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Omicroncerns clouding the monetary outlook 
ahead of year-end

Despite lingering uncertainties around Omicron, the US dollar is still poised to end the
week lower as markets remained fairly optimistic throughout the first half of the week.
Last week’s market convictions that Omicron may be more transmissible but less
impactful have been confirmed by the World Health Organisation on Wednesday, which
markets took as good news along with Pfizer’s statement on Tuesday indicating a third
shot would offer protection against the variant. Despite the cautious optimism in markets,
the UK went on to announce renewed measures including work-from-home advice and
mask-wearing as the Covid case count continued to surge. Germany may see renewed
restrictions ahead of Christmas with new Chancellor Olaf Scholz vowing to make
decisions as quickly as possible. In the monetary space, the Bank of Canada and National
Bank of Poland followed the market consensus, with both respective currencies mildly
weakening on the back of the announcements, but price action remained limited overall.
On Friday, US CPI printed in line with expectations, keeping policy expectations for the
Fed unchanged.

Calendar (all times GMT)

Monday – 13/12

Next week’s bumper data calendar starts on a very light footing on Monday with just
Swiss sight deposit data at 09:00 and the Bank of England financial stability report at
17:00 standing out as notable economic events. The sight deposit data, a timely proxy for
SNB FX intervention, is yet to show anything too disconcerting. However, with EURCHF
breaking below the 1.04 handle this week and then trading sideways for the following
four sessions, speculation will be rife over whether this is a by-product of the central
bank’s intervention. Meanwhile, the bi-annual stability report will be scoured for any clues
as to the risks brought about by the ending of its QE programme and the possible end of
Gilt reinvestments next year.
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“Next week, volatility is expected to pick up one last time before 
markets break for the holidays as 9 central banks are scheduled to 

announce their policy decisions. All of which are likely to be 
clouded by concerns over the impact of the Omicron variant.”

https://www.monexeurope.com/news-analysis/in-depth-analysis/bank-of-canada-flags-desire-to-hike-rates-but-growth-risks-keep-them-noncommittal/
https://www.monexeurope.com/news-analysis/in-depth-analysis/national-bank-of-poland-continues-hiking-cycle-despite-virus-uncertainties/
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Tuesday – 14/12

Following a fairly quiet Monday, the economic data calendar starts to become more
populated on Tuesday. October’s UK labour market data at 07:00 starts the top-tier data
releases, with the report likely to be subject to heavy scrutiny as it is the first reading that
incorporates the end of the furlough scheme. Survey data thus far suggests that
redundancies are likely to be small, with most of the impact of the furlough expiration set
to play out via underemployment metrics. The data will be key for assessing whether the
BoE will continue to signal imminent rate hikes, but the data won’t be as influential for
Thursday’s rate announcement as was previously expected given the arrival of the
Omicron variant. Expectations are for the unemployment rate to continue declining from
4.3% to 4.2%, a trend that goes against the BoE’s expectation of a post furlough spike to
4.5%. Then at 08:30, markets will turn to Sweden for the November CPI data given the
implications it could have for a progressively hawkish Riksbank. At 11:00 the NFIB small
business optimism data is released out of the US and is expected to remain stable at
98.3 in November. Focus switches back to inflation shortly afterwards with the final
reading of Polish CPI for November at 11:00 and US PPI for the same month at 13:30.
Core PPI is expected to remain on a strong sequential footing, which will lift the headline
reading from 8.6% to 9.2% in annualised terms. Rounding off the day is Westpac’s
consumer confidence data for December at 23:30 which is likely to show continually
high levels of confidence in New Zealand’s consumers as variant concerns are yet to
reach the region.

Wednesday – 15/12

Wednesday’s agenda starts with a series of Chinese activity data releases from
November at 02:00, which includes industrial production, retail sales, and fixed asset
management data - in order of changes expected compared to last month. Industrial
output is set to rise to 3.8% vs 3.5%, retail sales are set to remain unchanged at 4.9%, and
fixed assets should edge down to 5.2% from last month’s 6.1%. Stronger exports likely
provided support ahead of the holiday season, but energy bottlenecks still mean the
economy is stuck in a low gear.

