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Covid concerns re-emerge, payrolls data pivotal for 
December Fed

FX traders were kept busy this week as volatility increased across the board. The signs of
a busy week were apparent early on when the Turkish lira went into meltdown after
President Erdogan reiterated his commitment to a lower rate environment in Turkey in
order to boost growth and employment. The 13% slip in the lira on Tuesday captured all of
the market headlines ahead of Wednesday’s bumper day of data in the US due to the
market holiday on Thursday for Thanksgiving. The release of durable goods and PCE
data, along with FOMC meeting minutes later in the session, recaptured the market’s
attention and sent front-end Treasury yields higher as the data painted a more supportive
economic backdrop for the Fed to speed up its normalisation cycle. Following the data,
the US 2-year cracked 0.6% for the first time since the pandemic, while the 10-year rose
back up to trade near its reflation highs of 1.7%. This resulted in another wave of broad US
dollar strength before markets dulled as the US trading paused for its Federal holiday.
Amid the relative lull on Thursday, however, central bank policy was thrust back into the
limelight after the Riksbank raised its repo rate projection to signal a rate hike was
probable in 2024, and the Hungarian National Bank unexpectedly raised rates by 40bps
outside of its scheduled meetings. This resulted in SEK and HUF leading gains in the
expanded majors that day. Then came Friday’s risk-off session following the news of a
new Covid-19 variant in South Africa, which caused levels of volatility only associated with
a credible threat to global growth conditions.
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Next week, the focus largely sits on Friday’s Nonfarm 
payrolls data as it marks the last official labour market 

report prior to the December Fed meeting. 

However, key data is also released from Switzerland, China, Turkey and Canada. In
Switzerland, the SNB’s sight deposit data will be closely scrutinised given the low levels
of EURCHF, while inflation and foreign investment data from Turkey will be closely
watched given the elevated levels of TRY volatility. Meanwhile, economic activity data
out of China should give an indication as to whether supply chains are starting to
normalise while it will also add to the economic backdrop that currently points to further
monetary loosening from the PBOC. Finally, GDP and labour market data out of Canada
will prove somewhat influential for market pricing of the Bank of Canada. Outside of
economic data, news about the spread, transmissibility and reduced vaccine efficacy of
the new Covid strain from South Africa will prove highly influential for market risk
appetite.
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Calendar (all times GMT)

Monday – 29/11

Starting the week is Sweden’s Q3 GDP data at 08:30 which is expected to show the
economy growing at a faster rate than Q2’s 0.9%. Then, regional CPI data from Germany
is released as of 09:00 before the nationwide index is released at 13:00. Inflation in
Germany is expected to rise from 4.6% to 5.3% YoY in November when harmonised, but
risks are arguably tilted to the upside given the consistent pressure on energy and fuel
prices. Then, at 09:30 sight deposit data from Switzerland is released for the week
ending November 26th. During the past week, EURCHF has continued to grind lower as
regional risks remain, however, the grind lower has been notably slow. Given this,
concerns over SNB intervention are likely growing in the marketplace. Capping off the
day’s data calendar is eurozone consumer confidence data for November at 10:00

