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FOREWORD, DICLAIMERS AND ACKNOWLEDGEMENTS

 ALTHOUGH THE SUPPORT TEMPLATE FOR THE FOLLOWING SLIDES IS OF SOCIETE GENERALE, AND

DIFFERENT SLIDES MAY BE MARKED AS SOCIETE GENERALE OR BANCO SANTANDER, THE IDEAS,

COMMENTS AND CONCLUSIONS PRESENTED ON EACH SLIDE ARE THE COMBINED WORK OF BOTH

PARTICIPANTS FROM THE TWO BANKING INSTITUTIONS

 THE ABOVE IDEAS, COMMENTS AND CONCLUSIONS EXPRESSED ARE THE PRESENTORS’ OWN OR

BASED ON THE TWO BANKS’ RESEARCH AND STRATEGY TEAMS OPINIONS AND DO NOT NECESSARILY

REPRESENT THE INSTITUTIONS POSITIONS

 THANKS AND AKNOWLEDGEMENTS ARE EXTENDED TO THE BANKS’ STRATEGY AND RESEARCH

TEAMS ON BEHALF OF THE PRESENTORS
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 ECB Governing Council monetary policy decision on 17th October had muted impact on market pricing as
ECB delivered 25 bp and announced steady steps as anticipated by most participants.

 On a broader picture, EUR and USD rates strong correlation fading as markets expect ECB to focus on
medium term growth concerns rather than short term inflation developments.

 Market expects ECB Governing Council to cut rates at every meeting by 25 bp and possibly faster, steadily to
below neutral rate.

 But there is little room for terminal rates to fall further.

ECB GOVERNING COUNCIL : MARKET EXPECTATIONS AND REACTIONS

Source: SG Cross Asset Research/Rates, Bloomberg, IMF (scenario analysis considers a global 10% tariff on trade flows) , Santander
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Source: SG Cross Asset Research/Rates, Bloomberg

US ELECTIONS IMPACT ON MONEY-MARKETS

• Inflation : Trump policy is expected to have an inflationary
impact in the US with possible spill-over in Europe

• Trade : impact of higher tariffs on euro area GDP likely to be 
muted, but trade uncertainty may act faster and stronger

• Geopolitics : disengagement of US from Ukraine conflict 
means higher defense budgets, increased government 
deficit and issuance

• Financial markets spill-over : exuberance in cryptos and 
equities
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ECB and Fed steps priced in, bp

EUR terminal rates are priced at 1.85%, while USD rates are 
revised higher by 100 bp (below chart)

Consensus 2025 growth forecasts likely to be 
revised up for the US and down for the euro area

Market is pricing cuts larger than 25bp for the ECB over the 
next three meetings but is not sure about Fed’s action
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Source: SG Cross Asset Research/Rates, Bloomberg

GERMANY, WHY THE SHARP CHEAPENING OF ASW SPREADS?

2023 2024 2025 2023 2024 2025 2023 2024 2025
Germany 295 248 235 113 52 44 138 109 104
France * 270 285 300 119 130 125 157 156 177

Italy 333 350 328 78 82 81 110 124 151
Spain ** 168 173 156 70 55 42 90 78 76

Netherlands 46 40 49 16 7 29 23 17 35
Austria *** 45 45 38 17 21 15 20 26 22
Belgium *** 45 41 53 24 12 29 27 15 35
Finland 20 26 22 9 17 11 11 19 15
Portugal 7 15 15 -4 6 0 0 2 5
Greece 12 10 5 5 5 2 8 5 3
Ireland 7 8 12 -2 0 0 1 2 4

TOTAL 1248 1240 1213 445 386 380 585 553 626
Amount not rolled over by ECB 140 168 246

* The AFT has already anticipated some preliminary issaunce targets for 2025, included here

** No Budget draft sent to the EC yet. Medium-term fiscal plans sent to the EC used instead

*** No Budget draft / Medium-term fiscal plans sent to the EC yet. Latest EC forecasts used instead

EGB Issuance 2025 - Based on the Govts 2025 Budget plans sent to the EC
Gross Net Net, net of ECB's QE/QT
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 Known knowns: The cheapening of ASW spreads is a global phenomenon and came at
different speeds. Within the triple-A world, names more exposed to supply like Bunds and EU
bonds cheapened much more than low-beta names like ESM, EFSF or EIB. Triple-A covered
bonds have cheapened much less since issuance needs have decreased and some issuers
even pre-funded ahead of 2025. Our models suggest that every 110bn of net supply net of
QT in Bunds should be cheapening ASW spreads by 4-6bp. Whereas this may help to
explain the cheapening of repo markets, this does not fully explain the cheapening we have
seen in cash markets.

