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Dollar crashes as markets eyes 50bp Fed hike in December

A relatively dovish speech from Fed chair Powell, and the prospect of a pivot away from zero-COVID in China, 

put some fuel into the risk asset rally last week. 

Last week the US dollar was once again one of the worst performing currencies in the world, having suffered its 

worst monthly performance since September 2010 in November. It also fell against all but one of its G10 peers 

on the week. The greenback is now noticeably cheaper compared to its late-September highs. Traders are now 

short the dollar on net, and we could see some consolidation of current levels into year-end, but it will all 

depend on the relative hawkishness of the respective central banks at their upcoming December meetings.

 

This week will be a quiet one in terms of data releases and policy news, and markets will likely mark time as 

they wait for the big three central bank meetings that will take place in the span of less than 24 hours next 

week. The Federal Reserve will kick things off on 14th, followed by the Bank of England and the ECB on 15th.

CZK

Similar to the previous one, the Czech koruna ended the week almost unchanged against the euro. The 

volatility in EUR/CZK was low despite the relatively sharp moves in the broader market. Recent news from 

Czechia has been mixed. Instead of edging higher, manufacturing PMI dropped slightly to 41.6 in November. 

GDP growth for the third quarter was, however, unexpectedly revised up from -0.4% to -0.2% and the decline 

was slightly smaller than expected by the CNB. Year-over-year the economy grew by 1.7%. Consumption (both 

household and general government) was significantly weaker than expected by the central bank, while net 

exports were quite strong. 

Lower internal demand, suppressed by contraction in real wages (-9.8% YoY in Q3 in Czechia) is becoming a 

theme in Central and Eastern Europe, judging by recent data from the region. Although it’s not great news for 

the economic prospects in the near-term it should work toward disinflation. The decline in inflation is also set to 

be supported by falling commodity prices, according to the CNB governor Michl, who recently brought 

attention to this factor in his weekly column in Mlada Fronta Dnes newspaper. In the coming days, we’ll focus 

on hard data from the Czech economy, especially retail sales (Tuesday) and industrial production (Wednesday) 

for October. Similar data from Poland pointed to lower demand and had disinflationary undertones. 
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EUR

The drought of market moving news out of the Eurozone last week and this one means that the common 

currency is mostly moving in reaction to news elsewhere, notably the US and China. Both were positive last 

week, with Powell telegraphing a rate hike of only 50bps in December and Chinese authorities signalling that 

lockdown measures will be relaxed. 

 

Hopes that the zero-COVID policies may soon be a thing of the past has helped risk assets in general in the 

past week, and allowed the euro to bounce around the top of the 1.00-1.05 range where it has been trading for 

the past few weeks. Q3 GDP data will be released on Thursday, though this is merely the revised print, so 

volatility in the euro may be rather low around its release. Expect ECB member speeches to garner far more 

attention leading into next week’s highly important European Central Bank meeting. 

USD

Markets were desperate for a sign that the Fed is ready to pivot away from massive 75bp hikes, and it got its 

wish last week. A 50bp rate increase in December is now priced in, and while in previous hiking cycles this 

would have been considered a jumbo move, this passes for good news on the rate front nowadays. News out 

last week was positive for the economy, and mixed for inflation. Actual activity numbers are so far strong in the 

US, and labour markets remain taut. While the PCE inflation report confirmed the good news from the earlier 

CPI one, wages in October rose considerably more than expected and seem to be trying to catch up with 

inflation, raising the prospect of second-round inflationary effects. For now, all is forgotten in celebration that 

75bp are done with. Bonds rallied in tandem with risk prices and the dollar continued to retrace its 2022 gains.

Figure 1: US PCE Inflation Rate (2012 - 2022)

Source: Refinitiv Datastream Date: 05/12/2022
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