Higher food and tobacco prices will likely be the main drivers. At 08:00, South Africa’s
CPI print for November will come in just ahead of Q3 payrolls data at 09:30. Then at
13:30, Canadian CPI figures for November come in and should further support policy
expectations for the Bank of Canada as strong figures are expected. A robust inflation
print would complement the latest jobs figures. US retail sales for November are
released simultaneously, which should receive a modest boost from holiday spending.

At 07:00, UK CPI inflation for November will likely show 
an acceleration again, with the consensus expecting a 
4.8% increase in the headline print vs 4.2% previously. 
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Thursday – 16/12

Prior to the central bank frenzy, however, is Australian unemployment data for
November at 00:30. Employment is expected to rise by 200k following the contraction
inflicted by tighter lockdown measures in Q3. Then at 08:30 the Swiss National Bank will
announce its latest policy decision which is likely to see rates remain on hold at -0.75%.
With this widely expected, focus will rest on the Bank’s wording around FX intervention,
its tolerance over a “highly valued” franc, and their inflation forecasts. September’s CPI
forecasts saw inflation tracking at or below 1% until 2023, but conditions have only
become more stimulative of higher inflation since. Before the next central bank, markets
can look forward to Swedish unemployment data for November and preliminary PMI
data for December out of Germany, both at 08:30. The PMI data out of Germany will
draw the bulk of the markets’ attention as the report should show how the eurozone’s
largest economy is fairing amid the latest surge in Covid cases and concerns around the
new variant. Expectations are for services activity to be more impacted with a decline
from 52.7 to 51.5 expected, while manufacturing is also expected to decline from 57.4 to
57.1. At 09:00 the Norges Bank is expected to hike rates again by 25bps to leave the
deposit rate 0.5%, with quarterly hikes of additional 25bps pencilled in for 2022. However,
the previous guidance by the Nordic central bank was conditional on now more Covid
flare-ups, meaning the hiking timeline could change given the rise in cases in Europe and
arrival of the variant. Sticking in Europe, preliminary PMIs for December are due out of
the eurozone at 09:00 before the UK releases theirs at 09:30. With Germany providing
much of the signal for overall eurozone activity earlier on in the day, the focus will sit on
UK activity in December as the data is released prior to the Bank of England’s decision in
the afternoon.

At 19:00, the FOMC will announce its policy decision followed by a press conference
with Jerome Powell at 19:30. The decision comes as several FOMC policymakers spoke
out to the media, including Powell, about a potential faster taper of QE as inflation no
longer looks as transitory as before (more on this below) Finally, markets will brace for a
sharp contraction in New Zealand Q3 GDP at 21:45. Not only did New Zealand see
renewed restrictions across Q3, dampening overall sentiment, but other metrics from Q3
missed estimates as well. Manufacturing sales even fell to -2.2% from +3.9% in Q2, missing
estimates at +4.2%.

“Thursday is by far and away the busiest day of data in 
2022 with 6 central banks set to announce policy ahead 

of the Christmas period.” 

“Then, three successive central bank decisions are released. The 
CBRT kick starts proceedings at 11:00 and is followed by the Bank 

of England at 12:00 and the European Central Bank at 12:45.” 
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The CBRT is expected to cut rates again by 100bps following November’s decision to cut
by a similar amount. With the lira still in freefall and heading towards the 14.00 handle,
any decision to not signal the pausing of the cutting cycle after December’s meeting
could cause another wave of lira selling. Afterwards, the Bank of England is likely to delay
the first rate hike of its normalisation cycle given the arrival of the variant, which is largely
the consensus call now with only 3 out of 23 sell-side analysts expecting a rate hike to
remain the likeliest option (preview below). Focus will also be on Governor Bailey at
12:30. The ECB will also be hamstrung by the arrival of the Omicron variant. We no longer
expect the central bank to announce the method in which it seeks to smooth out the
impact of the PEPP expiry at December’s meeting, but some hints may be delivered by
President Lagarde when she speaks at 13:30 (preview below).

