
 

 

Week ahead: December 12th – 16th  

FOMC, BoE, Norges Bank policy meetings, key data in focus. 

Next week’s market movers 

 The FOMC is widely expected to hike rates on Wednesday. The focus will quickly turn to the 
updated “dot plot”, the new economic forecasts, and Chair Yellen’s press conference. 

 Given that the UK data continued to suggest that the economy performed better than many 
expected following the referendum vote, we expect the BoE to keep policy unchanged again via a 
unanimous vote. 

  We expect the Norges Bank to stand pat as well and maintain its neutral bias given well-above-
target inflation, as well as the OPEC consensus and the recent advances in oil prices. 

 We also get key data from China, Japan, the UK, and the US. 

On Monday, we have no major event or indicators due to be released.  

On Tuesday, we get China’s industrial production, 
fixed asset investment and retail sales, all for 
November. Industrial production and fixed asset 
investment are forecast to have risen at the same pace 
as the previous month on a yearly basis, while retail 
sales are expected to have accelerated somewhat. 
Coming on top of the nation’s encouraging PMI data for 
the month, and the remarkable improvement in the CPI 
and PPI rates in recent months, we believe that these 
data could diminish the likelihood for additional easing 
by the PBoC in the foreseeable future. 

 

In the UK, the CPI data for November are coming out. 
Both the construction and manufacturing PMIs for the 
month showed that input prices accelerated in 
November, while the services report showed that input 
price inflation remained sharp despite easing for the 
first time since May. These data suggest an 
acceleration in CPI, which could diminish even further 
market expectations for any BoE action at future policy 
meetings, as fears of inflation overshooting the target 
have started to mount. This view is supported by the 
BoE’s November Inflation Report, where the Bank 
judged that there are limits to the extent to which 
above-target inflation can be tolerated. 



 

 

On Wednesday, during the Asian morning, the Bank 
of Japan will release its quarterly Tankan business 
confidence survey for Q4. This is perhaps the most 
important indicator that comes out from Japan and 
thus, it will be closely watched. No forecast is available, 
but bearing in mind that the Reuters Tankan Diffusion 
Index rose in all three months of the quarter, we expect 
the official indices to move in a similar fashion. This 
would signal that Japanese firms are felling more 
optimistic, and that GDP may pick up some steam in 
coming months. Japanese equities are likely to benefit 
from a positive survey, and subsequently USD/JPY, 
which is strongly correlated with the Japanese stock market, may strengthen further. Further weakness 
in JPY would be welcome news for the BoJ, as it may ease some pressure for further easing in coming 
months.  

As for the rest of the day, the spotlight will fall on the 
highly anticipated FOMC policy gathering. At their latest 
gathering, policymakers judged that the case for an 
increase in the Fed funds rate has continued to 
strengthen, which sparked speculation that they will 
move when they meet again in December. Now, almost 
every market participant expects the Committee to hike 
rates for the second time in a decade, something also 
evident by the Fed funds futures, which are currently 
pricing in a 95% probability for such a move. What’s 
more, recent comments by Fed officials make the case 
almost a sealed deal. St. Louis Fed President Bullard 
recently noted that he is leaning towards supporting an interest rate increase at the meeting, while 
Cleveland Fed President Loretta Mester said that raising interest rates now would help rather than hurt 
the economic recovery. Therefore, bearing in mind that a hike is almost fully price in, we don’t expect a 
major market reaction in case the Fed acts as expected. We believe that the focus to quickly turn to the 
updated “dot plot”, the new economic forecasts, and Chair Yellen’s press conference after the rate 
decision. Following the US election outcome, investors have started taking seriously the promises of 
President-elect Trump with regards to increased fiscal spending and as such, they started speculating 
that something like that will lead to higher-than-previously-anticipated future inflation. This was evident 
by the surge in the US 5-year inflation expectations and US treasury yields, as well as the stock market 
indices. The greenback skyrocketed as well. Accelerating inflation due to Trump’s anticipated policies 
could cause the Fed to tighten policy faster, and that’s why we believe that the “dot plot” will take center 
stage at this meeting. Even Fed Chair Yellen admitted that such a fiscal boost could have inflationary 
consequences which the Fed would have to take into account when devising policy. The market is 
currently anticipating 1.6 interest rate increases in 2017, and another 1.8 hikes in 2018. In our view, the 
Fed has to deliver something much more than this in order to refuel the USD rally, while anything slower 
could be a very good excuse for the bulls to take some profits and the dollar to reverse some of its 
recent gains. 



