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The past week has been another tumultuous one for markets. Overall, the appetite by
traders to price the Fed’s pivot, and the ensuing risk-on rally, has been evident yet again.
It wasn’t just the soft US PMIs or the collapse in house prices that provided support to risk
conditions, but also the Bank of Canada's decision to prioritise growth and financial
stability risks, thus opting for a more conservative path for rates with a 50bp hike.
Ultimately, the price action this week was reminiscent of the start of October, where
similar dynamics took place following ISM manufacturing and JOLTs data, which was
then compounded by news that the RBA would downshift to 25bps hikes due to slowing
global growth conditions and housing market concerns. Like the first week of October,
the risk rally was soon faded towards the end of the week as the US data calendar
started to fight back. Firstly, the preliminary reading of Q3 GDP quelled concerns over a
US recession, and the impact that may have on the Fed’s path for interest rates. While on
Friday, the September PCE inflation report coincided with a strong Employment Cost
Index for Q3 to keep the dollar well supported heading into the weekend. In the midst of
all of this, the European Central Bank hiked rates by 75bps to 1.5% on Thursday, after
which it suggested it was going to slow its hiking cycle. However, the preliminary inflation
data for October out of Italy and Germany specifically made this a hard message for
markets to initially buy. But, the eagerness of money markets to price in central bank
pivots was yet again on display, as expectations of the ECB’s December decision started
to soon come down to show just a 75% chance of a 75bps hike.
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For the Federal Reserve, this is largely a given following strong inflation and labour
market data since their September meeting, while the consensus is less clear cut for the
BoE, although we expect their tolerance to rising inflation expectations to force the core
of the MPC to vote for a faster pace of hiking. On the outer lanes of the tightening circuit,
the Reserve Bank of Australia is expected to keep hiking rates by 25bps following the
reduction in the pace of their tightening cycle in September, while expectations for the
Norges Bank are evenly split between 50bps or a slower pace of 25bps. Outside of
central banks, the US data calendar will likely be influential for broader FX price action
yet again as a deluge of final PMIs and ISM data for October is in store, along with a fresh
payrolls report just after the Fed’s decision on Wednesday.
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Next week, it will be the turn of the Federal Reserve and the Bank of England to 
hike rates, where we expect both central banks to hike 75bps. 

https://www.monexcanada.com/news-analysis/in-depth-analysis/boc-meets-our-call-for-50bps-missing-economist-and-market-expectations/
https://www.monexcanada.com/news-analysis/in-depth-analysis/ecb-meets-expectations-with-a-75bps-hike-tltro-adjustments-and-qt-delay/
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Calendar (all times GMT)

Monday – 31/10

00:00 Australia Melbourne Institute inflation for October MoM (prev 0.5%) and                  
YoY (prev 5.0%)
UK Lloyds business barometer for October (prev 16)

00:30 Australia retail sales for September MoM (est 0.5%, prev 0.6%)
Australia private sector credit for September MoM (est 0.7%, prev 0.8%) and           
YoY (est 9.4%, prev 9.3%)

01:30 China composite PMI for October (prev 50.9)
China manufacturing PMI for October (est 49.9, prev 50.1)
China non-manufacturing PMI for October (est 50.1, prev 50.6)

07:00 Germany retail sales for September MoM (est -0.5%, prev -1.3%) and                       
YoY (est -3.4%, prev -1.7%)
Sweden wages for non-manual workers for August YoY (prev 3.1%)

07:30 Switzerland retail sales for September YoY (prev 3.0%)

08:30 Hong Kong advanced GDP for Q3 QoQ (est 1.2%, prev 1.0%) and                           
YoY (est -0.9%, prev -1.3%)

09:00 Switzerland domestic (prev 541.7b) and total (prev 597.6b) sight deposits CHF for 
October 28 week
Poland preliminary CPI for October MoM (est 1.6%, prev 1.6%) and                           
YoY (est 17.8%, prev 17.2%)
Italy advanced GDP for Q3 QoQ (est -0.1%, prev 1.1%) and                                        
YoY (est 2.0%, prev 5.0%)

