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BoC and NBP to keep markets busy ahead of US CPI

Covid concerns were on top of markets’ mind over the last week as the emergence of the
Omicron variant led to a deterioration in risk sentiment, with some countries re-imposing
travel restrictions and domestic measures as well. The uncertainties have been heavily
driving markets over the past five days, with risk assets taking a plunge while markets
looked past most of the economic data as the focus remained on headlines around the
Omicron variant. Due to the large unknowns around the virus, with little information
known on transmissibility and vaccine efficacy, FX markets were in wait-and-see
approach throughout the second half of the week. It will likely take a couple of weeks for
scientists to announce more concrete information on the new variant, and while those
concerns are still lingering, markets will have to play it by ear. Next week’s calendar
includes a Bank of Canada meeting and a National Bank of Poland meeting, along with
several CPI releases including the US. While the BoC is expected to hold fire on
Wednesday, Thursday’s speech from BoC Deputy Governor Gravelle will be heavily
watched for clues around the normalisation path. The NBP is expected to hike rates by at
least another 50bps to combat the rise in inflation, after the central bank suddenly
changed its mantra on inflation in October and has expressed concerns around rising
prices since.

Calendar (all times GMT)

Monday – 06/12

German factory orders for October are released at 07:00 and are set to show a modest
MoM drop of 0.2% after September’s orders rebounded by 1.3%. Riksbank minutes are
then released at 08:30, which will be scrutinised for further hawkish signs after the
Riksbank’s forward guidance showed a slight hawkish tilt in last week’s policy meeting for
the first time since the start of the pandemic. Swiss sight deposits for this week are
released at 09:00.

At 09:30, eurozone Sentix investor confidence for December will be released, which will
be in focus after the latest Covid surges in Europe and the emergence of the Omicron
variant.

Weekly deposits will continue to be in markets’ focus as 
EURCHF recently broke through the 1.05 level and has been 

on the fall since, begging the question of how far the cross can 
drop before the SNB intervenes. 
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Tuesday – 07/12

The Reserve Bank of Australia announces its latest policy decision at 03:30 on
Tuesday. The median of forecasts submitted to Bloomberg suggests there will be no
changes in policy as the RBA will have to weigh the emergence of the new Covid variant
against Q3 GDP data that surprised to the upside. Last month, yield curve control
measures were abandoned by the RBA, which further emboldens the view that it is likely
too early to change policy again in the December meeting. The focus will therefore be on
forward guidance on the further tapering of bond purchases, especially as the RBA is set
to review the programme in February. German industrial production data for October is
scheduled for release at 07:00. The economic recovery has been weighed down by
supply shortages recently, which was visible in the contraction of industrial output
throughout Q3. These bottlenecks have not been untangled yet, although there are some
signs of easing. The recovery in the coming quarters will likely be gradual. At 08:30, an
indicator for Sweden’s October GDP will be released, which will be viewed in the
context of the recent hawkish tilt from the Riksbank. At 09:30, South Africa releases Q3
GDP figures. Any upward surprises would be well received by markets, especially given
travel bans at the end of November are likely to weigh on growth and disrupt
momentum. Risks are however tilted to the downside following riots in July that amplified
the knock to GDP from the third Covid wave. German ZEW data for December is then
released at 10:00 along with final GDP figures from the eurozone. The ZEW survey may
see a dip in both components of the release as Germany faces renewed restrictions and
dampened sentiment following the latest virus wave.

Wednesday – 08/12

Wednesday’s data docket includes CPI releases from Hungary and Russia at 08:00
and 16:00 respectively. Both central banks were quick to react to inflation surges over
the last six months, with the Hungarian National Bank even opting for a surprise rate hike
in the one-week deposit rate. This may shield the respective currencies from any upward
surprises in the data.

At 15:00, all eyes 
turn to the Bank 
of Canada rate 

decision.

The arrival of the Omicron variant has had little impact
on market pricing of the BoC’s lift-off, with a 25bps hike
for April’s meeting still priced into overnight indexed
swaps.

We expect Wednesday’s meeting to provide limited
additional forward guidance given current
uncertainties in markets, although risks of a later first
hike from the BoC have materially increased over the
past weeks. A preview is included on page 3.