 Known unknowns. ASW spreads have cheapened much more than what supply and QT
would imply. There are many more factors that we could highlight.

 Short Bund ASW positions were the best carry trade and hedged investors for any
fiscal uncertainty (US, UK, France and Italy were all in focus). Short ASW positions
were cleaned during the yen carry trade episode of August, so investors started
September with a clean sheet. Macro data coming from the US was more positive than
in July and term premium trades with the UK budget + US elections around the corner
made short ASW positions attractive from a risk-reward perspective. If hedge funds
started to sell to dealers, it also makes sense that dealers were reluctant to take the
paper for the same rationales (fiscal debates in major economies, better data…) but
also due to the usual budget constraints into the end of the year.

Schatz - ESTR (bp) vs Repo spread to ESTR(bp)

Bund 10y spread vs OIS (bp)

Supply expectations (€bn)

Sources: SG, Santander, Bloomberg
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REPO MARKET DEVELOPMENTS

Repo Market 

Repo evolution

• QT, Net issuance generating abundant collateral supply
• Excess liquidity, Little signs of fragmentation weighting on repo rates
• GC pooling volumes up c.10% YTD in 2024, while Specials volume falling, mainly in Germany and Spain

Sources: SG, Santander, Eurex, CME

September End

• Balance sheet issue or reserves scarcity?
• What has changed vs June?

Year-End expectations

• Govt repo market showing clear signs of stress
• Equity funding markets also revealing significant volatility ahead of year-end 
• No netting applicable to SRO’s implying banks constrained due to leverage implications 

Others

• ISDA Standard IM Model Change
• NSFR June 2025

Remark: Calculation of outstanding volumes including forward repo transactions according to ICMA methodology (cleared volume)
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Source: SG Cross Asset Research, Bloomberg, Cofbox - https://analytics.sgmarkets.com/cofbox/

GROWING FUNDING COSTS IN EQUITIES

Record demand for leverage amid scarce balance sheet availability continues to exercise significant upward pressure 
on the cost of funding.

In the context of banks’ balance sheet constraints and approaching year-end, growing funding costs in equities may 
exert an upward pressure on bonds funding costs.
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SWAP SEGMENTS

The MMF AUM typically grows when the curve is 
inverted or flat, as the front end becomes more 

attractive to investors 

Source: SG Cross Asset Research/Rates, Bloomberg, OFR US MMF monitor,

As MMF investment into the euro area increases, 
EURUSD cross-currency basis tightens
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End of year 2024 does not show any signs of stress :

• Cheap and available USD funding over year-end and into 2025.
• Tight FX basis.
• Inflows in MMF support favorable liquidity condition in EUR unsecured markets
• Balance Sheet management, EBA stress tests and last day of  reserve maintenance period should 

limit Banks funding demand and should put downward pressure on rates
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OPERATIONS

 Until the present, the usage of ECB refinancing facilites is subdued :
 Ample liquidity in the system, normalization is implemented only gradually
 Less needs from banks as loan production is impacted by ECB rate hikes much higher than neutral
 Liquidity ratios structure that ensure a high LCR excess when NSFR is at or above regulatory levels
 Market making repo desks may have limits which implies funding repo in the market instead of accessing SRO’s

or funding internally
 Little upside in being first mover

 Going forward, factors that may encourage banks to leave less excess cash with ECB / to use standard refinancing
operations :
 Further reduction of ECB balance sheet to the FREL (Floor Required Excess Liquidity)
 Government bonds repo rates consistently and persistently above DFR. In other jurisdictions, usage has been

correlated to falling excess liquidity and raising repo rates.
 Term premia steepening
 Reduction of stigma attached to liquidity operations

Source: SG Cross Asset Research/Rates, ECB
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Source: SG Cross Asset Research/Rates,, ECB

Excess liquidity and its drivers – outflows 
(TLTROs, QT) vs inflows (public & private cash)ECB balance sheet (€bn) – a slow normalisation

 Excess liquidity still close to €3000bn (target 2024: 2,900bn, €2,400/2500bn at end-2025)

 TLTROs-III maturing – only c. €29.2bn remining until Dec; 

 Slowly increasing MRO/LTROs: SMA for end 2025 is €28bn for MRO and €35bn for 3M LTTRO (range 15-40 & 
13-75)

 QT roughly €500bn/year from 2025; in 2024: APP €320bn (c. €27bn/m), €255bn PSPP; PEPP €45bn 
(€7.5bn/m in 2H24).