 

 

With regards to the US indicators, we get retail sales 
and industrial production, both for November. Both the 
headline and core retail sales are forecast to have 
slowed, but we see the risks surrounding the forecasts 
as tilted to the upside. The UoM and Conference Board 
consumer sentiment indices rose in November, 
supporting that retail sales may beat expectations. With 
regards to industrial production, the consensus is for a 
fractional slide after a stagnation the previous month.  

 

 

On Thursday, two more central banks take their turn: The BoE and the Norges Bank.  

 

So, let’s get the ball rolling with the Bank of England. At 
its latest policy meeting the Bank held its stimulus 
program unchanged as was widely expected, via a 
unanimous 9-0 vote. The most notable part of the 
meeting was that the Bank dropped its forward 
guidance that further easing may be needed in the 
near-term and instead adopted a neutral bias, 
indicating that policy “can respond in either direction”. 
In its quarterly Inflation Report, the BoE raised its near-
term GDP and CPI forecasts, acknowledging both the 
economy’s better-than-expected performance, as well 
as the possibility of a rapidly rising inflation rate.  Since 
that meeting, CPI data showed that inflation slowed in October, but we view this more as a “bump in 
the road” given that the inflation trend still looks positive and that sterling’s slump in October will likely 
feed into the inflation prints of the following months. As noted above, November PMIs showed that input 
price inflation remained sharp in November, which supports our view. As for the other economic data 
we got following the latest meeting, they continued to suggest that the UK economy performed better 
than many expected following the referendum vote.  The unemployment rate for September declined, 
while retail sales for October surged. As such, we expect British policymakers to keep policy unchanged 
again via a unanimous vote. The reaction in the pound may depend on the minutes accompanying the 
decision. Following last week’s “soft Brexit” comments and the fact that Theresa May agreed to reveal 
her EU withdrawal plans, we will look through the minutes to see whether and how the officials assess 
the effects of the ongoing “Brexit” developments. 

Now let’s carry on with the Norges Bank policy 
gathering. When it last met, the Bank kept interest rates 
unchanged and maintained its neutral stance. Officials 
also reiterated that the key policy rate would most likely 
remain at current levels in the period ahead, and that 
economic developments since September did not differ 
substantially from the projections in the Monetary 
Policy Report. After the last meeting, CPI data showed 
that the nation’s inflation rate rose in October, and 
although it slid in November, it stands well above the 
Norges Bank target of 2.5% yoy. This combined with 
the OPEC gathering consensus and the recent 
advances in oil prices make us believe that policymakers are likely to refrain from acting once again 
and perhaps keep the tone in the statement accompanying the decision more or less the same as the 
previous two gatherings.  We will look through the statement to see whether the Bank added some 



 

 

optimistic comments with regard to the OPEC deal, given that Norway is the 11th nation in the world in 
order of oil exports. 

 

As for the indicators, we get the UK retail sales for 
November. With no forecast available at present, we 
expect retail sales to have slowed in November after 
their strong acceleration in the previous month. Our 
view is based on the fact that consumer sentiment 
indicators for the month, such as the Gfk and the 
TR/IPSOS, declined. What is more, the BRC (British 
Retail Consortium) retail sales for November slowed in 
yearly terms, making the case for a slowdown in the 
official print even stronger. However, given the strong 
rebound in October, a slowdown appears more than 
normal to us and as such we don’t expect it to alter the 
view that the British economy continues to perform better than anticipated in the aftermath of the “Brexit” 
vote. 

 In the US, we have November CPI data, but no 
expectations currently available. The prices sub-index 
of the ISM manufacturing PMI remained unchanged in 
November, while the respective sub-index of the ISM 
non-manufacturing PMI slid marginally. This makes us 
believe that the US inflation for the month may have 
remained unchanged. Anyhow, given that this data 
come out after the December FOMC gathering, 
concerning a period before the meeting, we believe that 
the market could treat them as outdated. Investors are 
likely to be digesting the updated information provided 
by the Fed with regards to the future path of policy 
rates. 

Finally on Friday, Eurozone’s final CPI for November is coming out, though no forecast is available 
yet. 
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