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SUMMARY 

• Major central banks meeting next week each face different macroeconomic 
conditions but a similar challenge. They will need to balance the need for a more 
gradual approach, following one of the fastest monetary tightening cycles in 
history, with lingering inflation risks, including concerns over wage growth and 
second-round effects. 

• We expect the Federal Reserve (Fed), the European Central Bank (ECB), the Bank 
of England (BoE) and the Swiss National Bank (SNB) to hike their policy rates by 
50 basis points next week. Their communications should remain hawkish, 
consistent with higher terminal rates and no early rate cuts. 

• The Fed will likely highlight the risk a still-tight labour market fuels a wage-price 
spiral. The ECB will express similar concerns over wage growth and present the 
broad principles of its plans for quantitative tightening. The BoE looks likely to 
prioritise the fight against inflation over economic pain even though the UK 
economy has likely entered recession already. The SNB is not done yet with its 
hiking journey despite lower inflation than in other countries and it will likely 
signal that it is too early to let the Swiss franc weaken.  

FEDERAL RESERVE: SHIFTING DOWN TO 50BPS AIN’T NO TRUE PIVOT   

On 14 December, we expect the Fed to raise rates by 50bps (in line with market 
consensus), a smaller increment than the +75bps rises at previous meetings. This 
should push the fed funds target range to 4.25-4.50%.  

We expect communication to stay hawkish as we do not think Fed chairman 
Jerome Powell will lower his guard on inflation risks. Powell is anxious about 
labour-market driven inflation, and recent data could keep him on high alert: No-
vember’s payroll growth remained robust at 263,000, while the unemployment rate 
was still rock bottom at 3.7% (the same as in October). Wage growth surprised in 
November, with average hourly earnings accelerating to 5.1% year-on-year. 
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Meanwhile, job openings are slowing, but only very gradually and the job openings 
to unemployed ratio (a key metric on Powell’s radar screen) is still elevated at 1.7x.  

At next week’s Federal Open Market Committee meeting, the focus will be on the 
‘dot plot’ of macroeconomic and interest rates projections. Powell highlighted in 
his most recent speech that the terminal rate may be revised “somewhat higher” 
from the forecast of 4.6% made in September. But some regional Fed members such 
as the St Louis Fed’s James Bullard have hinted that the upward revision would 
have to be more aggressive given the tightness of the labour market. Overall, we 
expect the Fed’s terminal rate to be revised up to around 5.1%, which would 
also be consistent with our view of a terminal rate of 5.0-5.25% by March 2023.  

By hiking rates again, the Fed will step away from its longstanding tradition of 
watching the yield curve (now indicating a recession is around the corner) and for-
ward-looking manufacturing sentiment (the ISM survey dropped into contraction 
territory in November), thus suggesting it remains focused heavily on the inflation 
side of its dual mandate. 

In conclusion, we do not think the Fed is ready to announce yet the end of its rate-
hiking cycle as it still worries about labour market tightness and services inflation’s 
resilience, even though goods and commodity price rises continue to slow. Powell 
is likely to drive home the point that the bar to cutting rates will be high in 2023 
given the high current level of inflation (the headline CPI was 7.7% year-on-year in 
October). Keeping a restrictive stance for longer would go against current market 
pricing of a slide in the fed funds rate to around 4.5% by end 2023. 

 Chart 1: The US labour market is very tight as job vacancies outstrip unemployment 

 
Source: Pictet WM CIO Office & Macro Research, Factset, 9 December 2022 

EUROPEAN CENTRAL BANK: HAWKISH 50BPS HIKE ALONG WITH QT PRINCIPLES 

We expect the ECB to hike its policy rates by 50bps at its 15 December meeting, fol-
lowing two consecutive 75bps hikes. This would bring the deposit rate to 2%, 
close to the estimated neutral rate. Our forecast for 2023 is for the ECB to deliver 
two additional 25bps hikes in February and in March, with upside risks. 
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There are many arguments for the ECB to slow the pace of tightening. Euro area 
inflation eased in November, surprising to the downside for the first time in almost 
two years. Meanwhile, economic activity has remained somewhat resilient going 
into winter (but a mild recession is likely to become the new baseline in ECB staff’s 
December projections). More importantly, several Governing Council members 
have stressed the need for a more gradual approach following the 200bps of cumu-
lative tightening delivered since July and the lags before tighter financial condi-
tions affect the economy. Wage growth has become a key source of concern, alt-
hough the latest round of wage negotiations in Germany did not result in unsus-
tainable pay rises and recent data for the euro area are not pointing to very large 
increases either (including the Bank of Ireland’s wage tracker, see Chart 2). 

