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Winding down for Christmas, yeah 

The density of this week’s data calendar didn’t disappoint in terms of market moving
events. While swings within G10 FX markets weren’t as severe as what many participants
have become used to over periods where Covid has been a main concern, intraday
volatility was still elevated.

First up was the Federal Reserve, who signalled 3 rate rises in 2022 in their latest dot plot,
but this shift only met market expectations and thus didn’t result in too much of an
aggressive repricing in rates and the dollar, especially once Chair Powell took to the
lectern and talked down the initial market reaction. Then, similarly to the Federal Reserve,
central banks within Europe also changed policy and/or forward guidance to reflect the
additional inflation risks posed by the variant. First up on Thursday was the Swiss National
Bank, who kept policy unchanged and reiterated their concerns over an overvalued franc
amid the risk-off inflationary environment in Europe. Then, the Norges Bank decided to
hike rates by a further 25bps, but signalled the growth risks posed by the variant reduced
their confidence in the rate path of 25bps hikes in each half of next year, although that still
remains their base case. Shortly afterwards and bucking the broader trend, the CBRT cut
rates by an additional 100bps but signalled that their easing cycle would pause in Q1 in
order to assess the impact of the 500bps in cuts conducted since August.
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This didn’t bode well for the lira, however, which continued to fall and shift two big figures
in the space of a week. Following the CBRT was the Bank of England who shocked
markets by hiking rates 15bps despite the uncertainty of Omicron, which forced the
market consensus to pivot from a 15bps hike to a cautious hold upon its arrival. The Bank
highlighted that while there was a growth risk from the variant, it would likely contribute
to sustained upward inflationary pressure and could lead to a de-anchoring of inflation
expectations if left unchecked. The decision caused the most aggressive repricing in FX
markets that day within the G10 space. To round off the day, the European Central Bank
also delivered a more hawkish tone as they actively announced plans to taper the overall
QE programme more slowly once PEPP expired in March. Markets expected the
uncertainty of the European health backdrop to render December’s ECB meeting
pointless, but the central bank committed to locking in its forward guidance by
announcing that the traditional Asset Purchase Program would increase from €20bn a
month to €40bn in Q2, before being tapered by €10bn a quarter until it returned to €20bn
per month from Q4 onwards.

“Beyond FX volatility, the latest batch of central bank meetings 
produced plenty for market participants to digest and sparked 

fierce discussion among analysts.” 

https://www.monexeurope.com/news-analysis/in-depth-analysis/feds-sensitivity-to-inflation-overshoot-begins-to-show-as-3-rate-hikes-signalled-next-year/
https://www.monexeurope.com/news-analysis/in-depth-analysis/norges-bank-goes-ahead-with-second-rate-hike-despite-emergence-of-omicron/
https://www.monexeurope.com/news-analysis/in-depth-analysis/troubled-times-for-the-turkish-lira-heading-into-2022/
https://www.monexeurope.com/news-analysis/in-depth-analysis/bank-of-england-gives-way-to-inflationary-pressure-and-hikes-rates-by-15bps/
https://www.monexeurope.com/news-analysis/in-depth-analysis/euro-takes-joy-in-ecb-decision-despite-the-modest-bridge-between-pepp-and-app/
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Tuesday – 21/12

Risks are severely tilted to the downside for Turkey’s consumer confidence at 07:00
after the lira continued to break through record-lows this week and the rise in inflation
shows no end in sight. President Erdogan’s popularity falls by the day as the cost of living
in Turkey surges while confidence of consumers is vanishing simultaneously. Maybe the
50% rise in minimum wage scheduled for next year will soften the blow, but the
announcement is likely to come too late for the December consumer confidence reading.
Also at 07:00 is Germany’s GfK consumer confidence. While inflation is a concern in
Germany, especially given the record rise in energy prices over the past week, it isn't the
sole problem.

If the median survey response is to materialise, this would mark the lowest consumer
confidence reading since June, where health concerns remained and supply constraints
were near their peak

Calendar (all times GMT)

Monday – 20/12

Monday’s data calendar is light, with weekly sight deposits from the Swiss National
Bank at 09:00 being the only release of note. Market participants will continue to monitor
weekly deposits after the SNB voiced concerns about CHF strength in its policy meeting
this week. The SNB has intervened in FX markets previously when CHF was trading
around current levels against the euro, but so far it does not look like any intervention has
occurred given the limited threat a strong franc has to deflation at present.

