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Bifurcated and uncertain 

Monthly Outlook 

'Normal' economic development, in which most economic indicators have reasonably 

predictable dynamics, does not seem very likely in the coming year. We could enter a 

period of slow growth as supply shocks and high inflation sap demand, or a scenario 

where structural changes push wages higher, keeping inflation high for years to 

come. Navigating between these two extremes is going to be one of the biggest 

challenges for businesses, households and policymakers in the coming years. 
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Bifurcated and uncertain 

2021 will go down in the history books as a year of strong economic recovery. Activity in a 

growing number of countries returned to pre-pandemic levels, although the gaps between 

countries remains significant, with developing countries often drawing the short straw. This is 

partly due to the sectoral composition of the economy, the scope to support the economy 

through fiscal policy, and the capacity of medical care and access to vaccines.  

Higher inflation, on the other hand, has clearly proved to be a global phenomenon. The rise in 

global inflation is now one of the steepest in the past thirty years. In our view the current inflation 

surge is largely the result of mismatches and whiplash effects. When we look at a cross section of 

countries around the globe there is little or no correlation between the 'state of the economy' 

post-Covid and inflation rates. This fact underlines that strong aggregate demand is not the main 

reason for inflation. Structural problems, such as the limited competition in the container sector, 

the reliance on hyper-efficient yet fragile just-in-time production processes and the emphasis on 

outsourcing, were all exposed by the Covid-19 shock when the global economy rebooted. This 

also means that we should not underestimate further upside surprises to inflation in 2022 even 

when inflationary pressures look set to abate over the course of this year. 

So will growth continue in 2022 or is a supply-shock induced recession on its way? The past year 

has shown that businesses and households can and do adapt to the new circumstances, but 

ongoing support measures by governments and central banks have obviously played a significant 

role as well. Should the Omicron variant, which now casts its shadow over the economy, be the 

start of a path from pandemic to endemic, there is obviously the risk that –as support is wound 

down– the true underlying damage may still become painfully visible.  

Geopolitical risks, unfortunately, also remain a clear theme for this year. Through the coming 

winter months, the relationship between the West and Russia will be mostly in focus. Europe is 

toothless when it comes to the situation at the Ukrainian border and at the moment NATO has 

different strategic priorities. That leaves sanctions as an option, but considering Europe’s 

dependence on Russian gas, Europe may feel just as much pain – both in terms of energy prices, 

and production capacity. The other part of the geopolitical ‘risk’ factor is related to the West’s 

relationship with China, which currently also has some domestic fish to fry, such as an unfolding 

real estate crisis. 

As such 'normal' economic development in the coming year, in which most economic indicators 

have reasonably predictable dynamics, does not seem very likely. Rather, the outlook is very 

‘bifurcated’. We could enter a period of slow growth as the supply shocks and current high 

inflation rates sap demand, with the extent and speed of a subsequent slowdown in inflation 

depending on whether there are significant second-round effects of inflation on wages – here 

Europe and the US already seem to diverge.  

On the other hand, even though supply shocks keep pushing inflation higher, structural changes 

such as ongoing government support and investments (‘build back better’), and a (geopolitics or 

pandemic-inspired) break-up of global supply chains could mean that demand stays strong as 

well, pushing wages higher. Unless central banks intervene strongly that second scenario would 

imply structurally higher inflation for years to come.  

Navigating between these two extremes is going to be one of the biggest challenges for 

businesses, households and policymakers in the coming years. Tallying recent shifts in global 

monetary policy, it seems that central banks are mostly starting to worry about the latter scenario, 

with the risks that a policy error could exacerbate the former scenario – if an economic slowdown 

does indeed materialize. Add to this the notion that a shift in the global monetary policy stance 

probably carries additional risks following the Covid-induced debt binge and record-highs in 

asset prices. 
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Fixed Income 

Where’s the exit? 

Last year, countries across the globe managed to recoup a large part of the economic damage 

caused by Covid. That was also the go-ahead for most central banks to start reversing some of 

their accommodative policies – with the exception of China and Turkey, which have been easing 

policy, and Japan, which remains on hold. As smaller G10 and EM banks were the first to tighten, 

this was arguably seen as a healthy development. After all, if these banks were ahead of the Fed, 

that would lessen the potential impact of an eventual US policy normalisation. 

Figure 1: Most central banks have started to reverse their accommodative policies 

 
Note: Red indicates tightening, green easing and yellow a neutral policy momentum.  Source: Bloomberg, Rabobank  

It was also well-known that inflation would pick up as disrupted supply chains were unable to 

keep up with a sudden reboot of the economy. However, the impact of this shock is taking longer 

to fade. Meanwhile, the rise in energy and food commodities prices added to headline inflation 

figures and increasingly worked their way into inflation expectations. Moreover, in some countries 

–notably the US– a tight labour market is adding to wage pressures. This was already a reason for 

the Fed to wind down its QE programme more quickly, but with inflation now at 7%, the FOMC is 

also discussing a faster hiking cycle as well as an accelerated unwinding of its balance sheet. 

This has markets elsewhere also looking for the exit signs, even though the ECB is turning at a 

much slower pace as it maintains a different view on inflation. After the PEPP will be retired in 

March, ‘regular’ asset purchases will continue. This seems to be the theme for the ECB in 2022: 

pandemic support will be wound down while inflation-oriented policies remain in place. Taking 

into account governments’ lower funding needs post-pandemic, the ECB will still buy a large 

chunk of sovereign issuance this year. And although the bank’s forecasts have been revised up 

significantly, at 1.8%, the medium-term inflation forecast still falls short of the 2% that the Council 

wants to see before raising policy rates. 

Of course, we mustn’t forget that prior to the pandemic, Fed and ECB policy were at very different 

places. This divergence between the two largest central banks looks set to increase this year, 

unless the ECB suddenly has a change of heart regarding the inflation outlook. At this juncture, 

that seems unlikely. Still, it does raise the question whether a policy error is around the corner. Is 

the Fed overreacting to inflation, and killing off the economic recovery in the process? That isn’t 

necessarily limited to the US market: the Fed avoided a taper tantrum by telegraphing its plans 

well in advance, but the bank is now suddenly accelerating its pace. Or is the ECB going too slow, 

and will the Europeans be surprised by the same inflation overshoot? 
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A bifurcated outlook 

The year starts off with significant uncertainty about the outlook for inflation and rates. What’s 

more, we argue that outcomes on either extremes are more plausible than a middle-of-the-road 

scenario. Markets certainly seem to have adopted the view that the ECB will have to accelerate its 

policy tightening. European rates have risen, following US Treasury yields (figure 2) and European 

inflation which is now also hovering above the ECB’s target. And whereas we believe 2022 is not 

the year of a more significant tightening of ECB policy, European money markets are pricing in a 

first rate hike by September – even as the ECB committed itself to buy assets through Q3.  

Figure 2: Higher yields  Figure 3: And flatter curves 

 

 

 
Source: Macrobond  Source: Macrobond 

So far, we haven’t seen widespread signs that the ECB is underestimating inflation risks. Sure, the 

Eurozone labour market recovery started off at a much stronger footing than it did after the 

previous crisis, owing to government support measures. And yes, there are shortages in some 

regions or sectors. But these shortages are not broad-based yet, and looking at the aggregate, 

the European labour market still has much more slack than the US’, which should limit the extent 

to which widespread wage pressures can form. This also means that the current inflationary 

pressures may very well prove to be self-defeating, as higher prices erode consumers’ incomes or 

savings and limit demand for other goods and hence growth. 

And if inflation doesn’t hurt growth, higher rates could still do that trick. While European markets 

don’t reflect such concerns yet, the significant curve flattening that has occurred alongside the 

rise in US yields does suggests that markets are concerned that Fed tightening could come at the 

cost of future growth (figure 3).  

However, the outlook is admittedly very bifurcated. Relations between the West and China remain 

strained. In the extreme case, further decoupling could lead to a re-shoring of production to 

Europe; especially if the EU makes work of its desired strategic autonomy and forces key 

industries to produce domestically. Moreover, the fiscal impulse from the NGEU and the EU’s 

green agenda may add to demand for goods 

and labour. Such a shift could just be the push 

the European wage-price spiral needs. As 

noted above, it certainly isn’t our base scenario 

yet, but if such a spiral materialises, this would 

more likely mark a sea change of our outlook 

rather than gradual adjustments. 

For now, though, evidence of this alternative is 

still lacking, which is why we maintain our view 

that the trend of rising yields should not be 

sustained through 2022 as traders switch back 

to the paradigm of lagging inflation (figure 4).  

Figure 4: EUR rates forecasts 

 
Source: Rabobank 
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Foreign Exchange 

EUR/USD: position adjustment  

The USD’s spectacular gains through late November initially gave way to consolidation in 

December and finally to a hefty correction in early January. By then CFTC speculators’ data were 

suggesting that long USD positions had recovered to levels not seen since 2019. Despite the 

hawkish tone of the FOMC in mid-December, the USD has failed to make any further progress 

and, unable to move higher in January, investors rushed to take profits which lifted EUR/USD back 

to mid-December levels.  

Various other dynamics came to the fore in January which likely helped trigger the correction in 

EUR/USD. As US real interest rates rose, tech stocks sold off heavily and a consensus formed that 

in the current environment cyclical stocks were set to perform better. Given its relatively smaller 

offering of tech, this led to the widely published view that European equity indices could perform 

better than those in the US. But despite the correction we don’t yet see USD outperformance as 

being over.  

Since November the Fed has progressively turned up the dial on the likely pace of policy changes. 

From initially dropping the term ‘transitory’ as a descriptor of inflation, the Fed quickly moved to 

signal an accelerated pace of QE policy tapering which opened the prospect of a March rate hike. 

Through a slew of remarks, policy-makers have subsequently allowed the market to ponder the 

possibility of three or even four rate rises this year. While the pace of the turnaround of guidance 

provided by the Fed in the past couple of months has been dramatic, the ECB retains a very 

cautious outlook which is facilitated by the continued expectations that most inflationary 

pressures in the Eurozone will be temporary. We see scope for EUR/USD to head towards 1.10 in 

the middle of the year. By the end of 2022, we expect EUR/USD to be pushing higher as policy 

normalization in the Eurozone becomes more topical.  

Figure 1: CFTC US speculators’ USD positions 

 
Source: Macrobond 

AUD/USD: time for a change?  

