
Geopolitical headlines set to continue dominating 
market price action 
Despite the relatively dense data calendar over the past week, volatility in markets has
been driven primarily by media headlines on developments at the Ukrainian border and
the progress of diplomatic negotiations. While incoming headlines have caused sharp
adjustments in spot FX markets, the initial moves have generally been quickly reversed.
This has resulted in most currencies continuing to trade within recent ranges. More
aggressive price adjustments have occurred in options markets, however, as implied
volatilities remain high for most currencies with direct exposure to the economic fallout
should sanctions start to be imposed on Russia. While geopolitical events remained the
dominant driver, there have still been notable economic events over the past week.
Labour market and inflation data out of the UK have confirmed that the BoE is set to raise
rates by a minimum of 25bps at March’s meeting, helping the pound remain firm within
the 1.35 - 1.36 range against the dollar despite the shifting risk backdrop, while Canadian
inflation data for January has also set the scene for a rate hike by the Bank of Canada in
March. Finally, on monetary policy, the Central Bank of the Republic of Turkey maintained
its commitment to holding rates in Q1, thus helping the lira remain stable through a period
of multi-decade high inflation prints.

Next week, headlines regarding the Russia-Ukraine crisis are 
likely to continue overshadowing the data calendar, however, 

there are a few important events still scheduled. 

Week Ahead
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Calendar (all times GMT)

Monday – 21/02

Following the PBOC’s February decision to hold the 1-year medium-term lending facility
at 2.85%, Monday’s publication of the 1-year and 5-year loan prime rate (LPR) at 01:15
will likely see banks quote in line with January’s fixing at 3.7% and 4.6% respectively.

Firstly, a flurry of Bank of England communications are set to be released over the course
of the week. Policymakers are set to testify in front of the Parliamentary Treasury
Committee on Wednesday before the central bank embarks on its first annual Bank of
England Agenda for Research (BEAR) conference on Thursday and Friday. While fresh
guidance on monetary policy is unlikely to be unveiled at the events, market participants
will likely tune in nonetheless as it marks the final batch of official communications before
the March 17th meeting. In addition to this, focus will be paid to when Fed Chair Powell
will give his semi-annual testimony to Congress. Usually, the Fed Chair delivers the semi-
annual monetary policy report in February. Fresh policy decisions are also expected out
of China and New Zealand next week.

https://www.monexeurope.com/news-analysis/in-depth-analysis/negative-uk-real-wage-growth-gives-boe-a-little-breathing-room/
https://www.monexeurope.com/news-analysis/in-depth-analysis/uk-cpi-surprises-to-the-upside-again-throwing-the-ball-into-the-bank-of-englands-court/
https://www.monexeurope.com/news-analysis/in-depth-analysis/canadian-inflation-jumps-to-bocs-q1-target-in-january/
https://www.monexeurope.com/news-analysis/in-depth-analysis/cbrt-unchanged-rates-but-risks-on-the-horizon/
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Tuesday – 22/02

The data calendar lightens up on Tuesday, with most of the calendar consisting of soft
data. Germany’s IFO data for February at 09:00 starts the day’s calendar off and is likely
to see both the current assessment and expectations indices improve as the impact of
Omicron on the economy fades. The current assessment indicator is set to increase from
96.1 to 96.5, while the expectations index is expected to show a greater improvement
from 95.2 to 96.5. Following on from Monday's PMIs, markets then get a look into the
momentum of the US economy as February’s preliminary PMIs are printed at 14:45.
Similar to the dynamics displayed in Europe, the services index is set to show a faster rate
of improvement from 51.2 to 53, however, unlike in Europe the manufacturing measure is
expected to show an increase from 55.5 to 56. Throughout the day, the Banamex survey
of economists is expected to be released for February.

Given the close ties between the central bank’s medium-term interest rate and the
interest rate at which Chinese banks price new loans (LPR), the publication of the latest
rates is unlikely to move markets. Instead, emphasis will be on flash PMIs out of Europe
later that morning. Flash PMIs are set to be released out of France first at 08:15, then
Germany at 08:30 before the eurozone-wide measure is released at 09:00. A pick-up in
activity measures in February is expected to be driven by increased services sector
activity across all national measures. In France, the services PMI is expected to rise from
53.1 to 53.5, while in Germany it is expected to rise from 52.2 to 54. This is largely due to
the fading impacts of Omicron in the continent and an uptick in consumer mobility. The
eurozone-wide composite PMI is expected to rise from 52.3 to 52.6, again driven primarily
by improved services readings, while the manufacturing index is set to come down from
its latest peak of 58.7 to 58.6. Shortly afterwards, flash PMIs for February are due out of
the UK at 09:30 and will provide further data for markets to speculate on whether a
50bps hike by the BoE in March is more likely than not. Expectations are for the services
measure to rise from 54.1 to 56 as the health backdrop becomes more favourable for
consumptions. Meanwhile, the manufacturing index is set to moderate from 57.3 to 57.
The magnitude of change in manufacturing indicators aren’t of concern, but anecdotal
evidence that supply chains aren’t continuing to ease or signs of lacklustre new orders
will be.

