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ECB preview: A silent, but holy summit meeting? 
Authors: Dr Frederik Kunze // Dr Norman Rudschuck, CIIA 

 

 Key interest rate decision on 14 December: A silent, but holy summit meeting? 
 The environment in which the ECB Governing Council must hold its next key interest rate 

meeting is once again characterised by an increased level of geopolitical uncertainty. Ex-
perts see a difficult course of the war in Ukraine and tensions in politics because, for ex-
ample, support from the West is waning. Ukraine lacks weapons, ammunition, money and, 
in the foreseeable future, soldiers. A harsh winter is therefore looming – and not just in 
terms of severe weather conditions. It is therefore undoubtedly clear that this issue, which 
has brought us not only massive suffering and refugee movements, but also high energy 
costs coupled with other inflationary drivers and additional expenditure on accommoda-
tion, supplies and the military, will also be with us in 2024. According to experts, there is 
now talk of a stalemate in a trench war, similar to the First World War. The situation in and 
around Israel is no less confusing for fixed income analysts and harbours plenty of poten-
tial for escalation. These geopolitical concerns, which are accompanied by sometimes dra-
matic developments, are overshadowing the usual monetary policy parameters and we are 
taking them with us into the new year. Meanwhile, both the relevant oil prices – Brent and 
WTI – are now back below USD 80 after reaching interim highs of over USD 90 per barrel, 
and yields on German government bonds are falling, too. The almost 3% at the long end 
(10y) are now "only" 2.3%. With regard to the direct economic impact, the focus is always 
on the price of crude oil and interest rates – in particular the conditions for bank refinanc-
ing from the ECB's perspective. A rise in prices at the beginning of 2024 and/or base effects 
coming to an end would not only jeopardise the upcoming ECB projections, but would also 
weigh on economic momentum in the Eurozone. For the upcoming ECB Governing Council 
meeting, all parameters underpin the fact that key interest rates will remain unchanged. 
This means that there are currently three relevant topics for us: What will happen with the 
PEPP ("first line of defence")? Will the balance sheet reduction (QT) be accelerated by an 
earlier end to full PEPP reinvestments? How and when does the ECB Governing Council 
dare to approach the minimum reserve requirement? 

ECB balance sheet Inflation development (in %) 
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 ECB key interest rates (in %; incl. interest rate pause expected by us) 
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 Opinions from the inner ECB circle: A dove that didn't want to be one? 
 Before focussing on the three questions stated above, it seems appropriate to assess the 

recent mood in the ECB Governing Council. In the current trading week, the words of Exec-
utive Board member Isabel Schnabel have certainly struck a chord. After all, in her state-
ments, the monetary policymaker not only verbally rejected a further rise in interest rates, 
but also spoke in favour of earlier interest rate cuts – even if this was not really the inten-
tion. According to Schnabel, the remarkable decline in inflation rates makes a further in-
terest rate hike rather unlikely and the flash estimate of EMU price inflation in November 
should also be seen as a pleasant surprise. A surprise with consequences? For Isabel 
Schnabel, a further interest rate hike in October could at least not have been ruled out. 
However, she did not mention a rate cut now either and did not want to venture an out-
look for the first half of 2024. Instead, this was taken over by market participants, who 
were clearly increasingly positioning themselves in favour of the first interest rate cuts in 
the first half of 2024. However, this contrasts with the latest speeches by other central 
bankers. Pierre Wunsch's admonitions, which referred to the interest rate bets of some 
market participants and painted a further interest rate hike – at least in theory – on the 
wall, have all but faded away. However, we do remember the comments made by Bundes-
bank President Joachim Nagel in his keynote speech at the vdp annual reception, according 
to which the ECB's inflation target is not expected to be approached until 2025. According-
ly, it is also clearly too early to think about a "possible reduction in key interest rates", alt-
hough a further interest rate hike "cannot yet be ruled out". With regard to other mone-
tary policy control parameters, Nagel made it clear, for example, that the credit institutions 
were in a position to cope with an increase in the minimum reserve from 1% to 2%. Re-
garding PEPP reinvestments, Isabel Schnabel stated for the record that any decision in this 
regard would not be a "big deal" – also because the reinvestments would not have to be so 
large and because the market would expect them. However, not all Council members were 
likely to fully agree with this opinion. For the Council member from Italy, Fabio Panetta, 
the situation is different with regard to the key interest rate. For him, monetary policy 
tightening is "more effective than expected", so it is now also a matter of avoiding unnec-
essary damage. Will 2024 be another year of doves? It cannot be ruled out. 
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Yield development in the euro area (in %) Spread development: Italy vs. Germany (in bp) 
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Source: Bloomberg, NORD/LB Floor Research  

 
Minutes of the October meeting: Risks for economic growth! 