The money market is anticipating that the RBA will be hiking interest rates in the not too distant 

future and that the pace of tightening could accelerate in the latter half of this year. These 

expectations may seem counter to dovish policy stance that has been maintained by the RBA 

through the pandemic. That said, the RBA has linked rate hikes with wages and there a signs that 

the labour market is tightening. There is potential for AUD/USD to be whipsawed by USD related 

volatility in the early months of this year on the back of Fed policy signals. That said, we expect 

AUD/USD to push higher to 0.74 in 2022H2.  

Before Omicron hit, RBA policy makers were largely looking through the sharp, lockdown related 

contraction in Q3 GDP. This was based on the view that households and businesses have 
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squirrelled away billions of dollars in cash, which positioned the economy for a strong pullback 

into 2022. Omicron will certainly be hindering output, but the view of the Bank is that it will dent 

rather than destroy the recovery. Job vacancies in November bounced by a stunning 18.5% q/q. 

Clearly this is a reflection of the easing of the lockdowns that were in effect in August. That said, 

the ABS also reports that the level of job vacancies in November 2021 was a huge 74.2% higher 

than in February 2020, prior to the start of the pandemic. It also states that “the ongoing high level 

of vacancies reflects the pace of recovery in labour demand from the fall in May 2020, as well as a 

number of industries indicating labour shortages, particularly for lower paid jobs”. Looking ahead, it 

can be assumed that further evidence of strength in the labour market will trigger expectations 

regarding scope for a potential positive shift in RBA rhetoric which will underpin the outlook for 

the AUD.  

EUR/GBP: rocky road?  

The surprise 15 bps rate hike from the BoE in December allowed the pound to take back some 

ground versus the EUR. The money market is anticipating that the Bank will lift rates by an 

additional 100 bps through the course of this year. In our view, this is too aggressive. Assuming 

policy expectations are pulled-back in the coming months, GBP stands to lose some ground. We 

would expect any GBP rallies to peter out during the course of Q1 and for EUR/USD to move 

towards 0.86 in H2.  

The release of stronger-than-expected UK November GDP data shone a positive glow on the 

economy. GDP rose 0.9% m/m with strength across the board. That said, these number referred to 

the pre-Omicron period and data are suggesting that December and probably January levels of 

activity are set to be soft. CBI data suggest that footfall in the retail sector fell sharply in the first 

half of December. More recent anecdotal evidence suggest that output will be down sharply in 

late December and January due to staff shortages linked with Omicron. Overlapping this are 

concerns about the impact of declining real wages on consumer demand. The pressure on 

consumers is set to worsen with the scheduled hike in National Insurance tax in April.  

USD weakness has exaggerated the recovery in cable since the start of the year. That said, the 

ability of GBP to hold its ground vs. the EUR in early January displayed a resilience in the face of a 

messy UK political backdrop. The fact that no UK general election is due before 2024 and that the 

Tories will maintain a strong majority in parliament irrespective of the party leader has had an 

insulating effect on the pound. That said, an unsettled political backdrop is unlikely to warm 

investor attitudes towards post-Brexit Britain and, on the margin, a new leadership could provide 

the pound with some support.  

Figure 2: UK consumer confidence and retail sales 

 
Source: Macrobond 
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Agri Commodities 

La Niña’s terrible twos 

Omicron continues to cause large logistical and travel disruptions, but agri commodities are 

increasingly turning to crop developments, particularly in South America where weather is proving 

extremely temperamental in the key agricultural baskets Argentina and Brazil. La Niña’s return for 

a second consecutive year is causing significant deterioration for corn and soy crops in particular; 

though more northern crops like sugar appear to be receiving rainfall. US wheat has received 

snow cover and moisture in dormancy, but risks to yields will rise with the wheat in March. In 

Malaysia, recent flooding has disrupted plans to increase palm oil production. Read more about 

the risks facing agri commodities markets in our 2022 Outlook Hell in the Handbasket.  

Figure 1: Agri commodities price movements from December 16 to January 14 

 
Source: Bloomberg, Rabobank 

Wheat prices see some relief 

The latest USDA WASDE report brought some welcomed relief to the wheat market. The USDA 

sees 2021/22 global wheat production increased by 0.8m mt, which combined with a small drop 

in feed use (-1m mt) and FSI use (-0.8m mt), Despite a slight drop in beginning stocks, this results 

in a small increase of global ending stocks compared to the previous report (+1.8m mt). Global 

exports were reduced by 1.1m mt, largely because of Russia's export quota. However, the relief is 

limited and stocks are still expected to drop 8.9m mt over 2021/22, so the big picture is little 

changed. Global weather is good for now, but weather developments in 2022H1 will be key for 

Russia, the US and Europe. And with a La Niña event this can be tricky, since this usually correlates 

with dry weather in the southern part of the US.  

ICE Arabica prices remain high as container issues continue 

While Robusta prices have seen some reversal since the turn of the year, Arabica prices remain 

sky-high. When it comes to Robusta, the two largest origins –Vietnam and Brazil– are seeing 

record or near-record crops (current 2021/22 harvest in Vietnam and 2022/23 crop in Brazil, with 

the harvest expected from March). Meanwhile, on the Arabica side, there are growing concerns 

about the crop in Colombia, where production statistics have been coming in worse than 

expected. And there are also some worries about fungal disease in Brazil, following strong rains 

over the Arabica areas. However, the strongest reason for the rally is probably the shortage of 

containers that prevent timely exports, leading to over-buying (‘just in case’) and a depletion of 

stocks in non-producing countries. This latter point is especially relevant because delays from 

origin cause a drop in exchange-certified stocks, to which the market price is very sensitive.  
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CBOT Corn remains supported by high input costs and poor weather 

that restrain both farmer sales and supply growth  

News of a successful northern hemisphere corn harvest has quickly been replaced with raging 

inflation and adverse weather in South America. As a result, CBOT Corn remains near USD 6/bu 

range – a level that could endure for the coming two years. CBOT Corn’s climb continues to be 

powered by irrepressible demand for low, inelastic supplies. Over the next couple of years these 

tailwinds do not stand to weaken much; global exporter stocks will remain at best one third below 

historic levels, creating a sturdy foothold for CBOT Corn.  

The 2022/23 season was supposed to offer farmers the opportunity to respond to soaring prices 

with bigger acres, but margin-squeezing inflation –with higher prices for fertilizer, seed, 

machinery, labor, and rent– is hampering expansion and productivity. Poor weather in southern 

Brazil and Argentina is further eroding both yields and farmer selling enthusiasm. Rising input 

costs and intense price competition from soy, wheat and cotton will limit corn’s output to little 

more than matching growing demand. Reserves look to remain historically low through 2023 and, 

accordingly, elevated price risk will remain a challenge for consumers.  

  

Figure 2: CBOT Corn, Soy and Wheat stocks vs US 

Stocks-to-Use 

 Figure 3: South American weather is too dry in 

the south, too wet in the north 

 

 

 
Source: USDA, Rabobank  Source: NOAA, Rabobank 
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Eurozone 

Can you spell ‘uncertain’? 

2021 has turned out to be a better year than we expected one year ago. At the time we forecast 

Eurozone growth for 2021 at 3.9% whereas this is now more likely to be around 5.2%. Obviously, 

post-pandemic re-opening of the economy has been a key driver of that ‘vigorous’ recovery, even 

more so when you take into account that several producing sectors struggled to keep up output 

levels in the face of massive orders as they battled with input shortages (figure 1).  

Unemployment came down in most member states and so did the number of employees in 

furlough schemes. Ongoing government support has likely prevented the wave of bankruptcies 

that many, including ourselves, had feared in the aftermath of the 2020 crisis. In Germany (and 

Finland) the reinstatement of the insolvency filing obligation in early 2021 did cause a wave of 

bankruptcies (figure 2), partly explaining Germany’s more moderate employment gains in 2021 as 

compared to most other member states. However, a comprehensive change to its insolvency and 

restructuring law as from 2021 now also allows a company’s reorganization without insolvency. 

Still, we should bear in mind that government support programs were/are still ‘live’ as and when 

needed. Hence, a restructuring wave may still materialize once government support is dialed back, 

should Covid-19 become treated as ‘endemic’ rather than pandemic at some point. 

Yet, this is probably one of the more manageable risks in the face of the many challenges out 

there. The low-hanging fruit of re-opening (barring certain sectors) has been largely harvested 

and new Covid-19 restrictions due to the swift spread of Omicron are pulling activity down right 

now. That may still prove to be a short-term affair, but the major challenge for the economy is no 

longer the virus itself but the damage this crisis has done to global supply chains with the strong 

wave of inflation in its wake. The ensuing rise in inflation –with its impact on real spending power– 

points to downward risks to the outlook for this year. Altogether, we forecast growth for the 

Eurozone at a ‘far from great’ 3.2% this year, before falling to 2.2% in 2023. 

Figure 1: Manufacturing making little headway  Figure 2: Still a risk for 2022/’23? 

 

 

 
Source: Macrobond  Source: Macrobond, Rabobank 

Inflation and (geo)politics are key risks for 2022 

Starting with the ‘good’ news, it seems that the bulk of the inflation wave is now behind us. But 

that doesn’t mean it will be a steady glide path from here on. In fact, the risks to inflation remain 

firmly tilted to the upside. So let’s zoom in on recent inflation developments and our projections 

for this year and next. Inflation hit 5% in December, the highest level in several decades. 

Compared to December 2020, inflation has accelerated, almost in a straight line throughout 2021. 

However, a whopping 3.4 percentage points of this increase are due to rising food and energy 

costs, and another 1.5pp due to indirect taxes and government-administered prices. That leaves 

only 0.3pp of acceleration in ‘super core inflation’ and as such highlights the supply-driven nature 

of the rise in inflation last year. However, in the final months of 2021 we have seen a rising  

Author 

Elwin de Groot 

Head of Macro Strategy 

+31 30 7121322 

 

mailto:elwin.de.groot@rabobank.com


12/38 RaboResearch | Monthly Outlook | 18-01-2022, 17:12 

 Please note the disclaimer at the end of this document. 

Figure 3: Inflation projection for 2022-2023  Figure 4: Unemployment almost back to pre-

covid level; wage growth falling further 

 

 

 
Source: RaboResearch  Source: Macrobond, RaboResearch 

contribution of those ‘core components’, which is evidence that inflation is broadening due rising 

cost pressures in non-energy industrial goods as well as in the services sector.  

