
Federal Reserve officials will come together today for their final two-day
meeting of the year. The usual monetary policy statement and rate decision will
come at 7pm Irish time tomorrow, and will be followed by Chairman Jerome
Powell's press conference at 7:30. Most of the market is currently looking for a
50 basis point rate hike from the US central bank, which would bring the Fed
Funds rate to a range of 4.25 - 4.50%. The market then expects the Fed to
reach about 5% during the first quarter of 2023, before pausing and then
eventually cutting during H2. 
It is also important to note that the Fed are due to update their economic
projections this time around, which they do at every second meeting. We
expect slight upgrades to their unemployment rate expectations for 2023 and
2024, with a longer-run target of around 4.0%. Inflation forecasts for next year
are expected to be broadly in-line with their previous view, while their Fed
Funds rate projection will likely be updated to reflect a terminal rate of c.5%
with lower rates in future years.
After implementing 375bp of rate increases since only March of this year, the
central bank now seems to be of the view that they have made "substantial
progress" and that it is probably time to "step down" to lower increments.
Nonetheless, Powell and other policymakers have stressed the fact that
despite smaller individual steps, the "ultimate level of rates will need to be
somewhat higher than thought at the time of the September meeting".
In terms of any future interest rate cuts in the States, we have recently seen
Fed officials Bullard and Williams suggest that the bank may not be in a
position to cut until 2024, and we expect Powell and his forecasts to echo this
sentiment. This may be in an attempt to push up longer-dated Treasury yields
rather than a conviction call that recession and lower inflation over the short-
medium term will be avoided.
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Market Moves

Equities: The main indices across Europe are between 0.2% to 0.5%
stronger on Tuesday morning, showing lower volatility as many traders
sit patiently on the sidelines and await this afternoon's US inflation
figure. Today's figure, along with the key central bank releases due on
Wednesday and Thursday, could well set the tone for the rest of the
year until we get new data points in January and the beginning of the
Q4 earnings season. 
The UK's FTSE100 index is slightly higher at the time of writing, after
the region's unemployment rate was in-line with expectations this
morning. The number of individuals claiming unemployment-related
benefits did however increase more than expected last month.
In the States, the VIX is higher on the week at $25.50.
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Economic data: This morning we have seen the UK's Unemployment figure
rise to 3.7% (as expected) for the three-month period to October, but basic
wages increased by the most on record excluding the pandemic period. The
BOE is closely watching wage growth in the United Kingdom as it attempts to
assess the risks of long-term inflation problems coming from the still-tight
labour market.
The US Consumer Price Index (CPI) figure could be very important today. It is
due to be released at 1:30pm Irish time, and is expected at 7.3% y/y for
November and down from October's 7.7%. This would mean the fifth
consecutive move lower for headline inflation in the US, further confirming
that the data point has already peaked. 
However, US Core CPI will likely have a greater influence on markets this
afternoon. The data point, which strips out items like energy and food, has
seen a double-peak so far this year and has not given us clear evidence yet
that it is ready to head substantially lower. The reading is forecast to have
fallen from October's 6.3% to 6.1% y/y. These inflation figures may have a
significant impact on the Fed's thinking tomorrow, and the speed of
disinflation going forward now will dictate the central bank's rate decisions.

Currencies: The Euro, British Pound, and US Dollar are all seeing very
quiet trade this morning, and will not see any increased volatility until
after today's US data. EUR/USD and GBP/USD are marginally higher to
1.054 and 1.228 respectively. EUR/GBP is flat at 0.86 ahead of
Thursday's ECB and BOE meetings.

Bankman-Fried Arrested
Headlines this morning in the financial media are dominated by the arrest of
Sam Bankman-Fried in The Bahama's after he was criminally charged by US
prosecutors. Bankman-Fried was the founder of one of the world's largest
cryptocurrency exchanges FTX, and has recently been forced to declare
bankruptcy amid a liquidity crunch at the exchange. FTX has been at the centre
of this latest scandal in the crypto space, which involved Bankman-Fried
secretly moving $10b in FTX customer funds, along with some funds also
vanishing, 