After the European rate announcements, Polish core CPI is released for November at
13:00 with US preliminary PMI data for December at 14:45. Core CPI is expected to begin
slowing on a MoM basis, with consensus sitting at 0.4% down from October’s 0.7% reading.
This will still result in an elevated core YoY

Given the recent surprise 
from the BCB, risks are 
skewed to a larger rate 
hike from the Mexican 

central bank.

Banxico

reading of 4.7%, up from 4.5% the month
prior. PMIs in the US are unlikely to
display the same themes as those in
Europe given the limited concerns around
Covid in North America at present. No
consensus has been formed for this data
at the time of writing. The sixth and final
central bank of the day is Banxico at
19:00 who will release their decision
following a sharp sell-off in MXN in
November. The central bank is expected
to continue raising rates by 25bps such
that the overnight rate finishes the year at
5.25%.

Friday – 17/12

Friday’s calendar starts with UK retail sales for November at 07:00, which may have
been edging higher due to households bringing forward Christmas shopping to avoid
disappointment in December due to supply disruptions. This was evident in the BRC sales
monitor earlier this week, which saw like-for-like sales spike from -0.2% in October to 1.8%
in November. At 09:00, the German Ifo survey is expected to show declines over all
three indices as overall sentiment has been weighed down by Covid concerns. This is
however unlikely to have a major market impact in the grand scheme of things. At 10:30,
the Bank of Russia is expected to hike interest rates further after a total of 325bps of
increases this year. The CBR has been highly responsive to upticks in inflation this year to
avoid price pressures from running rampant. With inflation reaching 8.4% in November
from 8.13% the month before, this suggests a larger rate hike than the central bank’s usual
increment of 25-50bps. Deputy Governor Alexey Zabotkin confirmed that a larger rate
hike is likely at the December 17 meeting, with economists surveyed by Bloomberg now
expecting a 100bps hike. Also on Friday will be the Bank of Japan’s policy decision,
where they are expected to hold fire.
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The key focus for markets will be whether or not the BoJ is extending its pandemic-
related corporate funding support programmes, which due to Omicron has become
more likely.

Bank of England preview

Omicron to keep the Bank on hold, lift-off expected in February

Until recently, our expectation had been for the Bank of England to raise interest rates by
15bp at December’s meeting with a further 25bps rate rise in May such that the Bank
wouldn’t cease asset reinvestments ahead of March’s large expiry. However, the
emergence of the Omicron variant and the subsequent tightening of restrictions at the
margin leads us to believe that the Bank will hold off on raising rates until February’s
meeting. This view has been reinforced by comments from MPC member Saunders who
on December 3rd showed a preference for waiting on further health guidance before
raising rates despite voting for rate lift-off at November’s meeting. However, such a delay
on lift-off in order to assess the economic impacts of the latest variant is unlikely to derail
our overall expectation of the Bank’s hiking cycle. Therefore, while we have moved our
expectation of lift-off to February, we continue to expect the Bank to hike again at May’s
meeting, with the magnitude of the hike dependent on the size of February’s adjustment.

Given the strong momentum of the UK economy in the fourth quarter, as outlined by
consumption and activity metrics to date, along with limited signs of the furlough
scheme’s expiry impacting the labour market, we don’t think the Bank will be too
concerned by the latest tightening of Covid restrictions. While mandatory mask-wearing
and work from home advice will likely weigh on consumption in hospitality and retail, the
impact is likely to be marginal and comes at a time when data shows aggregate spending
is close to its 2021 peak. This limited concern initially is likely to be displayed in the Bank’s
meeting minutes, with greater concern likely to take the form of uncertainty around the
variant and it’s potential to incite more growth restrictive measures heading into Q1.

Credit and Debit card data shows aggregate consumption and social spending is near
2021 peak

https://www.monexeurope.com/news-analysis/outlooks/gbp-outlook-waiting-for-the-break-in-the-clouds/
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Expectations for a December 
rate hike collapse amid the 
arrival of the Omicron variant 

Risks to our BoE outlook remain and are largely centred on a larger
than expected hike in February

In light of the more robust economic backdrop and the Bank delaying lift-off until
February, there is a risk that the BoE will have to conduct an initial 25bp rate hike as
opposed to the consensus that the first rate hike will be in the magnitude of 15bp. This
will be a hawkish development in the early part of next year, but there remains a
possibility that the Bank could signal such a scenario occurring at December’s meeting
should Omicron concerns abate in the weeks after their meeting.