Looking forward to 2022 and 2023, we note that inflation probably peaked in December, albeit 

largely for ‘technical’ reasons: Eurozone inflation should drop 0.5 percentage points due to the 

German VAT impact. Over the next few months there is huge uncertainty. Should gas and oil 

prices remain at their present levels, energy price inflation is likely to ease from March onwards. 

However, if Russia invades Ukraine and the US and EU put sanctions on Moscow, this scenario is 

far from certain. Meanwhile, food price inflation is projected to accelerate significantly in the first 

half of 2022, as food companies and retailers pass on higher costs to consumers. Food price 

inflation may hit 4% y/y by mid-2022. Provided core inflation stays ‘well-behaved’ this should still 

lead to a gradual abatement of broader inflationary pressures over the course of 2022 and high 

inflation should not persist into 2023 (RaboResearch: 1.4%). That said, one of the themes of our 

2022 outlook is ‘bifurcation’: the uncertainty about the outlook is high and we would argue that 

there is a bigger chance of a regime shift than of a gradual change in the dynamics.  Although 

evidence of wage pressures is still limited, we do note that inflation expectations have been 

recovering. Absolute levels are still well behaved, but clearly, the longer the current supply-driven 

inflation lasts, the more it risks becoming entrenched in expectations and behavior. Europe’s push 

towards a greener economy could be one factor prolonging the nature of the energy shock. 

Inflation aside, the discussion about the reform of the Stability and Growth Pact will take shape 

this year and could be a source of political bickering. We also have elections in France. But 

geopolitical tensions –notably with Russia– are now another key factor to watch. Unfortunately, 

Europe has a weak starting position, and it largely depends on US/NATO. 

Table 1: Economic forecast 
 

2021 2022 2023 Q4/21 Q1/22 Q2/22 Q3/22 

GDP 5.2 3.2 2.2 0.4 0.2 0.6 0.7 

Consumption 3.5 4.3 2.2 0.5 0.0 0.6 0.6 

Investment 3.6 3.3 3.0 1.2 1.0 1.0 0.9 

Government 3.8 1.5 1.1 0.5 0.1 0.1 0.3 

Trade 1.2 0.0 0.2 -0.2 0.0 0.0 0.1 

Inventories 0.3 -0.2 0.0 0.0 0.0 0.1 0.0 

CPI (%y-o-y) 2.6 3.1 1.4 4.6 4.1 3.6 2.9 

Unemployment rate 7.7 7.6 7.4 7.6 8.8 9.2 9.4 

Source: Rabobank 
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Spain 

From recovery to resilience? 

The Spanish coalition reached a breakthrough on structural reforms in the labour market, by 

limiting temporary contracts and enhancing active labour market policies. Successful reforms are 

crucial for the Spanish economy but also for the future of the EU’s NextGen programme. Although 

we are fairly optimistic that the economic recovery will proceed this year, its resilience will be 

tested by numerous crosswinds. This should be seen, in particular, against the backdrop of a left-

wing government that is really in a balancing-act, being backed by unpredictable support from 

separatist parties and challenged by a popular polarizing right-wing opposition. 

Labour market reform: Breakthrough! 

Just before Christmas the Spanish coalition reached a milestone: the reform of the labour market. 

With the support of trade unions and employers’ organisations, this reform restores the collective 

bargaining power for trade unions: wages will be set again by sectoral agreements instead of 

business-specific deals, making it impossible for companies to compete on wages. Also, 

temporary contracts are now limited, and improper use will be penalised. Spain’s main employers’ 

organisation CEOE supported the agreement, also because the temporary furlough scheme 

(‘ERTE’) will be replaced by a permanent one: the reforms incorporate a Mechanism for Flexibility 

and Stabilization of Employment (‘RED’). This means that two types of employment safeguards will 

be implemented: 

 The first is meant for job losses caused by a cyclical crisis such as the pandemic; and 

 A new type that avoids layoffs caused by a structural changes.  

The latter ‘restructuring ERTE’ aims to support companies that are losing competitiveness due to 

new work and production methods, caused by a specific external development affecting the 

business. It will implement training and job reorientation for affected employees, helping them to 

actively seek new employment. This labour market flexibility could increase the size of the fiscal 

multiplier for the NGEU, a recent study of the Banco d’España calculated.  

The reason why Spain’s consumer spending has lagged that of other Eurozone member states in 

the recent recovery may well be the current insecure labour contracts and relatively low wages 

amidst significant labour market slack. 

RED’s goal, upgrading the skillset of the labour force, is also crucial in digital economies. The 

digital transition is one of the cornerstones of the NGEU that should contribute to more resilient 

economic growth (estimated: an extra 1.8% to 2.5% by 2024). On human capital and integration of 

digital technology –two of the four principal policy areas– there is still room for progress in Spain, 

the European Commission states. Other proposed improvements for Spain include tackling skill 

mismatches in the labour market, the adoption of digital technologies by SMEs, and investment in 

R&D, IMF summed up.  

This reform is essential for the EU as well 

More permanent jobs should contribute to Spain’s labour productivity: it raises incentives to 

invest in training employees and will stimulate equality, the third pillar of NGEU. That is, labour 

market reform as a structural improvement and driver for resilient growth. Tackling the high 

segmentation of the Spanish labour market was an important prerequisite from the EU for the 

disbursement from the NGEU fund. Spain expects its second disbursement of €10 billion in Q1. 

Due to a delay in the implementation, extra weight is put on Spain’s capacity to execute its plans 

in 2022, which has been identified as a real risk for a successful operation. This risk has to be 

managed well: successful reforms in Spain –and Italy– are crucial, as the EU seems to aim for a 

modernized Stability and Growth Pact from 2023 onwards, and possibly creating a permanent 

mechanism for intra-EU redistribution (‘fiscal union’).  
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Polarized political climate  

The negotiations around the labour market reform nevertheless reflected the tensions within the 

current minority government coalition between the experienced socialist PSOE and the new, 

smaller radical-left party Podemos, which still has to prove itself. Since last summer Podemos is 

headed by the Minister of Labour, Yolanda Díaz: a charismatic, very competent, and well-spoken 

leader and lawyer, specialised in labour law. Díaz, tirelessly fighting against precarious work, 

considered the labour reform as her star promise. Díaz is currently seen as a real electoral threat 

for PSOE. The more business-like PSOE Minister of Economic Affairs Nadia Calviño opposed the 

return to sector-wide agreements. Calviño and Podemos also clashed last year around the 

banking merger between Caixa Bank and Bankia.  

The fragile minority coalition has been backed in parliament by separatist parties from Catalunya, 

and Basque Country whose huge demands for identity policy in exchange for parliamentary 

support make the coalition even more vulnerable. To complicate things even more, the 

conservative Partido Popular (PP) is tied with PSOE in the latest polls. PP feels the heat of the 

upcoming far-right Vox party, which lead to competition on tough political points. Both parties 

consider the current government as illegitimate, due to its cooperation with the small pro-

independence parties, who ‘illegally push for breaking up the country’. Even with regard to the 

pandemic policy, PP and Vox take a hostile approach against the government. This emphasizes a 

very polarized political climate in Spain.  

Figure 1: Ongoing expansion this year  Figure 2: Political polls 

 

   

 
Source: RaboResearch  Source: RaboResearch, Macrobond 

Still ample crosswinds 

Weaker growth in 2021 –initially forecasted at 9.8% by the government, now predicted at 4.2% by 

RaboResearch– has diminished the popularity of Sanchez’ government. High energy prices in an 

economy that relies heavily on energy imports, high inflation (6.7% in December), the global 

shortage of semiconductors hurting the important car industry (11% of economic output), and the 

border crisis with Morocco are all factors that change the political landscape in a country 

characterized by regional inequalities.  

Spain nevertheless remains on track for further recovery in 2022. Employment is increasing, and 

further re-opening of services leads to a stronger growth of the private sector. Although the 

Omicron infection rate is also growing exponentially in Spain, the high vaccination rate (90%) may 

help keeping the situation under control. Many citizens depend on the Spanish growth driver and 

hard-hit tourism sector (13% of GDP and 13% of its employment) and have an incentive to get 

their booster jabs. Whether the recently announced influenza sentinel surveillance –treating 

Covid-19 like the flu– will help to better monitor and control the disease in Spain, remains to be 

seen. Rather than omicron, the biggest challenge for resilient growth will be a stable coalition 

which can pursue structural reforms and an effective expenditure of the huge NextGenEU funds in 

2022. 
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The Netherlands 

The Netherlands finally has a new government after the longest formation process in Dutch 

history. On December 15 four coalition parties presented their plans for the coming years. Their 

ambitious plans will lead to a structurally higher government debt and fiscal deficit. That is not 

immediately alarming since financial risks of a higher government debt are limited in the current 

economic circumstances and low rates environment. However, even though the ECB is still looking 

though the current bout of inflation, uncertainty around the inflation outlook and therefore 

interest rates remains high. Plus, we should not forget that a strong financial position of the 

government helps to withstand potential future crises, like the corona pandemic demonstrated. 

Starting the year with another lockdown 

The Dutch started the new year not only with a new government, but also with a new lockdown 

due to omicron and the slow start of the booster campaign. At first the Netherlands went into an 

evening lockdown by the end of November, followed by stricter lockdown measures starting mid-

December. This included closure of among others non-essential stores and restaurants. Last 

Friday, the government lifted several, but not all, of these restrictions. In our forecasts, we have 

assumed that the remaining measures will largely stay in effect through the first quarter. After 

that, we expect the measures to be quickly phased out.   

We foresee that this lockdown will lead to a GDP contraction of 1% q/q in the first quarter of 

2022. That is more severe than the contraction in the first quarter of 2021, since the Dutch 

economy could still count on some recovery growth last year. Yet, the impact is not as bad as the 

economic blow dealt by the first lockdown in 2020. The Dutch have learned to operate with such 

restrictions, international trade remains on track as main trading partners are currently not in 

lockdowns, and the future is not as uncertain now as it was back then.  

The current lockdown measures will mostly impact consumer spending. We expect household 

consumption to decline by 2.8% q/q in the first quarter of 2022, putting a small dent in the 

ongoing recovery: prior to this latest lockdown consumption was up 8.5% y/y in October. 