The central bank also announced that PEPP reinvestments would take place until at least
the end of 2024. While the decision was overall a dovish one, the fact that the ECB opted
to be more active in changing policy despite the arrival of Omicron was viewed as a
hawkish outcome by markets and led to the euro catching up with sterling’s gains in the
afternoon of the European session.

With most of the data for 2021 now out of the way, we have opted for a more
condensed version of the week ahead given next week’s data calendar consists of no
stand-out economic events.

Despite the odd pieces of data set for release, they’re unlikely to be too market moving
with liquidity set to dry up as traders trim positions heading into year-end. Traditionally,
portfolio rebalancing has been the predominant driver of price action around this part of
the year and has usually favoured the US dollar. However, given the dollar’s inflows amid
the arrival of the Omicron variant, year-end flows may actually buck the trend this year.

The health backdrop and worries of low vaccine supply 
domestically of BioNTech/Pfizer and Moderna vaccines is 
also likely to impact the consumer confidence measure, 

which is expected to fall further from -1.6 to -2.5. 
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Wednesday – 22/12

First thing on Wednesday is the final reading of Q3 GDP at 07:00. However, not only due
to the expectation of the final reading presenting limited revisions but also it being lagged
data, the release is unlikely to be impactful. Q4 growth is expected to slow materially,
with the BoE recently revising down its fourth quarter expectation by 1.5% to account for
Omicron impacts. Sweden’s November retail sales at 08:30 is likely to be unscathed by
the recent Omicron worries given Sweden’s relatively low virus case count and the onset
of the variant concerns towards the end of the month. Given domestic Covid concerns are
more limited, any upside prints could help lift the krona. The third reading of Q3 GDP
from the US will be released at 13:30. Unless heavily revised, it is unlikely to move
markets but given limited liquidity and economic events due out on the day, any revisions
could see the dollar move more than usual. US conference board consumer confidence
is then released at 15:00 and is, despite Omicron concerns, set to print at 110.6 vs
November’s 109.5 reading. At 16:00, markets turn to Russia’s industrial production.

Thursday – 23/12

Italy releases a series of sentiment indicators at 09:00 that are likely to be weighed
down after the Italian government announced tighter travel restrictions for EU arrivals
while extending the state of emergency. Poland’s unemployment rate is also released
at 09:00 and is set to remain stable in November as it has been over the last months.

At 08:00, Sweden’s economic tendency survey and consumer and manufacturing
confidence will be eyed.

UK CBI reported retail sales data for December is released at 11:00 and will likely show
increased spending due to seasonal effects. However, given November’s heightened
retail sales data, due to Black Friday discounts and earlier seasonal spending to avoid
supply disruptions, the data may be less impressive than previous years. Eurozone
consumer confidence will then be released at 15:00, and should print in similar lines as
Germany’s GfK consumer confidence.

The downside risks 
should be more limited 

for Sweden’s survey 
indicators given their 

domestic Covid outbreak 
is more manageable 
compared to other 

European countries.

The safer health backdrop means consumers are
unlikely to pull back on consuming, especially
services, as aggressively. This should show in the
survey. At 09:00, Polish retail sales won’t show
the true picture as the recently imposed Covid
measures, including closing of nightclubs and
reduced capacity at restaurants, theatres and
public transports, have only been in place two
days. While restrictions on retailing per se haven’t
been tightened, the measures imposed are likely
to weigh on overall sentiment and therefore
suppress future consumption. Given the dated
nature of the release, the currency impact may be
limited.



Week Ahead 20th – 24th December 2021

At 13:30, Canadian GDP for October will be released. While no consensus has been
compiled by Bloomberg as of yet, the data is expected to show increased growth with
the StatCan preliminary estimate pointing to a 0.8% MoM reading. Any undershoot in
growth is likely to exacerbate concerns over Canada’s Q4 growth outlook given the BC
crisis likely impacted November’s activity reading and the arrival of Omicron weighed on
growth towards year-end. Also at 13:30 will be US jobless claims and personal
spending/income, along with durable goods orders. The combination of the releases
may provide markets with a clearer picture of the US economy heading into 2022 and
may mildly impact policy expectations, but given liquidity conditions the market impact is
again expected to be limited. Finally, the University of Michigan Sentiment is moved
forward by one day and released at 15:00 on Thursday as Friday’s data docket is empty.

Friday – 24/12

Unlike last year where a CBRT meeting was scheduled and markets braced for a
eleventh-hour Brexit deal, this year Christmas eve looks to be much quieter. There are no
notably economic data releases scheduled for this day.

“The robust performance of the labour market in Poland makes 
it easier for the National Bank of Poland to continue their 

hiking cycle in their fight against inflation.” 
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