09:30 ECB Visco speaks at National Savings Day event on "The Value of Savings in the 
Age  of Uncertainty" 
UK net consumer credit (prev 1.1b) and consumer credit YoY (prev 7.0%) for 
September 
UK mortgages approvals for September (est 63.7k, prev 74.3k)

10:00 Eurozone preliminary CPI MoM (est 0.7%, prev 1.2%) and YoY (est 9.8%, prev
10.0%) and core CPI YoY (est 4.9%, prev 4.8%) for October
Eurozone advanced GDP for Q3 QoQ (est 0.1%, prev 0.8%) and                                
YoY (est 2.1%, prev 4.1%)

The flash eurozone data follows Friday’s release of Spanish, French, Italian and German
preliminary inflation data for October and growth data for Q3. On the whole, the national
indicators suggest that the ECB still has some ways to go in the inflation fight, especially
after Italian inflation leapt 4% MoM in EU harmonized terms. This follows the latest ECB
decision, where we thought President Lagarde guided expectations towards a 50bp hike
to 2% in December.

12:00 Canada Bloomberg NANOS confidence for October 28 week (prev 43.5)
Mexico advanced GDP for Q3 QoQ (prev 0.9%) and YoY (est 3.3%, prev 2.0%)
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13:45 US MNI Chicago PMI for October (est 47.2, prev 45.7)

15:00 ECB Chief Economist Lane gives speech at Danmarks Nationalbank

18:00 Australia CoreLogic house px for October MoM (prev -1.4%)

21:45 New Zealand building permits for September MoM (prev -1.6%)

22:00 Australia S&P Global preliminary manufacturing PMI for October (prev 52.8)

00:30 Japan Jibun Bank manufacturing PMI for October (prev 50.7)

01:45 China Caixin manufacturing PMI for October (est 48.5, prev 48.1)

03:30 RBA Cash rate target decision for November (est 2.85%, prev 2.60%)

Tuesday – 01/11

07:00 Germany import price index MoM (est 2.1%, prev 4.3%) and                                        
YoY (est 33.6%, prev 32.7%)
UK Nationwide house price for October MoM (est -0.5%, prev 0.0%) and                    
YoY (est 8.0%, prev 9.5%)

07:30 Sweden Swedbank/Silf manufacturing PMI for October (prev 49.2)

08:20 RBA Governor Lowe speaks at Board Dinner with the business community in 
Hobart

08:30 Hong Kong retail sales for September YoY (prev -0.1%)
Switzerland manufacturing PMI for October (est 56.0, prev 57.1)

09:00 Norway DNB/NIMA manufacturing PMI for October (prev 50.0)

09:30 UK S&P Global/CIPS manufacturing PMI for October (prev 45.8)

11:00 BCB October meeting minutes release

11:30 Riksbank Governor Ingves Speech

12:00 Brazil industrial production for September MoM (prev -0.6%) and YoY (prev 2.8%)

13:00 Brazil S&P Global manufacturing PMI for October (prev 51.1)

13:30 Canada S&P Global manufacturing PMI for October (prev 49.8)

At the September meeting, the RBA increased the Cash Rate by 25bps to 2.6%, below
most economists' expectations. The reason for the slowdown in the hiking cycle was that
they have more meetings than most other central banks, meaning they can meet the
global tightening pace with smaller incremental shifts, and they now see a materially
slower global growth outlook. Since this meeting, however, domestic conditions have
remained robust, while Q3’s inflation data came in substantially stronger than expected at
7.3% YoY for the headline and 6.1% YoY for the trimmed mean measure. This rose
speculation that the RBA might have to go a further 50bps this month, but only 3 out of 26
economists submitting to Bloomberg expect such an outturn.
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13:45 US final S&P Global manufacturing PMI for October (est 49.9, prev 49.9)

14:00 US JOLTS Job openings for September (est 9750k, prev 10053k)
US construction spending for September MoM (est -0.5%, prev -0.7%)
US ISM manufacturing (est 50.0, prev 50.9), prices paid (est 53.0, prev 51.7), new 
orders (prev 47.1) and employment (prev 48.7) for October

