
As was expected by many investors in the lead-up to yesterday's release, the ECB
has opted to hike each of its three key rates by 75 basis points, in what was a
unanimous decision by officials. The bank's Main Refinancing Operations rate has
now been increased to 1.25%, the Marginal Lending Facility rate to 1.50%, and
the Deposit Facility to 0.75%. Yesterday's decision follows the 50bp increase
made by the ECB on July 21st, with their next meeting on October 27th.
Market participants have paid close attention to the comments yesterday that
the ECB were front-loading with these interest rate hikes - essentially meaning
the central bank is looking to do most of the heavy lifting as early as possible,
leaving some room to ease off the tightening in the future. Further hikes are to
be expected at upcoming meetings, as the bank is forced into prioritising
inflation even as the Eurozone economy likely heads for a winter recession. 
In terms of the ECB's updated economic projections (which they give at every
second meeting) the bank is expecting inflation to come in at 5.5% next year,
compared to its previous forecast for 3.5%. 2.3% inflation is now forecast for
2024. In terms of growth, the ECB sees the region expanding by 3.1% this year,
followed by 0.9% in 2023. This year's growth estimates were lifted slightly, while
next year's were sharply cut. 
Interestingly, Christine Lagarde did disclose policymakers' "downside" scenario -
which involves a total shutdown of Russian gas supply and subsequent policies
to ration energy. In this scenario we should expect a recession to occur early
next year, with a 0.9% contraction. Markets are now pricing in for a 50bp move at
the ECB's next meeting on October 27th.
Should you have any queries regarding your mortgage rate given these changes
from the ECB, please contact john.finnamore@seasprayfs.ie
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Market Moves

Equities: Stocks are rallying on Friday morning across the
continent, the benchmark EuroStoxx50 index is currently about
1.7% stronger. Hopes are building that EU energy ministers can
address some issues around Russian energy in Brussels today, and
market participants continue to digest the monetary policy
statement from the ECB on Thursday, as well as Lagarde's
comments.
Chinese CPI inflation for the month of August was released
overnight, coming in lower than expectations at 2.5% y/y vs 2.8%
estimates. This has helped boost sentiment in Asia overnight.
VIX is at $23.05 at the time of writing, lower on the week so far.
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Safe-havens: Gold is just over 1% higher on Friday, benefiting from the
US dollar's pullback, and trading back up to $1,740 for the first time in a
week and a half. 
Yield curves flattened further in the States yesterday, with shorter-
duration bonds selling off more aggressively than their longer-dated
counterparts. The benchmark US 10yr yield is nearing its 11-year high of
3.5% put in during June.
Looking ahead: Today's meeting of EU energy ministers will be closely
watched by investors on this side of the Atlantic, and may include the
imposition of a price cap on gas imported from Russia. 
This afternoon Canadian jobs data will come due, and two Fed officials
will also speak at 5pm. Monday's Asian session is expected to see lower
volumes, Chinese banks will remain closed for a bank holiday. UK GDP for
July will be released on Monday morning, in what will otherwise be a
relatively quiet day.
US CPI on Tuesday, UK CPI on Wednesday, and the BOE rate statement
and US Retail Sales on Thursday will be the key releases of next week.

Currencies: EUR/USD has rebounded in recent days, as market
expectations built around a 75bp ECB hike. The currency pair had
briefly touched a fresh 20-year low of 0.986 on Tuesday, having
since moved back above parity (up 0.9% this morning to 1.008).
We may see further profit taking next week, as traders exit their
long-Dollar positions amid a more aggressive than expected ECB.

European Energy
EU energy ministers will attend a key meeting in Brussels later today, as they
attempt to address the energy shock from Russia's invasion of Ukraine which has
sent heating and electricity prices skyrocketing. Natural gas prices in Europe have
hit all-time highs, throwing the economy into deep uncertainty with all eyes now
on whether Putin will completely cut off the flow of gas.
Before the war began, 40% of the European Union's gas imports came from
Russia, with most of this supply going to Germany. 
The European Commission will today ask these energy ministers to consider a
series of highly complex proposals designed to ease the burden, with the main
drive being ways to compensate households and businesses that are struggling
to pay their bills.


