
According to Bloomberg yesterday evening, European Central Bank
policymakers may slow down the pace of their interest rate hiking with a 50
basis point move in December. Initial talks are suggesting a lack of
momentum for a third consecutive 75bp hike, according to anonymous
individuals with knowledge of the matter. 
Barring yet another significant beat of inflation expectations like we saw in
September and October, the ECB's consensus may well be for a smaller
step up in rates. It is important to note that the November Eurozone CPI
inflation reading will be released in just under two weeks, giving central
bankers another two weeks themselves to digest the data before the ECB
meeting on December 15th.
Among the reasons cited by these ECB sources are mounting recession
risks, the possibility that consumer prices will weaken from here, and the
prospect that a half-percent move in the deposit rate to 2.00% (Main refi
rate to 2.50%, Marginal lending rate to 2.75%) will reach close to some sort
of a neutral level that no longer stimulates the Eurozone economy. 
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Market Moves

Equities: Stock markets across Europe are trading in a mixed fashion on
Thursday morning. Germany's DAX40 and the EuroStoxx50 are seeing
slight gains after multinational conglomerate Siemens (shares up over
7%) reported an upbeat quarterly profit. The more broad EuroStoxx600
is down over 1% at the time of writing, as investors give back a small
amount of last week's gains.
In the UK, the FTSE100 is half a percent weaker as traders eagerly await
the UK budget announcement later today, which is expected to restore
some confidence in Britain's economy.
Yesterday saw stronger than expected October Retail Sales results from
the States, leading to lower trade on the main indices. Data releases
indicating a stronger economy will likely lead to a more aggressive Federal
Reserve going forward. Over recent years, when monetary policy has
become increasingly important for the direction of equity markets, good
news in terms of macroeconomic data has often been taken as bad news
by financial markets, and vice versa. Today, investors are anxiously
awaiting signs that the US economy is beginning to crack, which should in
theory lead to a dovish pivot from the Fed and in turn higher stock prices.
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Safe-havens: Shorter-duration Treasury yields in the States rose slightly after
yesterday's stronger retail sales result, going against the general trend across
bond markets and causing US yield curves to invert further. US 3-month yield
currently stands at a 15-year high of 4.28%, US 2yr at 4.36%. The Fed funds rate
is currently at a range of 3.75% - 4%, with a 50bp hike priced in for December.
The US dollar index has pulled back by 7.3% from its overbought state in
September, helping gold rally by over 9% during the same time period.

Looking ahead: Today will mark the release of the UK Treasury's Autumn
Forecast Statement - this document provides an updated economic outlook
and previews the government's budget for 2023. Finance minister Jeremy Hunt
is expected to announce £30b worth of spending cuts and £24b in tax
increases over the next 5 years in order to balance the books in the region.
At 1:30pm today the US 'Philadelphia Fed Manufacturing Index' is due - this is
often seen as a leading indicator of economic health in the States and may have
an impact this afternoon. We will also see the US' weekly Unemployment Claims
figure today.
Friday should be relatively quiet, UK Retail Sales for October will be due before
market open in London and ECB's Lagarde will speak in the morning.

Last night it was confirmed that Republicans in the United States have won
back control of the House of Representatives, albeit by a very narrow
margin. This will of course now lead to a new era of divided government in
the country, after Democrats held the Presidency, the Senate, and the
House over the past two years. 
The size of this majority is still unclear as seven House races remain too
close to call. But it is on course to be significantly smaller than expected.
This weakens the Republicans' stance somewhat while exposing sharp
divisions within the party's ranks and casting a doubt on whether Kevin
McCarthy will become Speaker of the House. 
Markets, in our view, will likely take some comfort from the fact that the US
government will remain in gridlock for the remainder of Biden's term. For
the next two years the US will likely not see any big, controversial legislation
passed by Biden. Businesses in the US, during political gridlock, get a few
years of relative calm when it comes to regulation and taxes, and therefore
have a longer horizon for planning and capital investment.
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