The Riksbank meeting 
minutes will be closely 

examined for any signs of an 
imminent shift as the inflation 

backdrop in Europe has 
undoubtedly become more 

supportive for such a move.

Following on from the PMI release is the
Riksbank’s publication of their latest
meeting minutes. The February meeting
shocked markets as the Swedish central
bank refrained from signalling a more
hawkish outlook in line with the ECB.
These meeting minutes will be closely
examined for any signs of an imminaent
shift as the inflation backdrop in Europe
has undoubtedly become more
supportive for such a move.

The survey, which has no specified release time, compiles economist 
expectations for all major economic variables, including rates, GDP and inflation.

https://www.monexeurope.com/news-analysis/in-depth-analysis/lack-of-guidance-by-riksbank-sends-eursek-flying/
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Thursday – 24/02

Sweden’s unemployment rate for January at 07:00 is the first piece of data on
Thursday’s roster and is expected to show the seasonally adjusted rate holding firm at
8%. Then, Bank of England Governor Andrew Bailey is set to open the Bank’s first
annual Bank of England Agenda for Research (BEAR) conference at 13:15 GMT. While
the conference is likely to focus on academic research and the emergency monetary
policy measures implemented due to the pandemic, market participants will be
monitoring incoming headlines nonetheless as the two-day conference marks the final
scheduled commentary from BoE members ahead of March’s meeting. At 13:30, the
second reading of US Q4 GDP is set to be released, however, as is normally the case
with second readings, the data is expected to be unchanged from the 6.9% flash
estimate. At 15:00, Banxico’s meeting minutes are released. The minutes will be
examined by investors as they try to understand the full reasoning behind February’s
decision to hike rates by 50bps.

Wednesday – 23/02

The Reserve Bank of New Zealand at 01:00 is one of the only major central banks
updating their policy stance next week. Following a 25bps increase in the Official Cash
Rate at the November meeting, inflation and labour market data has surprised to the
upside, emboldening calls for back-to-back 25bps hikes. However, rising Omicron cases,
weakening business sentiment and some softness in house price data has limited the
speculation over a more aggressive 50bps rate hike; only 2 out of 12 analysts polled by
Bloomberg expect more than a 25bps hike, while financial markets have only attached a
17% probability to a 50bps hike.

Meanwhile, near-term growth projections are likely to be slightly downgraded given the
recent rise in cases. Following the RBNZ announcement is the release of Singapore's
inflation data for January at 05:00. Headline inflation is expected to rise from 4% to 4.2%,
driven by core inflation which is expected to climb from 2.1% to 2.5%. Higher imported
food prices are set to lift the core measure, while an increase in domestic fuel and utility
prices are set to raise the headline measure. Then at 09:30, Bank of England officials are
set to testify to parliament’s Treasury committee. Governor Bailey is set to be joined by
Deputy Broadbent and MPC members Haskell and Tenrayro when delivering the
testimony, however, given the increased level of BoE communications since February’s
meeting, commentary by policymakers is unlikely to cause much market volatility. Just
after midday at 12:30, February’s IBGE inflation data is due out of Brazil. Inflation will be
closely monitored following the BCB’s February decision to raise the Selic benchmark by
150bps to 10.75%. With inflation expected to have topped out just shy of 11%, with
January’s YoY rate sitting at 10.2%, a further moderation is likely to result in markets
expecting more moderate rate hikes from the Brazilian central bank in the coming
months. Closing off the data calendar that day is BoE member Silvana Tenreyro who is
set to speak at NIESR’s 2022 lecture at 17:00.

Beyond the decision to raise rates, the RBNZ is set to update its forecasts. 
Given the recent data, we expect a modest upgrade to their inflation 
forecast and a modest downgrade to their unemployment projection. 
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Friday – 25/02

Just after midnight at 00:01, the GfK measure of UK consumer confidence is published
for February. The measure is likely to slightly improve from January’s reading of -19, but
concerns over moderating household real incomes in 2022 amid rising inflation is likely to
keep consumer optimism capped. Then, at 07:45, France’s preliminary CPI data for
February is released. The data is likely to show the harmonised index rise from January’s
3.3% reading as core goods inflation picks up. At 09:00, Norway’s unemployment data
for February is published with the median expectation predicting a drop in
unemployment from 2.6% to 2.4%. This would see Norway’s labour market return back to
pre-pandemic levels as measured by headline unemployment. Eurozone consumer
confidence indicators are released at 10:00, with all metrics likely to tick upwards given
the reduced supply chain disruptions and easing of lockdown conditions. US durable
goods and PCE inflation data for January rounds off the week’s economic events at
13:30. Inflation is undoubtedly set to rise in January, but the PCE release is unlikely to
unsettle markets given the inflation signal was relayed in the CPI report published over a
week prior. Durable goods will be in more focus for this reason, and are likely to show
reduced spending ex transportation as the US consumer gears up for a bigger battle
against rising inflation this year.