Wednesday – 02/11

15:00 Banxico Economist Survey

15:30 Mexico S&P Global manufacturing PMI for October (prev 50.3)

18:00 Brazil trade balance monthly for October (prev $3994m) 

20:00 RBNZ publishes its six-monthly Financial Stability Report

21:45 New Zealand employment change for Q3 QoQ (est 0.5%, prev 0.0%) and                
YoY (est 0.3%, prev 1.6%)
New Zealand private sector wage growth including overtime QoQ for Q3                   
(est 1.2, prev 1.3%) and ex-overtime (est 1.1%, prev 1.3%)
New Zealand unemployment rate for Q3 (est 3.2%, prev 3.3%)

23:50 BOJ minutes from September’s meeting

The ISM manufacturing data will be closely monitored by markets after September’s data
sparked an aggressive risk-on rally in global markets as the earmarked slowdown in the
manufacturing sector suggested a Fed pivot may be imminent. Given the ISM services
measure negated this later on in the week, October’s services data will also be heavily
examined by markets.

00:01 UK BRC shop price index for October YoY (prev 5.7%)

00:30 Australia building approvals for September MoM (est -10.0%, prev 28.1%)

08:00 Germany exports (est 0.6%, prev 1.6%) and imports (est 0.1%, prev 3.4%) for 
September MoM

08:15 Spain S&P Global manufacturing PMI for October (est 47.5, prev 49.0)

08:45 Italy S&P Global manufacturing PMI for October (est 46.9, prev 48.3)

08:50 France final S&P Global manufacturing PMI for October (est 47.4, prev 47.4)

08:55 Germany unemployment change (est 15.0k, prev 14.0k) and unemployment 
claims rate (est 5.5%, prev 5.5%) for October
Germany final S&P Global/BME manufacturing PMI for October                                    
(est 45.7, prev 45.7))

09:00 ECB Makhlouf gives opening remarks at Financial System Conference 2022 in 
Dublin
Eurozone final S&P Global manufacturing PMI for October (est 46.6, prev 46.6)

11:00 US MBA mortgage applications for October 28 week (prev -1.7%)
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12:15 US ADP employment change for October (est 200k, prev 208k)

14:00 ECB Villeroy speaks at Bank of Ireland's Financial System Conference

18:00 FOMC rate decision (est 3.75-4%, prev 3-3.25%)  (more below)
ECB Nagel gives a speech in Madrid

18:30 Fed Chair Powell gives a press conference following FOMC meeting

20:00 RBNZ Governor Orr at finance & expenditure select committee on Financial 
Stability Report 

22:00 Australia S&P Global composite PMI for October (prev 49.6)
Australia S&P Global services PMI for October (prev 49.0)

Thursday – 03/11

05:00 RBA Kearns participates in panel discussion on wholesale market conditions and 
resilience  at the ASIC Annual Forum in Sydney

07:00 Turkey CPI for October MoM (est 3.68%, prev 3.08%) and                                         
YoY (85.20%, prev 83.45%)

07:30 Switzerland CPI for October MoM (est 0.2%, prev -0.2%) and                                           
YoY (est 3.2%, prev 3.3%)

07:50 ECB President Lagarde appears in introductory panel on 'Sustainability and 
Money: Shaping the Economy of the Future'

08:00 ECB Panetta gives keynote speech at ECB Money Market Conference
ECB Nagel speaks in Madrid 

09:00 Norges Bank rate decision for November (est 2.63%, prev 2.25%) – an equally 
split consensus on 25bps and 50bps

09:30 UK final S&P Global services PMI (est 47.5, prev 47.5) and composite PMI                   
(est 47.2, prev 47.2) for October

09:50 ECB Elderson and Villeroy participate in panel discussion on role of financial 
system in addressing environmental sustainability on 'Sustainability and Money: 
Shaping the Economy of the Future'

11:00 ECB Visco speaks in live broadcast for the OMFIF Institute 

12:00 BoE rates decision for November (est 3.0%, prev 2.25%)  (more below)