Consumer confidence, however, already deteriorated before the new lockdowns were announced 

(figure 1) and declined further to -25 in December. 

Figure 3: Consumers lost confidence before 

lockdown… 

 Figure 4: …most likely because of rising 

inflation 

 

 

 
Source: Statistics Netherlands  Source: Statistics Netherlands 

Inflation dents consumer confidence 

A large part of this decline in consumer confidence can be explained by the high inflation rate. In 

December prices were up 6.4% y/y (figure 2). Energy prices are the main driver of these recent 

high inflation rates. And although inflation is expected to remain high for the coming months, we 

foresee a deceleration in the second half of this year as the impact of temporary factors –like 

energy prices– fades. We would need a wage-price spiral to see more sustained inflationary 

pressures. However, we believe that such a wage-price spiral is unlikely to occur in the 
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Netherlands. Labour union memberships have been declining, so the collective bargaining power 

of employees is diminishing. We forecast inflation at 3.8% in 2022 and 2.1% in 2023. 

Where inflation and the new lockdown hurt consumer spending, the Dutch labour market 

continues to perform well. Unemployment declined further to 2.7% in November (figure 2). The 

low unemployment rate and the high number of working population reflect the tight Dutch 

labour market. Also around 30% of Dutch companies reported in the final quarter of 2021 that 

personnel shortages obstructed their activity. We therefore expect that unemployment remains at 

a low level. Even when the corona support packages will end. 

Manufacturing production keeps increasing 

The Dutch manufacturing sector continues to perform well despite the disruptions in the global 

supply chains (figure 4). This might be due to some Dutch ‘champions’ in the mechanical 

engineering subsector. After having fully recovered from a short dip in 2020, manufacturing 

production kept increasing and improved in November by 0.6% m/m. We do expect that 

manufacturing production has reached its top and we forecast a 1% y/y growth for this year.   

Figure 5: Well performing labour market  Figure 6: Manufacturing production still 

increasing 

 

 

 
 

Source: Statistics Netherlands 

  

Source: Statistics Netherlands 

Table 1: Economic forecasts 
 

2021 2022 2023 Q3/21 Q4/21 Q1/22 Q2/22 

GDP 4.5 2.6 2.0 2.1 0.2 -1.0 1.5 

Priv. consumption 3.2 3.0 2.3 4.5 0.1 -2.8 2.2 

Govt. consumption 3.9 3.0 2.1 1.5 1.0 0.4 0.4 

Bus. investment 3.6 -1.2 2.3 -2.0 -0.5 -2.0 2.6 

Govt. investment -3.2 2.4 0.6 -1.8 2.0 1.1 1.1 

Exports 6.7 4.2 4.3 2.2 0.4 -0.6 2.1 

Imports 4.9 4.1 4.9 3.1 0.5 -1.0 2.3 

HICP (% y/y) 2.8 3.8 2.1     

Unemployment rate 3.2 3.1 3.3     

Source: Rabobank 
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United Kingdom 

Say squeeze? 

The economy returned to its pre-pandemic level after robust growth of 0.9% m/m in November, 

with better than expected gains across the board. Services (0.7%), production (1.0%) and 

construction (3.5%) output all increased. This pre-Omicron surge is probably as good as it gets. 

Even though it is a clear hint that pandemic scarring is probably less than feared, leading to less 

permanent damage to the UK’s public finances and providing the Chancellor some leeway in the 

future, it’s also a peak the economy has to climb back to in the first months of 2022 as supply is 

currently being hit by Omicron cases. The ONS estimates that 3% of the workforce, or about 1 

million people, were not working in late-December as a result of sick leave, self-isolation or 

quarantine. This means that November’s growth probably has more than reversed in December, 

while January doesn’t look much better yet. The consensus forecast of 0.7% q/q GDP growth in 

22Q1 therefore looks too optimistic. Omicron is, however, a temporary setback and 2022 should 

see a rotation out of public spending on the pandemic and back towards consumer services. 

Figure 1: Back at it!  Figure 2: Spending has slowed considerably  

 

 

 
Source: Macrobond  Sources: Macrobond, Bank of England CHAPS data 

There is an inflationary penalty to be paid for the sharp but uneven recovery. Energy prices remain 

a key driver of inflation, as the rise in wholesale prices will feed through into the energy price cap 

in April. A typical household bill may rise by £600-700, on top of a £139 increase seen in October. 

This month will also see significant tax increases, such as the National Insurance rate rise. Real 

wages are under pressure: the acceleration in wage growth as the economy restarted probably 

proves temporary, remaining concentrated in those sectors where labour supply is tightest. If 

wages do not respond to rising inflation, which assumes that imported cost pressures do not get 

embedded in the domestic wage-setting process, chances are that real wages will fall for most of 

2022. This forces households to dip into their pandemic savings in order to sustain consumption.  

Figure 3: Goods inflation has surged   Figure 4: Real wages are set to fall in 2022 

 

 

 
Source: Macrobond   Source: CPI forecast RaboResearch; Wages forecast OBR 
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The expected rise in unemployment did not come to pass and the rate is now close to pre-crisis 

levels (4.1% in Nov-2021 vs 4.0% in Feb-2020). The CJRS furlough scheme was a policy success 

and elements of it will surely be used in any future crisis. Looking ahead, however, there is again 

some cause for concern. Omicron hasn’t been counteracted with a package to support workers 

who see their hours reduced. There is also no incentive for firms to keep these workers in their 

jobs, as there was with the CJRS, meaning there is a risk of unemployment rising a bit in the 

months ahead. It won’t be too dramatic, but it could stop the current decline in unemployment in 

its tracks. The recovery of employment was less spectacular as the participation rate dropped a 

full percentage point, due to early retirement and many younger people choosing to stay in 

education. This sluggish response of UK labour supply relative to labour demand suggests a lower 

matching efficiency. These supply-containing factors should fade somewhat in 2022. 

EU-UK rapprochement? 

While Prime Minister Johnson may salvage his premiership if Operation Save Big Dog is executed 

well, there are still strong odds that he will be replaced in the coming months if his performance 

in the polls remains poor. That said, as he lacks the political capital to fight a war on two fronts, 

the immediate danger of the invocation of Article 16 appears to have ebbed. Last Friday, Foreign 

Secretary Truss and the European Commission VP Šefčovič published a joint statement on the 

Northern Ireland Protocol, which spoke of a “cordial atmosphere” and noted that officials will 

“pursue intensive talks” next week before another meeting on January 24. This is the first joint 

statement in a long time and even as nothing has been agreed on substance, for now it’s a 

positive sign at least there finally is some EU-UK rapprochement.  

Hostage to fortune 

The Bank of England has an inflation mandate, but no real tools to actually control inflation in a 

period of major supply-side disruptions. The Omicron variant and those that will follow remain a 

more likely determinant of global inflation – and by extent UK inflation. Unless the central bank 

chooses to quell these imported inflationary pressures by destroying domestic demand and 

allowing the pound to appreciate markedly, it will have to sit out the above target inflation. It is 

reasonable to expect that (core) inflation falls substantially in the second half of the year, but this 

will not be due to the central bank’s monetary policy. While some tightening may do its part to 

keep ‘inflation expectations’ anchored –we currently forecast one 25bp hike in February to 0.50%– 

the lack of control makes its policy hostage to fortune. We therefore remain of the view that the 

tightening cycle is going to be more limited than what is currently priced in front-end rates and 

don’t expect the Bank of England to be able to match the Fed’s hiking pace this year or next.  

Table 1: Economic forecasts 
 

2021 2022 2023 Q3/21 Q4/21 Q1/22 Q2/22 

GDP 6.9 4.3 1.5 1.3 1.1 0.2 0.5 

Consumption 3.8 6.0 2.1 2.0 1.5 -1.0 0.8 

Investment 4.6 4.2 2.9 0.9 1.0 0.0 1.2 

Government 15.6 1.2 -1.1 -0.5 0.5 0.5 0.5 

Export -2.0 7.4 2.5 -1.9 3.0 3.0 1.0 

Import 2.1 8.8 2.5 2.5 3.0 3.0 1.0 

CPI (%y-o-y) 2.6 4.7 2.0 4.9 5.2 5.8 5.8 

Unemployment rate 4.6 4.3 4.1 4.4 4.4 4.2 4.2 

Source: Rabobank  

https://www.independent.co.uk/news/uk/politics/boris-johnson-downing-street-partygate-b1993433.html
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United States 

Waking up from a transitory dream 

In April 2021 CPI inflation jumped to 4.2% y/y from 2.6%, but it took until November before the 

Fed realized it should do something about it. While price stability is part of the dual mandate 

given by Congress, the Fed decided in August 2020 to interpret this through a flexible average 

inflation targeting (FAIT) strategy. Based on the 2018-2019 experience of low unemployment 

without accelerating inflation, the Fed decided that pre-emptive action against inflation was not 

necessary and that it could afford to let inflation overshoot its target in order to compensate for 

recent undershoots. A textbook example of fighting the last war and losing the next. 

In June 2021, in we warned against ignoring the changes that were taking place in the economy. 

However, based on FAIT, the Fed managed to get behind the curve and repeatedly claimed that 

inflation was ‘transitory’. As inflation exploded, this mantra became so ridiculous that Atlanta Fed 

President Bostic introduced a swear jar, collecting one dollar each time the word was used. Finally, 

during the course of November, Powell realized that it was time to drop the term altogether.  

Powell’s pivot was overwhelmingly supported by the other FOMC participants and if you would 

only look at the 2022 news flow, you would think this is a hawkish monetary policy committee. 

However, the data tell a different story. Last week, we learned that CPI inflation had climbed to 

7.0% y/y in December, the highest level since 1982. At the same time, unemployment has fallen to 

3.9%, not far from the pre-Covid level of 3.5%, and already below the FOMC’s estimate of longer 

run unemployment of 4.0%. In theory, this state of the economy should be accompanied by tight 

monetary policy. But where is the Fed’s main monetary policy tool? At its lower bound, with a 

target range of 0.00-0.25% for the federal funds rate. And surely, this is no time for quantitative 

easing? Well… the Fed is still expanding its balance sheet and will continue to do so until March! 

The Fed is so far behind the curve they can’t see the curve anymore. 

