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US dollar soars on Federal Reserve's hawkish turn

The Federal Reserve last week made it clear that it sees the US economy at full employment, that inflation is 

the biggest problem it faces, and that its priority is now to bring it down. 

 

The old correlations reasserted themselves in currency markets, as the dollar soared against all of its G10 peers 

and most emerging market currencies. Stock markets fell, credit spreads widened, and bond yields rose. 

However, the winner of the week was the Brazilian real, which continues to rally on the powerful combination of 

high rates and cheap valuation.

 

This week, central banks remain in the spotlight. The ECB and the Bank of England both meet on Thursday. 

The latter is expected to hike rates again to 0.5%, while markets will be looking for any hints of a shift in 

Lagarde's so far dovish rhetoric, and any backtracking on the promise not to hike rates until 2023. Eurozone 

January inflation on Wednesday and the US payroll report on Friday will round up a very busy week.

Figure 1: G10 FX Performance Tracker (1 week)

Source: Refinitiv Datastream Date: 31/01/2022
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GBP

Sterling held off pretty well against the dollar onslaught last week, as it continues to be supported by its own 

relatively hawkish central bank. Markets are already expecting a full 1% worth of rate increases this year, and we 

expect to see the first instalment at the Bank of England meeting on Thursday, in the form of a 25 basis point 

increase in rates. The key to the sterling reaction may, however, lie in the bank’s communications on future 

policy moves. 

 

There will also be some focus on the fallout from the allegations Boris Johnson's government broke its own 

COVID rules, but we still expect that even a potential replacement of the PM will have little impact in FX 

markets.

EUR

The ECB remains the lone dovish dissenter among the major central banks. This position will be tested again at 

its meeting on Thursday, where traders will be scrutinising President Lagarde's comments for any hints that the 

relentless rise in Eurozone inflation is bringing about a change in view. 

 

The meeting will be preceded by the January Flash inflation release for January, where we expect to see a 

modest pullback of inflation levels, as a VAT increase in Germany back in 2020 rolls off the annual comparisons. 

That being said, the upward trend looks likely to remain intact, and the numbers will still be far above the 

ECB's own projections. 

USD

The Federal Reserve laid out a clear case for fairly aggressive monetary tightening last week: an economy at 

full employment, strong demand, and ripping inflationary pressures. More importantly, it opened the door to 

even more aggressive hiking cycle than the market is currently pricing in, should incoming data warrant it. 

Powell suggested that every meeting during the remainder of the year was a ‘live’ one, opening the door to 

more than four interest rate increases in 2022. Fed hawkishness, and last week’s stronger-than-expected US 

growth data, sent EUR/USD to its lowest level since June 2020. 
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Figure 2: US GDP Growth Rate Annualised (2013 - 2021)

Source: Refinitiv Datastream Date: 31/01/2022

This week, attention will be focused on the January payrolls report, but we would tend to discount the data. 

Omicron-related disruptions may result in a deceptively weak number, and we think both markets and the Fed 

will look past the number and wait for the post-omicron data in February.

CHF

After EUR/CHF dropped to the 1.03 level at the beginning of the week on renewed Russia concerns the franc 

sold-off, ending it slightly lower. A lack of a further escalation in Eastern Europe and rising US yields seem to 

have contributed to this weakness, although last week didn’t see a clear trend within the G10, aside from US 

dollar strength. 

Last week’s sentiment indices from Switzerland showed some improvement in the outlook for the Swiss 

economy at the start of 2022, despite a sharp increase in COVID infections. This week investors will be 

focusing on December retail sales and January PMI data, both out on Tuesday. With regards to the franc, 

however, we’ll continue to focus on outside news as they have the greatest chance of shifting the currency.

AUD

The Australian dollar ended last week at a 7-week low near the 0.7 mark and was the worst performer in the 

G10, due almost entirely to dollar strength following Powell's hawkish comments after the Fed meeting. The 

Reserve Bank of Australia is set to meet on Tuesday, and markets will focus on any signs of a hawkish tilt and 

indication that rate hikes may be on the horizon. We think that this is likely given last week’s inflation surprise. 



The annual inflation rate in Australia rose to 3.5% in Q4 2021 from 3.0% in Q3 and above market estimates of 

3.2%, driven by higher fuel prices, global supply chain issues and materials shortages. On a quarterly basis, 

consumer prices went up 1.3% in Q4, the most in five quarters. The RBA’s Trimmed Mean CPI also rose 2.6% 

year-on-year, the highest in 7.5 years, surpassing the midpoint of the central bank's 2-3% target for the first 

time since June 2014. We think it is now increasingly difficult for the RBA to justify its view that hikes are 

unlikely until 2023. 

Figure 3: Australia Inflation Rate (2008 - 2022)

Source: Refinitiv Datastream Date: 31/01/2022

CAD

The Canadian dollar traded around the 1.27 level to the USD last week, not far from a one-month low on 5th 

January, amid a stronger dollar.

The Bank of Canada decided on Wednesday to keep interest rates at 0.25%, but noted that the economy no 

longer needs support after the crisis caused by COVID-19. Bank of Canada Governor Tiff Macklem said during 

the press conference that "Canadians should expect a path of interest rate increases" and the monetary 

authority will "monitor inflation", which stood at 4.8 % in December. He also stated that the Bank of Canada 

will use "all monetary policy tools to control inflation". On the price front, inflation is seen close to 5% in the 

first half of 2022 and is expected to decline reasonably quickly to about 3% by the end of this year. The bank 

expects Canada’s economy to grow by 4% in 2022 and about 3.5 % in 2023.

Canada’s November GDP will be published on Tuesday, followed by the publication of the employment report 

of January on Friday. 
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CNY

The Chinese yuan gave up gains after reaching its strongest level since April 2018, succumbing to US dollar 

strength on hawkish signals from the Fed. The divergence between the Fed and PBoC is continuing to grow, 

and that may limit yuan gains in 2022, in our view. 

On a positive note, new COVID cases have dropped in China - the 7-day moving average has dropped below 

100 for the first time this year. It’s unclear how the situation will look following the Lunar New Year holiday and 

Winter Olympics, but mass testing efforts and the lifting of Xi’an lockdown last Monday provide reasons for 

cautious optimism. What’s more negative is economic data. January PMI readings released on Sunday were 

unimpressive. The official PMI data showed a decline in the composite index to 51 from 52.2 in the previous 

month and the manufacturing PMI at 50.1. The Caixin manufacturing PMI showed a more significant drop to 

49.1, below the threshold separating expansion from contraction. The latter is the worst reading since February 

2020. 

China’s holiday week of Lunar New Year celebrations kicked off today. We won’t receive any macroeconomic 

data and mainland markets will be closed. Attention will, therefore, be on events elsewhere.

Economic Calendar (31/01/2022 - 04/04/2022)
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