 On 23 November, the ECB made the minutes of last October's meeting available to the 
public. Based on our previous comments alone, the period of time between the last meet-
ing and the minutes is sufficient to indicate that the wind is changing significantly. Just 
think of Schnabel's statements. Nevertheless, the "ECB Minutes" remain an important 
source of information for market participants. We would also like to keep this in mind for 
the meeting of the ECB Governing Council in October. After all, the minutes provide us 
with a comprehensive picture of the discussion situation at the time. In October, monetary 
policy makers were particularly concerned with the downside risks to economic activity. 
The minutes state unequivocally: “The risks to economic growth remained tilted to the 
downside. Growth could be lower if the effects of monetary policy turned out stronger 
than expected.” Following this line of reasoning, we come to the second key insight from 
the minutes, which should, however, take some of the wind out of the sails of those hawks 
who are still propagating the possibility of a further rate hike. Even if there are dissenters, 
the ECB has probably reached the end of the rate hike cycle. In particular, the establish-
ment of this market expectation is likely to have "pleased" the central bankers in October. 
“Members generally agreed that the rise in longer-term interest rates in the euro area had 
tightened financing conditions by more than anticipated. It was argued that this made it 
more likely that the Governing Council’s monetary policy stance was restrictive enough, 
although there were still uncertainties around this assessment.” In our view, the fact that 
the debate has already turned in favour of interest rate cuts in the near future just a few 
weeks later is unlikely to be welcomed by the ECB Governing Council. Nevertheless, we 
also see some arguments in favour of these "interest rate bets" initially being of an episod-
ic nature. However, we would see a change of heart at the current juncture with regard to 
the PEPP. While discussions about bringing forward the end of full reinvestment were still 
considered "premature", the December meeting should perhaps offer at least a little more 
room for manoeuvre here. 

https://www.ecb.europa.eu/press/accounts/2023/html/ecb.mg231123~40c9631bc7.en.html
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Our expectations for 14 December: End of the rate hike fantasies 

 For the upcoming interest rate decision, we assume that the ECB Governing Council will 
extend the pause that has already been painted on the wall. Against the backdrop of in-
creased uncertainty due to recent geopolitical developments and falling oil prices and 
yields, we believe there will be no further hike. The meetings will therefore remain data-
based, so as not to be "data-driven". After all, the past interest rate hikes are still having an 
effect. We therefore see no danger of the interest rate screw being turned too far. This 
would also have resulted in a hard landing for economic activity in the entire single curren-
cy area or in individual economies. We are looking forward to the new staff projections on 
14 December, which will contain the figures for 2026 for the first time. For 2025 and 2026, 
we expect the harmonised index of consumer prices (HICP) to be close to 2%. Much more 
important, however, will be whether there will still be a "3" in front of the decimal point 
for 2024. If this were the case, we believe that this would clearly put an end to interest 
rate cut fantasies as early as Q1/2024. We are sticking to our forecast that there is unlikely 
to be an interest rate cut in H1/2024. All the more reason to focus on three issues: PEPP, 
QT and minimum reserve. We expect that there will be a stronger focus on the PEPP and 
the constantly postulated "first line of defence" both in internal discussions and at the 
press conference. In our opinion, however, the probability that a decision will be made in 
December that provides for a shortening of the phase of full reinvestment until (still) the 
end of 2024 is likely to be low. In our view, it would be questionable to allow the "first line 
of defence" to crumble now. The Governing Council of the ECB cannot want the TPI to be 
activated at some point. So, in our opinion, the PEPP needs a few more months before we 
can see more clearly, instead of an accelerated balance sheet reduction (QT). All in all, 
everything continues to speak in favour of a meeting-by-meeting approach instead of for-
ward guidance on the interest rate side. This also applies to the minimum reserve. We 
agree with Bundesbank President Joachim Nagel: We believe that a heated debate is out of 
place. If there is, then we will see an increase from 1% to 2% in 2024 (or later). To put it 
polemically: a doubling. Rates of 5-10%, which are demanded by some, are the other uto-
pian extreme. 

