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Stock markets took a step lower yesterday as investors digested more
hawkish comments from Federal Reserve Chairman Jerome Powell,
adding to concerns already in place from the lingering uncertainty
around the new Omicron Covid variant.
"The economy is very strong and inflationary pressures are high, and it
is therefore appropriate in my view to consider wrapping up the taper
of our asset purchases, which we actually announced at the November
meeting, perhaps a few months sooner" Powell said in a testimony in
front of the Senate Banking Committee on Tuesday. The Fed Chair also
acknowledged that strong inflationary pressures in the US are lasting
for longer than the central bank had previously anticipated, stating
that it is a "good time to retire that word (transitory)".
One result of these remarks from Powell are that markets are now
back to pricing in the first 25 basis point rate hike in the US for June of
next year, with shorter-dated Treasury yields also continuing their
climb.
At present, the Fed is slowing its bond-buying by a rate of $15b per
month, which would bring the pandemic-era stimulus to an end by the
middle of 2022. It is important to note that Powell pointed to the new
Omicron variant and said that developments and new information
over the next few weeks will inform any discussion of policy changes in
the States. "We'll get a better sense of the new Covid variant before we
make that decision (to taper at a faster pace)".

Powell's Comments

OECD Forecasts
The Organisation for Economic Co-operation and Development
(OECD) has published its latest economic forecasts this morning,
stating that Omicron threatens to exacerbate imbalances that are
currently slowing growth and boosting inflation, while also delaying the
global economy's return to normality.
The organisation has only marginally reduced its target on global
growth, stating that it now expects a result of 5.6% for this year before
moderating to 4.5% next year, and 3.2% in 2023. This compares to its
projections back in September for 5.7% this year, with 2022
unchanged, and this latest forecast for 2023 being the OECD's first for
that year. Region-by-region, the US is now expected to see growth of
5.6% this year (vs previous 6.0% expectations), 3.7% in 2022 (vs
previous 3.9%), and 2.4% the following year. The Eurozone is now
expected to grow by 5.2% this year (vs prior forecast for 5.3%), 4.3%
next year (vs 4.6%), and by 2.5% in 2023.
In terms of inflation projections, the institution expects inflation to
"peak at the turn of 2021-22 before receding gradually to around 3%
in the OECD as a whole by 2023". 
"The main risk, however, is that inflation continues to surprise to the
upside, forcing the major central banks to tighten monetary policy
earlier and to a greater extent than projected" it stated.

30/11/2021 - Fed Chair Powell speaks
01/12/2021 - BOE Gov Bailey speaks
01/12/2021 - US ISM Manufacturing PMI
03/12/2021 - US Non-Farm Payrolls

Market Moves

Key Events to Watch

Equities: The main equity indices are rebounding this morning and more than making up for
yesterday's losses, EuroStoxx50 is currently 1.3% higher while Germany's DAX trades up by 1.2%. A
lot of uncertainty still remains around vaccines' effectiveness against the new Omicron variant,
although we have seen health officials express cautious optimism that existing vaccines will protect
against severe illness. Risk assets were in the red again on Tuesday after comments emerged from
Fed leader J Powell around high inflation and the possibility for a faster scaling back of the Fed's
asset purchases. The VIX is lower on the session so far, at $24.15 at the time of writing.
Currencies: The Dollar and Pound have moved slightly lower over the past week, helping other
currencies such as Euro and Yen to rally after traders reassess the likelihood of rate hikes in the US
and UK next year in light of recent Covid developments. Dollar traders will continue to closely watch
Powell's language this week, along with Friday's US jobs data.
Safe-havens: Yields curves flattened in the United States on Tuesday, the spread between the 10yr
and 2yr now at just 0.9%, its lowest level since early January when it was on an upwards trajectory.
Gold has resumed its choppy trade, up 0.4% this morning to $1,784 after falling yesterday on
Powell's somewhat hawkish comments.
Looking ahead: After lunch today we are due to get the US' 'ADP Employment Change' figure for
the month of October, this is usually quite a good predictor of Non-Farm Payroll numbers (due this
Friday). Jerome Powell is due to speak again today, at 3pm Irish time, after yesterday's market-
moving comments he will be closely watched by investors on all time frames. We will also hear from
the BOE Governor Andrew Bailey this afternoon, markets have shifted back their expectations for
rate hikes in light of the new variant, now pricing in the first BOE rate increase for March 2022.
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