Thursday – 09/12

China’s CPI inflation at 01:30 is set to show a 2.5% increase in November, as food prices
and base effects have likely boosted the figure. For comparison, inflation in November
2020 fell by 0.5% YoY following a 0.5% rise in October 2020.
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Contributions to the core figure have likely remained stable for the most part. While
China’s CPI figure will be watched, the PPI print will likely be more market-moving as this
shows exiting inflation pressures. At 07:00, Norwegian GDP from October will be in
focus after September’s 0.6% in Mainland’s MoM print. China’s PPI print is then released
at 09:30 and is expected to have jumped by 11.7% YoY. Government efforts to increase
energy supply and stabilise prices have likely had some effect, which should be visible in
the figure. At 19:00, Bank of Canada Deputy Governor Gravelle is set to deliver the
Economic Progress Report. This will arguably draw more attention than the Bank of
Canada meeting itself as market participants will analyse the tone of the speech to gauge
the BoC’s view on economic conditions, which helps them to gauge the likeliest
normalisation path.

Also on Thursday will be the rate decision by the National Bank of Poland, where at
least another 50bp rate hike is expected in an attempt to fight the surge in inflation. As
always, the timing will be announced on Thursday. More on this on page 5 .

Friday – 10/12

Friday’s data docket starts with UK monthly GDP and industrial production from
October at 07:00. GDP has likely moderated in October after September’s reading
printed above expectations. Survey evidence suggests the UK economy is holding up
well in the face of the removal of the furlough scheme, despite several banks having
downgraded their UK growth forecasts. The Bank of England sees a 1% rise in Q4 overall,
although the Omicron variant may make consumers more cautious. Norway’s CPI data
for November is also released at 07:00 before markets turn to US CPI at 13:30. The
inflation report from the US could prove to be the most market-moving data print of the
week, especially in light of last month’s multi-decade highs across most categories. The
broad-based strength led to markets pricing more aggressive rate hikes by the Fed, as it
raised fears that inflation is no longer transitory. These fears were then echoed by FOMC
members including Powell himself, who stated that QE may be tapered faster to deal
with the rising inflation, and that inflation looks more persistent than before.

Bank of Canada preview

Weathering the storm of uncertainty at the harbour

Since the Bank of Canada's October meeting, where they conducted their final QE taper
and entered the reinvestment stage with purchases of C$1bn a week, economic data has
largely printed in a robust manner. This was best evidenced by Q3's GDP data, which
provided a substantial upwards surprise such that the Bank’s 5.5% annualised growth
projection was nearly met. This contrasted with economists’ expectations that the Q3
projection would be missed by a wide margin following the preliminary estimate for
stagnant growth in September in August’s GBP report. September’s growth data also
included the publication of October’s preliminary growth reading, which came in at a
whopping 0.8% MoM. If realised, this would mark the fastest pace of monthly growth
since June where reopening effects played a pivotal part. In the labour market, while net
employment gains slowed and printed under expectations, underlying indicators
suggested this was due to limited levels of slack.

https://www.monexeurope.com/news-analysis/in-depth-analysis/bank-of-canada-ends-qe-and-emboldens-hawkish-market-pricing/
https://www.monexeurope.com/news-analysis/in-depth-analysis/upside-in-canadian-gdp-unlikely-to-change-bank-of-canadas-course/
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This is a positive development for the Canadian economy as it supports the 
idea of an economy etching close to its potential growth path and higher 

wage growth heading into 2022. 

However, despite the positive data releases, downside risks to Q4 growth have appeared.
The flooding in British Columbia poses a direct risk to Q4 growth, while supply-chain
disruptions caused by no access to the Port of Vancouver suggests the growth impact
will be more broad-based than the initial cost of destruction. On top of that, the
emergence of the Omicron variant and the subsequent $13/b drop in WTI recently also
poses limitations on Q4 growth as consumer sentiment is likely to be weighed down
along with investment in the commodity space. While there are no signs of tighter
containment measures in response to the new variant as of yet, such an event would only
add downwards pressure to the Q4 growth figure. Despite the 0.8% MoM October reading
that that was estimated by Statistics Canada in September’s GDP report, it looks likely
that the BoC’s 4% annualised growth projection in Q4 is going to be met. On the inflation
front, firms selling price expectations have recently risen, arguably due to the supply
chain impacts of the BC crisis, while the initial impact of the Omicron variant is likely
disinflationary as consumers pull back from high-contact services spending and the $13
fall in WTI filters through to energy prices. However, the arrival of a new variant globally
may pose upwards pressure to the Bank’s medium-term CPI forecasts as it could disrupt
international trade yet again.

Given the level of uncertainty caused by the arrival of the new variant and the impact
of the BC crisis, we think the Bank is likely to leave its forward guidance unchanged at
December’s meeting while referencing the increased level of uncertainty to their
October forecasts.