 Chart 2: measures of euro area wage growth 

Source: Pictet WM CIO Office & Macro Research, ECB, Bank of Ireland, 9 December 2022 

The ECB’s downshift is likely to be counterbalanced with hawkish communica-
tion. In particular, the new staff projections will include the 2025 outlook for the 
first time, and inflation is likely to remain at, or slightly above the 2% target over 
this time horizon, suggesting that more rate hikes will be needed. At a minimum, 
President Christine Lagarde should lean against the idea of a pause any time soon. 

We only expect the broad outlines of the ECB’s plans for quantitative easing (QT) 
to be unveiled next week. Our assumption remains that the ECB will try to keep QT 
gradual and predictable in order to mitigate market disruptions. We don’t expect 
the ECB to sell debt securities outright. Instead, it should stop reinvestments of 
maturing bonds under the Asset Purchase Programme (APP)—but not the Pan-
demic Emergency Purchase Programme (PEPP), which could still be used to address 
the risk of financial fragmentation if needed. 

The prospect of larger bond issuance in Q1 suggests that the ECB could start QT at 
the beginning of Q2. We expect the ECB to reduce its APP holdings by an aver-
age of EUR20 bn per month, although it could do so in many different ways. For 
example, the ECB could introduce so-called caps on reinvestments (up to which the 
ECB will stop reinvesting the proceeds of maturating securities) and gradually ad-
just these caps higher. This would raise some technical questions about the bonds 
to be reinvested in excess of the caps across markets and jurisdictions. Another op-
tion would be for the ECB to target a certain level of balance sheet reduction per 
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quarter and to retain some flexibility in terms of the modalities of QT. But the risk 
is that markets are disappointed by the lack of details next week. 

BANK OF ENGLAND: ANOTHER 50BPS FOR THE ROAD 

On 15 December, we expect the BoE to hike rates by 50bps, pushing the bank rate 
to 3.5%. Inflation remains the main thorn in the BoE’s side. While consumer infla-
tion may have (finally) peaked in year-on-year terms in October at 11.1%, the de-
scent is likely to be very gradual, removing any temptation for the BoE to celebrate. 

The day before the policy meeting, the November’s consumer price index is ex-
pected to come in at a still-high 10.8% y-o-y. The BoE has long mentioned its wor-
ries that a recession will create an “output gap” and ultimately feed into disinfla-
tion. Yet a trail of high inflation reports is still keeping the Bank firmly fixed on the 
present. Meanwhile, the UK labour market remains resilient, although this resili-
ence may be due to supply-side problems just as much as strong underlying de-
mand for workers. Still, the October unemployment rate was still very low at 3.6% 
so that the BoE, like the Fed, may continue to worry about wage growth feeding 
into services inflation (i.e. ‘second round effects’). 

We continue to think that the Bank of England could end up hiking interest 
rates to 4.75% by May, especially given the risk of another inflation shock from the 
April 2023 utility bills hike. The market is currently pricing a bank rate of around 
4.5% by June 2023. 

 Chart 3: Inflation expectations remain high, which could keep the BoE anxious 

 
Source: Pictet WM CIO Office & Macro Research, Factset, Bank of England, 9 December 2022 

SWISS NATIONAL BANK: TOO EARLY TO CLAIM VICTORY 

Price pressures have eased somewhat in Switzerland, reducing the need for further 
aggressive monetary policy tightening. Following rate hikes of 50bps in June and 
75bps in September, we expect the SNB to slow the pace of hiking at its Decem-
ber meeting and raise its main policy rate by 50bps to 1.0%. The language in the 
policy statement is expected to remain fairly unchanged from September. The SNB 
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is likely to keep open the possibility of further rate hikes at coming meetings and 
underline its willingness to intervene in the foreign exchange market “as necessary” 
to “provide appropriate monetary conditions”. 