12:30 BoE Governor Bailey gives a press conference following interest rate decision

13:15 ECB Makhlouf gives closing remarks at Financial System Conference 2022 in 
Dublin

13:45 US final S&P Global services PMI (est 46.6, prev 46.6) and composite PMI                  
(prev 47.6) for October

14:00 US ISM services index for October (est 55.5, prev 56.7)
US durable goods orders (prev 0.4%) and ex-transportation (prev -0.5%) for 
September 
US factory orders for September (est 0.4%, prev 0.0%)
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20:30 BoE Mann speaks as a panellist at the American Enterprise Institute webinar on 
The World Economy's Inflation Challenge

The Canadian labour market data comes hot on the heels of the latest BoC decision, 
which saw the Governing Council prioritise growth and financial stability risks over 
aggressively tackling the slower-than-anticipated decline in inflation. Any signs of labour
market slack reappearing, via lower wage growth or another negative employment print, 
BoC expectations are likely to tumble

Friday – 04/11

00:30 Japan Jibun final services PMI (prev 53.0) and composite PMI (prev 51.7) for 
October

00:30 Reserve Bank of Australia statement on monetary policy 

07:00 Germany factory orders for September MoM (est -0.5%, prev -2.4%) and                     
YoY (est -7.2%, prev -4.1%)

08:15 Spain S&P Global services PMI (est 48.3, prev 48.5) and composite PMI                     
(est 48/0, prev 48.5) for October

08:45 Italy S&P Global services PMI (est 48.5, prev 48.8) and composite PMI                        
(est 47.4, prev 47.6) for October

08:50 France S&P Global final services PMI (est 51.3, prev 51.3) and composite PMI          
(est 50.0, prev 50.0) for October

08:55 Germany S&P Global final services PMI (est 44.9, prev 44.9) and composite PMI 
(est 44.1, prev 44.1) for October

09:00 Eurozone final services PMI (est 48.2, prev 48.2) and composite PMI                       
(est 47.1, prev 47.1) for October

12:15 Bank of England Chief Economist Huw Pill delivers the MPR national agency 
briefing

12:30 Canadian Labour Force Survey for October
Net employment change (prev 21.1K)
Unemployment rate (prev 5.2%)
Hourly wage rate (prev 5.2%)

12:30 US Nonfarm payrolls for October 
Change in Nonfarm payrolls (est 200k, prev 263k)
Unemployment rate (est 3.6%, prev 3.5%)
Average Hourly Earnings MoM (est 0.3%, prev 0.3%) and YoY (est 4.7%, prev 5%)

October’s payrolls data will be the first major economic release after the Fed’s latest 
decision. Bearing in mind we expect the Fed to hike 75bps and guide markets to a 
similarly hawkish outcome at the December meeting to keep financial conditions tight in 
the run-up to the final meeting of the year, the Fed will be hoping that their messaging 
isn’t completely eroded by a re-emergence of labour supply. In the event the 
participation rate rises substantially, such that it drives an uptick in the unemployment
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rate, markets will likely pile into risk assets and reduce USD longs, irrespective of what 
the Fed said just days prior.

13:00 Brazil S&P Global services PMI (prev 51.9) and composite PMI (prev 51.9)

14:00 Boston Fed President Susan Collins discusses the outlook for the economy and 
monetary policy