 Autonomous factors: government deposits now quite stable, no more inflows to money markets. 
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 Monetary Policy: We have added and extra, “insurance” 
25bp cut to our ECB call, which now implies 25bp cuts 
every meeting until June, taking the DFRF to 2.00%. This is 
below our estimates for neutral. 

 Current market expectations are slightly below our ECB 
call. This makes sense, since from a probabilistic point of 
view, the market is pricing a weaker economic outlook 
based on 1) the victory of Donald Trump in the US 
elections and the expectation of tariffs; 2) weak economic 
data coming out of Germany and France; 3) the latest 
round of PMIs released last Friday. With all these risks in 
mind, it makes sense that market prices terminal rate in 
the 1.5-2.0% range from a probabilistic point of view. 

 We expect the ECB to keep QT as expected in 2024 and 
2025. The pace of QT will accelerate from an average of 
€28bn/month in 2H24 to an average of €37bn/month in 
2025 as PEPP’s QT gets full speed. This will help the 
decrease of excess liquidity towards levels between €1.75-
2.25trn in 1Q26. 

 Once this level of excess liquidity is achieved, we expect 
the ECB stabilize the drop by injecting liquidity through a 
mixed approach: (a) via new LTROs and (b) via a structural 
portfolio of bonds. The ECB will specify the sequencing and 
pace of these tools in coming months but we expect the 
general idea to remain unchanged: to keep excess liquidity 
around €2trn. 

 Macro: Growth picture is worsening in the Eurozone, with 
core countries (Germany, France) suffering the most against 
a periphery supported by the services sector. Trump's 
victory further complicates this view, as tariffs and 
deglobalisation represent an additional headwind for 
European exporters such as Germany. 

 On the inflation front, prices are expected to rise during 
4Q24 given inflationary base effects. By 2025, we believe 
that EURUSD depreciation and higher import prices due to 
US tariffs (and subsequent EU retaliation) could push 
European prices higher next year. However, if the growth 
outlook fades, we could see prices decelerate after a first 
inflationary wave.

Market implied €STR rates & SAN expectations Euro area excess liquidity (€bn) Euro area inflation (%)

Mar'26
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APPENDIX - DISCLAIMER

ANALYST CERTIFICATION 

Each author of this research report listed on the cover hereby certifies that the views expressed in the research report accurately reflect his or her personal views, including views about subject securities or issuers 
mentioned in the report, if any.  No part of his or her compensation was, is or will be related, directly or indirectly to the specific recommendations or views expressed in this report. 

Important Notice: Sections of this publication that are contributed by non-independent analysts should not be construed as investment research as such have not been prepared in accordance with legal 
requirements designed to promote the independence of investment research. Therefore, even if such sections contain a research recommendation, such sections should be treated as a marketing communication 
and not as investment research. SG is required to have policies in place to manage the conflicts which may arise in the production of its research, including preventing dealing ahead of investment research.  

IMPORTANT DISCLAIMER: The information herein is not intended to be an offer to buy or sell, or a solicitation of an offer to buy or sell, any securities or security-based swaps and has been obtained from, or is based
upon, sources believed to be reliable but is not guaranteed as to accuracy or completeness. Material contained in this report satisfies the regulatory provisions concerning independent investment research as
defined in MiFID. Information concerning conflicts of interest and SG’s management of such conflicts is contained in the SG’s Policies for Managing Conflicts of Interests in Connection with Investment Research
which is available at https://www.sgmarkets.com/#equity/compliance or https://www.sgmarkets.com/#credit/compliance. SG does, from time to time, deal, trade in, profit from, hold, act as market-makers or
advisers, brokers or bankers in relation to the securities, or derivatives thereof, of persons, firms or entities mentioned in this document and may be represented on the board of such persons, firms or entities. SG
does, from time to time, act as a principal trader in equities or debt securities that may be referred to in this report and may hold equity or debt securities positions or related derivatives. Employees of SG, or
individuals connected to them, may from time to time have a position in or hold any of the investments or related investments mentioned in this document. SG is under no obligation to disclose or take account
of this document when advising or dealing with or on behalf of customers. The views of SG reflected in this document may change without notice. In addition, SG may issue other reports that are inconsistent
with, and reach different conclusions from, the information presented in this report and is under no obligation to ensure that such other reports are brought to the attention of any recipient of this report. To the
maximum extent possible at law, SG does not accept any liability whatsoever arising from the use of the material or information contained herein. This research document is not intended for use by or targeted to
retail customers. Should a retail customer obtain a copy of this report he/she should not base his/her investment decisions solely on the basis of this document and must seek independent financial advice.