Tuesday – 30/11

China’s official PMIs for November open markets at 01:00 on Tuesday and will likely
show a stabilisation in manufacturing output and continued growth in the non-
manufacturing sector. Consensus is for a manufacturing reading of 49.8 and a non-
manufacturing reading of 51.3, with the former expected to improve from 49.2 in October
and the latter downgrade from 52.4. However, risks are tilted to the upside for both
readings given the greater number of working days in November and the retreat in the
delta outbreak. Then at 07:00, Q3 GDP data from Turkey is released. Growth is expected
to increase from 0.9% in Q2 to 2.6% QoQ in the third quarter as tourism comes back online
and domestic covid concerns moderate. France’s preliminary CPI data for November is
then released alongside the final reading of Q3 GDP at 07:45 but is unlikely to be too
much of a market mover as investors are already expecting a rise in eurozone inflation
towards year-end. German unemployment data for November is then out at 08:55 but
again, the data is likely to have a muted impact as it would soon become redundant
should Germany impose tighter lockdown measures again. Poland’s preliminary CPI
data for November is also released alongside its final Q3 GDP data at 09:00. Inflation
has likely exceeded the 7% mark in November, which puts the National Bank of Poland in
a difficult position: price growth has been more broad-based in Poland than for example
in the eurozone, which was part of the reason for the NBP to ditch their mantra on
inflation being transitory and started hiking interest rates to combat the excessive price
growth. However, the rise in Covid cases has added to the pressure on Poland’s health
infrastructure, with the nation only having a vaccination rate of just over 50% as opposed
to the 70% mark they opted for. This makes it difficult to justify another stark rate hike by
the NBP, which means markets may be increasingly sensitive to Tuesday’s CPI data.

Then at 10:00, flash eurozone CPI data is printed for November and is expected to
follow along the lines of the German and French data earlier in the week. Expectations
are for annualised inflation to rise from 4.1% to 4.3% with the core reading to rise from 2%
to 2.3%. At 13:00, BoE member Catherine Mann is expected to have a fireside chat with
Barclays’ UK Chief Economist, Fabrice Montagne. Rounding off the day is Canada’s
September GDP data at 13:30 where the economy is expected to show no month-on-
month growth.
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Given it is the last print of the quarter, a Q3 estimate will be published too, which Stats
Canada projects to come in at around 0.5%.

Wednesday – 01/12

Australia’s third quarter GDP is due out at 00:30 and will give economists the first look at
how expensive the 3-month long lockdown was, especially in Melbourne and Sydney.
Estimates are for the economy to have contracted by 2.5% QoQ following slight growth of
0.7% in the second quarter. Then, China’s private Caixin manufacturing PMI is released
at 01:45, which will likely show more clearly the impact the increased number of working
days in November had on output. Swiss CPI is then out at 07:30 and is expected to show
price growth moderate in month-on-month terms, partly due to recent CHF strength.
However, with inflation set to print at 1.4%, the data is unlikely to embolden the SNB to
push back at current FX pricing just yet. A string of euro-area manufacturing PMIs are
then due out between 08:00 and 09:00 but are unlikely to have much of a market
impact. Focus then shifts to the US with the release of ADP employment figures for
November at 13:15, which should give a good indication as to what Friday’s NFP data
comes in at, before the ISM manufacturing data for November is printed at 15:00. Then,
at 19:00, the Fed’s latest beige book is released.

Thursday – 02/12

Data on non-resident bond holdings and foreign net stock investment from Turkey are
released at 11:30 and will show the impact last week’s lira crisis had on capital flows
given the weekly data is released for the week ending November 26th. Then, Brazil’s Q3
GDP data is released at 12:00 where growth is set to pick up from -0.1% QoQ to +0.1%.
Initial jobless claims data out of the US will be printed at 13:30 and should show the
previous week’s record low in initial jobless claims was down to seasonal adjustments.

Friday – 03/12

Friday is by far and away the busiest day on the data calendar next week, with the busy
day of data beginning with Singapore and Hong Kong’s November PMIs from IHS Markit
released at 00:30. Shortly afterwards, China’s Caixin services and composite PMI are
released at 01:45. Estimates suggest that while manufacturing activity picked up in
November, services activity moderated. Expectations are for the services measure to
moderate from 53.8 to 51. Turkish CPI for November at 07:00 will then draw a large

The US NFP data is likely to be more instrumental for
markets given it is the last piece of labour market data
before December’s Fed meeting, where policymakers
are increasingly likely to speed up the pace of
tapering should the labour market data prove robust.