Fed to hike 75bps and try to keep financial conditions tight

Charting the course of monetary policy in this economic climate is a treacherous journey,
but Wednesday's Federal Reserve decision marks a rare beam of clarity radiating
through the fog that lays ahead. In recent weeks, Fed officials have telegraphed their
intentions to hike the federal funds rate by 75bps to 3.75-4% next week, and their
guidance was made all but certain by September's CPI and payrolls reports. Though
economists and markets can agree on 75bps next week, growing two-sided risks have
fostered debate over the path for rates from December and beyond both inside and
outside the halls of the FOMC. Reliable but lagged data tells us that inflation has been
strong and that labour markets have been tight, but forward-looking soft data, such as
purchasing managers' and homebuilders' surveys, have formed cracks in the hawkish
narrative. The evidence that disinflationary pressures are building leads us to expect a
50bp hike in December, but policymakers' emphasis on data-dependence leaves our
forecast at the mercy of the next two batches of CPI and payroll data scheduled to arrive
before then. If our forecast proves correct, however, US yields will reprice lower, taking
some of the wind out of the dollar’s sails, but the path to December won’t be smooth. We
should note that the Fed will probably not publicly endorse our view on Wednesday, as it
would lead markets to loosen financial conditions, a counterproductive development in
the fight against inflation. Instead, they will likely frame a future downshift in the most
hawkish possible terms and continue to do so until labour market slack and disinflation
become painfully obvious in the official data.

Pricing of the 
Fed’s terminal 
rate and 
December 
meeting has 
come down 
recently as 
soft data 
exposes 
cracks in the 
hawkish 
outlook
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Looking to next week’s decision, the consensus around a 75bps increase is so strong
because the latest high-impact data reinforced the Fed’s near-term guidance from last
month through its updated dot plot. The payrolls data showed the US economy continue
to add jobs at a rapid clip—263k in September to be exact—while still-constrained labour
supply measured by a weak participation rate pushed the unemployment rate back to
3.5%, matching the lowest rate recorded in history. A week after payrolls, the CPI report
showed a resurgence in total inflation, accelerating to 0.4% MoM from 0.2% a month prior,
while core inflation held firm at an eye-watering 0.6%. Inflationary pressures were broad-
based and led by services, but goods prices also came in stronger than anticipated. With
markets convinced in 75bps next week, weaker peripheral data had a far greater impact
on pricing further out along the Fed’s implied rate curve.

While labour market tightness and persistent inflationary pressures led markets to buy in
fully to the Fed’s guidance for next week, we think interest rate traders have extrapolated
too much from the recent data in pricing future Fed decisions. Federal funds futures are
now pricing an 80% chance of a stronger-than-communicated 75bp move in December,
which is too high considering the evidence that economic slack is set to build. Job
openings, for instance, fell by 10.5% in the most recent JOLTS survey, a sign that firms’
economic outlooks are starting to moderate. Lower demand is already starting to filter
through to wages: even though wage growth remains above the pace consistent with 2%
inflation, at 0.3% MoM, it has softened from the 0.5% and 0.4% prints that were
commonplace this year.

On top of these signs of weakness in the labour data, flash activity data, 
such as the ISM and S&P PMI reports, also tell a bleak story about 

America’s economic prospects.

In a lower growth environment, firms struggle to pass on higher input costs to consumers.
Instead, margins and profits take a bigger hit, weighing on the pace of price growth. The
current situation contrasts with the period following the economy’s reopening, where
consumer demand turned more inelastic, giving firms greater pricing power than usual.
As a result, margins on goods widened, particularly in the auto and retail sectors. Now,
competitive forces are returning, supply chains are no longer at peak levels of stress, and
margin compression has begun in those sectors. The latest PMI survey added further
evidence showing that this dynamic is underway. Firms reported that despite facing
higher input prices, they made concessions on selling prices in an effort to retain clients
and sales volumes.

Services prices will also come under pressure, as the largest component of services
inflation stems from growth in shelter costs, which have already begun to fall in timely
alternative data that leads shelter CPI. A robust body of economic research shows that
housing activity leads the business cycle, because of its large share of consumption
spending and high sensitivity to interest rates, and the evidence is clear that housing has
turned. Home sales are below their historical average and 27% below this year’s peak
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level of activity. That’s weighed on selling prices, which according to the Case-Shiller
index, have seen their growth rates consistently fall since February and flip negative in
July. The NAHB homebuilders’ survey index is at lows not seen since May 2020, and
excluding the pandemic, the lowest in a decade. Rental costs tend to lag house prices,
and Zillow’s rent index shows that rents have nearly come to a standstill. As shelter costs
for owned accommodation cannot be fully observed, the BLS estimates owners’
equivalent rent from a six-month trailing average of actual rental prices, which is the main
reason why shelter CPI hasn’t yet shown the same downward trend that is visible in
timelier data.

