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Grappling with the stagflationary backdrop 
The dollar grabbed all of the attention this week as markets turned decisively risk-off,
despite a minor retracement towards the end of the week. Concerns over slowing
growth, rising inflation, climbing energy prices, US debt default and systemic risk from
China all weighed on risk sentiment and sent the dollar DXY index above its 2021 range to
touch a fresh 1-year high before retracing at the margin. With this environment set to
persist for the next few weeks at a minimum, the reaction by central banks and
policymakers will receive heightened focus. Next week, the RBA, RBNZ and NBP will
have to announce their policy decisions given the latest downturn in the global economic
outlook, while on the data front, US and Canadian labour market data stands out. The
central banks’ assessments of the stagflationary environment will be in focus for markets,
especially as traders adjust positions following this week’s aggressive price adjustments.
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Calendar

Monday – 04/10

Monday’s calendar kicks off with Australian inflation data at 01:00 BST. Given Australia’s
Covid situation, high inflation, although still a risk, is less of a concern than in other DM
countries where the reopening of economies has pushed up demand to a higher extent.
In Turkey, investors will be wary of September’s CPI data release at 08:00 BST after the
CBRT made the politically sensitive decision to start their easing cycle and cut rates. With
real rates now having dipped into negative territory, any hopes the central bank would
counter higher inflation with tighter monetary policy are out the window, placing
increased pressure on Monday’s release. A higher than expected release could see the
lira weaken to the psychological 9.00 level against USD. At 15:00 BST, US durable goods
& factory orders are on the agenda. These are unlikely to be huge market movers as it
concerns final figures.

Tuesday – 05/10

At 04:30 BST, The Reserve Bank of Australia starts not only Tuesday’s session, but also
the string of central banks that are set to announce their latest policies next week - a
discussion of next week’s central bank decisions is included below. French industrial
production at 06:45 BST is set to expand slightly more than in July to reach an increase
of 0.5%. Strong growth in aircraft manufacturing is likely to continue to support industrial
output in August. Eurozone purchasing managers’ index figures are then scheduled for
release throughout the remainder of the morning, although it concerns final figures for
France, Germany and the eurozone, which means any euro volatility upon the release
may be limited. Spain and Italy’s figures will be first (and only) reading, however.



Wednesday – 06/10

Following the RBA, the Reserve Bank of New Zealand is set to announce its latest
policy decision at 02:00 BST (see more below). Then at 08:30 BST, Sweden releases
GDP data for August. The economy is expected to contract by 0.5% MoM, reversing
July’s 0.5% expansion, as global growth conditions continue to weigh on the small open
market economy. The focus is set to remain in Europe with eurozone retail sales data
released at 10:00 BST. The data is likely to have a limited market impact, largely because
concerns over growth in Europe are linked to global factors. Even so, the data is set to
show a rebound in consumption following July’s 2.3% MoM contraction. At 13:15 BST, US
ADP private employment data is released. The data is considered a good precursor to
Friday’s Nonfarm Payrolls for directional purposes, but its predictability of the overall net
employment change tends to be limited. Russian CPI inflation at 16:00 BST is set to jump
to 7.3%. The details of the data could determine the size of the next move by the Central
Bank of Russia.

The National Bank of Poland also announces its monetary policy decision on
Wednesday, although the exact time, as always, is unknown. Recent decisions were
announced somewhere between 14:00 and 18:00 BST, which may serve as a guide for
Wednesday’s meeting. More on this below.
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Thursday – 07/10

At 07:00 BST, German factory orders are released and will likely show the impact of the
latest rise in energy prices and continued supply-chain disruption. Expectations are for a
0.5% MoM contraction due to these headwinds. At 12:00 BST, Mexican CPI data is then
published. Mexico’s central bank hiked rates to 4.75% earlier this week on inflation
concerns and signalled that inflation is set to peak in Q4 before moderating. If the data for
September follows the Bank’s expectations, it is unlikely to spill into more aggressive
pricing of interest rate hikes, however, upside risks remain given the potential formation
of a feedback loop and higher global energy prices. Markets then turn to European
Central Bank minutes at 12:30 BST for more detail on the decision by the central bank to
conduct asset purchases under the Pandemic Emergency Purchase Programme at a
“moderately lower pace” in Q4. Markets remain in the dark as to when PEPP is set to end
(at or after the expiry in March 2022), what purchases look like beyond Q4 and in what
way the Asset Purchase Programme (APP) will fill up any gaps after PEPP expires.