 
Conclusion and outlook 

 What is exciting is that some financial market participants had clearly not quite finished 
with the interest rate hike cycle in October. Now, at the beginning of December, a majority 
of market participants are already in favour of an interest rate cut in the near future. Eve-
ryone is in agreement for December: a pause is now clearly to be expected. The central 
bankers' wait-and-see attitude actually has some advantages. Certainly, a wait-and-see 
attitude should not be confused with the ability to sit back and relax. There are enough 
topics for discussion. More hawkish central bankers would certainly like to see the PEPP or 
other monetary policy instruments such as minimum reserve requirements more promi-
nently on the agenda. Discussions on the economic situation are likely to be just as vigor-
ous. After all, against the backdrop of current developments, many outcomes are conceiv-
able. In the coming week, there will probably "only" be discussion, not action. Discussion is 
the most effective means against the backdrop of a meeting-by-meeting approach. After 
all, ECB decision-makers are already likely to be thinking about how the latest staff projec-
tions will be received by the market. Consequently, this means debating PEPP, QT and 
minimum reserves and preparing the market for 2024 without misdirecting it. 
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respect to the appropriateness of an investment in financial instruments or investment strategies subject to this information as well as for other and more 
recent information on certain investment opportunities. 
 
Each of the financial instruments referred to herein may involve substantial risks, including capital, interest, index, currency and credit risks in addition to politi-
cal, fair value, commodity and market risks. The financial instruments could experience a sudden and substantial deterioration in value, including a total loss of 
the capital invested. Each transaction should only be entered into on the basis of the relevant investor’s assessment of his or her individual financial situation as 
well as of the suitability and risks of the investment.  
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NORD/LB and its affiliated companies may participate in transactions involving the financial instruments described in the present information or their underly-
ing basis values for their own account or for the account of third parties, may issue other financial instruments with the same or similar features as those of the 
financial instruments presented in this information and may conduct hedging transactions to hedge positions. These measures may affect the price of the 
financial instruments described in the present information. 
 
If the financial instruments presented in this information are derivatives, they may, depending on their structure, have an initial negative market value from the 
customer's perspective at the time the transaction is concluded. NORD/LB further reserves the right to transfer its economic risk from a derivative concluded 
with it to a third party on the market by means of a mirror-image counter transaction. 
 
More detailed information on any commission payments which may be included in the selling price can be found in the “Customer Information on Securities 
Business" brochure, which is available to download at www.nordlb.de. 
 
The information contained in the present report replaces all previous versions of corresponding information and refers exclusively to the time of preparation of 
the information. Future versions of this information will replace this version. NORD/LB is under no obligation to update and/or regularly review the data con-
tained in such information. No guarantee can therefore be given that the information is up-to-date and continues to be correct. 
By making use of this information, the Recipient shall accept the terms and conditions outlined above. 
 
NORD/LB is a member of the protection scheme of Deutsche Sparkassen-Finanzgruppe. Further information for the Recipient is indicated in clause 28 of the 
General Terms and Conditions of NORD/LB or at www.dsgv.de/sicherungssystem. 
 
Additional information for Recipients in Australia: 
NORD/LB IS NOT A BANK OR DEPOSIT TAKING INSTITUTION AUTHORISED UNDER THE 1959 BANKING ACT OF AUSTRALIA. IT IS NOT SUPERVISED BY THE AUS-
TRALIAN PRUDENTIAL REGULATION AUTHORITY. NORD/LB does not provide personal advice with this information and does not take into account the objec-
tives, financial situation or needs of the Recipient (other than for the purpose of combating money laundering). 
 
Additional information for Recipients in Austria: 
None of the information contained herein constitutes a solicitation or offer by NORD/LB or its affiliates to buy or sell any securities, futures, options or other 
financial instruments or to participate in any other strategy. Only the published prospectus pursuant to the Austrian Capital Market Act should be the basis for 
any investment decision of the Recipient. For regulatory reasons, products mentioned herein may not be on offer in Austria and therefore not available to 
investors in Austria. Therefore, NORD/LB may not be able to sell or issue these products, nor shall it accept any request to sell or issue these products to inves-
tors located in Austria or to intermediaries acting on behalf of any such investors. 
 
Additional information for Recipients in Belgium: 
Evaluations of individual financial instruments on the basis of past performance are not necessarily indicative of future results. It should be noted that the 
reported figures relate to past years. 
 