However, such a scenario will likely need to see economic conditions deteriorate
substantially. With the February meeting only six weeks away and economic momentum
robust in Q4, as outlined by recent spending indicators and PMI data, such an economic
downturn will only be possible with a further tightening of containment measures.
However, under the scenario of tighter containment measures that have a more material
impact on growth, the Bank is likely to either delay lift-off at February’s meeting or further
space out hikes relative to our projection. We believe this is a limited risk at present given
the latest anecdotal evidence surrounding the variant, the high vaccination rate, and the
strong booster programme underway in the UK.

European Central Bank preview

ECB may carve out post-PEPP draft, but exact plans unlikely to be
revealed

Up until recently, the European Central Bank looked set to announce the end of the
Pandemic Emergency Purchase Programme (PEPP) and the expansion of bond-buying
through the Asset Purchase Programme (APP) or a new programme at its December
meeting. However, the emergence of the Omicron variant and the rise in cases in central
Europe has clouded the picture for policymakers.

Alternatively, risks remain that the Bank’s normalisation cycle will be 
more elongated than markets currently believe. 
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Given the level of uncertainty and lack of information around vaccine efficacy against the
variant, the central bank is unlikely to announce the exact details of its exit plan for PEPP
at December’s meeting. Instead, the ECB is likely to reiterate that PEPP is set to expire in
March 2022 but could be extended if conditions deteriorate, while opting to delay the
announcement of what the post-PEPP transition will look like until next year when the
economic outlook has a richer information set.

Before the Omicron variant was known to be more prominent in Europe, the eurozone’s
domestic virus situation was more severe than most other DM regions. At the time, ECB
President Christine Lagarde stated in an interview that she has no reason to doubt the
ECB “will stop net asset purchases under PEPP in the spring”, and in our view, the
emergence of Omicron is unlikely to change that. Net purchases over the last month
have remained stable despite the worsening of Covid conditions, which suggests to
markets that the ECB is committed to concluding PEPP as planned (chart).

Stable weekly purchases 
despite the arrival of 
Omicron variant and rise in 
domestic cases suggests 
ECB remains on track to 
end PEPP in March 2022

Although the size of the overall purchases beyond March is unlikely to be locked in by
Lagarde next week, markets will take any hints they can get regarding the asset
purchases for clues on how severe the “cliff edge” effect will be when PEPP ends. PEPP
currently runs at around €60bn a month while APP bond buying occurs at a fixed
monthly pace of €20bn. An abrupt halt to PEPP without any adjustments to overall
purchases would bring down net asset purchases to a remaining total of €20bn and
would cause turmoil in markets given the ECB’s market share is quite significant and
overall demand would notably fall. For this reason, the ECB is expected to announce a
method to smooth out the post-PEPP transition, either in the form of a new
supplementary programme or an adjustment to the APP size.

The variant poses risks not only to the growth outlook as it could 
result in tighter restrictions throughout Q1, but also upwards 

pressure on the inflation outlook. 
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It is arguably easier for the ECB to increase APP given that it is an already available
programme, however, its limited flexibility is a drawback. Alternatively, the launch of a
new programme could help maintain the flexibility of the central bank’s QE programme,
but the formation of such a facility is likely to take more time.

Near-term growth figures may be downgraded, but only marginally as the virus
measures in the bloc are nowhere near as disruptive as last year’s lockdown. The longer-
term figures are for now unlikely to be substantially affected by the recent surge in case
count in the eurozone and the emergence of the Omicron variant.

For markets, December’s ECB meeting is unlikely to be dramatic given current
uncertainties around the Omicron variant and the likely delays in monetary plans.
EURUSD 1W risk reversals show that markets have not taken a position on the likely
direction in which the currency is impacted by the central bank’s decision, as highlighted
by the price hovering around the zero mark. However, overall implied volatility for the
week has spiked to a one-year high given the string of economic events set to take place
over the coming five working days. Markets will view the ECB decision in the context of
the FOMC decision the night before, especially as expectations for the Fed are materially
more hawkish given latest commentary by FOMC members around quicker QE tapering.

