
Markets look to add risk, but will Beijing derail this? 

Market participants this week have toyed with the idea of adding risk back into their
portfolios as geopolitical conditions started to stabilise. While peace talks are yet to yield
any material breakthroughs, sanction risk has largely played out with most of the
restrictions at the disposal of Western governments already implemented. This resulted
in moderated risk-off flows, with crude prices paring back gains while risk-sensitive
currencies made a comeback.

The emphasis now shifts onto central banks and their responses to the inflationary shock.
Out of all of the monetary policy announcements this week, Wednesday’s Federal
Reserve meeting was arguably the most important for global markets. The summary of
economic projections saw FOMC officials become substantially more sensitive to the rise
in inflation, with the median dot plot for the Fed funds rate rising from three projected
rate hikes to seven this year, matching aggressive market pricing. Meanwhile, in the press
conference, Chair Powell highlighted that quantitative tightening would occur earlier on in
the normalisation cycle and would be larger in terms of nominal amounts relative to the
past cycle. Despite the hawkish Fed release, equity markets rallied and the dollar
ultimately sold off. While this may seem counterintuitive given the hawkish move by the
Fed, the decision by the FOMC arguably highlighted to markets that the largest central
bank in the world was comfortable enough with their global and domestic growth outlook
to signal aggressive policy tightening.
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The level of reaction to the inflation shock wasn’t shared across all central banks. On
Thursday, the Bank of England also conducted a 25bp hike, however sterling still
weakened across the board as the Bank’s preference for small incremental hikes going
forward became apparent. Then on Friday, the Bank of Japan held policy steady and
signalled that even though inflation is likely to jump above 2% in April, there is no reason
to reassess the current policy stance. The cautious tones by these central banks resulted
in their respective currencies sitting at the bottom of the G10 currency board for the
course of the week, with JPY actually sustaining losses in excess of a percent despite
broad USD weakness.

Looking ahead, the progress of peace talks will continue to be closely 
monitored by market participants as any signs of an end to the current war 
will likely reduce concerns of higher inflation and supply chain disruption. 

In addition to this, relations between the US and China will be closely watched as reports
towards the end of the week ahead of Biden’s discussion with Xi suggest that the second
largest economy could publicly support Moscow.

https://www.monexeurope.com/news-analysis/in-depth-analysis/fed-raises-25bps-in-line-with-expectations-but-dots-suggest-plenty-more-to-come-this-year/
https://www.monexeurope.com/news-analysis/in-depth-analysis/bank-of-england-takes-out-insurance-policy-against-inflation-shock/


Beyond that, the UK Spring budget stands out as the most pertinent economic event as
the budget is set to be announced amid the largest squeeze in real household incomes in
over 30 years.

Week Ahead 21st – 25th March 2022

Calendar (all times GMT)

Monday – 21/03

01:15 China 1-year and 5-year loan prime rate (prev 3.7%, 4.6%)

07:30 ECB’s Lagarde speaks at Institut Montaigne

09:00 ECB’s Makhlouf speaks at conference in Dublin

12:00 Canada weekly Bloomberg Nanos Confidence (prev 58.4)
US Fed’s Bostic speaks at NABE Conference

12:30 US Chicago Fed Nat Activity Index for February (prev 0.69)
Fed Chair Powell speaks at NABE Conference

15:30 ECB’s Nagel speaks at Bundebank

20:00 New Zealand Westpac Consumer Confidence Q1 (prev 99.1)

Tuesday – 22/03

07:30 ECB’s Guindos speaks at a Money Review panel

11:00 CBI trends total orders for March (prev 20)

12:30 Canada industrial product price MoM for February (3.0%)
Canada raw materials price index MoM for February (prev 6.5%)

14:00 US Richmond Fed Manufacturing Index for March (est 0, prev 1)

15:15 Bank of England’s Cunliffe speaks at BIS

21:00 US Fed’s Mester discusses the economy and monetary policy at John Carroll 
University, Ohio

Wednesday – 23/03

07:00 UK CPI for February MoM (est 0.5%, prev -0.1%) and YoY (est 5.8%, prev 5.5%)

08:00 South Africa CPI for February MoM (est 0.8%, prev 0.2%) and YoY (est 5.8%, prev
5.7%)

12:00 Bank of England Governor Bailey speaks at BIS

12:30 UK Chancellor’s budget statement

Chancellor Rishi Sunak is expected to deliver an update on the health of the UK economy
and public finances next week in the spring statement. More on this below.
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Thursday – 24/03

00:30 Japan Jibun Bank PMIs for March
Composite (prev 45.8)
Services (prev 44.2)
Manufacturing (prev 52.7)

07:45 France business confidence for March (prev 112)
Manufacturing confidence for March (prev 112)

08:15 France preliminary PMIs for March
Composite (prev 55.5)
Services (est 55.0, prev 55.5)
Manufacturing (est 56.5, prev 57.2)

08:30 Germany preliminary PMIs for March 
Composite (est 54.5, prev 55.6)
Services (est 54.8, prev 55.8)
Manufacturing (est 54.5, prev 58.4)

08:30 Swiss National Bank policy decision

The SNB meeting on Thursday will be all about their stance on FX intervention, as the
central bank stepped up its FX purchases in March, as measured by total sight deposits,
after the Ukraine crisis briefly pushed EURCHF below parity. The SNB has always been
hesitant to allow sustained CHF appreciation during risk-off environments due to the
countercyclical impact it has on the domestic economy. With the SNB speaking out about
its willingness to intervene in FX markets in March, participants will be closely monitoring
comments made by Chairman Thomas Jordan on the latest FX developments.