At 13:30, the main 
release of the week 

occurs as US Nonfarm 
payrolls data is 

released for November 
alongside Canada’s 

November Labor Force 
Survey. 

crowd, especially as comments from Erdogan this
week suggest the focus on fighting inflation has now
been diverted to growth and employment. Final PMIs
from the eurozone and the UK are released
between 08:15 and 09:30 before all the attention
moves from Europe to North America.
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Meanwhile, with the Bank of Canada unlikely to act until at least March 2022, Canada’s
labour force survey may not prove too pivotal. Finishing off the week is the US ISM
services report for November and October’s factory orders data at 15:00.

Covid-19

European Covid woes expand globally, but EUR shielded

Up until yesterday, concerns around renewed Covid measures following surges in virus
case counts were for the most part isolated around the European economy. Austria and
the Netherlands were among the first to impose stringent Covid measures again, with
Austria announcing 2G policy while the Netherlands went into a light lockdown and is
likely to tighten measures further on November 26. Belgium is also set to announce
measures on the 26th, while Spain, Italy, Germany and France are also debating
measures. France’s health minister reported a new lockdown or curfew is unlikely, but
less drastic measures may be back on the table as the pressure on health infrastructure
increases. Looking at European countries outside of the eurozone, some of the figures
were more extreme given lower vaccination rates, which puts central banks of
economies like Hungary, Poland, Russia and the Czech Republic in a difficult position: can
they continue hiking rates amid renewed Covid waves and lockdowns to avoid inflation
from soaring? For the European Central Bank, the near-term growth shock so far meant
the ECB increased its weekly purchases via the Pandemic Emergency Purchase
Programme, but policy makers remain confident the programme can end in March 2022.

29th November – 3rd December 2021

On the morning of the 26th, markets woke up to the news of a new 
Covid strain which impeded risk sentiment severely and begs the 
question of what measures will look like over the next months and 

how central banks will react moving forward. 

CEE countries in a 
dilemma as real rates are 
around negative territory 
while the Covid situation 
deteriorates. CPI Inflation 
(navy) vs central bank 
interest rates in Poland (1), 
Hungary (2), and Czech 
Republic (3)
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The Hungarian National Bank surprised markets with a 40bp rate hike to their 1-week
deposit rate on Thursday in between meetings, following last week’s 70bp hike in the
depo rate. While this is not the official policy rate, which is currently at 2.1%, the 1-week
depo rate serves as an anchor to short-term market rates and is reflective of increased
external risks. The MNB’s decision signals that the central bank wants to beat markets to
the punch and provide a hawkish surprise and control inflation expectations without
having to increase the base rate, as this would be difficult to justify in an economy that is
grappling with a rising virus case count and low vaccination rates. The Hungarian
government imposed mandatory mask wearing in closed spaces last week again and is
expected to make vaccines mandatory for healthcare workers. The Czech government
reimposed measures last night too, and ordered bars and clubs to close at 22:00 in an
attempt to stem its high infection rate. Poland’s health minister also stated restrictions
will need to be tightened if the daily case count is not falling any time soon.

Given the domestic virus situations in the eurozone and CEE countries was horrendous to
begin with, the currencies of these regions were less affected by the bout of USD
strength and broader flows into safe havens on Friday following the variant news.

Meanwhile, PLN, HUF and CZK were primarily shielded from the USD strength on Friday,
but still weakened against the stronger euro. Looking ahead, because of the fluidity of
the situation at the moment and the lack of information around the new variant, markets
are playing it by ear and are pre-emptively positioning themselves for a scenario in which
other large economies outside of Europe will have to tighten measures again. More
sustained appreciation to the 1.12-1.13 levels in EURUSD is dependent on incoming news
of how much of a risk the new variant poses to the global economic outlook as opposed
to Covid risks being isolated to just European growth. The effectiveness of the vaccines
against the new variant and the prevalence of the spread across other economies will be
watched heavily by markets for more clues in the following weeks.

This is especially the case for EURUSD, which rose back 
to the 1.12-1.13 level upon the new backdrop, which was 

a risk highlighted in our latest EUR update. 

