
This evening at 19:00 Irish time the Federal Reserve in the US will
announce its latest rate decision along with the usual monetary policy
and economic statement. Markets in the US will likely see lower volatility
today ahead of this risk event, with investors refraining from committing
capital until further clarity emerges from the central bank later on. In
what is its final meeting of the year, the bank is widely expected to keep
its main interest rate pinned near zero, and to reiterate to the public
that the rate will remain here for years to come. We also expect to get
further guidance on how long the Fed plans to keep up its massive QE
programme. The central bank has been buying $120b of US
Government debt each month.
We would expect that Fed Chair Jerome Powell will be asked about the
recent vaccine developments in his press conference. The last
economic forecast from the Fed in September suggested that the US
economy would shrink by 3.7% this year, followed by a 4% rebound in
2021, with projections for the unemployment rate to fall to 5.5% by the
end of next year. It will be very interesting to see how the Fed adjusts
these forecasts in light of the vaccine positivity.
Finally, we see a strong likelihood that the central bank will repeat their
views that fiscal spending is the appropriate measure to take at present,
Powell will likely once again urge lawmakers to come to an agreement
on a fiscal package - which is looking like it will come in between roughly
$750b and $900b when it does eventually come to fruition. Market
participants will be eager to hear if Powell thinks that the economy will
require more than this in the New Year, as Biden is calling for.
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Key Events to Watch

Equities: The main indices in Europe breaching resistance this morning in higher trade, the
German DAX30 now just over 1.5% off its all-time high which was set back in February of this
year. Renewed optimism for a Brexit trade deal by next week, along with hopes for the
vaccine rollout in Europe to begin this month have both helped risk sentiment on Wednesday
morning. DAX and EuroStoxx trading between 1 to 1.5% higher, S&P futures small higher this
morning, VIX lower to $22.50.
Currencies: The Dollar is continuing its move lower today, pushing EUR/USD to above 1.22,
its highest prices since April 2018. This move comes after positive PMI results from Europe
earlier this morning, a flow of funds out of the safe-haven Dollar and into equities, and
widespread hopes for a global vaccine rollout this month and into 2021. Reports have also
emerged that US lawmakers are closer to announcing their Covid-19 relief package soon.
Sterling remains choppy as timelines become very short but hopes for a deal remain, there
are now just over 2 weeks until December 31st.
Looking ahead: Following the release of European and British PMIs this morning, we are
due to get the same from the US in the afternoon, as well as the US' monthly Retail Sales
reading. The highlight of the week comes this evening from the Federal Reserve, with the
BOE, SNB, and BOJ also each releasing rate decisions before the weekend. Tomorrow we see
corporate earnings from FedEx Corp and Accenture, followed by the same from Nike to close
the week out on Friday.

Federal Reserve

PMIs This Morning

French Manufacturing PMI: 51.1 vs 50.0 forecasts.
French Services PMI: 49.2 vs 39.9.
German Manufacturing PMI: 58.6 vs 56.4.
German Services PMI: 47.7 vs 44.1.
Eurozone Manufacturing PMI: 55.5 vs 53.0
Eurozone Services PMI: 47.3 vs 41.9.
UK Manufacturing PMI: 57.3 vs 55.9.
UK Services PMI: 49.9 vs 50.5.

Euro zone economic performance has far exceeded expectations so far
in December, with the UK's economy performing well in manufacturing
but falling short in the services sector. These PMI readings are a leading
indicator of economic health and use data from the current month
unlike many other economic data points. A score of above 50.0
meaning that the region is in expansionary territory, below 50.0
meaning contractionary.

As different nations across the continent roll in and out of lockdowns,
economies have fared a lot better than in the first wave of restrictions
back in March, mostly beating analysts' expectations for this month.
Factories have been less affected by measures this time around, with
many remaining open, and a strong level of pent-up demand reportedly
leading to a solid backlog of work in these areas.


