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Hawkish hints eyed at next week’s FOMC and BoC
meeting for guidance on lift-off

Looming tightening monetary policy by the Bank of England and Federal Reserve drove
much of the price action during this past week, while geopolitical tensions remained on
the forefront as well. As for the Bank of England, a further improvement in the jobs data
and a decent upside surprise in the UK CPI inflation report served as another confirmation
of a BoE rate hike in February. The percentage chance of a February rate hike grew by
nearly 20%, with a raise next month now fully priced in by OIS markets. In the monetary
space, the Norges Bank and Central Bank of the Republic of Turkey held policy rates on
hold, which did little for the Norwegian krone, but the lira did enjoy a modest boost as this
took some pressure off investors’ shoulders. The CBRT referenced the lira in its rate
statement, which signals to markets that the CBRT is monitoring the FX rate and arguably
has a currency target.
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Calendar (all times GMT)

Monday – 24/01

Monday’s calendar is packed with Purchasing Managers’ Index figures from the
eurozone and UK throughout the morning, followed by US PMIs at 14:45. The PMIs
should already show the difference in sentiment in the UK, where all Covid measures are
expected to be lifted, and in the eurozone where some countries are still under more
severe Covid restrictions. The PMI figures for the eurozone are set to have decreased
somewhat from December, while for the UK the figures are expected to have mildly
increased, according to the median of forecasts submitted to Bloomberg. The FX impact
of PMIs has been limited since the pandemic, as much of the focus from second-tier data
has shifted to data that will drive monetary policy expectations more directly. However,
they will still be relevant to markets to paint a better picture of the overall sentiment.

Both central banks are on the more hawkish side of the spectrum given their robust
economic outlook, solid labour market recoveries and broad-based inflationary
pressures. For the FOMC, focus will be on whether the tone of Powell’s comments are in
line with broader market expectations of a 25bps rate hike in March. For the BoC, a third
of economists surveyed by Bloomberg expect a 25bps rate hike next week already.

Next week, policy expectations will continue to drive 
markets with the Federal Reserve and the Bank of Canada 

set to release their latest policy decisions. 

https://www.monexeurope.com/news-analysis/in-depth-analysis/uk-inflation-surprises-to-the-upside-but-pounds-reaction-remains-muted/
https://www.monexeurope.com/news-analysis/in-depth-analysis/turkish-lira-rises-after-mention-of-fx-rate-in-cbrt-statement/
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Tuesday – 25/01

Australian CPI figures from Q4 are released at 00:30. The QoQ print is set to increase by
1.0% after the 0.8% increase in Q3, while the YoY figure is expected at 3.2% vs 3.0%
previously. Underlying price pressures were a bit stronger than expected last time
around, as global factors helped drive strong cost-driven inflation for fuel and motor
vehicles despite lockdowns in Sydney and Melbourne weighing on prices. For Q4, the
headline is expected to rise further as the domestic lockdowns were lifted at the same
time the HomeBuilder subsidy came to an end, which is likely to increase housing costs. It
may be difficult for AUDUSD to rally on a higher CPI report one day ahead of the FOMC
meeting, while a lower-than-expected reading could lead to larger losses. At 09:00,
Germany’s Ifo index - which measures current and 6-month sentiment expectations
across entrepreneurs - is expected to fall slightly, reflecting the worsened sentiment
since Omicron in the eurozone. At 15:00, US Conference Board Consumer Confidence is
then set to show a similar moderation from the prior reading.

At 15:00, the Bank of Canada releases its monetary policy decision. While some
economists have moved their forecasts to envisage a 25bps rate hike in next week’s
meeting already, we expect the BoC to wait for Covid measures to be lifted before
starting to increase interest rates. More on this below.

At 19:00, the FOMC will follow with its policy decision, although markets broadly expect
no changes at this meeting. Nevertheless, it is set to be the event of the week with market
participants carefully watching what Chair Powell has to say about the economic outlook,
and whether he thinks March is an appropriate time for rate lift-off. More on this below.
Finally at 21:45, New Zealand’s Q4 CPI is scheduled for release and is expected to
remain strong. Markets are expecting 1.3% growth again after the Q3 reading printed well
above expectations at 2.2% vs the 17% consensus. Higher petrol prices and global inflation
should boat tradable inflation in New Zealand this time around, while non-tradables
inflation is likely to be lifted by housing-related inflation such as construction costs.

Wednesday – 26/01

Wednesday’s data docket starts with Brazilian inflation at 12:00 for January, which will
be eyed by BRL traders given the inflation outlook is one of the main drivers for the real
this year. Of all the central banks, the central bank of Brazil (BCB) has seen the most
aggressive hiking cycle over 2021 to combat the higher prices.

