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DISINFLATION PROCESS 
KEEPS RATES CUTS ON 
TRACK

The European Central Bank (ECB) Governing Council 
implemented a widely expected 25-basis-point (bp) rate 
cut to its three key interest rates, lowering the deposit rate 
to 2.75%.The accompanying press release and press 
conference struck a slightly dovish tone on the growth 
outlook while emphasizing a data-dependent and flexible 
approach to future policy decisions. The 25-bp decision 
was unanimous. Forward guidance was unchanged, 
aligning with signals from the December meeting as the 
Governing Council (GC) remains focused on inflation 
dynamics, growth risks, and potential external shocks.  

The evolution of data has been consistent with the ECB’s 
December staff projections. The GC is increasingly 
confident that the disinflation process is “well on track”, 
despite a temporary rise in December due to energy base 
effects. However, the GC noted that while domestic 
inflation remains elevated due to delayed wage and price 
adjustments, recent data suggest wage growth is 
moderating. Moreover, corporate profit margins appear to 
be absorbing part of the cost pressures, which could 
further support a sustained decline toward the 2% inflation 
target.  

During the press conference, President Lagarde noted 
that despite these rate cuts, financial conditions and 
monetary policy remain tight, reflecting the lingering 
effects of previous hikes. She acknowledged near-term 
growth and employment challenges, with the Euro Area 
economy facing headwinds from weak manufacturing 
output and high energy costs. These factors could push 
the ECB to cut rates below the estimated 2% neutral rate. 
Markets will be closely watching the upcoming ECB staff 
report on the natural rate of interest (R-star), set for 
release on February 7th. That report could provide 
additional guidance on the long-term policy trajectory.   

Lagarde reiterated that the central bank will not pre-
commit to a specific rate path, citing persistent inflationary 
pressures in services and domestically driven sectors. She 

struck a cautiously optimistic tone, nonetheless, 
highlighting the progress made so far.   

Prior to the meeting, European sovereign rates 
outperformed their North American peers as growth data 
in the Eurozone disappointed increasing fears of downside 
risk to the growth outlook. Market moves post the press 
conference have been relatively muted, but front-end rates 
have outperformed with shorter-term yields edging lower 
causing a small yield curve steepening. Risk assets were 
left unphased by today’s policy decision, with peripheral 
spread moving only marginally tighter relative to core 
markets.  

What does this mean for portfolios we manage?  

The meeting outcome and unchanged forward guidance 
aligned with our expectations. However, the Governing 
Council’s subtle adjustment to its inflation language 
introduces some risk to the pace of future policy easing if 
wage growth does not moderate as anticipated. That said, 
the Council’s confidence in achieving its inflation target 
suggests a shift in focus toward growth. 

The Eurozone’s growth outlook remains skewed to the 
downside, even excluding potential risks from U.S. tariffs. 
This should allow the ECB to maintain its measured pace 
of 25-bp cuts, with the policy rate expected to reach the 
estimated neutral level of around 2% by mid-year. In the 
near term, the ECB staff report on the neutral rate will 
attract market attention, though wage dynamics and 
economic growth will remain our primary focus. Given the 
fragility of the growth outlook and ongoing external risks, 
we cannot rule out the possibility of the ECB cutting rates 
below its estimated neutral level. While current market 
pricing suggests a potential slowdown in the pace of 
easing after the March meeting, we believe this view is 
premature. A reassessment would require evidence of 
sustained wage pressures and a meaningful pickup in 
consumption, neither of which are currently evident in the 
data.
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Disclosure: Unless otherwise noted, all data is sourced from Bloomberg as of 30/1/2025. 
 
IMPORTANT INFORMATION.  

Northern Trust Asset Management (NTAM) is composed of Northern Trust Investments, Inc., Northern Trust Global Investments Limited, 
Northern Trust Fund Managers (Ireland) Limited, Northern Trust Global Investments Japan, K.K, NT Global Advisors, Inc., 50 South Capital 
Advisors, LLC, Northern Trust Asset Management Australia Pty Ltd, and investment personnel of The Northern Trust Company of Hong Kong 
Limited and The Northern Trust Company.  

Issued in the United Kingdom by Northern Trust Global Investments Limited, issued in the European Economic Association (“EEA”) by 
Northern Trust Fund Managers (Ireland) Limited, issued in Australia by Northern Trust Asset Management (Australia) Limited (ACN 648 476 
019) which holds an Australian Financial Services Licence (License Number: 529895) and is regulated by the Australian Securities and 
Investments Commission (ASIC), and issued in Hong Kong by The Northern Trust Company of Hong Kong Limited which is regulated by the 
Hong Kong Securities and Futures Commission.  

For Asia-Pacific (APAC) and Europe, Middle East and Africa (EMEA) markets, this information is directed to institutional, professional and 
wholesale clients or investors only and should not be relied upon by retail clients or investors. This document may not be edited, altered, 
revised, paraphrased, or otherwise modified without the prior written permission of NTAM. For US, the information contained herein is 
intended for use with all current or prospective clients of Northern Trust Investments, Inc (NTI). The information is not intended for distribution 
or use by any person in any jurisdiction where such distribution would be contrary to local law or regulation. NTAM may have positions in and 
may effect transactions in the markets, contracts and related investments different than described in this information. This information is 
obtained from sources believed to be reliable, its accuracy and completeness are not guaranteed, and is subject to change. Information does 
not constitute a recommendation of any investment strategy, is not intended as investment advice and does not take into account all the 
circumstances of each investor.  

This report is provided for informational purposes only and is not intended to be, and should not be construed as, an offer, solicitation or 
recommendation with respect to any transaction and should not be treated as legal advice, investment advice or tax advice. Recipients should 
not rely upon this information as a substitute for obtaining specific legal or tax advice from their own professional legal or tax advisors. 
References to specific securities and their issuers are for illustrative purposes only and are not intended and should not be interpreted as 
recommendations to purchase or sell such securities. Indices and trademarks are the property of their respective owners. Information is 
subject to change based on market or other conditions.  

All securities investing and trading activities risk the loss of capital. Each portfolio is subject to substantial risks including market risks, strategy 
risks, advisor risk, and risks with respect to its investment in other structures. There can be no assurance that any portfolio investment 
objectives will be achieved, or that any investment will achieve profits or avoid incurring substantial losses. No investment strategy or risk 
management technique can guarantee returns or eliminate risk in any market environment. Risk controls and models do not promise any level 
of performance or guarantee against loss of principal. Any discussion of risk management is intended to describe NTAM’s efforts to monitor 
and manage risk but does not imply low risk.  

Forward-looking statements and assumptions are NTAM’s current estimates or expectations of future events or future results based upon 
proprietary research and should not be construed as an estimate or promise of results that a portfolio may achieve. Actual results could differ 
materially from the results indicated by this information.  
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