Now that the FOMC has woken up from its ‘transitory’ dream, they find themselves in a reality 

where they have a lot of catching up to do. Hence the acceleration of the tapering process at the 

December meeting in order to prepare for the start of the hiking cycle. The December dot plot 

showed that the median FOMC participant expects three hikes of 25bp each in 2022. The timing 

of the Fed’s conversion cannot be seen in isolation from the political reality that the Fed is facing. 

Yes, Powell has given us three data points that he claims to have changed his mind, but it is no 

coincidence that this conversion came just in time for his renomination by President Biden and his 

confirmation hearing in the Senate. This also means that the Fed has political cover, or perhaps we 

should say a political obligation, to hike this year.  

Fed in 2022 

In December, the median FOMC participant anticipated three rate hikes of 25bp each in 2022, 

based on the assumption that PCE inflation will fall back to 2.6% in the final quarter of this year. In 

his confirmation hearing, Powell attributed current inflation largely to supply chain disruptions, 

but he expects them to have eased by the end of 2022. Meanwhile, he said that labor supply 

issues could cause future inflation. Therefore, if supply chain disruptions have not eased by the 

end of 2022 or if labor shortages cause more inflation than expected, the FOMC may have to hike 

more than three times in 2022.  

The joint probability that both supply chain disruptions have faded in the final quarter of 2022 

and labor supply issues have been resolved is not very high in our view, see for example our 

report ‘Labor shortages: temporary or permanent?’ from last summer. Consequently, we expect one 

or both of these risk factors to cause inflation to remain more persistent than the FOMC now 

expects, and therefore we expect them to hike more often than they currently anticipate. Before 

the Senate, Powell said that the Fed would have to be humble (read: they have little confidence in 
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their own forecasts) and nimble. He said that if they saw inflation persisting higher than expected, 

the FOMC would raise rates by more than currently anticipated. So we shift our forecast to four 

rate hikes this year, from two earlier, based on the hawkish shift shown by Powell and his fellow 

FOMC participants in recent weeks. Since March seems to be a live meeting, we have penciled in 

our forecasts for rate hikes at the Fed meetings with projection updates: March, June, September 

and December. Balance sheet normalization may also come soon. In fact, May could very well be a 

live meeting for that. 

Another rude awakening ahead 

So the turn of the year has seen a pivot by the FOMC from FAITful doves to born-again hawks. 

Are they already too late, are they going to hike too fast, or will they be able to bring down 

inflation to target without interrupting the economic recovery? We all hope for the latter, but 

getting a hiking cycle right has always proven a difficult task for the Fed. And this one is even 

harder than previous iterations. First of all, the neutral policy rate has fallen over time, but it is 

unclear where it exactly is now. So there is very little room for manoeuvre, while the boundary is 

unclear. If the Fed ventures too far into restrictive territory too fast, then it risks causing a 

recession. By contrast, if the Fed remains behind the curve, inflation could spiral out of control 

and warrant an acceleration of rate hikes that surely delivers a recession. What’s more, the 2021 

response to inflation shows that the Fed has no clue about forecasting inflation. So a central bank 

that does not understand inflation is going to bring it back to target, without accident? Sounds 

like another dream from which only a rude awakening is possible. 

 

Table 1: Economic forecasts  

 2021 2022 2023 Q4/21 Q1/22 Q2/22 Q3/22 

GDP 5.0 3.4 2.2 5.5 2.0 3.8 2.9 

Consumption 7.9 3.3 2.2 3.0 2.0 4.0 3.0 

Business inv. 7.7 4.6 3.2 8.0 3.0 5.0 4.0 

Residential inv. 9.5 1.3 2.7 6.0 2.5 4.5 3.5 

Government 0.7 1.4 2.0 1.0 2.0 2.0 2.0 

Trade -1.5 -0.4 -0.3 -1.0 -0.4 -0.2 -0.3 

Inventories -0.1 0.7 0.1 2.1 0.2 0.2 0.2 

CPI (% YoY) 4.7 4.7 2.2     

Unemployment rate 5.5 4.4 4.4     

Note: * Contribution in pp. Source: Rabobank 
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Canada 

Maybe a light run 

In the aftermath of the December 8 Bank of Canada meeting, we stated our view that the Bank 

would first raise rates in April of this year and follow up with another in July, and we stated that 

the BoC would be ‘hiking, not sprinting’. Recent developments, however, imply that the BoC may 

well be going for a light run this year. However, we still think that the July meeting-date CAD OIS 

is rich at 1.17%, given we only expect two rate hikes by that juncture: 25bp in April and 25bp at 

the July 13 meeting itself.  

We are mindful of the risk that the Bank moves earlier, that is to say, at the March 2 meeting, but 

our base case remains that the BoC will wait for the April meeting as that will be accompanied by 

a new Monetary Policy Report including new projections. Of course, even with an April start, there 

is still the possibility of a follow-up hike at the June meeting. We see this as more likely than a 

move in March already, but even if this comes to fruition and we see three 25bp rate hikes by the 

end of July, that still wouldn’t justify the current pricing of the July meeting-date CAD OIS.  

That said, we have added follow-up hikes at the October and December meetings, leaving us with 

an end-2022 forecast of 1.25%. This is 50bp shy of the market-implied expectation of six 25bp 

rate hikes this year. In short, we have adjusted our assessment of the BoC’s tightening cycle from 

a ‘hike, not a sprint’, to a ‘light run’, but with the risk still skewed to an even faster pace. In terms 

of the terminal policy rate, we expect it to stand at 1.50% in 2023 Q1, assuming that our base case 

of four hikes in 2022 comes to fruition. 

Figure 1: The July 2022 meeting date CAD OIS 

implies nearly four 25bp rate hikes 

 Figure 2: Fed doesn’t lead the BoC or vice versa, 

but the paths rarely diverge significantly 

 

 

 
Source: ICAP, Bloomberg, Macrobond  Source: Macorobnd 

Canadian data have helped shore up our view here, but it is fair to say that developments south of 

the border also played a role as the Fed has become increasingly hawkish of late. Various 

members have called for three or four rate hikes in the US this year, and the latest minutes 

revealed talk of balance sheet unwind as early as this summer. While the BoC is not at the mercy 

of Fed policy, in a follow-the-leader manner, a more hawkish Fed does reverberate across other 

central banks. Particularly one that sits so close and whose economy is inextricably linked. As 

shown in figure 2, there is rarely a divergence between the two policy rates of more than 1ppt. 

2022 – a year of uncertainty 

Those whose job is to forecast the future should also be equipped with a healthy dose of humility 

right now. It may have become a cliché, but an unprecedented event in the form of Covid-19 

meant an unprecedented recovery, and this remains the case in the year ahead. Recent data 

continues to highlight resilient price pressures, which of course, is not a situation unique to 
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Canada. In fact, finding a country that did not experience higher than usual CPI inflation figures in 

2021 might prove a fruitless task.  

Still, a look at inflation headlines does not give us an accurate guide as to the underlying 

dynamics. And to assess the likely persistence of price pressures, a look below the surface is 

needed. Suppose we simplify CPI inflation into two camps, cost-push supply-side drivers and 

demand-pull drivers of inflation. In that case, we can see that much of 2021’s price pressures stem 

from the supply side, which monetary policy is ineffective in tackling. To our mind, for inflation to 

remain persistent, wage growth is the key. As it stands, we have strong demand, while supply has 

fallen, and although supply chain issues are unlikely to be resolved in the coming few months, 

assuming no further Covid-19 waves are forthcoming, we would expect constraints to ease in the 

second half of the year. That could result in a sharp drop in inflation as supply rises while demand 

declines as households feel the squeeze of higher gas and energy prices.  

Unfortunately, although labor and wage data might be the key to 2022’s inflation, growth, rates, 

and FX outlook, labor and wages are also subject to tremendous uncertainty, and we have 

underlying questions about Canada’s labor data reliability. Figure 3 shows Canadian employment 

numbers against US employment (nonfarm payroll) adjusted for the size of the workforce (roughly 

10x). It is easy to see how much more volatile the Canadian series is. Furthermore, if we look at 

the size of the miss/beat in the Canadian numbers compared to the consensus over the past five 

years, we find that the average upside surprise is 228%, while the average downside surprise is 

310%. In short, these numbers are either incredibly difficult to forecast, or inaccurate. 

Figure 3: Canadian labor data is...?  Figure 4: Is this really it? 

 

 

 
Source: Macrobond  Source: Macrobond 

As it stands, Canadian wage data, including the BoC’s preferred measure, wages common, point 

to wage growth of less than 3%, which implies that we are likely to see aggregate demand start to 

decline, given that this would imply deeply negative real wage growth with headline inflation at 

4.7% y/y. That said, we also have questions about the reliability of these data as most Canadian 

CEOs would balk at the idea of wage growth standing at less than 3%. The recent Bank of Canada 

survey suggested that “a strong majority of firms intend to raise wages at a faster rate in the next 

12 months”, but real wage growth is likely to remain negative in the coming months as inflation in 

the first half of the year remains elevated. Overall, though, consumption should remain relatively 

robust. Household balance sheets are beginning the year in a solid position with a savings rate of 

nearly 15% of GDP, and we expect rotation from goods into services as Covid-19 restrictions ease 

further. Housing investment had a blockbuster 2021, arguably too blockbuster, and 2022 is 

unlikely to offer a repeat. Still, we do expect slower housing investment to be offset by rising 

business investment, particularly in the energy space.  

In terms of USD/CAD, we expect CAD to outperform many of its G10 peers, but our broad-based 

bullish outlook for USD may cap downside in USD/CAD. We expect the pair to trade in a 1.24-1.28 

range throughout the year, while volatility is likely to trade similarly to 2021 with three-month 

implieds expected to remain in the 6-8% range. 
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Mexico 

Stagflation 

Banxico will find itself stuck between a rock and a hard-place in 2022 as stagflation dominates the 

domestic backdrop. That term may strike fear into the heart of central bankers globally, and 

understandably so. But of course, this isn’t an environment Banxico is unfamiliar with. In fact, one 

could argue that most LatAm countries exist in a constant state of stagflation, just to various 

degrees. That said, 2022 in Mexico is likely to be a textbook case of stagflation with very low 

growth, and high single digit inflation. Banxico is in a bind. What’s making matters worse for the 

Bank is that the bulk of price pressures facing Mexico at the moment stem from the cost-push 

side as supply chain issues show no mercy across the globe.  