Additional information for Recipients in Canada: 
This report has been prepared solely for information purposes in connection with the products it describes and should not, under any circumstances, be con-
strued as a public offer or any other offer (direct or indirect) to buy or sell securities in any province or territory of Canada. No financial market authority or 
similar regulatory body in Canada has made any assessment of these securities or reviewed this information and any statement to the contrary constitutes an 
offence. Potential selling restrictions may be included in the prospectus or other documentation relating to the relevant product. 
 
Additional information for Recipients in Cyprus: 
This information constitutes an analysis within the meaning of the section on definitions of the Cyprus Directive D1444-2007-01 (No. 426/07). Furthermore, this 
information is provided for information and promotional purposes only and does not constitute an individual invitation or offer to sell, buy or subscribe to any 
investment product. 
 
Additional information for Recipients in the Czech Republic: 
There is no guarantee that the invested amount will be recouped. Past returns are no guarantee of future results. The value of the investments may rise or fall. 
The information contained herein is provided on a non-binding basis only and the author does not guarantee the accuracy of the content. 
 
Additional information for Recipients in Denmark: 
This Information does not constitute a prospectus under Danish securities law and consequently is not required to be, nor has been filed with or approved by 
the Danish Financial Supervisory Authority, as this Information either (i) has not been prepared in the context of a public offering of securities in Denmark or the 
admission of securities to trading on a regulated market within the meaning of the Danish Securities Trading Act or any executive orders issued pursuant there-
to, or (ii) has been prepared in the context of a public offering of securities in Denmark or the admission of securities to trading on a regulated market in reli-
ance on one or more of the exemptions from the requirement to prepare and publish a prospectus in the Danish Securities Trading Act or any executive orders 
issued pursuant thereto. 
 
Additional information for Recipients in Estonia: 
It is advisable to closely examine all the terms and conditions of the services provided by NORD/LB. If necessary, Recipients of this information should consult 
an expert.  
 
Additional information for Recipients in Finland: 
The financial products described herein may not be offered or sold, directly or indirectly, to any resident of the Republic of Finland or in the Republic of Finland, 
except pursuant to applicable Finnish laws and regulations. Specifically, in the case of shares, such shares may not be offered or sold, directly or indirectly, to 
the public in the Republic of Finland as defined in the Finnish Securities Market Act (746/2012, as amended). The value of investments may go up or down. 
There is no guarantee of recouping the amount invested. Past performance is no guarantee of future results. 

http://www.nordlb.de/
http://www.dsgv.de/sicherungssystem


11 / Fixed Income Special // 7 December 2023  
 

 

Additional information for Recipients in France: 
NORD/LB is partially regulated by the “Autorité des Marchés Financiers” for the conduct of French business. Details concerning the extent of our regulation by 
the respective authorities are available from us on request. The present information does not constitute an analysis within the meaning of Article 24 (1) Di-
rective 2006/73/EC, Article L.544-1 and R.621-30-1 of the French Monetary and Financial Code, but does represent a marketing communication and does quali-
fy as a recommendation pursuant to Directive 2003/6/EC and Directive 2003/125/EC. 
 
Additional information for Recipients in Greece: 
The information contained herein gives the view of the author at the time of publication and may not be used by its Recipient without first having confirmed 
that it remains accurate and up to date at the time of its use. Past performance, simulations or forecasts are therefore not a reliable indicator of future results. 
Investment funds have no guaranteed performance and past returns do not guarantee future performance. 
 
Additional information for Recipients in Indonesia: 
This report contains generic information and has not been tailored to the circumstances of any individual or specific Recipient. This information is part of 
NORD/LB’s marketing material. 
 
Additional information for Recipients in the Republic of Ireland: 
This information has not been prepared in accordance with Directive (EU) 2017/1129 (as amended) on prospectuses (the “Prospectus Directive”) or any 
measures made under the Prospectus Directive or the laws of any Member State or EEA treaty adherent state that implement the Prospectus Directive or such 
measures and therefore may not contain all the information required for a document prepared in accordance with the Prospectus Directive or the laws. 
 
Additional information for Recipients in Japan: 
This information is provided to you for information purposes only and does not constitute an offer or solicitation of an offer to enter into securities transactions 
or commodity futures transactions. Although the actual data and information contained herein has been obtained from sources which we believe to be reliable 
and trustworthy, we are unable to vouch for the accuracy and completeness of this actual data and information. 
 
Additional information for Recipients in South Korea: 
This information has been provided to you free of charge for information purposes only. The information contained herein is factual and does not reflect any 
opinion or judgement of NORD/LB. The information contained herein should not be construed as an offer, marketing, solicitation to submit an offer or invest-
ment advice with respect to the financial investment products described herein. 
 
