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Week Ahead

Authors

10th – 14th October 2022

After a tumultuous September, the topic that has dominated most discussions across all
corners of financial markets in the first week of October was whether the Fed was going
to pivot or not. Ahead of Friday’s payrolls data, this debate also played out in financial
markets. In the blue corner for the doves were financial stability concerns, slowing goods
inflation, and falling labour demand. While supporting the hawks in the red corner were
hawkish Fed commentary, a still strong services sector, and strong preliminary
employment data.

The doves won the first two rounds of this week’s five-round battle. Straight after the
opening bell, markets began to factor in a weaker dollar as signs of rising funding
stresses in the US interbank market raised concerns that the Fed would need to ease the
pace of its tightening cycle, either via reducing quantitative tightening or lowering the
magnitude of its interest rate adjustment. Later on in the day, a weaker ISM
manufacturing report compounded expectations that we may have now reached the
peak of the Fed’s hawkishness, further extending the dollar decline.
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On the labour market, manufacturers’ employment intentions also fell. Heading into
Tuesday’s European open, the earlier concerns over financial stability were compounded
by the Reserve Bank of Australia’s interest rate decision, which saw them undershoot
expectations with a 25bps hike citing caution due to the amount of leverage in the
domestic housing market. Again, these earlier concerns were exacerbated by the
incoming US data as the number of reported job openings in the US in August fell by over
1-million to 10.053m, suggesting wage pressures and thus demand-pull inflation was set
to ease.

After rolling with the punches, the wounded hawks began to fight back on Wednesday.
Overnight, the Reserve Bank of New Zealand hiked rates by a further 50bps, while also
stating a 75 basis point hike was heavily weighed in order to stem domestic inflation
pressures. The move calmed concerns that APAC central banks were the canary in the
financially unstable coal mine, especially as the RBNZ faces one of the most leveraged
housing markets within the G10. The US data also provided the hawks with enough
reason to land some heavy blows as the ISM services reading and ADP private
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The report not only showed manufacturing activity slowing, but also 
reduced price pressures for manufacturers and rising inventories, thus 

signalling lower goods inflation going forward. 
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employment measures for September suggested that output, employment, and price
growth were much more resilient that the manufacturing data alluded to. On Thursday,
the retracement in price action seen earlier in the week continued as a deluge of Fed
speakers reaffirmed the FOMC’s hawkish stance of rates over the coming quarter and
heading into 2023, while initial jobless claims data didn’t surge substantially higher as one
would have expected in the event of a large jump in the participation rate.

After the hawks had their time on the front-foot, the fight was evenly balanced with
market price action largely returning to Monday’s opening levels. The DXY index had
returned back above 112 and the US 2-year and 10-year were back trading around 4.25%
and 3.8% respectively. The only asset class that didn’t exhibit a complete retracement
was US equities, as the S&P 500 remained higher on the week by 3.7%. This set the stage
for Friday’s Nonfarm payrolls report, where the combination of the net employment and
participation rate data had the potential to provide the knockout blow for either side,
while there remained a slight tail-risk that the debate wouldn’t be ended until next week’s
inflation data was released.

The data ultimately sided with the hawks as the net employment increase of +263k
showed employment growth remained at healthy levels, while at 62.3%, there were no
visible signs just yet that the employees absent in the labour market were being either
forced back in due to economic conditions or enticed by higher wage growth. With the
unemployment rate falling to a record low of 3.5%, the emphasis very much remains on
the Federal Reserve, with pressure potentially mounting next week from September’s
CPI report.

