inc., a U.S. registered broker-dealer and subsidiary of Danske Bank A/S, pursuant to SEC Rule 15a-6 and related 

interpretations issued by the U.S. Securities and Exchange Commission. The research report is intended for 

distribution in the United States solely to ‘U.S. institutional investors’ as defined in SEC Rule 15a-6. Danske 

Markets Inc. accepts responsibility for this research report in connection with distribution in the United States solely 

to ‘U.S. institutional investors’. 

Danske Bank A/S is not subject to U.S. rules with regard to the preparation of research reports and the independence 

of research analysts. In addition, the research analysts of Danske Bank A/S who have prepared this research report 

are not registered or qualified as research analysts with the New York Stock Exchange or Financial Industry 

Regulatory Authority but satisfy the applicable requirements of a non-U.S. jurisdiction. 

Any U.S. investor recipient of this research report who wishes to purchase or sell any Relevant Financial Instrument 

may do so only by contacting Danske Markets Inc. directly and should be aware that investing in non-U.S. financial 

instruments may entail certain risks. Financial instruments of non-U.S. issuers may not be registered with the U.S. 

Securities and Exchange Commission and may not be subject to the reporting and auditing standards of the U.S. 

Securities and Exchange Commission. 

Disclaimer related to distribution in the United Kingdom 

In the United Kingdom, this document is for distribution only to (I) persons who have professional experience in 

matters relating to investments falling within article 19(5) of the Financial Services and Markets Act 2000 

(Financial Promotion) Order 2005 (the ‘Order’); (II) high net worth entities falling within article 49(2)(a) to (d) of 

the Order; or (III) persons who are an elective professional client or a per se professional client under Chapter 3 of 

the FCA Conduct of Business Sourcebook (all such persons together being referred to as ‘Relevant Persons’). In 

the United Kingdom, this document is directed only at Relevant Persons, and other persons should not act or rely 

on this document or any of its contents. 

Disclaimer related to distribution in the European Economic Area 

This document is being distributed to and is directed only at persons in member states of the European Economic 

Area (‘EEA’) who are ‘Qualified Investors’ within the meaning of Article 2(e) of the Prospectus Regulation 

(Regulation (EU) 2017/1129) (‘Qualified Investors’). Any person in the EEA who receives this document will be 

deemed to have represented and agreed that it is a Qualified Investor. Any such recipient will also be deemed to 

have represented and agreed that it has not received this document on behalf of persons in the EEA other than 

Qualified Investors or persons in the UK and member states (where equivalent legislation exists) for whom the 

investor has authority to make decisions on a wholly discretionary basis. Danske Bank A/S will rely on the truth 

and accuracy of the foregoing representations and agreements. Any person in the EEA who is not a Qualified 

Investor should not act or rely on this document or any of its contents. 
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