In addition to disinflationary signals in the soft data, central bank research shows that
monetary policy can take up to two years to fully pass through to prices, meaning that the
total impact of the Fed’s 300bps of tightening over the last eight months has yet to play
out. Further factoring in the effects of the US dollar’s near-18% appreciation year-to-date
and coordinated monetary tightening outside the US, downward pressure on foreign
demand and import prices mean that disinflation will come through the trade sector in
addition to the imminent slowdown in domestic price growth.

Although hawkish members like President James Bullard would rather wait for clear-cut
signs of disinflation in the CPI data, citing the possibility that expectations could de-
anchor and fuel a wage-price spiral, officials with greater influence over the committee
worry that by the time those signs are evident, it will be too late. As a member of the “Fed
Troika,” Vice Chair Lael Brainard’s opinion carries far more weight than those of most
other economists on the FOMC. She has stressed in recent speeches that risks to the
policy trajectory are two-sided, noting many of the same disinflationary pressures
discussed above.

Aside from the interest rate, the other two key questions for the Fed pertain to the
balance sheet and to communications. The first question was mostly answered in May,
when the Fed announced how it planned to unwind its balance sheet. It is currently
following through on those plans, having accelerated the pace of passive roll-off to a
monthly pace of $65bn for treasuries and $35bn for mortgage-backed securities. With
concerns growing within the committee that quantitative tightening could exacerbate
market volatility and threaten financial stability, we do not think that the Fed will
accelerate the current pace of passive roll-off, nor engage in active sales. Instead, the
policy will likely continue as planned, subject to the one-sided risk of a slower run-off if
signs of financial stress arise.

One of the greatest challenges for the Fed is the question of how to temper the policy
tightening path without causing markets to price an extremely dovish pivot. Shortly after
the July FOMC meeting, when Fed officials tried to strike a balance in their
communications, financial conditions loosened dramatically and began to counteract the

Welcome developments in the soft data underlie our view that a 
downshift to 50bps in December is warranted, but it’s not enough that we 
think it’s the case—the FOMC consensus communicated in last month’s 

dot plot must continue to hold. 



Week Ahead 31st October – 4th November 2022

effect of interest rate hikes. Chair Powell then had to come out at Jackson Hole with a
curt, one-sided hawkish speech to reassure markets that they were determined to tackle
inflation. Now that rates are more restrictive, the case for caution is stronger. Whipsaws in
policy make for a volatile economy, and overshooting will cause unnecessary pain. We
believe that Chair Powell has learned his lesson and will aim to prevent financial
conditions from unravelling once more. We expect him to shy away from discussing
future policy in Wednesday’s press conference, focusing solely on that day’s decision
and framing it as hawkishly as possible, following the same approach that ECB President
Lagarde took on Thursday.

Bank of England to hike 75bps but risks underdelivering

The last six weeks have been arduous. Political turmoil, pension funds in crisis, and
plunging gilts forced the Bank of England to issue an array of inter-meeting
communications to settle market concerns. Now, the Bank is finally set to announce its
next scheduled policy decision. Not only is it scheduled to adjust interest rates, but it is
also tasked with updating its Monetary Policy Report; a job that seems as difficult in the
current fiscal climate as it was during the early months of the pandemic. Given the
numerous fiscal U-turns and the delay in the Medium-Term Fiscal Plan, we expect the
BoE to take a similar stance to that seen in September and conduct monetary policy
based on known information.

This has come down from our previous forecast of at least 100bps in the aftermath of the
mini-budget, primarily because the risk premium on UK assets has largely dissipated and
the risks of a broadening in inflation pressures, which warranted a more front-loaded
reaction from the BoE, have eased due to the reversal of measures in the budget focused
on supporting aggregate demand. Recently, money markets have aligned with this view,
with 75bps now in the price, but given the Bank of England’s proclivity to undershoot
market expectations in this hiking cycle, and the fact that it hasn’t hiked more than 50bps
since 1989, markets are also pricing a risk of a smaller hike.