Calendar (all times BST)

Saturday – 08/10

02:45 China Caixin composite PMI (prev 53.0) and services PMI (est 54.4, prev 55.0) for 
September 

Monday – 10/10

07:00 Norway CPI for September MoM (prev -0.2%) and YoY (prev 6.5%)

08:00 Turkey unemployment rate for August (prev 10.1%)

09:00 Switzerland domestic (prev 563.7b) and total (prev 669.6b) sight deposits CHF 
for October 7 

09:30 Eurozone Sentix investor confidence for October (prev -31.8) 

13:30 Riksbank's Ingves, Breman at IMF annual meeting in Washington DC

14:00 Chicago Fed President Charles Evans gives speech at the annual NABE 
conference in Chicago
ECB Chief Economist Lane gives opening remarks at the ECB Conference on 
Monetary Policy 

18:00 Fed Vice Chair Brainard speaks to the annual NABE conference in Chicago
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19:00 Brazil trade balance for October 9 week (prev $113m)

22:45 New Zealand card spending for September MoM on retail (prev 0.9%) and total 
(prev 0.7%) 

23:00 Australia CBA household spending MoM (prev 0.8%) and YoY (prev 15.1%)

TBA Mexico nominal wages for September (prev 5.0%)
Singapore advance GDP for Q3 sa QoQ (prev -0.2%) and sa YoY (prev 4.4%)

Tuesday – 11/10

00:01 UK BRC retail sales like-for-like for September YoY (prev 0.5%)

00:30 Australia Westpac consumer confidence for October MoM (prev 3.9%)

00:50 Japan BoP current account balance (est ¥62.1b, prev ¥229.0b) and trade balance 
basis (est -¥2385.7b, prev -¥1212.2b) for August

01:30 Australia NAB business conditions (prev 20) and business confidence (prev 10) 
for September

02:10 BoJ outright bond purchase 1-3 years, 3-5 years, 5-10 years and 10-25 years

07:00 UK payrolled employees monthly change for September (prev 71k)
UK ILO unemployment rate 3M for August (est 3.7%, prev 3.6%)
UK employment change 3M/3M for August (est -200k, prev 40k)
UK average weekly earnings 3M/3M for August (prev 5.5%)

While a marginal loosening in the UK labour market is expected–in line with the reduction
in published vacancies, lower growth and business confidence leading to reduced hiring,
and the cost-of-living crisis pushing the participation rate higher–we don’t think next
week’s jobs data will have the impact it once did. With the latest BoE survey of executives
data highlighting rising medium-term inflation expectations and increased prices in the
year-ahead, coupled with the recent turmoil in markets that requires the BoE to backstop
investor confidence in the UK with higher returns, the Bank’s focus is seemingly
elsewhere.

08:00 Hungary CPI for September MoM (prev 1.8%) and YoY (est 19.9%, prev 15.6%)

11:00 US NFIB small business optimism for September (est 91.8, prev 91.8)

13:00 Canada Bloomberg nanos confidence index for October 7 week (prev 46.5)
Brazil IBGE inflation IPCA for August MoM (est -0.33%, prev -0.36%) and
YoY (est 7.14%, prev 8.73%) 
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13:45 ECB Chief Economist Lane speaks at conference on `EU and US Perspectives: 
New Directions  for Economic Policy' in New York 

19:35 BoE Governor Andrew Bailey in converstion with Tim Adams at the IIF Anual
Membership Meeting in Washington

21:00 REINZ house sales for September YoY (prev -18.3%)

23:00 RBA Assistant Governor Ellis speaks at the Citi Australia & New Zealand 
Investment Conference. 

TBA US monthly budget statement for September (prev -$219.6b)
China FDI ytd YoT CNY for September (prev 16.4%)
Germany wholesale price index for September MoM (prev 0.1%) and YoY       
(prev 18.9%)

After a week of volatility surrounding last Sunday's general elections, the markets'
attention will once again re-focus on the evolution of inflation and the Brazilian Central
Bank's response to it. After alluding to a pause in its tightening cycle in August, which the
BCB would later confirm at their September meeting, the possible announcement of a
third consecutive reduction in inflation in Brazil could reinforce the current BCB's position.
With the bank forecasts inflation for 2023 at 3.5% and at 2.8% for 2024, close to the official
target of 3%, it seems that the path to achieving this continues to involve keeping rates
‘high for longer’. However, an upside surprise in next week's inflation data could put this
strategy at risk and the BCB could bring back on the table a further 25 basis point hike in
an effort to combat the de-anchoring of inflation expectations.