Market participants will therefore scour the ECB minutes to look for any 
discussions of these issues. 

A broader based acceleration in prices could see policymakers 
respond with front-loading policy by hiking rates with 50bps in 

October. Inflation data that points to temporary shocks in 
certain areas only may lead to a smaller 25bp hike. In any case, 

the market impact is likely to be significant.



Friday – 08/10

Friday’s session is arguably the more
interesting one from a data perspective.
Starting off the day is German trade
balance data for August at 07:00 BST,
where trade disruptions are likely to further
hamper Germany’s exports. Released
alongside it is Norway’s GDP data for
August which will be viewed in context of
the latest hawkish developments from the
Norges Bank.
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The data calendar 
reaches a crescendo 

at 13:30 BST when 
both US and Canadian 
jobs data are released 
(more on this below). 

Reserve Bank of Australia

RBA set to keep policy on hold and raise concerns over China and 
global growth

The Reserve Bank of Australia is set to announce their latest policy decision at 04:30 BST
on Tuesday. Following September’s meeting where the QE programme was tapered to a
rate of A$4bn a week “until at least mid February 2022”, we don’t expect a material policy
change from the central bank. With no adjustments to policy expected, the focus will
then be on the central bank’s assessment of economic conditions. With the Bank already
highlighting that Q3 growth will be delayed rather than lost by the tightening of
restrictions, any commentary on the impact of a slowing Chinese economy and volatile
commodity markets will be sought after by investors. Beyond this, we don’t deem the
RBA to be a major market event, unlike its neighbour the RBNZ.

Reserve Bank of New Zealand

After a false start, the RBNZ are set for rate lift-off 

On Wednesday, following a fairly dull RBA meeting, the Reserve Bank of New Zealand is
set to increase interest rates by 25bps at 02:00 BST. After refraining from hiking rates
back in August due to a positive Covid-19 case just a day prior, the RBNZ is unlikely to be
delayed again given the Delta outbreak has been largely contained while vaccine
distribution has also rapidly ramped up; 67.8% of the population has now received at least
one vaccine (39.6% fully vaccinated, 28.19% single dose). Despite Auckland set to remain
in level 3 lockdown restrictions, we don’t believe this is enough to prevent the RBNZ from
tightening rates, especially given the central bank’s hawkish predisposition that has been
publicly aired since August’s meeting. Stronger Q2 growth data and robust confidence
indices confirm this view, which is also a strong consensus call by economists.

Only 1/14 forecasts supplied to Bloomberg by economists predict rates 
remaining on hold compared with a 25bps hike. 



Given the robust consensus around the 25bps increase, markets are likely to zone in on 
the Bank’s forward guidance to determine when the next rate rise is pencilled in for. The 
August OCR projection had rates at 0.6% by December, suggesting the possibility of a 
further rate hike at November’s meeting, however, Assistant Governor Hawkseby stated 
that “slow, small steps” will be taken. The conflicting messages and broadly aligned 
market pricing suggests that a hawkish signal from the MPC is likely to lead to a hawkish 
repricing in markets and upside in NZDUSD. Beyond the forward guidance, market focus 
will also be on the Bank’s assessment of the latest global developments, especially given 
New Zealand’s exposure to global growth conditions and links with a slowing Chinese 
economy.
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All eyes on the OCR projection for further rate guidance

National Bank of Poland

RBA set to keep policy on hold and raise concerns over China and 
global growth

The National Bank of Poland is a dovish outlier in Central and Eastern Europe as it is the
only central bank who has not yet shown any signs of considering hiking interest rates.
This is not because Poland’s inflation risks are significantly lower than its neighbours’:
Poland’s CPI climbed up to 5.5% YoY in August, compared to 4.1% for the Czech Republic
and 4.9% for Hungary. While the Czech and Hungarian September prints are not released
yet, Poland’s data shows inflation creeped up higher to 5.8% in September.

