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Rates Spark: setting the stage for the Fed

The US November CPI report released today will skew the way markets
deal with the Fed's communication tomorrow. A higher print would be
most market-moving.
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US CPI to skew the way the market reacts to the Fed tomorrow

The upside to yields we expected into this week’s US CPI release and central bank meetings is
materialising, but it is still limited and unlikely to amount to much of a change in market narrative.
The predominant view, judging by market moves in recent weeks, remains that inflation is on its
way down and should allow the Fed to slow, and eventually stop, its hiking cycle at the coming
meetings. Data on that front is encouraging. Consumer inflation expectations in the University of
Michigan and New York Fed surveys is, globally, on its way down, and the price components of
surveys such as the ISM are also suggesting the direction of travel is lower.

There is no guarantee that inflation continues to converge on a
linear path towards the Fed’s target
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The problem of course is that there is no guarantee that inflation continues to converge on a linear
path towards the Fed's target. One key worry, for instance, is that after an initial drop, inflation
upside resumes. In that context most, including us, expect the Fed to continue striking a cautious
tone at this and subsequent meetings. Since the summer, this has resulted in the Fed pushing back
against instances of easing of financial conditions. Lately, that pushback has been less effective,
due to more encouraging data. Today's CPI release should be no exception. A core monthly print at
0.3% could take the edge off Powell's hawkish tone, but we think it is a higher reading that would
have the most market impact, as it would wrong-foot almost two months’ worth of bond rally.

It is still too early to talk about a change in the market's economic outlook. Most telling market
moves, the richening of 5Y on the curve and the flattening of the 2510s slope, have merely
stopped, rather than reversed. In addition to the uncertainty about the sign of the inflation surprise
today, and about the strength of the Fed's pushback, one needs to add uncertainty about the
market’s reaction. The speed of the moves since October make a retracement most likely, before
rates converge lower and before the curve re-steepens in the course of 2023.

Consumer inflation expectations support the current dovish
narrative
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Today’s events and market view

ltalian industrial production and Germany’s Zew surveys are the two main releases in the
European morning. Consensus is for the expectations component of the latter to continue
its bounce back from very depressed levels.

ltaly will auction 2Y, 3Y and 7Y debt. The US Treasury will sell 30Y T-bonds.

Both headline and core US CPI are expected at 0.3% MoM which is an improvement on the
2021 and 2022 average but still too high to be consistent with inflation at 2% annualised.
Any deviation to consensus is likely to skew market expectations ahead of tomorrow’s Fed
meeting but the bar is high for market to price a 75bp hike in our view. NFIB small business
activity completes the list of releases for today.

Article | 13 December 2022 2



THINK economic and financial analysis

Authors

Padhraic Garvey, CFA
Regional Head of Research, Americas
padhraic.garvey@ing.com

Benjamin Schroeder
Senior Rates Strategist
benjamin.schroder@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit http://www.ing.com.

Article | 13 December 2022 3


mailto:padhraic.garvey@ing.com
mailto:benjamin.schroder@ing.com
http://www.ing.com