05:00 Sweden PES unemployment rate for September (prev 3.2%)

07:00 Sweden Prospera Swedish inflation expectations survey
UK monthly GDP for August MoM (est 0.1%, prev 0.2%) and 3M/3M                      
(est -0.2%, prev 0.0%)
UK index of services for August MoM (est 0.1%, prev 0.4%) and 3M/3M 
(est 0.2%, prev -0.2%)
UK visible trade balance GBP/Mn (-£19362m) and trade balance GBP/Mn            
(-£7793m)

10:00 Eurozone industrial production for August MoM (est 1.3%, prev -2.3%) and YoY 
(est 1.7%, prev -2.4%)

12:00 US MBA Mortgage applications for October 7 week (prev -14.2%)
Mexico industrial production sa MoM (prev 0.4%) and nsa YoY (prev 2.6%)

12:25 BoE Chief Economist Huw Pill in conversation with SCDI on the `state of the 
nation' 

13:00 Hungary Central Bank minutes from September 27 meeting
India CPI for September YoY (est 7.23%, prev 7.00%) 

Wednesday – 12/10
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13:30 US PPI final demand for September MoM (est 0.2%, prev -0.1%) and                    
YoY (est 8.4%, prev 8.7%)
US PPI ex food and energy for September MoM (est 0.3%, prev 0.4%) and YoY 
(est 7.3%, prev 7.3%)

14:30 ECB Christine Lagarde speaks at the International Institute of Finance annual 
meeting.

16:00 ECB Governing Council member Knot speaks at IMF annual meetings in 
Washington

18:00 BoE Mann speaks at the Canadian Association  for Business Economics on 
`global macro conjuncture and challenges facing small open economies' 

19:00 FOMC minutes for September 21 meeting 

19:30 ECB Governing Council member Knot and De Cos speaks at the Institute for 
International Finance annual meeting in Washington

The FOMC struck a decidedly hawkish tone in its September meeting, so much so that
markets didn’t buy the message initially. Since, the debate on whether the Fed is aiming
to sell this message but not necessarily commit to it has been rife in markets, especially
as other central banks signal great caution and soft spots in US data starts to appear. With
the median dot sitting at 125bps worth of hikes this year due to just one projection tipping
the balance, the minutes will be scoured to see what the true level of consensus is
among the Committee over another 75bps hike in November. To this point, the level of
concern about over-tightening now rates are in restrictive territory will be sought out by
analysts as it could give a clearer indication over the Fed’s true estimation of the terminal
rate.

Thursday – 13/10

00:01 UK RICS house price balance for September (prev 53%)

01:00 Australia consumer inflation expectation for October (prev 5.4%)

07:00 Sweden CPI for September MoM (prev 1.8%) and YoY (prev 9.8%)
Sweden  CPIF for September MoM (prev 1.5%) and YoY (prev 9.0%)
Sweden  CPIF ex energy for September MoM (prev 0.6%) and YoY (prev 6.8%)
Germany final CPI for September MoM (est 1.9% prev 1.9%) and                            
YoY (est 10.0%, prev 10.0%)
Germany final EU Harmonised CPI for September MoM (est 2.2% prev 2.2%) and 
YoY (est 10.90%, prev 10.9%)

07:30 Switzerland producer & import prices for September MoM (prev -0.1%) and YoY 
(prev 5.5%)

08:00 Hungary one-week deposit rate for October 13 week (prev 13.00%)

13:30 US CPI for September MoM (est 0.2%, prev 0.1%) and YoY (est 8.1%, prev 8.3%)
US CPI ex food and energy for September MoM (est 0.4%, prev 0.6%) and YoY 
(est 6.5%, prev 6.3%)
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13:30 US initial jobless claims for October 8 week (prev 219k) 
US continuing claims for October 1 week (prev 1361k)

15:00 Banxico monetary policy minutes for September 29 meeting

22:30 New Zealand business manufacturing PMI for September (prev 54.9)

TBA Germany current account balance for August (prev 5.0b)

After this week’s jobs report, the emphasis now shifts to US inflation conditions and
whether the core measure is starting to show signs of slowing down. The sequential
(MoM) measure of inflation will be seen as the best metric to instruct expectations of the
Fed’s upcoming meetings as the peak in year-on-year core CPI may start to come into
view as negative base effects begin got take a toll from October onwards. Additionally,
headline inflation is expected to come down further owing to base effects in energy
markets and lower fuel prices over the month (see more below).

