
 

 

Weekly Market Outlook: January 23rd – 27th  

UK Supreme Court decision, key data in focus 

Next week’s market movers 

 In the UK, the Supreme Court will rule on whether Parliament should have a say in triggering Article 
50. The outcome could determine sterling’s near-term direction.  

 Australia’s CPI for Q4 is expected to have accelerated, which could diminish further the probability 
for the RBA to ease again in the months to come. 

 We get CPI data for Q4 from New Zealand as well. We believe that a strong print could deter the 
RBNZ from introducing any more stimulus in the foreseeable future. 

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

Monday is a relatively quiet day, with no major events on the economic agenda or indicators due to 
be released.  

Market participants are likely to still be digesting any signals from incoming US President Trump’s 
inauguration speech regarding the US government’s fiscal and regulatory policies.  

On Tuesday, the UK Supreme Court will announce its decision on whether Parliament should have a 
say in triggering the official process for leaving the EU, Article 50 of the Lisbon treaty. The outcome is 
likely to dictate the pound’s short-term direction. Given that Parliament is seen as favoring a “soft Brexit”, 
if the Court decides that lawmakers should be involved with the Brexit process, we could see another 
relief rally in GBP. On the other hand, if the Court rules that the government can act unilaterally, GBP 
could erase the gains it posted following Theresa May’s Brexit speech, as the scenario of a “hard Brexit” 
becomes increasingly more likely. 

From Eurozone, we get the preliminary manufacturing 
and services PMIs for January. The forecast is for the 
manufacturing index to have remained unchanged 
well-above the 50 barrier, which separates expansion 
from contraction, while the services figure is forecast to 
have ticked up. We think that continuously elevated 
PMI prints would be encouraging for the ECB, and 
perhaps another indication that all of the Bank’s prior 
easing measures may have finally began to filter into 
the real economy. Having said that though, we don’t 
expect signs of strong economic growth to lead to a 
material shift in the ECB’s policy stance. President 
Draghi made it fairly clear at the latest policy meeting, that absent signs of a notable pick-up in 
underlying inflationary pressures, the Bank is likely to maintain its current policy stance moving forward.  



 

 

On Wednesday, during the Asian morning, Australia’s 
CPI for Q4 is coming out and expectations are for an 
acceleration. This would be the second quarter of 
accelerating inflation and as such, it could confirm the 
RBA’s view in its latest policy statement that by 
keeping rates unchanged there are reasonable 
prospects for achieving sustainable growth in the 
economy with inflation returning to the target over time. 
The forecast is supported by the TD Securities-
Melbourne Institute consumer inflation gauge, which 
pointed to accelerating inflation in the last three months 
of 2016. The Aussie’s slide and the surge in iron ore 
prices during the quarter amplify further the case for a higher CPI rate. Accelerating CPI is likely to 
diminish further the probability for the RBA to ease again in the months to come, given the importance 
of the nation’s inflation data on the Bank’s monetary policy assessment. Let’s not forget that the 
disappointing inflation prints for Q1 and Q2 were the catalysts for the rate reductions back in May and 
August. 

We get New Zealand’s CPI data for Q4 as well. The 
forecast is for the CPI rate to have skyrocketed to 
+1.2% yoy, from +0.4% yoy in Q3. We share the view 
for a significant surge in the CPI rate, which we think 
may have been fueled by the RBNZ’s three rate cuts 
throughout 2016, as well as a rapidly tightening labor 
market. What’s more, since early November, NZD/USD 
has been in a declining mode, which may have pushed 
up imported inflation. Bearing also in mind that New 
Zealand’s 2-year inflation expectations have stabilized 
in 2016, we believe that a strong Q4 CPI print is likely 
to deter the RBNZ from introducing any more stimulus 
in the foreseeable future.  

On Thursday, we get the UK’s first estimate of Q4 
GDP. In the absence of a forecast, we see the case for 
economic activity to have expanded at the same pace 
as the previous quarter, with risks skewed to the 
downside, considering that Q3 growth reached a robust 
+0.6% qoq. Having said that, even if the quarterly rate 
was to decline marginally from such a level, it would 
still point to another quarter of very strong economic 
growth. Our view for another solid GDP print is 
supported by the UK services PMI for December, which 
showed that growth accelerated for the third straight 
month to reach a 17-month high. At the same time, the 
NIESR estimate of UK GDP indicated that the economy slowed slightly, but still grew by 0.5% qoq in 
the last quarter of 2016. Overall, we believe that another confirmation the UK economy continues to 
perform well will be pleasant news for BoE policymakers. However, considering all the “hard Brexit” 
rhetoric from the government lately, and the possibility that the Supreme Court rules against Parliament 
voting on “Brexit”, it remains to be seen whether robust GDP numbers will be enough to keep the pound 
supported in the coming weeks.  



 

 

On Friday, during the Asian morning, we get Japan’s 
CPI data for December. In November, the headline CPI 
rate rose further into the positive territory, but the core 
rate remained unchanged well within the negative area. 
The discrepancy suggests that movements in the 
prices of volatile items, such as fresh food, are the main 
source of improvement in the headline rate. What’s 
more, the headline Tokyo rate for December tumbled 
to 0.0% yoy, while the core Tokyo rate for the month 
moved deeper into the negative territory, suggesting 
that the improvement in November’s headline CPI may 
have been only temporary, and that December’s 
headline inflation is likely to slow as well. Although these are not good news for BoJ policymakers, 
considering that the Bank upgraded its assessment regarding the nation’s economy when it last met, 
and raised its economic outlook for three of the country’s regions in its quarterly report, we don’t expect 
any change in policy anytime soon. After all, the Bank switched to a yield-control framework only in 
September, implying that it may want to examine more data under its current policy before considering 
to alter it.  

In the US, the first estimate of Q4 GDP is likely to 
attract market attention. The forecast is for GDP 
growth to have slowed to +2.1% qoq SAAR from an 
astounding +3.5% qoq SAAR in Q3. We believe that 
the forecast may be somewhat too pessimistic, and we 
see the risks surrounding it as skewed to the upside. 
We base our view on the overall strong retail sales 
prints throughout the quarter, as well as the fact that 
the Atlanta Fed GDPNow model forecasts growth at 
+2.8% qoq SAAR. However, even if GDP growth slows 
down in line with expectations, we do not expect 
something like that to have a significant impact on 
market pricing regarding the next Fed hike, considering that GDP is still growing at a healthy pace. We 
also get the 1st estimate of the core PCE deflator for Q4, the Fed’s favorite inflation measure, though 
no forecast is presently available. 

Overall, we maintain the view that the Fed is likely to hike rates twice, not three times this year. We 
believe that the somewhat more dovish Committee this year in terms of voting rights, as well as the 
FOMC’s concerns with regards to excessive USD strength, may be factors that deter the officials from 
implementing the three hikes they signaled at the December meeting.  

We also get the nation’s durable goods orders for 
December. Expectations are for the headline rate to 
have risen, a rebound from the previous month, while 
the core rate is forecast to have declined, but to remain 
within the positive area. The forecasts are supported 
by the ISM manufacturing PMI for the month, where the 
New Orders index surged notably. What’s more, the 
acceleration in civilian aircraft orders for December 
amplifies the case for a rebound in the headline rate.  
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