The financial instruments discussed in this report may not be suitable for all investors and investors must make their own informed decisions and seek their own advice regarding the appropriateness of investing
in financial instruments or implementing strategies discussed herein. The value of securities and financial instruments is subject to currency exchange rate fluctuation that may have a positive or negative effect
on the price of such securities or financial instruments, and investors in securities such as ADRs effectively assume this risk. SG does not provide any tax advice. Past performance is not necessarily a guide to
future performance. Estimates of future performance are based on assumptions that may not be realized. Investments in general, and derivatives in particular, involve numerous risks, including, among others,
market, counterparty default and liquidity risk. Trading in options involves additional risks and is not suitable for all investors. An option may become worthless by its expiration date, as it is a depreciating asset.
Option ownership could result in significant loss or gain, especially for options of unhedged positions. Prior to buying or selling an option, investors must review the "Characteristics and Risks of Standardized
Options" at http://www.optionsclearing.com/about/publications/character-risks.jsp or from your SG representative. Analysis of option trading strategies does not consider the cost of commissions. Supporting
documentation for options trading strategies is available upon request.

CONFLICTS OF INTEREST 

This research contains the views, opinions and recommendations of Societe Generale (SG) credit research analysts and/or strategists.  To the extent that this research contains trade ideas based on macro views of 
economic market conditions or relative value, it may differ from the fundamental credit opinions and recommendations contained in credit sector or company research reports and from the views and opinions of 
other departments of SG and its affiliates.  Credit research analysts and/or strategists routinely consult with SG sales and trading desk personnel regarding market information including, but not limited to, pricing, 
spread levels and trading activity of a specific fixed income security or financial instrument, sector or other asset class. Trading desks may trade, or have traded, as principal on the basis of the research analyst(s) 
views and reports. As a general matter, SG and/or its affiliates normally make a market and trade as principal in fixed income securities discussed in research reports. SG has mandatory research policies and 
procedures that are reasonably designed to (i) ensure that purported facts in research reports are based on reliable information and (ii) to prevent improper selective or tiered dissemination of research reports. In 
addition, research analysts receive compensation based, in part, on the quality and accuracy of their analysis, client feedback, competitive factors and SG’s total revenues including revenues from sales and 
trading and investment banking. 

https://www.sgmarkets.com/
https://www.sgmarkets.com/
http://www.optionsclearing.com/about/publications/character-risks.jsp
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APPENDIX – DISCLAIMER (CONT’D)

Notice  to French Investors:  This publication is issued in France by or through Societe Generale ("SG") which is authorised and supervised by the Autorité de Contrôle Prudentiel et de Résolution (ACPR) and regulated by the Autorité des Marchés 
Financiers (AMF).

Notice to U.K. Investors:  Societe Generale is a French credit institution (bank) authorised by the Autorité de Contrôle Prudentiel (the French Prudential Control Authority) and the Prudential Regulation Authority and subject to limited regulation 
by the Financial Conduct Authority and Prudential Regulation Authority. Details about the extent of our authorisation and regulation by the Prudential Regulation Authority, and regulation by the Financial Conduct Authority are available from us on 
request.

Notice to Swiss Investors: This document is provided in Switzerland by or through Societe Generale Paris, Zürich Branch, and is provided only to qualified investors as defined in article 10 of the Swiss Collective Investment Scheme Act (“CISA”) 
and related provisions of the Collective Investment Scheme Ordinance and in strict compliance with applicable Swiss law and regulations. The products mentioned in this document may not be suitable for all  types of investors.  This document is 
based on the Directives on the Independence of Financial Research issued by the Swiss Bankers Association (SBA) in January 2008.

Notice to Polish Investors: this publication has been issued in Poland by Societe Generale S.A. Oddzial w Polsce (“the Branch”) with its registered office in Warsaw (Poland) at 111 Marszałkowska St. The Branch is supervised by the Polish Financial 
Supervision Authority and the French “Autorité de Contrôle Prudentiel”. This report is addressed to financial institutions only, as defined in the Act on trading in financial instruments. The Branch certifies that this publication has been elaborated 
with due diligence and care.