While we think a 50bps hike is the most likely outcome next week, we do not ex-
clude the possibility of a higher or lower rate increase. On the one hand, the 
SNB’s policy decision will come after the Fed’s but a few hours earlier than that of 
the ECB, which we expect to hike by 50bps (see above). Even if not our base case, 
more aggressive tightening by the ECB cannot be ruled out. The SNB could opt for 
a more hawkish rate increase of 75bps, particularly if it is more worried than as-
sumed about medium-term inflation pressures and wants to strengthen the Swiss 
franc. On the other hand, the recent correction in energy prices and the slowdown 
in global economic activity could lessen SNB concerns about inflation and persuade 
it to go for a 25bps hike.  

At the news conference to announce next week’s rate decision, the focus will proba-
bly be on the SNB’s balance sheet following the publication of interim results 
showing the central bank made a loss of CHF 142.4 bn for the first three quarters of 
2022. SNB chairman Thomas Jordan is likely to stress that the SNB’s mandate is to 
ensure price stability (defined as a rise in consumer prices of less than 2% per an-
num) and that losses on its balance sheet are secondary. Furthermore, while rates 
remain the policy tool of choice at the moment, the SNB will continue to keep the 
door open to selling foreign currency if the Swiss franc were to weaken.  

 

https://www.snb.ch/en/mmr/reference/pre_20221031/source/pre_20221031.en.pdf
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BPCAL/Pictet HK Branch ac-
cepts no liability for loss aris-
ing from the use of or reliance 
on this document presented 
for information purposes only. 
BPCAL/Pictet HK Branch re-
serves the right to act upon or 
use any of the information in 
this document at any time, in-
cluding before its publication 
herein.  
BPCAL/Pictet HK Branch and 
its affiliates (or employees 
thereof) may or may not have 
long or short positions in, and 
buy or sell, or otherwise have 
interest in, any of the Invest-
ments mentioned herein, and 
may or may not have relation-
ships with the issuers of or 
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entities connected with In-
vestments mentioned in this 
document. BPCAL/Pictet HK 
Branch and their affiliates (or 
employees thereof) may act 
inconsistently with the infor-
mation and/or opinions pre-
sented in this document. 
The information used to pre-
pare this document and/or 
any part of such information, 
may have been provided or 
circulated to employees 
and/or one or more clients of 
BPCAL/Pictet HK Branch be-
fore this document was re-
ceived by you and such infor-
mation may have been acted 
upon by such recipients or by 
BPCAL/Pictet HK Branch. 
This document is provided 
solely for the information of 
the intended recipient only 
and should not be repro-
duced, published, circulated 
or disclosed in whole or in 
part to any other person with-
out the prior written consent 
of BPCAL/Pictet HK Branch.   
Singapore 
This document is not directed 
to, or intended for distribu-
tion, publication to or use by, 
persons who are not accred-
ited investors, expert inves-
tors or institutional investors 
as defined in section 4A of the 
Securities and Futures Act 
(Cap. 289 of Singapore) 
(“SFA”) or any person or entity 
who is a citizen or resident of 
or located in any locality, 
state, country or other juris-
diction where such distribu-
tion, publication, availability 
or use would be contrary to 
law or regulation or would 
subject BPCAL and any of its 
affiliates or related corpora-
tions to any prospectus or 
registration requirements. 
BPCAL is a wholesale bank 
regulated by the Monetary Au-
thority of Singapore (“MAS”) 
under the Banking Act Cap. 50 
of Singapore, an exempt fi-
nancial adviser under the Fi-
nancial Advisers Act Cap. 110 
of Singapore (“FAA”) and an 
exempt capital markets li-
cence holder under the SFA. 
Please contact BPCAL in Sin-
gapore in respect of any mat-
ters arising from, or in con-
nection with this document.  
Hong Kong  
This document is not directed 
to, or intended for 