14:00 US new home sales for February (est 814k, prev 801k)

14:30 DOE US crude oil inventories for the week ending March 18th (prev 4345k)

15:00 Eurozone advance consumer confidence for March (prev -8.8)

19:00 US Fed’s Bullard discusses the economic outlook at an event hosted by the Mid-
Sized Bank Coalition of America

23:50 Bank of Japan January meeting minutes are released 

09:00 Norges Bank policy decision

The Norges Bank is expected to hike rates by 25bps for a third time since the start of their
latest hiking cycle, with the economy progressing substantially better than foreseen by
the NB in December when the latest Covid outbreak clouded the outlook. The Norges
Bank’s regional survey also points to rising price and wage pressures, further justifying a
rate hike at next week’s meeting and strengthening bets that the Norges Bank will
accelerate rate hikes in the next quarters.

09:30 ECB’s Elderson speaks at IIEA webinar on euro area inflation

10:30 Bank of England’s financial policy committee report
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13:00 Bank of England’s Mann speaks as a panelist at Institute of International Finance

19:00 Banxico policy decision

Banxico’s policy decision on Thursday will be in focus after this week’s 25bp rate hike by
the FOMC, as the Mexican central bank often follows suit when the Fed tightens policy.
Economists see Banxico raising interest rates by 50bps, which would be in line with the
previous two rate hikes. Since June 2021, Banxico has increased rates by 200bps in an
attempt to limit inflation upside, but higher yields from the US may now pressure the
central bank to continue to hike while inflationary pressures remain strong.

23:50 Japan Tokyo CPI YoY for March (est 1.2%, prev 1.0%)
Ex-fresh food YoY (est 0.7%, prev 0.5%)
Ex-fresh food and energy YoY (est -0.5%, prev -0.6%)

Friday – 25/03

00:01 UK GfK consumer confidence for March (prev -26)

04:00 Fed’s Daly speaks at San Francisco Fed conference

07:00 UK Retail sales MoM (prev 1.9%) and YoY (prev 9.1%) For February 
Sweden PPI MoM (prev 0.7%) and YoY (prev 19.8%)

09:00 Germany IFO Business climate (est 93.9, prev 98.9), expectations (prev 99.2) and 
current assessment indicator (prev 98.6)
Italian consumer (prev 112.4), manufacturing (113.4) and economic confidence 
(prev 108.2) 

12:00 Brazil IBGE inflation MoM (prev 0.99%) and YoY (prev 10.76%) for March

14:00 Fed’s Williams discusses monetary policy and financial stability at a virtual panel 
hosted by the Central Bank of Peru and the BIS

15:30 Fed’s Barkin discusses containing inflation

Spring Statement preview

Spring budget won’t provide enough stimulus for the BoE to hike 
more confidently

Much has been made of the recent level of inflation in the UK and its projected rise in the
coming months. With nominal wages rising only slightly, household real incomes are
expected to fall substantially over the course of the year. While Chancellor Sunak
announced measures in February to mitigate the impact of the rise in consumer energy
prices due in April, the war in Ukraine and expectations that the consumer energy price
cap will be substantially revised up again in October has led many think tanks, such as
the Institute for Fiscal Studies, to call for further household support measures. With the
Office for Budget Responsibility (OBR) set to announce fiscal headroom of around £45-
75bn, we expect the Treasury to heed the calls for extra household support measures.
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We also expect increased NATO spending and further investment in the government’s
levelling-up agenda. However, the overall net increase in spending is likely to
underwhelm those calling for increased support for the UK economy amid the current
stagflationary environment.

Instead, we expect Chancellor Sunak to take a more cautious 
stance, saving fiscal firepower such that permanent tax cuts 

can be announced ahead of the 2024 election. 

Sunak’s preference for this was recently outlined in his comments to parliament, where
he stated, “my priority going forward is to cut taxes … over the course of this parliament.”
Under this scenario of restrained spending, sterling is unlikely to receive the green light
for a sustained rally as the domestic growth backdrop remains precarious and calls for a
more cautious rate profile from the BoE.

Sunak unlikely to dramatically loosen the fiscal taps in spring as 
fiscal firepower is stored for 2024 election

Despite the substantial fiscal headroom on offer, we don’t think the Chancellor will loosen
the fiscal taps too much. On top of the already announced energy support policy, which is
estimated at around £9bn, we anticipate a further support package to be announced for
household energy. This is likely to be less substantive than the current proposal, and fall
far short of the IFS proposal which amounts to roughly £12bn. Instead, the further support
for households is likely to take the form of another £200 energy rebate, which is clawed
back over 5 years, without the £150 council tax rebate that was announced in February.
This is estimated at around £6bn in new spending.

Following Chancellor Sunak’s recent focus on boosting business investment and
promoting skills development, we expect £15bn in spending for these priorities, and in
line with the recent trend of increased military by eurozone nations, we expect the
military budget will receive a further boost over the coming years. In total, our preliminary
estimates would see around £40bn in extra spending announced in the next budget,
which falls below the lower bound of the estimated amount of fiscal headroom.
Nevertheless, we don’t expect the Chancellor to delay recent announcements for tax
hikes or scrap the plans entirely. Instead, we think the Treasury will opt to retain fiscal
firepower to embark on more substantive tax cuts ahead of the 2024 election, to
maximise the political impact of such measures.
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