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EUROPEAN CENTRAL BANK RATE CUT DECISION 

The European Central Bank (ECB) cut its main 

refinancing rate as expected by 25bps to 4.25%, after 

over 2 years of tightening conditions to fight the 

highest Eurozone inflation recorded in decades and 

first desynchronization with the US Federal Reserve. 

The ECB, whose stated objective is prices stability, 

started discussions to fight inflation in late 2021. Its first 

action was to reduce the pace of net asset 

purchases, which was halted by mid-2022. The 

general level of consumer prices in member states 

rose with the recovery from the COVID-19 crisis, and 

accelerated with the Russian invasion of Ukraine, 

peaking above 10% before slowing to 2.4% in April 

2024, closer to the ECB’s 2% annual target inflation. 

 

 

The ECB initiated its rate hikes cycle in July 2022, 

marking the end of an over 6-year period of zero rates 

and its first hike since the quickly aborted rate hike 

cycle of 2011 in response to the eurozone sovereign 

debt crisis. Chart 2 shows that the ECB was the last 

major central bank to hike its rate (the Bank of Japan 

left it unchanged in 2022); 7 months after the Bank of 

England (BOE), 4 after the US Federal Reserve (FED) 

and 1 after the Swiss National Bank (SNB), which was 

the first to cut in March 2024 by surprise. This initial ECB 

rate hike was 50 basis points, followed by 9 increases 

to combat rising inflation. 

The ECB did not hike its key rates as quickly as its peers 

because it did not cut them during the pandemic, 

unlike most others, and the first step for tightening 

financial conditions was to unwind its quantitative 

easing program. The ECB was also facing a dilemma 

in setting the same key rates for all member states. 

Significant economic health differences could have 

damaged the equilibrium of the Union. 

The fastest rate hike cycle of the ECB’s short history 

has not caused a Eurozone recession as it is expected 

to grow 0.7% in 2024 and 1.4% in 2025. The future will 

tell whether the ECB’s monetary policy was a success. 

Although the ECB officials do not give guidance for 

the future path of interest rates, additional rates cuts 

are expected. Indeed, Euro overnight index swaps 

futures are pricing about 2 more cuts in 2024 (in 

September and December) to 3.3%, before 

establishing around 3% in the medium term. First 

market reaction post the decision was higher yields 

given the ECB’s raised inflation forecast. The euro 

generally appreciated. 

Graph 3 shows that expectations for future ECB rates 

cuts have changed over time. In the end of 2023, 

markets were pricing in 7 cuts for 2024. In March, it 

was 4. 

 

Further rate cuts are mostly priced in by markets, but 

some areas of the economy will benefit from lower 

rates as financing will become cheaper. It will ease 

pressure on the real estate market and other 

leveraged sectors. Lower rates are generally 

supportive for equities and fixed income instruments. 

The net impact on the European currency is difficult 

to assess as other central banks actions must also be 

considered. 

Sources: ECB, Bloomberg 
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DISCLAIMER  

This content is being provided by REYL & Cie Ltd or/and its affiliates 

(hereinafter referred to as “REYL”) solely for information purposes and 

is not intended to be a solicitation or offer, recommendation or advice 

to buy or sell interests in any financial instrument mentioned in it, to 

effect any transaction, or to conclude any transaction of any kind 

whatsoever, in particular to any recipient who is not a qualified, 

accredited, eligible professional or institutional investor. It is intended 

for the sole use of the recipient and may not be forwarded, printed, 

downloaded, used or reproduced for any other purpose. It is not 

intended for distribution/offering to, or use by, natural or legal persons 

that are nationals of a country or subject to a jurisdiction of which the 

laws or regulations would prohibit such distribution/offering or use. 

Whilst REYL shall use reasonable efforts to obtain information from 

sources which it believes to be reliable, REYL, its directors, officers, 

employees, agents or shareholders assume no liability regarding this 

content and give no warranty as to the accuracy, completeness or 

reliability of any mentioned data and thus assume no liability for losses 

arising from the use of this content.  The information, opinions and 

assessments contained in the present document shall apply at the 

time of publication and may be revoked or changed without prior 

notice. This content is intended only for recipients who understand and 

are capable of assuming all risks involved. Before entering into any 

transaction, recipients should determine if the relevant financial 

instrument mentioned in the content suits particular circumstances 

and should ensure that they independently assess (together with their 

professional advisers) the specific risks, the legal, tax, accounting 

consequences and eligibility requirements of any purchase, holding or 

sale of financial instruments mentioned in the content. REYL, its 

directors, officers, employees, agents or shareholders may from time 

to time have interests and/or underwriting commitments in the 

financial instruments described herein. REYL makes no representation 

as to the suitability of the mentioned information, opinions or securities 

and financial instruments. Historical data on the performance of the 

financial instruments or on the underlying assets are no indication for 

future performance. The present content has been compiled by a 

department of REYL which is not an organisational unit responsible for 

financial research. REYL is subject to distinct regulatory requirements 

and certain services and/or financial instruments may not be 

available in all jurisdictions or to all recipient types. Recipients are 

therefore responsible to comply with all applicable laws and 

regulations. There is no intention to offer services and/or financial 

instruments in countries or jurisdictions where such offer would be 

unlawful under the relevant laws and regulations. 
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