Friday – 14/10

02:30 China CPI for September YoY (est 2.8%, prev 2.5%)
China PPI for September YoY (est 1.0%, prev 2.3%)

07:45 France final CPI for September MoM (prev -0.5%) and YoY (prev 5.6%)
France final EU Harmonised CPI for September MoM (prev -0.5%) and YoY      
(prev 6.2%)

08:00 Spain final CPI for September MoM (prev -0.6%) and YoY (prev 9.0%)
Spain final EU Harmonised CPI for September MoM (est 0.0%, prev 0.0%) and 
YoY (est 9.3%, prev 9.3%)

09:00 Poland final CPI for September MoM (prev 1.6%) and YoY (prev 17.2%)

10:00 Eurozone trade balance for August sa (prev -40.3b) and nsa (prev -34.0b)

12:00 Bank of England releases its Quarterly Bulletin

12:00 Poland current account balance for August (est -1642m, prev -1735m) and trade 
balance (est -1317m, prev -1452m)

13:30 US retail sales advance for September MoM (est 0.2%, prev 0.3%)
US retail sales ex auto for September MoM (est -0.1%, prev -0.3%)
US retail sales ex auto and gas for September MoM (prev 0.3%)
Canada manufacturing sales for August MoM (est -1.2%, prev -0.9%)
Canada wholesale trade sales for August MoM (est 0.1%, prev -0.6%)

15:00 US business inventories for August MoM (est 0.9%, prev 0.6%)

TBA China trade balance for September (est $81.20b, prev $79.39b)
China exports (est 4.0%, prev 7.1%) and imports YoY (est 0.0%, prev 0.3%) for 
September
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Core CPI likely to keep the pressure on the Fed

With lower oil benchmarks set to weigh on airfares, re-opening effects fading, and supply
chain issues easing, expectations were for a low core CPI reading in August. However, the
data blew expectations of a 0.3% MoM increase out of the water with a print of 0.56%.
While a lot was made of the 0.7% increase in shelter costs on the month, which
accounted for just over half of the core CPI reading, the upwards pressure from core
services was much more broad-based. Food away from home (+0.9%), medical care
(+0.8%), personal care (+0.7%), education (+0.5%) and car insurance (+1.3%) all contributed to
the positive data surprise. The evidence in August’s report was clear, inflation is no longer
driven by goods prices, as was the case during the Fed’s “transitory” period. Instead,
domestic demand and services spending were driving prices higher. This provides the
Fed with mixed news. On the one-hand, this is the area of the economy where monetary
policy can effectively target by raising the opportunity cost of spending. On the other
hand, these inflationary pressures tend to be more persistent, especially in terms of
shelter inflation.

It is no longer a goods story – services inflation is now the larger contributor to core
CPI

Following on from Friday’s payrolls data, which compounded the Fed’s communications
that it would need to continue tightening policy towards year-end and potentially in Q1
2023, the focus will now be on how core inflation pressures print on a sequential (MoM)
basis in September. This is because the headline figure, which is set to increase as long
as core inflation grows by more than 0.3% MoM to offset the September 2021 base effect,
is subject to negative base effects as we enter Q4. Additionally, given the persistence in
the core services inflation indices, the Fed will be concerned over the momentum in core
inflation pressures and the spillover effects that could have for broader inflation
dynamics.
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The level of persistence in the current core inflation dynamics enables us to more
accurately forecast them going forward. Seeing as core inflation MoM has undershot 0.5%
MoM only twice this year and shelter inflation tends to be very slow to react to monetary
measures, we believe core CPI will print at 0.5% MoM at a minimum, especially as the ISM
prices paid measure for services showed only a marginal slowdown in firms’ price
pressures. In this scenario, we think upside in US yields remains, leaving the fate of the
broad dollar in the hands of US equity dynamics.

Sticky components of the CPI basket tend to be denoted by shelter inflation, of which
is on a one-way course higher
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