Additional information for Recipients in Luxembourg: 
Under no circumstances shall the present information constitute an offer to purchase or issue or the solicitation to submit an offer to buy or subscribe for 
financial instruments and financial services in Luxembourg. 
 
Additional information for Recipients in New Zealand: 
NORD/LB is not a bank registered in New Zealand. This information is for general information only. It does not take into account the Recipient's financial situa-
tion or objectives and is not a personalised financial advisory service under the 2008 Financial Advisers Act. 
 
Additional information for Recipients in the Netherlands: 
The value of your investment may fluctuate. Past performance is no guarantee for the future.  
 
Additional information for Recipients in Poland: 
This information does not constitute a recommendation within the meaning of the Regulation of the Polish Minister of Finance Regarding Information Consti-
tuting Recommendations Concerning Financial Instruments or Issuers thereof dated 19 October 2005. 
 
Additional information for Recipients in Portugal: 
This information is intended only for institutional clients and may not be (i) used by, (ii) copied by any means or (iii) distributed to any other kind of investor, in 
particular not to retail clients. The present information does not constitute or form part of an offer to buy or sell any of the securities covered by the report, nor 
should it be understood as a request to buy or sell securities where that practice may be deemed unlawful. The information contained herein is based on in-
formation obtained from sources which we believe to be reliable, but is not guaranteed as to accuracy or completeness. Unless otherwise stated, all views 
contained herein relate solely to our research and analysis and are subject to change without notice. 
 
Additional information for Recipients in Sweden: 
This information does not constitute (or form part of) a prospectus, offering memorandum, any other offer or solicitation to acquire, sell, subscribe for or 
otherwise trade in shares, subscription rights or other securities, nor shall it or any part of it form the basis of or be relied on in connection with any contract or 
commitment whatsoever. The present information has not been approved by any regulatory authority. Any offer of securities will only be made pursuant to an 
applicable prospectus exemption under the EC Prospectus Directive (Directive (EU) 2017/1129), and no offer of securities is being directed to any person or 
investor in any jurisdiction where such action is wholly or partially subject to legal restrictions or where such action would require additional prospectuses, 
other offer documentation, registrations or other actions. 
 
Additional information for Recipients in Switzerland: 
This information has not been approved by the Federal Banking Commission (merged into the Swiss Financial Market Supervisory Authority (FINMA) on 1 Janu-
ary 2009). NORD/LB will comply with the Directives of the Swiss Bankers Association on the Independence of Financial Research (as amended). The present 
information does not constitute an issuing prospectus pursuant to article 652a or article 1156 of the Swiss Code of Obligations. The information is published 
solely for the purpose of information on the products mentioned herein. The products do not qualify as units of a collective investment scheme pursuant to the 
Federal Act on Collective Investment Schemes (CISA) and are therefore not subject to supervision by FINMA. 
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Additional information for Recipients in the Republic of China (Taiwan): 
This information is provided for general information only and does not take into account the individual interests or requirements, financial status and invest-
ment objectives of any specific investor. Nothing herein should be construed as a recommendation or advice for you to subscribe to a particular investment 
product. You should not rely solely on the information provided herein when making your investment decisions. When considering any investment, you should 
endeavour to make your own independent assessment and determination on whether the investment is suitable for your needs and seek your own professional 
financial and legal advice. NORD/LB has taken all reasonable care in producing this report and trusts that the information is reliable and suitable for your situa-
tion at the date of publication or delivery. However, no guarantee of accuracy or completeness is given. To the extent that NORD/LB has exercised the due care 
of a good administrator, we accept no responsibility for any errors, omissions, or misstatements in the information given. NORD/LB does not guarantee any 
investment results and does not guarantee that the strategies employed will improve investment performance or achieve your investment objectives. 
 
Information for Recipients in the United Kingdom: 
NORD/LB is subject to partial regulation by the Financial Conduct Authority (FCA) and the Prudential Regulation Authority (PRA). Details of the scope of regula-
tion by the FCA and the PRA are available from NORD/LB on request. The present information is "financial promotion". Recipients in the United Kingdom should 
contact the London office of NORD/LB, Investment Banking Department, telephone: 0044 / 2079725400, in the event of any queries. An investment in financial 
instruments referred to herein may expose the investor to a significant risk of losing all the capital invested.  
 
Time of going to press: Thursday, 07 December 2023 (11:57h) 

 

 

Distribution: 07.12.2023 12:40:26