distribution, publication to or 
use by, persons who are not 
“professional investors” 
within the meaning of the Se-
curities and Futures Ordi-
nance (Chapter 571 of the 
Laws of Hong Kong) and any 
rules made thereunder (the 
“SFO”) or any person or entity 
who is a citizen or resident of 
or located in any locality, 
state, country or other juris-
diction where such distribu-
tion, publication, availability 
or use would be contrary to 
law or regulation or would 
subject Pictet HK Branch and 
any of its affiliates or related 
corporations to any prospec-
tus or registration require-
ments. If you do not want Pic-
tet HK Branch to use your per-
sonal information for market-
ing purposes, you can request 
Pictet HK Branch to stop do-
ing so without incurring any 
charge to you. In distributing 
investment products as 
agents for third party service 
providers, Pictet HK Branch is 
an agent of the third party ser-
vice provider and the product 
is a product of the third party 
service provider but not Pictet 
HK Branch. In respect of an el-
igible dispute (as defined in 
the Terms of Reference for the 
Financial Dispute Resolution 
Centre in relation to the Fi-
nancial Dispute Resolution 
Scheme) arising between Pic-
tet HK Branch and you out of 
the selling process or pro-
cessing of the related transac-
tion, Pictet HK Branch is re-
quired to enter into a Finan-
cial Dispute Resolution 
Scheme process with you; 
however any dispute over the 
contractual terms of the prod-
uct should be resolved be-
tween directly the third party 
service provider and you. 
Banque Pictet & Cie SA is a 
limited liability company in-
corporated in Switzerland. It 
is an authorized institution 
within the meaning of the 
Banking Ordinance and a reg-
istered institution (CE No.: 
BMG891) under the SFO car-
rying on Type 1 (dealing in se-
curities), Type 4 (advising on 
securities) and Type 9 (asset 
management) regulated activ-
ities. The registered address 
of Pictet HK Branch is 9/F., 
Chater House, 8 Connaught 
Road Central, Hong Kong. 
Warning: The contents of this 
document have not been 

reviewed by any regulatory 
authority in Hong Kong.  You 
are advised to exercise cau-
tion in relation to the offer.  If 
you are in any doubt about 
any of the contents of this 
document, you should obtain 
independent professional ad-
vice. Please contact Pictet HK 
Branch in Hong Kong in re-
spect of any matters arising 
from, or in connection with 
this document.  
Distributor: Pictet Bank & 
Trust Limited, where regis-
tered office is located at 
Building 1, Bayside Executive 
Park, West Bay Street & Blake 
Road, Nassau, New Provi-
dence, The Bahamas. 
The document is not directed 
to, or intended for distribu-
tion or publication to or use 
by persons who are not Ac-
credited Investors (as defined 
in the Securities Industry Reg-
ulations, 2012) and subject to 
the conditions set forth in the 
Securities Industry Regula-
tions, 2012 or to any person 
or entity who is a citizen or 
resident of or located in any 
locality, state, country or 
other jurisdiction where such 
distribution, publication, 
availability or use would be 
contrary to law or regulation 
or would subject Pictet Bank 
& Trust Limited to any pro-
spectus or registration re-
quirements. Pictet Bank & 
Trust Limited is incorporated 
in The Bahamas with limited 
liability. It is a bank and trust 
company that is licensed in 
accordance with the Banks 
and Trust Companies’ Regula-
tion Act and is regulated by 
the Central Bank of The Baha-
mas.  Additionally, Pictet Bank 
& Trust Limited is registered 
with the Securities Commis-
sion of The Bahamas as a Bro-
ker Dealer II and is approved 
to (i) Deal in Securities 1.(a) & 
(c ); (ii) Arrange Deals in secu-
rities; (iii) Manage Securities; 
(iv) Advise on Securities.  
Warning: The content of this 
document has not been re-
viewed by any regulatory au-
thority in The Bahamas.   You 
are, therefore, advised to ex-
ercise caution when pro-
cessing the information con-
tained herein. If you are in any 
doubt about any of the con-
tent of this document, you 
should obtain independent 
professional advice. 