US Non-Farm Payrolls

Nonfarm payrolls set to be key ahead of December’s FOMC
meeting

With the Bank of Canada unlikely to alter policy this year and the Fed’s pace of
normalisation in 2022 highly dependent on progress in the labour market recovery amid
the current inflationary backdrop, the US Nonfarm payrolls release will seize the spotlight
yet again on Friday despite Canada’s Labor Force Survey being released alongside it at
13:30 GMT.

https://www.monexcanada.com/news-analysis/outlooks/lower-growth-profile-and-rising-us-yields-call-for-downgraded-eur-calls/
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This is especially the case as it is the last labour market report before the pivotal
December FOMC meeting where a fresh dot plot will be published along with the
announcement of the next phase of tapering in the new year. Recent comments by the
likes of Vice Chair Clarida and San Francisco Fed President Daly have only upped the
ante for the NFP release over the past week as a consensus is quickly forming for a faster
taper within the FOMC, but this is largely dependent on sustained progress in the labour
market.

While concerns over the latest Covid-19 variant may stop markets from running away
with the prospect of a dramatic hawkish shift by the Fed in December following the
labour market report, we still think some semblance of higher front-end rates will
materialise should the data prove well. However, the magnitude of the market reaction is
dependent on the latest variant and whether it poses a substantial risk to the US
economic recovery. With little news on how effective vaccines are against the new
variant and its prevalence within the population, our analysis hereon assumes a base
case in which impediments to global economic growth related to the new variant will be
limited, until new information on the efficacy and prevalence is published.

Hawkish comments from FOMC members link a faster taper with a positive November
payrolls report

Date Source Quote

23 Nov
November FOMC 
meeting minutes 

“some participants cited a number of signs that the US
labor market was very tight” and “some participants
preferred a somewhat faster pace of reductions”.

23 Nov
San Francisco Fed 
Daily

“it will be hard to argue the Fed shouldn’t speed up the
process of scaling back its bond-buying if reports on the
labour market and consumer prices show continued
strength”

22 Nov Atlanta Fed Bostic
“Fed may need to speed up the removal of monetary
stimulus in response to strong employment gains and
surging inflation”

19 Nov
Fed Vice Chair 
Clarida

“it may well be appropriate at that meeting to have a
discussion about increasing the pace at which we are
reducing [our asset purchases]”.

19 Nov Fed Governor Waller 

“the rapid improvement in the labour market and the
deteriorating inflation data have pushed me towards
favouring a faster pace of tapering and a more rapid
removal of accommodation in 2022”

16 Nov St Louis Fed Bullard 
“I think it behoves the committee to go in a more hawkish
direction in the next couple of meetings so we are
managing the risk of inflation appropriately”.
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Going off the latest real-time indicators and the tailwinds in play for sustained net
employment gains in the US, our view heading into next week’s NFP release is that the
employment gains should provide enough impetus for the Fed to speed up their tapering
process. Assuming the central bank wants to process with a smooth withdrawal of
stimulus, we expect the pace of tapering to be doubled from $15bn to $30bn under a
strong NFP print such that the QE programme is set to end in March as opposed to June
under the current tapering pace. With the QE programme ceasing in March, Fed officials
will now have seven meetings in which to begin their hiking cycle in 2022. Under our
current assumption of two rate hikes in 2022, we expect the Fed to hike at June and
December’s meeting such that each hike is delivered with a monetary policy report. Such
a timeline would also allow a period of pause between the end of the QE programme
and the first hike so that the impact of the Fed’s withdrawal on financial markets can
stabilise before policy is tightened further.

The level of economic participation in the US has yet to rebound to pre-Covid levels,
despite the withdrawal of labour market support measures and the resumption of
schooling. Signs that participation levels will remain suppressed is likely to embolden
calls for faster policy normalisation as near-term slack within the labour market is less
than pre-Covid employment levels suggest.

“Emphasis on Friday’s data won’t just be on net employment, but 
also on the participation rate.” 

DXY reaction to Friday’s 
NFP release is likely to fall 
close to or even outside its 
one standard deviation 
range even if the 
employment gain doesn’t 
shock expectations 
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