Notice to US Investors: For purposes of SEC Rule 15a-6, SG Americas Securities LLC (“SGAS”) takes responsibility for this research report. This report is intended for institutional investors only. Any U.S. person wishing to discuss this report or effect 
transactions in any security discussed herein should do so with or through SGAS, a U.S. registered broker-dealer and futures commission merchant (FCM).   SGAS is a member of FINRA, NYSE and NFA. Its registered address at 245 Park Avenue, New 
York, NY, 10167. (212)-278-6000.

Notice to Canadian Investors: This publication is for information purposes only and is intended for use by Permitted Clients, as defined under National Instrument 31-103, Accredited Investors, as defined under National Instrument 45-106, 
Accredited Counterparties as defined under the Derivatives Act (Québec) and "Qualified Parties" as defined under the ASC, BCSC, SFSC and NBSC Orders.

Notice to Singapore Investors:  This publication is provided in Singapore by or through Societe Generale ("SG"), Singapore Branch and is provided only to accredited investors, expert investors and institutional investors, as defined in Section 4A of 
the Securities and Futures Act, Cap. 289.  Recipients of this publication are to contact Société Générale, Singapore Branch in respect of any matters arising from, or in connection with, the publication.  If you are an accredited investor or expert 
investor, please be informed that in SG's dealings with you, SG is  relying on the following exemptions to the Financial Advisers Act, Cap. 110 (“FAA”): (1) the exemption in Regulation 33 of the Financial Advisers Regulations (“FAR”), which exempts 
SG from complying with Section 25 of the FAA on disclosure of product information to clients; (2) the exemption set out in Regulation 34 of the FAR, which exempts SG from complying with Section 27 of the FAA on recommendations; and (3) the 
exemption set out in Regulation 35 of the FAR, which exempts SG from complying with Section 36 of the FAA on disclosure of certain interests in securities.

Notice to Hong Kong Investors: This report is distributed or circulated in Hong Kong only to “professional investors” as defined in the Securities and Futures Ordinance (Chapter 571 of the Laws of Hong Kong) (“SFO”).  Any such professional 
investor wishing to discuss this report or take any action in connection with it should contact SG Securities (HK) Limited.  This report does not constitute a solicitation or an offer of securities or an invitation to the public within the meaning of the 
SFO.

Notice to Japanese Investors: This publication is distributed in Japan by Societe Generale Securities Japan Limited, which is regulated by the Financial Services Agency of Japan. This document is intended only for the Specified Investors, as 
defined by the Financial Instruments and Exchange Law in Japan and only for those people to whom it is sent directly by Societe Generale Securities Japan Limited, and under no circumstances should it be forwarded to any third party. The 
products mentioned in this report may not be eligible for sale in Japan and they may not be suitable for all types of investors.

Notice to Korean Investors: This report is distributed in Korea by SG Securities Korea Co., Ltd which is regulated by the Financial Supervisory Service and the Financial Services Commission.

Notice to Australian Investors: Societe Generale is exempt from the requirement to hold an Australian financial services licence (AFSL) under the Corporations Act 2001 (Cth) in respect of financial services, in reliance on ASIC Class Order 03/8240, a 
copy of which may be obtained at the web site of the Australian Securities and Investments Commission, http://www.asic.gov.au. The class order exempts financial services providers with a limited connection to Australia from the requirement to 
hold an AFSL where they provide financial services only to wholesale clients in Australia on certain conditions. Financial services provided by Societe Generale may be regulated under foreign laws and regulatory requirements, which are different 
from the laws applying in Australia.

Notice to Indian Investors: Societe Generale Global Solution Center Pvt. Ltd (SG GSC) is a 100% owned subsidiary of Societe Generale, SA, Paris. Societe Generale SA is authorised and supervised by the Autorité de Contrôle Prudentiel et de 
Résolution (ACPR) and regulated by the Autorité des Marchés Financiers (AMF). Analysts employed by SG GSC do not produce research covering securities listed on any stock exchange recognised by the Securities and Exchange Board of India (SEBI) 
and is not licensed by either SEBI or the Reserve Bank of India.

http://www.sgcib.com. Copyright: The Societe Generale Group 2020.  All rights reserved.

This publication may not be reproduced or redistributed in whole in part without the prior consent of SG or its affiliates.
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