Within the BEAR conference, BoE Deputy Governor Ben Broadbent is then moderating
a discussion on “unwinding QE” at 16:00, which is an apt conversation given how the
BoE is one of the only central banks that has outlined how it aims to reduce the size of its
balance sheet post-pandemic. On the discussion panel is Tobias Adrian of the IMF, Mary
Daly from the San Francisco Fed, Isabel Schnabel from the ECB and Minouche Shafik
from the London School of Economics.

Geopolitical risks

Russia-Ukraine takes a toll on FX markets, but bigger risk 
highlighted in options markets

The heightened geopolitical risks in the Eastern European region have called for
increased attention from market participants this week, with markets promptly adjusting
to the latest headlines as the overall risk backdrop shifted. Amid this dynamic and fast-
changing environment, there are certain expressions within the FX market that are likely
to show the impact of the geopolitical tensions more so than others. Firstly, the FX space
can roughly be divided between risk-on and risk-off currencies. With investors’ appetite
for risk rising and falling in a volatile manner following the Russia-Ukraine situation, days
with little or no new geopolitical headlines were welcomed higher beta currencies-
currencies that are more exposed to global growth conditions and overall risk sentiment-
while safe havens went mildly offered. On the other hand, the presence of new headlines
usually meant more concerning news for markets which saw havens like JPY and CHF
become bid again as investors turned more risk-averse.

The most straightforward impact on FX markets is visible directly in the Russian ruble.
With the risk of sanctions looming as signs of escalation become more pronounced, the
ruble is vulnerable to the severely negative impact such sanctions Russia’s economic
growth.



Week Ahead 21st – 25th February 2022

The idea of excluding Russia from the SWIFT global payments system seems off the
table for now given fears around collateral damage, however, this is uncertain. Other
measures are likely to centre around banks, natural gas delivery via Nord Stream II, and
technology, along with targeted measures at individuals. The severity of these measures
will determine the eventual impact on the ruble, but current estimates suggest the
currency still has around 10% further to fall relative to previous periods where sanctions
were implemented.

In comparison, the Swedish krona showed most sensitivity within the G10 to the
geopolitical tensions given that the Riksbank didn’t follow the ECB’s suit at their latest
meeting, which leaves SEK more vulnerable to any downgrade in eurozone growth and
inflation profile and more exposed to broader market risk appetite.

The rise in regional risks however didn’t weigh on all higher beta FX equally. In fact, some
risk-on currencies actually benefited from the risk-off tone. The Australian dollar, for
example, was supported by higher iron ore and precious metals prices given Australia’s
heavy exports in this sector. Similarly, the Norwegian krone, also a procyclical currency,
was in part shielded by the elevated crude oil prices which have helped limit losses
against peers at times of worsening risk sentiment this week. The outperformance by
these currencies is notable when measured against other high-beta currencies like NZD
which doesn’t have such exposure to commodities. AUDSEK, for example, rose to a near
two-year high this week as the Aussie dollar rallied on the leg higher in base metals.
Usually, markets would see an AUD sell-off in times of risk aversion, but the close tie to
commodities this time around is key.

AUDSEK trades at 
2019 levels as higher 
commodities aid the 
Aussie dollar despite 
risk-off tones

Beyond the ruble, safe haven flow into the US dollar, Japanese yen and 
especially the Swiss franc were also evident throughout the week when 
tensions began to rise. While the moves by these currencies against the 

euro were substantial throughout the week, the hawkish pivot of the 
European Central Bank at the February 3rd meeting served as 

somewhat of a backstop for the single currency.
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The bombardment in headline risk largely resulted in moves in the spot market proving
short-lived. However, as risks to the overall Eurozone economic profile chopped and
changed this week, investors continue to demand protection from potential volatility in
currencies exposed directly to the Russia-Ukraine crisis. This is highlighted not only in
elevated one-week implied volatility, a proxy for demand in options protecting against
wild swings in these currencies, but the outsized moves in bearish one-week risk
reversals in currencies exposed to the worst case scenario. Price action in options
markets may soon spill over into spot markets should the scenarios of concern start to
become more of a reality for markets.

One-week implied volatilities see wild swings in most exposed currency pairs 
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