Figure 1: Mexican rates 

 
Source: Macrobond 

Banxico has undeniably become more hawkish of late as evidenced by the unexpected shift to a 

50bp hike at the December meeting. We do expect another 50bp hike at the February meeting 

before a return to the 25bp pace that dominated the beginning of the Bank’s tightening cycle. 

Our base case is now for the tightening cycle to end in the second half of this year at 6.75%, but 

the risk is firmly skewed towards a higher terminal rate. We expect another 50bp hike in February 

primarily due to the uptick in the core inflation measure seen since the December meeting. 

Countering that is MXN appreciation and a softer headline inflation print, but we believe that the 

rise in core inflation will be enough to encourage governors to vote for another 50bp. 

Figure 2: Headline may have peaked but core 

inflation printing higher 

 Figure 3: Mexican GDP contracted in Q3 by 

0.43% q/q, but Q4 likely positive again 

 

 

 
Source: Macrobond  Source: Macrobond 

2021 closed with headline CPI inflation at 7.36% y/y, the highest print since the turn of the 

millennium. Core inflation data were also elevated, coming in at 5.94%, which is nearly double the 

target for the headline. We expect CPI inflation has peaked, but price pressures will remain sticky 
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in the coming months, and we are more focused on the core reading that seems to be swaying 

Banxico’s decision-making process.  

The recent 22% increase in the minimum wage and ongoing supply chain issues will prevent a 

sharp decline in inflation during 2022H1. Consumption continues to find support from 

remittances that show no sign of letting up. The US midterms pose a risk to immigration policy 

and remittances, but that won’t be a story for this year. And remember, remittances didn’t decline 

during Trump’s time in the Oval Office. Indeed, we expect this to remain a key channel of support 

for Mexican consumption in 2022 as it was in the prior two years when US fiscal stimulus seeped 

into Mexico. 

Q3 registered a contraction on the back of weak industry, but we do not expect a technical 

recession and instead see a rebound in Q4 when the data are revealed later this month. That said, 

investment, or lack thereof, should remain a drag on growth in 2022. Mexico has the opportunity 

to benefit from near-shoring by US firms looking to shorten supply chains with a move out of Asia 

closer to the US. Unfortunately, the current administration seems determined to discourage 

foreign direct investment with the recent Electricity Bill, another example of the uncertainty facing 

foreign companies looking to do business in Mexico. This is a missed opportunity that could 

provide a meaningful boost to growth and structural improvement industry. 

MXN – better than the rest 

We have often been at pains to stress the different stories when it comes to the performance of 

the Mexican currency and the performance of the Mexican economy, with the two often diverging 

substantially (see 2019). MXN is a currency of nuance. Its role as the only fully convertible and 

deliverable LatAm currency and its deep liquidity often leaves the currency at the mercy of foreign 

financial flows. The currency remains the most attractive carry currency when adjusting for both 

volatility and liquidity. We expect MXN to retain that number one spot yet again in 2022, and as 

such, downside will be somewhat capped.  

That said, we argued this time last year that H2 would be the time for more differentiation within 

the EM space with the dominant ‘risk-on, risk-off’ FX regime making some room for domestic 

fundamentals and diverging interest rate policy paths. While we didn’t really see that in Q3, that 

dynamic kicked in in Q4. Make no mistake, when markets are in panic mode, correlations run to 1, 

and “risk-off” dominates, but outside of that, we expect less inter-FX correlation and more 

differentiation. MXN is also likely to benefit from that dynamic. While we have painted a gloomy 

picture of the economic backdrop in Mexico, FX is a relative game, and the rest of the LatAm 

region looks in worse shape. Mexico’s current administration may trigger fears of an unreliable 

investment target, but the political environment appears a bastion of stability compared to much 

of the region. Elections in Brazil and Colombia spring to mind as potential risks for LatAm 

currencies in 2022. We expect USD/MXN to primarily trade in the 20.5-21.5 region, before 

breaking above 22 by year-end. 

Figure 4: USD/MXN vs. BBDXY USD index  Figure 5: USD/MXN vs. DXY USD index 

 

 

 
Source: Bloomberg, Macrobond  Source: Bloomberg, Macrobond 
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Brazil 

Inflation: post-peak inflationary period still calls for caution 

We think CPI inflation will print at 4.9% in 2022 and 3.3% in 2023. CPI inflation accelerated from 

4.5% to 10.1% in 2021, way above the BCB’s inflation target tolerance band (3.75% ± 1.5pp). The 

acceleration was widespread, as seven out of the nine groups saw faster price increases, with the 

exceptions being food and beverages (7.9% y/y from 14.1% in 2020) and communication. The 

largest contributions to the annual jump stemmed from transportation (21.0% y/y from 1.0%) and 

housing (13.0% y/y from 5.3%), which were particularly hit by sharp increases in regulated prices, 

such as gasoline and the electricity bill. Underlying (cyclical) services (5.9% y/y) and the average of 

five core gauges (7.4% y/y) –metrics that are less volatile and traditionally linked demand-led 

pressures– also increased, suggesting that the elevated inflation rates could be more persistent. 

In short, in 2021, Brazil’s CPI was impacted by imported inflation (commodity prices and a 

depreciated currency), harsh weather conditions (harming crops and emptying water reservoirs) 

and imbalances between supply and demand for industrial goods. Looking ahead, when we take 

into account factors like higher core inflation, a weaker currency and inflation expectations that 

remain untamed, we come to the conclusion that the current double-digit inflation spree could 

last until Q2 and then start a sluggish convergence towards the mid-point of the central bank’s 

target (2022: 3.5%; 2023: 3.25%), which is poised to happen only over the course of 2023. 

Monetary policy: beyond to make room for cuts ahead 

We see the Copom extending its hiking cycle until 11.75% in Q1 before starting to cut rates 

again in Q4, which would take the Selic rate to 10.75% by end-2022 and to 7.5% in 2023. The 

latest Copom communications show a Committee that is more concerned about inflation 

expectations deviating from the target albeit still worried about the fiscal outlook too. We believe 

the BCB will hike the Selic rate to 11.75% in Q1, with one more 150bp hike in February and 100bp 

in March. We expect the Bank to keep the rate at this level through Q3, after which it can start 

reversing some of these hikes from Q4 onwards. To us, increasing the Selic rate by 250bp should 

be more than enough to bring inflation expectations more in line with moving monetary policy 

horizon targets by the end of Q1. Moreover, the fact that the BCB could be too optimistic about 

2022 activity (with respect to our current view) could open room for an easing cycling still in 2022.  

Real activity: rising rates offset higher mobility 

After expanding by circa 4.5% in 2021, GDP should decelerate to 0.6% in 2022. For 2023 our 

forecasts point to a growth of 1.1%. Based on the latest activity reports available for Q4, we 

project a small GDP expansion of 0.3% q/q (or 1.3% y/y), implying a tiny carry-over of 0.1% into 

2022. However, the risks to our scenario are mostly skewed to the downside and we cannot rule 

out that the Q4 print will be the third in a row showing a decline in GDP.  

Although we reckon that forces stemming from the economic reopening may still yield some 

positive growth rates ahead, the outlook has definitely become cloudier for the next year. First, 

the lagging effects of a normalization of mobility –in terms of higher consumption– are already 

showing signs of exhaustion. And interest rates are heading deeper into restrictive territory, also 

cooling down domestic demand. The external winds, which are still blowing favourably, are poised 

to lose steam on the back of monetary policy normalization in developed markets as the Fed 

picks up its pace, and a deceleration of activity of Brazil’s main trade partners (especially China). 

Last but not least, uncertainties related to pandemic (see here for the latest update on the Covid-

19 figures) and the approaching general elections also weigh on sentiment ahead. Faster growth 

is less likely at this stage, as it depends on either more benign global demand or the result of a 

combination of better local business conditions. 
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Fiscal policy: uncertainty subsides, but never dies 

Less pain, but yet no gain in sight. After months of discussion on the payment of the so-called 

precatorios1, Congress finally approved a bill that changes the constitution and creates fiscal space 

of BRL 113bn in 2022. This additional room was found i) by allowing the precatorios to be paid in 

installments, rolling a portion of the payments into 2023 and 2024; and ii) by adopting a more 

forgiving indexation rule for the mandatory spending cap, though this change raises doubts over 

the long-run sustainability of the Brazilian debt and its associated risk premia. These last-minute 

changes to the budget, demonstrating there is still appetite for largesse, and the Supreme Court 

decision to allow social expenditures to rise in the electoral year of 2022 despite the electoral rule 

forbidding so, both highlight that fiscal jitters will remain in the spotlight through 2022.  

On the bright side, 2021 is turning out to be much better than expected. Revenues continue to be 

better than expected, and we now expect the consolidated public sector to post a primary fiscal 

surplus 0.3% of GDP (2020: -9.4%), and definitely beating the revised target for 2021. The gross 

debt-to-GDP ratio will still come down to 81.2% in 2021, and the net ratio to 57.1%. While these 

ratios remain benign, the fiscal outlook for 2022 still looks fragile not only vis à vis EMs of similar 

rating, but also because Brazil’s interest rates are still going up. 

Foreign exchange: high premia still around 

We maintain our view that USD/BRL will trade around 5.65 by end-2022 and expect the BRL to 

appreciate to 5.30 in 2023. The currency’s weakness has worsened, with BRL trading even more 

undervalued against its fair value and peers. This is mostly due to the risks associated with the 

domestic economy, i.e. a delicate fiscal situation, lack of progress on the reform agenda, and 

political stalemates. The higher uncertainty clouds sentiment and this curbs the appreciation that 

would have otherwise stemmed from one of the most aggressive hiking cycles and (still) 

favourable terms of trade. We expect many of the factors that currently weigh on the currency to 

persist in various degrees over the next quarters, especially as we approach general elections in 

2022. That should keep the BRL trading close to the current levels, if the outlook does not 

deteriorate further. Globally, pandemic-related risks are still an important source of uncertainty, 

especially now with the imminent normalization of the monetary policy in developed markets. 