Some are worried about a radical strengthening of the zloty if the MPC takes action to
hike rates, while others explicitly state an increase of 15bp is required to anchor inflation
expectations and to act against the price-wage spiral.

Policymakers remain divided about whether or 
not to turn to policy tightening already.
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Market pricing suggests the NBP will embark on a tightening cycle within the next three 
months, with the implied policy rate standing at 0.50% by year-end. Next week’s meeting 
will be crucial for the direction of market pricing and the zloty, and with inflationary 
pressures mounting, it’s starting to look like the NBP may not get away with the same 
dovish rhetoric used throughout 2021. October is unlikely to mark the start of the 
tightening cycle, however economists will look for changes in language to gauge the 
likelihood of higher rates at the November MPC meeting.
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US and Canadian jobs data

Non-farms Payroll data unlikely to illustrate the true labour market 
recovery state

While the monthly US labour market report is usually a heavily watched event by
markets, September’s release is unlikely to give spectators a glimpse of the true state of
the labour market recovery. Throughout the pandemic, household finances were
supported by US Federal Unemployment and Pandemic Benefits, which included a
weekly $300 top-up. These benefits have arguably prevented a more aggressive
recovery in the US labour market during the last months of reopening, however, the top-
up expired on September 5th, just a week before the survey data was collected for the
Nonfarm payrolls release. Although the expiration is set to be a tailwind for net
employment gains, the short period between the expiry date and the actual survey
period means it is unlikely that the lion’s share of the people who received the weekly
top-up have found new jobs yet, even though they could be planning to do so in the
coming weeks. For this reason, September’s Nonfarms are subject to additional downside
risks, especially with the Delta variant still being a drag as well.

Recent communication by the Fed confirmed a taper signal in November, with the Fed’s
Harker stating recently he supports starting the actual taper as soon as November and
finishing by the middle of 2022, in line with the latest FOMC policy meeting.

The composition of the jobs report will be of more importance to markets as the latest
jobless claims data shows conflicting signals ahead of Friday’s payrolls data. While
overall jobless claims rose over the last couple of weeks, this was mostly visible
California and Michigan due to earlier temporary disruptions related to Hurricane Ida.
While unemployment claims hit a seven-week high at 362,000 in the week ending
September 24, initial claims actually dropped in the majority of states.

While markets are likely to fixate on the NFP figure regardless, 
given its reputation of being market-moving, the early surveying 
period means the Federal Reserve may choose to disregard the 

September jobs print when opting to taper.
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Looking beyond September’s NFP data, the recovery in virus sensitive industries should 
also be a tailwind for overall employment gains along with the expiration of the UI top-up.  
At the moment, the virus-sensitive industries are lagging in the recovery to pre-pandemic 
levels, but Covid-19 cases and related deaths and hospitalisions have fallen in recent 
weeks and are expected to continue decreasing, according to the Centers for Disease 
Control and Prevention.

Week Ahead

US labour market: % remaining to reach pre-pandemic levels - per sector

Canadian employment growth to slow, but indicators of recovery to 
remain positive

Overall employment in Canada remains 155k below February 2020 levels, with slack
likely to be larger once accounting for population growth. While the recovery to date has
been somewhat impressive, with most sectors barring virus-sensitive service industries
having returned to or exceeded pre-pandemic employment levels, the pace of
sequential employment gains is set to slow as reopening effects dissipate. Additionally,
increases in output are likely to be met by a rise in total hours worked as opposed to the
hiring of new employees, especially given the recent stagnation in the recovery of total
hours worked at 2.6% below pre-pandemic levels.
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Despite the expected slowdown in employment growth and a unemployment level 
which is still elevated, signs of labour market tightness remain. Although a lagged 
indicator, wage growth continues to climb as the labour market tightens and net 
employment gains have largely been concentrated in full time positions.

Week Ahead

Recovery in Canadian employment has largely occurred in most industries, with the
exception of virus sensitive service sectors
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While we expect employment gains to slow further in the coming 
months, the characteristics of the employment increases are likely to 

remain robust and positive for the Canadian economic recovery. 
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