“Beyond the decision over PEPP, next week’s policy decision 
will come with fresh forecasts which will likely include 
significant upgrades to the near-term inflation outlook, 

especially with Omicron further fuelling inflation concerns 
driven by an extension of the supply chain disruptions.” 

EURUSD 25D1W risk reversals roughly unchanged ahead of ECB meeting as risks 
expected to be limited 
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Fed preview

QE taper to speed up, dot plot holds the key for the dollar

The Federal Reserve may be the only central bank in the G10 space whose response to
Omicron has been more muted despite the lingering uncertainties and clouded economic
outlook. In fact, concerns around the new variant didn’t stop FOMC members from taking
on a more hawkish stance since the November meeting: Chair Powell, Vice Chair Clarida,
Governors Quarles and Waller and Regional Presidents Bullard, Bostic, Daly, Williams,
Mester, and George have all suggested it would be appropriate to discuss an increase to
the speed of tapering at next week’s meeting. The comments come after both the
November and December CPI print caused some turmoil in markets when the report
fuelled concerns that inflation may be more persistent than initially thought, as the price
upticks are no longer isolated toward categories impacted by transitory events, such as
energy prices, but instead are significantly more broad-based.

The combination of the 
inflation reports and the 

notable comments from Fed 
officials make an adjustment 
to the taper timeline a given.

The current consensus among economists is
that the Fed will double the speed of its
monthly taper from $15bn to $30bn as of
January such that net purchases will cease
by March’s meeting. This timeline has not
been confirmed by FOMC members yet,
however, which means the actual taper
timeline could take on a different form.

Higher inflation and a quicker taper
ultimately go hand in hand with upward
revisions to the forecasts, at least for the
inflation outlook. The growth outlook may
still be revised lower to account for the impact from the Delta wave in Q3, and to keep
some caution in case Omicron implications worsen. Inflation is set to be revised higher,
given the multiple overshoots in recent months that were mainly driven by supply chain
bottlenecks and labour shortages while demand was virtually unfazed by the Delta
variant. As for Omicron, consumer caution does appear to have kicked in somewhat but
so far there are no signs of new stringent measures that will severely impact the near-
term growth outlook.

Yields on the 2-year 
Treasury has climbed 
nearly 50bps since 
September’s meeting 
due to strong inflation 
reports and commentary 
around a faster tapering 
process
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Given the message of a faster taper has already been delivered by Powell and co over
the past weeks, attention is likely to rest on how December’s dot plot lines up as opposed
to any change in wording around policy. Back in September, the Fed’s infamous forward
guidance measure, the dot plot, shifted such that half a rate hike in 2022 became the
consensus estimate, however, the Fed has turned substantially more hawkish since such
that the question is now about the appetite of members to factor in more than one hike
next year. It remains our view that the Fed will look to hike twice in 2022, regardless of the
faster QE taper. However, despite the central bank’s increased sensitivity to inflation, as
outlined in recent commentary, it is unlikely that this will be relayed by the median dot
plot. Instead, we look for the median dot to rise a full 25bps to sit at 0.5%, which would
imply 37.5bps of hikes as the consensus for 2022. Beyond that, we don’t expect the FOMC
to adjust their 2023 and 2024 rate projections too aggressively, especially given the risks
to aggregate demand and previous expectation that inflation will moderate back to target
over this horizon. However, the Fed’s estimate of the level of persistence in the current
inflation outlook will determine whether near-term rate hikes will maintain the
disinflationary profile and any shift in 2022 dots and beyond.

Such a scenario is likely to be USD positive in the short-term, but the rise in the dollar is
likely to be selective and limited given front-end Treasury rates have already risen above
0.7%. For yield sensitive currencies, like EUR and JPY, the bear flattening of the US
Treasury curve is likely to limit how far the dollar can rally despite the rise in front-end
rates. Largely speaking, however,

September’s FOMC dot plot saw 
only a 12.5bp hike factored in for 
2022 

the dollar’s impact is likely to be
more visible in the days after the
Fed meeting when multiple
other central banks announce
their policy decisions and
markets weigh them up against
the US central bank.


