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ECB CUTS REFI RATE BY 75 BASE POINTS 

 

A small step for the markets, a great step for the ECB 

With the biggest rate cut so far of 75bp the ECB council is taking account of the 

current extraordinary circumstances in its own measured way. The markets' 

reaction to this was one of disappointment, because they had hoped for more on 

the back of today’s sharper rate cuts by other central banks. However, the ECB had 

not given any indications to support this. We expect to see a main refinancing rate 

of 1.5% before the end of the first quarter.  

 

 

 

 

The scope of the economic slump against the backdrop of an increasing risk of 
inflation would certainly have justified a stronger rate cut. Further rate cuts are very 
likely in any event, because the data positively demand them. So why not do it right 
away? The Swedish Riksbank’s approach today of rolling up the rate cuts planned 
for the next few months into one (very) large step of 175bp definitely makes sense in 
the current circumstances, particularly given the major impact that sending such a 
signal will have.   

The marginal lending rate and the deposit facility were also cut by 75bp. In our view, 
a sharper cut in the deposit rate would have been worth a try. It would have made 
parking funds with the ECB more expensive and therefore might have invigorated 
the interbank market.  

The ECB’s latest growth projections are in line with our forecasts, as is its 
assessment that the downside risks have the upper hand.  

We expect to see the next rate cut on 15 January (by probably 50bp) and believe that 
the main refinancing rate will have reached its cyclical low point at 1.5% before the 
end of the first quarter. It could drop still further. However, we assume that, 
particularly in Germany, further economic stabilisation programmes will be passed 
by fiscal policymakers. Given this, unlike the Fed, the ECB at any rate will probably 
not cut its key rate to below 1%.  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Holger Sandte  
+49 211 826-7398 
holger.sandte@westlb.de 
 
 

Eurozone: GDP and economic confidence 
 

 Eurozone: Main refinancing rate (in %) and 
purchasing manager index  
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ECB information 
 
 
 

Schedule of ECB’s  
interest rate decisions 

 Date 
2009 15 January 

 5 February 

 5 March 

 2 April 

 7 May 

 4 June 

 2 July 

 6 August 

 3 September 

 8 October 

 5 November 

 3 December 

Source: ECB. 

 
 

Forecasts (% y/y) 

  GDP Consumer prices 
 2009 2010 2009 2010 

ECB  

  December 2007 2.1 - 1.8 -

  March 2008 1.8 - 2.1 -

  June 2008 1.5 - 2.4 -

  September 2008 1.2 - 2.6 - 

  December 2008 -0,5 1.0 1.4 1.8 

WestLB -0,5 1.0 1.2 1.7 

 Source ECB, middle of the forecast range 
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Disclaimer 

This publication has been prepared by the independent economics department within the research department of WestLB AG (“WestLB”). 
This report is for information purposes only. 

Publications in the United Kingdom are distributed by WestLB AG London Branch, and are available only to Eligible Counterparties and 
Professional Clients not Retail Clients, as defined by the rules of the Financial Services Authority. Individuals who do not have professional 
experience in matters relating to investments should not rely on it.  

The information contained herein has been obtained from public sources believed by WestLB to be reliable, but which may not have been 
independently justified. No guarantees, representations or warranties are made as to its accuracy, completeness or suitability for any purpose. 

This material is not intended as an offer or solicitation for the purchase or sale of any financial instrument or any other action and will not form 
the basis or a part of any contract.  

Neither WestLB nor any of its affiliates, its respective directors, officers or employers accepts any liability whatsoever (in negligence or 
otherwise) for any loss howsoever arising from any use of this document or its contents or otherwise arising in connection therewith. Any 
opinion, estimate or projection expressed in this publication reflects the current judgement of the author(s) on the date of this report. They do 
not necessarily reflect the opinions of WestLB and are subject to change without notice. WestLB has no obligation to update, modify or amend 
this report or to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion, projection, forecast or estimate set 
forth herein, changes or subsequently becomes inaccurate.  

The past performance of financial instruments is not indicative of future results. No assurance can be given that any financial instrument or 
issuer described herein would yield favourable investment results. 

WestLB, its affiliates, principals or employees may have a long or short position or may transact in the financial instrument(s) referred to 
herein or may trade in such financial instruments with other customers on a principal basis. WestLB may act as a market maker in the 
financial instruments or companies discussed herein and may also perform or seek to perform investment banking services for those 
companies. WestLB AG may act upon or use the information or conclusion contained in this report before it is distributed to other persons.  

This report is subject to the copyright of WestLB. No part of this publication may be copied or redistributed to persons or firms other than the 
authorised recipient without the prior written consent of WestLB.  

By accepting this report, a recipient hereof agrees to be bound by the foregoing limitations.  
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