Table 1: Economic forecasts 
 

2021 2022 2023 Q3/21 Q4/21 Q1/22 Q2/22 

GDP 4.5 0.6 1.1 4.0 1.3 0.8 0.8 

Consumption 3.4 0.6 1.1 4.2 1.3 0.9 0.9 

Government 1.9 1.1 0.8 3.5 2.2 1.5 1.2 

Investment 18.2 -5.0 5.9 18.8 6.9 -2.3 -3.9 

Exports 5.9 3.0 3.8 4.0 3.8 6.5 1.1 

Imports 14.5 -1.4 8.2 20.6 11.7 5.2 -2.5 

CPI (% YoY) 10.1 4.9 3.3 10.2 10.1 9.7 9.1 

Selic rate (eop) 9.25 10.75 7.50 6.25 9.25 11.75 11.75 

Unemployment rate 13.5 12.7 12.1 13.2 12.9 13.2 13.2 

 

 
1 Precatorios is the stock of Union’s debt that the Supreme Court ordered the Union to pay to credit holders (mostly 

domestic). As of late July 2021, the administration learned that the court-ordered payment amounted to BRL89bn 

in 2022, from the apportioned BRL53.4bn in 2020 and BRL55.5bn in 2021. 

https://apnews.com/article/business-brazil-jair-bolsonaro-rio-de-janeiro-85e900a6d9f66caacac082cb1b36b242
https://www.reuters.com/business/energy/eletrobras-profit-plunges-provisions-electricity-loan-lawsuits-2021-11-17/
https://www.reuters.com/world/americas/brazil-center-right-psdb-party-presidential-primary-stalled-by-app-failure-2021-11-21/
https://www.reuters.com/business/energy/brazil-senate-panel-calls-hearing-rising-fuel-prices-with-ministers-petrobras-2021-11-16/
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China 

A Real Real-Estate Crisis 

The key property sector is still struggling as we start 2022, just as it ended 2021. From initial 

concerns over Evergrande, problems have now spread from the smallest to the largest firm, 

Country Garden. Total debt levels can only be guessed at with related Local Government Finance 

Vehicles, also ploughed into property, estimated as high as 50% of GDP, but developers need 

close to find close $200bn in January alone to meet short-term obligations. Funding is proving 

hard to find given soaring yields and major banks becoming increasingly selective in their lending. 

Dividend payments are hence being postponed, defaults flirted with, and debt issuance cancelled, 

all as related stocks and bonds tumble.  

After having initially refused to step in, the PBOC is now easing monetary policy. December saw 

banks allowed to lower their 1 year loan prime rate (LPR) 5bp to 3.8%, and 17 January saw the 

PBOC cut its benchmark 1 year MTLF policy loan rate for the first time since April 2020, reducing it 

by 10bp to 2.85%, while the 7 day reverse repo rate was cut from 2.2% to 2.1%. There are also 

expectations that the required reserve ratios for banks will continue to be lowered ahead. Clearly, 

however, this is still a fraction of the support the sector requires. Indeed, we also saw a recent 

regulatory shift away from one of the three ‘red lines’ on developer debt: further borrowing will 

not be counted as problematic if it is used for industry consolidation rather than new 

construction. This may help break the log-jam of all developers trying to sell projects to each 

other to raise liquidity while none have the ability to borrow to buy them. Yet, it does nothing to 

boost final demand for housing (Figure 1), nor the price developers’ assets will be sold at under 

consolidation: and while ‘houses are for living in, not speculation’ it is not clear how that changes. 

Ominous Omicron – and Others 

Moreover, the Covid Omicron variant, currently leading to record amounts of new infections 

throughout the world, is another major problem for 2022. China is the last man standing with a 

zero-tolerance Covid policy, and while it has been successful in containing its spread until now, 

this comes at significant economic and social costs. Strict lockdown measures wipe out consumer 

demand for both goods and services in affected cities, while supply chains and industries suffer 

from disruptions and shortages – with international repercussions given China remains the key 

supplier for many economies. Relatedly, despite bumper trade surpluses to date (Figure 2), the 

PBOC’s deputy governor has warned that foreign companies may be looking to move factories 

out of China, and that increasing international uncertainty threatens the country’s economy. 

Indeed, the US-China Phase One Trade Agreement expired end-2021. While no new framework 

has been put in its place, a significant shift in the trade relationship is not to be expected for now 

– for either better or worse. However, further out risks increase. 
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Figure 1: Real estate sector under pressure  Figure 2: Trade under pressure(?), warns PBOC 

 

 

 
Source: Macrobond  Source: Macrobond 
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Data dump 

The December and Q4 data release were a mixed bag. Property investment was up 4.4% y/y year-

to-date, down from 6.0%, and vs. 5.2% expectations – not a surprise given the backdrop, and 

worse is to come. Even so, overall investment was up 4.9% y/y y-t-d vs. 5.2% prior and 4.8% 

expected, so excluding property it grew even faster. Likewise, industrial production was 4.3% y/y 

vs. 3.7% expected, and in year-to-date terms was 9.6%. However, retail sales were only 1.7% y/y vs. 

3.8% expected, although at 12.5% y/y y-t-d vs. 12.7% expected, this implies some significant 

revisions. The jobless rate, of little market interest, rose a tick to 5.1%.  

The largest surprise was in Q4 GDP, which came in at 1.6% q/q vs. 1.2% consensus, and 4.0% y/y 

vs. 3.3%, with a year-to-date print of 8.1%, a tick above expectations. Questions have to be asked, 

however, because nominal Q4 GDP growth came in at 12.8% y/y vs. 14.4% in Q3: did inflation 

really decline that significantly over the quarter, therefore allowing the GDP deflator to drop back, 

and real GDP to rise? Did output (agriculture up 6.5% y/y in nominal terms, industry 17.6%, and 

services 10.5%) really expand so rapidly under rolling power cuts, spiking energy prices, and 

intermittent lockdowns? Regardless, in US dollar terms China’s GDP hit a new high of $18.0 

trillion. A nice pre-Olympics talking point, of course. 

Figure 3: Nominal and real. (And real?)  Figure 3: Somehow, this is not how China feels! 

 

 

 
Source: Macrobond  Source: Macrobond 

Even so, taking all of the above in to consideration it is hard to see that GDP growth for 2022 will 

sustain pre-pandemic rates. Indeed, we are lowering our forecasts for 2022 and 2023 to 4.3% 

and 5.0% y/y respectively. Additionally, we expect USD/CNY to rise to 6.60 at the end of 2022 as 

diverging monetary policy between the PBOC and the Fed, in addition to the many uncertainties 

surrounding China’s economy, are expected to outweigh a strong net export position and lower 

levels of inflation vis-à-vis its trading partners.  

 Table 1: Economic forecasts 

 2021 2022 2023 Q1/22 Q2/22 Q3/22 Q4/22 

GDP 8.5 4.3 5.0 0.9 1.2 1.5 1.4 

Unemployment (Urban 

%) 

5.1 5.3 5.0 5.1 5.2 5.2 5.3 

PBOC 7-day RRR (%) 2.2 2.0 2.1 2.1 2.1 2.0 2.0 

PBOC  1-year MLF (%) 3.0 2.8 2.9 2.9 2.9 2.8 2.8 

CPI (% y/y) 0.9 2.3 2.3 1.8 2.2 2.4 2.6 

Source: RaboResearch 
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Australia 

Short staffed 

The second half of 2021 was quite a ride. From the zero-Covid strategy in August, via lockdowns 

in September, to record pace vaccination in October, enabling the lift of restrictions in November, 

only to be confronted with Omicron variant in December. The story continues in 2022. 

The high pace of vaccination in Australia last quarter means that it now has one of the highest 

shares of fully vaccinated populations globally. As a result, the Australian government is pushing 

through on its strategy to “live with Covid”. According to PM Morrison: “Omicron is a gear change 

and we have to push through”. Evidence underscoring this point are the latest decisions to ease 

restrictions further (a-symptomatic close contacts are able to go to work in some sectors), instead 

of trying to limit the spread by tightening restrictions for all people. Therefore, we expect current  

restrictions to be maintained (Figure 1) while new Covid-19 cases will continue to smash daily 

records. However, there will be collateral damage from an economic standpoint. 

Figure 4: Other choices = other consequences  Figure 5: Behavior impacted by raging virus 

 

 

 
Source: Our world in data, Macrobond  Source: Google, Macrobond 

Firstly, people change their behavior due to the current high spread of Covid-19 and lack of tests. 

Individuals may be afraid of catching the virus, limiting their movement. There probably wasn’t 

much of an effect in December, but we are seeing mobility of people decline significantly into 

January (Figure 2). Experience tells us that this will lead to lower consumption, which will be a drag 

on economic growth in the first quarter of 2022. Secondly, companies are facing staff shortages 

due to high numbers of infected individuals and their close contacts, even when isolation 

requirements are relaxed. So, companies might be forced to shut down (part) of their business 

limiting their revenues, which is already happening. According to government estimates 10% of 

the workforce might be withdrawn. This impacts household income, which obviously weighs on 

final consumption, as we saw in the previous wave (Figure 3). 

Figure 6: Expect drop in consumption  Figure 7: economic activity plateauing 

 

 

 
Source: ABS, Macrobond  Source: ABS, Macrobond 

0

20000

40000

60000

80000

0

20

40

60

80 7
 d

a
y
 m

o
v
in

g
 a

v
e
ra

g
e

In
d

e
x 

(0
-1

0
0
)

Lockdown stringency

Daily New Confirmed Cases

-40

-30

-20

-10

0

10

20

M
o

b
il
it

y
 c

o
m

p
a
re

d
 t

o
 b

a
se

li
n

e

Workplaces Grocery & Pharmacy

Retail & Recreation

4.4

4.6

4.8

5

5.2

5.4

5.6

220

230

240

250

260

270

280

Ja
n

/1
5

Ju
l/

1
5

Ja
n

/1
6

Ju
l/

1
6

Ja
n

/1
7

Ju
l/

1
7

Ja
n

/1
8

Ju
l/

1
8

Ja
n

/1
9

Ju
l/

1
9

Ja
n

/2
0

Ju
l/

2
0

Ja
n

/2
1

Ju
l/

2
1

H
o

u
rs w

o
rk

e
d

 (b
illio

n
)

F
in

a
l 
co

n
su

m
p

ti
o

n
 (

b
il
li
o

n
 $

)

Final consumption Hours worked

20

25

30

35

20

30

40

50

60

70

Ja
n

/1
9

A
p

r/
1
9

Ju
l/

1
9

O
ct

/1
9

Ja
n

/2
0

A
p

r/
2
0

Ju
l/

2
0

O
ct

/2
0

Ja
n

/2
1

A
p

r/
2
1

Ju
l/

2
1

O
ct

/2
1

R
e
ta

il tra
d

e
 ($

 b
illio

n
)

P
M

I 
in

d
e
x

Manufacturing PMI (lhs)

Services PMI (lhs)

Retail trade (rhs)

Author 

Wouter van Eijkelenburg 

International Economist 

+31 6 103 44 147 

 

https://www.pm.gov.au/media/national-cabinet-statement-63
https://www.abc.net.au/news/2022-01-12/rat-test-supply-crisis-shows-little-sign-of-ending-soon/100750492
https://www.afr.com/work-and-careers/workplace/where-s-my-order-staff-shortages-smash-builders-suppliers-20220112-p59np3
https://www.pm.gov.au/media/national-cabinet-statement-63


30/38 RaboResearch | Monthly Outlook | 18-01-2022, 17:12 

 Please note the disclaimer at the end of this document. 