This will result in the rate statement maintaining its wording around the output gap being
closed “sometime in the middle quarters of 2022” and policymakers, such as Gravelle on
the 9th and Macklem on the 15th, reiterating in subsequent communications that this
estimated window provides some flexibility and doesn’t confirm market pricing of lift-off
in April. Our expectation that the Bank will provide limited additional forward guidance
under this blanket of uncertainty is a luxury afforded to them by the fact that December’s
meeting isn’t accompanied by a press conference or a fresh Monetary Policy Report.
Should the Bank follow our expectations at December’s meeting, we are likely to leave
our view of BoC lift-off in April unchanged. However, it must be noted that the risks of a
later first hike from the BoC have materially increased over the past weeks.

Markets pricing of BoC
lift-off remains largely
unfazed by the arrival of
Omicron variant, with a
25bps hike still priced
into overnight indexed
swaps
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For financial markets, the above scenario for next week’s meeting is likely to result in
limited CAD strength given the threats posed by growth conditions to later lift-off.
Relative to the rate statement release on Wednesday, Deputy Governor Gravelle’s
economic assessment on Thursday is likely to draw more attention as market
participants analyse the tone of the speech in order to gauge the Bank’s current view on
economic conditions and thus the likeliest normalisation path. Investors will also keep a
keen eye on Macklem’s speech on December 15th, especially as the results of the Bank’s
2021 monetary policy framework review is yet to be published. We continue to expect no
change to the Bank’s current mandate despite suggestions of a switch to an Average
Inflation Target (AIT) or a dual mandate to include employment goals. Instead, we
believe the Bank will incorporate employment conditions in an implicit way as it has done
over the past year. We note that any change to the Bank’s policy framework is likely to
lead to a repricing in current market expectations, however.

Expectations of interest rate hikes in futures markets continue to favour a more
aggressive hiking cycle by the BoC in 2022

National Bank of Poland preview

NBP set to fight battle between rising prices and worsening Covid
conditions

While the National Bank of Poland was quite late to join the CE-3 hiking party, a series of
high inflation readings finally convinced the monetary policy committee in October that
inflation is a threat to Polish economy. The NBP therefore chose to hike interest a total of
115bps over the last two months to reach a level of 1.25% slightly below the pre-Covid
rate of 1.50%. Reflective of still high inflation readings and recent PLN weakness, the
median of forecasts submitted to Bloomberg foresees another 50bp rate hike on
Thursday, with some even estimating that rates could rise by 75bp.



Week Ahead 6th – 10th December 2021

We agree that the NBP is likely to hike rates again next week

With Poland’s GDP is primarily driven by consumption, and a decent labour market
recovery and prospects of another fiscal package supporting continued demand, inflation
is likely to remain elevated and driven by more broad-based factors than the previous
base effects, energy price surges and supply chain disruptions. The latsest inflation
readings saw CPI rise from 6.8% MoM to 7.7% MoM in November, well above the
consensus of 7.3%, further justifying a rate hike. NBP Governor Glapinski came out to the
media on December 2nd to state that inflation is burdensome, definitely not transitory,
and that the central bank will try to bring it down to minimum levels. According to the
Governor, this should not be at the expense of high unemployment, however. Given tight
conditions in Poland’s labour market, with October’s unemployment rate sitting at 5.5% in
Poland vs 7.4% in the eurozone, and the NBP’s prediction that 2022 inflation will still be
elevated, a 50bp hike at a minimum with more hikes to follow in 2022 is currently the
likeliest scenario.

Judging from Glapinski’s latest commentary, the domestic Covid wave is unlikely to stop
the NBP from hiking rates, although it may be more difficult to justify a significant hawkish
surprise under current circumstances.

So far, Poland has been resistant in introducing new lockdowns and restrictions amid the
skyrocketing infections and deaths, to the point where medical professionals from the
country criticised the government’s approach. Vaccination rates in Poland remain lower
than in most other European nations, but Prime Minister Mateusz Morawiecki remains
unwilling to enact measures that encourage increased vaccination rates or limits new
cases, as this would arguably damage his popularity ahead of the 2023 elections. In that
sense, Poland’s government may not be quick to act on the surges in case counts, but
growth and sentiment may still be weighed down as consumers remain wary.
Additionally, the zloty is unlikely to rally substantially due to renewed concerns around
Poland’s access to EU funds, which came back on the table after the EU’s advocate
general confirmed that Poland legally challenges the rule of law conditionality
mechanism. While the advocate general’s view is not legally binding on the European
Court of Justice, it has raised concerns around Poland receiving the funds and increased
the risk profile of Polish assets once again.

“For markets, a rate hike of 50bp may lead to a temporary relief rally, 
but given the current threats posed by growth conditions following 
the latest Covid wave, any PLN strength is likely to be tentative.”
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