The Brazilian inflation 
report will help gauge the 
BCB’s reaction function.

Yet, still it remains one of the nation’s
biggest problems and markets expect
the BCB to raise interest rates to at least
12% this year.

With inflation consistently overshooting expectations and the 
labour market having recovered quickly, this warrants 

continued policy tightening by the RBNZ.
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Thursday – 27/01

At 07:00, Germany’s GfK consumer confidence survey is expected to decrease further
from -6.8 to -8.5. This household survey, which compiles around 2,000 consumer opinions
on current conditions and future expectations of the economy, is a good indicator for the
degree of optimism in consumers. While it usually isn’t market moving, it will be
interesting for markets to view the differences of the consumer confidence indicator from
GfK to the Ifo business indices from Tuesday. US jobless claims are then released at
13:30. Claims have edged up since the last week of December, signalling that Omicron
may be affecting the jobs market recovery, however this weekly metric tends to be quite
volatile.

In order for markets to meaningfully detect a trend in the US jobs market, a 
confirmation of the weekly trends are needed to be seen in the jobs report.

Also at 13:30 will be Q4 GDP and PCE figures from the US, where Q4 annualised GDP is
expected to print at 5.7%, up from 2.3% in Q3. These figures will be viewed in the context
of Powell’s words the night before. At 23:30, Tokyo’s January core CPI figure (excluding
fresh food) is expected to show a 0.3% increase YoY after the 0.5% rise in December. A
rapid rise in Covid cases poses a downside risk to categories within the hospitality sector,
while the overall figure is still set to be supported by energy prices.

Friday – 28/01

Friday’s calendar is packed with key figures from Sweden at 07:00, including retail
sales, a Q4 GDP indicator and unemployment rates. Sweden’s growth trend has been
strong up until November, which should offset the downturn in December in the Q4 GDP
print. The releases are unlikely to change the monetary picture for Sweden, given the
Riksbank’s very slow transition from its dovish stance despite rising inflation and exposure
to the eurozone economic slowdown since Omicron. At 09:00, Norway’s unemployment
rate is released. A tight labour market and faster-than-expected recoveries in inflation
led to the Norges Bank becoming the most hawkish central bank in the DM space, while
at the same time, growth conditions allow for policy to be tightened as Europe’s energy
crisis has boosted Norwegian exports and the $1.4trn sovereign wealth fund has been of
help throughout the recovery as well.

Also at 09:00 will be Germany’s Q4 GDP figure, which is set to have contracted by 0.1%
compared to the +1.7% print last time. German Bunds have become a more present
market mover over the last week, which means large surprises in the GDP print could
ignite further price action in German bond markets and in turn, the euro. At 13:30, US
Personal spending and income data from December should reflect the surge in prices:
spending is set to fall by 0.5% as consumers remain wary of price growth, while personal
income is set to grow by 0.5%.

Next week’s unemployment levels should support the 
narrative of further tightening by the Norges Bank, who is 

set to hike rates further in March.
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Bank of Canada preview

Covid measures make lift-off at next week’s meeting less likely

The Bank of Canada is on the side of the more hawkish central banks across the DM
space, given its tight labour market, fast-growing inflation and robust economic recovery.
Central bankers across the world have voiced increasing concerns around inflation
recently, including the Federal Reserve who doubled the speed of its taper programme
and the Bank of England who surprised markets and hiked rates despite the spread of
the Omicron variant. When it comes to the Bank of Canada, the Bank stated in its
December meeting that it was unlikely to start hiking interest rates until “sometime in the
middle quarters of 2022”. The Bank’s GDP forecasts and projections for the output gap
suggest this won’t happen until the end of Q2 at least. Still, OIS markets suggest around a
70% chance of the BoC raising interest rates next week, while one third of the economists
surveyed by Bloomberg also foresee a rate hike.

OIS markets foresee a 70% chance of a rate hike at next week’s meeting, as they 
weigh Omicron concerns against positive economic data

“While all of the data points to a rosy outlook and justifies further 
tightening by the BoC, we expect the Bank to hold off on raising 

interest rates until Covid measures have been lifted.”