For this reason, we think the evolution of inflation data since September, 
signs of continued strength in the labour market, and commitment by 

the current Chancellor to trim the Energy Price Guarantee to April 2023 
warrant a rate hike of at least 75bps next week.
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The BoE already had a hawkish bias in September and recent data warrant a
faster pace of tightening

Although it feels like an eternity ago, merely five weeks have passed since the BoE’s last
decision. At the meeting on September 22nd, the Monetary Policy Committee voted 3-5-1
in favour of a 75-50-25 basis point hike to Bank Rate. The three MPC members advocating
for a larger hike (Jonathan Haskel, Catherine Mann, and Dave Ramsden) did so on the
premise that recent data outturns had already registered more persistent inflation
pressures, and that medium-term inflation expectations remained high. This view wasn’t
even factoring in the full swathe of the fiscal measures that were to be announced in the
days following, although it did partially incorporate the government’s two-year plan to
protect households from higher energy bills. Despite the chopping and changing in fiscal
policies since, the hawkish case laid out in September’s meeting remains highly relevant.

Since the last meeting, headline inflation surprised to the upside at 10.1%, the core
measure strengthened, UK labour markets remained tight, and data from the latest BoE
decision maker panel showed that firms’ medium-term inflation expectations continued
to de-anchor from target even before the Energy Price Guarantee was fully accounted
for. Although the recalibration of the Energy Price Guarantee doesn’t risk the same near-
term broadening of inflation pressures that it did at the last BoE meeting, it does point to
another surge in household energy prices in Q2 2023 once the cap expires. This suggests
that inflation next year is likely to remain higher than initially expected. Given that
medium-term inflation expectations remain substantially above the BoE’s 2% target, the
threat of another energy price shock to households next year means the BoE will need to

The implied rate for November’s meeting has come down considerably since the
mini-budget, but now suggests there is a risk the BoE could hike less than 75bps

https://www.monexeurope.com/news-analysis/in-depth-analysis/septembers-dmp-data-confirms-that-the-boe-will-have-to-go-big-in-november/
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Although below the mini-budget peaks, inflation expectations remain historically
elevated. Heightened short-term expectations pose a threat to further de-
anchoring medium-term expectations

Markets are worried about further under-delivery from the BoE, but this would
be a foolish path for policymakers to embark upon

Although we welcome the reduction in implied rates over previous weeks, as it
consistently tracks the evolution of the UK outlook through the political storm, market
pricing now incorporates a risk that the BoE will stick to 50bps hikes. In our view, the MPC
would live to regret a 50bp hike at the next meeting. While a slowing UK economy should
start to weigh on core CPI pressures over the coming months, we have yet to see it in the
data. Therefore, with headline inflation set to remain high, the BoE needs to relay a
hawkish message via an upshift in the pace of its hiking cycle to lean against any further
de-anchoring in medium-term expectations. Not only that, but sterling remains subject to
further downside pressures given its ailing fundamentals. An under-delivery from the BoE
next week would only add to the bearish case for the pound, which in turn would stoke
further inflation via the import channel. That said, we still expect dovish policymakers
Silvana Tenreyro and Swati Dhingra to vote in favour of a 50bp hike.

What next for December?

The Bank’s latest inflation projections, which are conditioned on a substantially more
aggressive market-implied path for interest rates, will highlight the BoE’s view that
markets expect too much tightening. This view has already been displayed by BoE
Deputy Ben Broadbent in a recent speech, in which he stated that the market-implied
path for Bank Rate would reduce GDP by about 5%. The remarks, along with the Bank’s
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prior commitment to a more cautious tightening cycle, indicate a disposition among the
core Committee to avoid overtighten. Although a strong argument can be made for back-
to-back 75bps hikes, the coming slowdown in the UK economy alongside the Bank’s
aversion to overtightening leads us to believe that the BoE will return to 50bps
increments in December, taking Bank Rate to 3.5% by year-end. The main risk to this view
lies to the upside, however, as much depends on the next two inflation reports and the
evolution of inflation expectations.
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