There certainly are arguments to make for a rate hike next week. The Canadian economy
has performed better than the BoC had previously anticipated: annualised growth in the
fourth quarter is set to outpace the Bank’s forecast of 4.0%. At the same time, oil prices
have also moved past recent highs, which bodes well for Canadian exports and is
supportive of stronger growth. Meanwhile, headline inflation was close to 5% in
December while the jobs market added 54,700 jobs relative to expectations of an
increase of 25,000.
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Compared to most other DMs, the severity of Canada’s restrictions have been notable,
especially in Ontario and Quebec, Canada’s two most populous provinces. Ontario is set
to ease restrictions on businesses in late January, allowing hospitality to open with a 50%
capacity limit. Meanwhile, decision-makers in Quebec have been more cautious, stating
they will maintain restrictions to protect the healthcare infrastructure, even though
Omicron cases have peaked. These uncertainties around Covid may justify unchanged
policy at next week’s meeting despite the optimistic data. Beyond the Covid uncertainties,
we also think inflationary pressures in Canada are less pressing than in for example the
US, where rates aren’t set to be hiked until March. Core measures excluding energy and
food prices were more stable in Canada over Q4, while in the US, multiple reports
including broad-based strength of price levels across various categories have been
released in Q4. This is not to say that inflationary pressures aren’t building up, because
they were among the first reasons the BoC turned hawkish in the first place. However, the
urgency of a rate hike may now be lower due to the lingering Covid uncertainties. On the
other hand, the Bank of Canada’s Q4 quarterly survey of executives showed that two-
thirds of respondents expect annual inflation to surpass the 3% mark over the next two
years. Almost 80% say worker shortages are intensifying and their companies would have
difficulty meeting unexpected demand. Still, the report doesn’t show the full impact of
Omicron and the fresh lockdown measures as the data period didn’t allow for this, which
leads us to believe that the Bank of Canada will wait it out. This still leaves the option for
the central bank to tighten policy more aggressively once virus uncertainties have faded
and lockdown measures lifted.

For the Federal Reserve and the Bank of
England, as a rate hike in Q1 is already fully
priced in, anything below that would be an
under delivery. However, a rate hike by the
Bank of Canada would be received as a
hawkish surprise. This would support the
Canadian dollar, whilst no change to the
interest rate would not necessarily lead to
a weaker Canadian dollar if the tone
around the outlook remains constructive.

As markets are undecided 
about next week’s meeting, 
the risks for the Canadian 
dollar are fairly balanced. 

FOMC preview

Waiting for a signal from Powell

US Treasury markets have not escaped the newswires a single day in the past week, as
Treasury yields climbed higher ahead of next week’s FOMC meeting. The two-year yield
rose above 1% for the first time since February 2020 and stayed above the 1% mark for
much of this week, as markets continued to speculate on the Fed’s next moves in the
absence of any new media commentary from Fed members. While no action is expected
during next week’s Fed meeting, it is still set to be the event of the week with policy
expectations having heightened further in recent weeks following a series of constructive
data, which has signalled a strong recovery in the labour market and price pressure.
Given the positive slew of economic data, combined with the fact that fears over Omicron
have been more limited as of late, the Federal Reserve is set to turn more hawkish with
their rate statement in January’s meeting.
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In the December meeting minutes, the Fed already argued that the labour market had
reached the central bank’s target for lift-off. This was before December’s jobs report
showed a continued drop in the unemployment rate to 3.9%. Payrolls printed lower than
expected, however signs of limited slack in the labour market are beginning to appear in
stronger wage growth data, further supporting the Fed’s view. At the same time,
December’s inflation printed at a 40-year high. The price pressures were less broad-
based than before, which is likely a point Chair Powell will address in the press
conference, however we don’t think the inflation report will derail the Fed’s plans of hiking
as overall inflation remains high. Having said that, continued reports of narrower inflation
pressures will likely lead to markets lowering their policy expectations across 2022. For
now, however, that is yet to play out.

Percentage chance 
of a March rate hike 
based on OIS 
markets has sharply 
risen since the Dec 
meeting, while US 
front-end yields have 
increased as well

For markets, Wednesday’s meeting will be all about catching hints of a March rate hike in
Powell’s comments during the press conference. Given the elevated policy expectations,
with a 25bps rate hike fully baked in by markets while a total of nearly 4 rate hikes are
expected for 2022, the bar is set high for Powell to impress the US dollar. In that sense,
any signs of confirmation for a March rate hike is likely to lead to a smaller rally in the US
dollar and US Treasury yields, while the Fed underdelivering by sounding more dovish
would arguably lead to stronger losses across US bonds and for the US dollar. A likely
scenario is also that Powell chooses to not give away too much ahead of the March
meeting, when the actual action is expected, keeping market impact more limited,
especially as the statement comes without any fresh projections.
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On balance, the Fed is likely to sound more hawkish than before, but the 
question is whether it will live up to the aggressive market expectations. 