Nonetheless, potential for economic expansion in 2022 remains. People have higher savings since 

the pandemic and the lifting of restrictions sets the stage for increased spending. Furthermore, 

consumer confidence remains high which indicates fear of future disruptions is low, meaning 

people will increase spending when able to. In that respect data from November shines a light on 

economic growth when restrictions are lifted and people can spend freely. Retail trade was at its 

historic high in November, while manufacturing and services PMIs were far above the threshold of 

50 points that indicates economic expansion (Figure 4). Although we expect economic growth to 

slow as a result of Omicron in the coming months –of which the first evidence can be observed in 

slightly lower PMIs in December– we expect growth to accelerate when the peak of Omicron 

cases wane. 

How hawkish? 

In its first monetary policy meeting of 2022 (4 Feb), the RBA will decide on the (dis)continuation of 

the bond purchasing program. According to Governor Lowe’s latest speech there are three 

options on the table, in order of hawkishness: 

1. Cease bond purchases altogether in February; 

2. Taper bond purchases from its current $4 bn a week, to end purchases in May; or 

3. Taper further and review the situation in May. 

The RBA’s main considerations are the progress in the labour market (wage growth in particular), 

consumer spending, actions by other central banks and effects of the omicron variant. The latest 

labor report was relatively positive, showing a tightening labor market in November. Nonetheless, 

we expect wage growth to only increase slowly as we argued in this note. As mentioned above, 

consumer spending showed its potential in November but will probably take a step back as a 

result of spread of Omicron. This should negatively impact the economy in the first months of 

2022. Finally, the Fed has been more hawkish than expected over the past month, and the BoE 

raised rates in December. However, inflation in Australia (3%) is much less of a challenge and has 

other characteristics than in the US (7%) and UK (5.1%), something which has been repeatedly 

emphasized by Governor Low in his speeches. 

At the moment of writing, the second option (tapering bond purchases, to end in May) seems 

most likely. The first option would be too drastic looking at the economic setbacks caused by 

Omicron and would even put the RBA ahead of the Fed. The third option seems too dovish with 

regard to the economic potential and sentiment at other major central banks. Markets are pricing 

in a first rate hike in June, which is in line with an end of bond purchases in May and an interest 

rate hike in the following meeting. But the extent of the economic disruption caused by Omicron 

in the two weeks leading up to the February 4 meeting will be a key determinant of its final 

outcome.  

Table 2: Economic forecasts 
 

2021 2022 2023 Q3/21 Q4/21 Q1/22 Q2/22 

GDP 3.9 4.0 2.7 3.9 1.5 1.6 2.5 

Consumption 3.8 4.6 2.5 1.8 -0.7 0.9 1.8 

Business investment 3.3 5.3 2.5 12.9 3.9 1.8 2.0 

Government 5.7 4.0 2.8 6.9 5.8 6.2 4.0 

Export -1.6 4.8 3.4 3.3 0.2 1.7 6.1 

Import 7.8 6.7 3.2 5.8 6.5 6.1 6.2 

CPI (% YoY) 2.7 2.5 2.2 3.0 3.0 3.2 2.5 

Source: RaboResearch 

https://www.rba.gov.au/speeches/2021/sp-gov-2021-12-16.html
https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia/latest-release
https://www.abs.gov.au/statistics/labour/employment-and-unemployment/labour-force-australia/latest-release
https://economics.rabobank.com/publications/2021/december/australia-weighing-the-work/
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India 

The Omicron strain is spreading quickly around the globe and won’t skip over India. The number 

of new daily cases is increasing rapidly over the past few weeks (Figure 1). Nonetheless, policy 

makers expect that the impact will be less severe than earlier variants. Scientists in Cambridge 

found that Omicron is less successful at infecting lung cells than previous variants, a finding that 

was confirmed by other research groups. However, even if Omicron proves to be more 

transmissible, but less virulent, it can still cause considerable pressure on healthcare systems as it 

spreads so much faster.  

Figure 1: Number of cases increasing sharply  Figure 2: People already limit their movement 

 

 

 
Source: Our World In Data, Macrobond  Source: Google, Macrobond 

Evidence is provided by countries that are a step ahead of India and already confronted with the 

impact of the wide spread of Omicron. In the US and Australia businesses are forced to shut down 

or reduce capacity as a result of absent workers. Australia even relaxed isolation requirements for 

close contacts in an effort to curb labour shortages in for example supermarkets. Similarly, India 

has made a pivot in its lockdown strategy, relaxing testing and isolation requirements in an 

attempt to prevent labour shortages and allocate resources where they are most needed. 

However, there are some risks in this new strategy since it increases the odds of a very rapid 

spread and high (but hopefully short) peak. Firstly, it can increase pressure on hospital capacity. 

Secondly, it can cause labour shortages in essential business like hospitals and food supply chains. 

Thirdly, even if official restrictions are loosened, we expect people to limit their movements in 

order to prevent getting infected. People still have last year’s disastrous second wave fresh in their 

memory and first signs of lower mobility are already visible (Figure 2). Lower mobility tends to 

decrease consumption and drags on economic growth. Summing up, this means that we expect 

some economic headwind as result of Omicron, although less than during previous peaks because 

government imposed lockdowns will be less strict.  

Inflation is up (everywhere) 

The December inflation print came in at 5.6% y/y, a steep increase from November’s 4.9% (Figure 

3). The price increase can mainly be attributed to food prices, which accelerated from 2.6% y/y in 

November to 4.5% in December. This more than offset the small drop in energy inflation. We 

expect food inflation to remain elevated in the coming months as a result of disruptions caused 

by Omicron and lasting high commodity prices. Food prices are impacted by a combination of 

high logistical costs and increased farm input costs due to high energy and fertilizer prices. This 

means we expect that inflation will to continue to challenge the upper range of the Reserve Bank 

of India’s target band in the coming months.  

Of course, inflation is not only a domestic concern. Inflation is surging globally. The US inflation 

print came in at 7% y/y, the highest inflation in forty years. This has further emboldened the Fed’s 

hawkish shift, and the central bank is starting to act like an outright inflation hawk. After 

managing the start of tapering carefully, the Fed is now suddenly accelerating its policy 
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normalisation. Higher US rates also have implications for developing economies like India and will 

continue to challenge central banks of developing economies during 2022. 

If central banks do not keep up with the Fed’s 

pace, shrinking interest rate differentials can 

trigger capital outflows from emerging markets, 

which in turn causes their currencies to 

depreciate. However, the rupee has shown 

resilience over the past month (figure 4). This is a 

sign that global investors are still relatively 

confident about India’s economic outlook. They 

might take comfort in India’s relative resilience 

against currency shocks since the country has 

relatively low foreign currency denominated 

government debt (3%) and ample FX reserves 

(enough to cover 12.1 months of imports). This 

grants the RBI some monetary policy flexibility. 

Nonetheless, risks for the currency are skewed to the downside. The combination of high oil 

prices, a widening trade deficit and increasing US interest rates will continue to weigh on the 

rupee in the coming months.  

Weighing in all factors, we expect the RBI to keep their policy rates on hold at their next monetary 

policy meeting held from 7-9 February. We expect the RBI to favour supporting the economy 

during the challenges caused by Omicron in Q1 over tightening in response to increasing 

domestic inflation and the accelerated withdrawal of US stimulus.  

Table 1: Economic forecasts 
 

FY2020/21 FY2021/22 FY2022/23 Q2/21 Q3/21 Q4/21 Q1/22 

GDP -7.4 9.3 6.6 20.1 8.4 3.4 5.2 

Consumption -5.4 5.1 4.6 10.7 4.7 2.7 2.4 

Investment -3.6 4.9 2.0 13.5 3.4 0.7 1.9 

Government 0.3 0.2 0.6 -0.8 0.9 0.6 0.2 

Trade 2.3 -2.0 -0.5 -3.6 -4.4 -0.6 0.7 

Inventories/valuables 0.0 0.9 0.0 0.5 0.0 0.0 0.0 

CPI (% YoY) 6.4 5.1 5.1 5.6 5.3 5.3 6.2 

Source: RaboResearch 

 

Figure 3: Inflation approaching RBI target band 

 
Source: MoS&PI, Macrobond 

Figure 4: Rupee appreciated in last weeks 

 
Source: Macrobond 
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Forecasts 

Table 1: Economic Forecasts 

 2021 2022 2023   2021 2022 2023 

United States     Eurozone    

GDP growth 5.0 3.4 2.2  GDP growth 5.2 3.2 2.2 

Inflation rate 4.7 4.7 2.2  Inflation rate 2.6 3.1 1.4 

Unemployment rate 5.5 4.4 4.4  Unemployment rate 7.7 7.6 7.4 

China     United Kingdom    

GDP growth 8.5 4.3 5.0  GDP growth 6.9 4.3 1.5 

Inflation rate 0.9 2.3 2.3  Inflation rate 2.6 4.7 2.0 

Unemployment rate n/a n/a n/a  Unemployment rate 4.6 4.3 4.1 

Brazil     The Netherlands    

GDP growth 4.5 0.6 1.1  GDP growth 4.5 2.6 2.0 

Inflation rate 10.1 4.9 3.3  Inflation rate 2.8 3.8 2.1 

Unemployment rate 13.5 12.7 12.1  Unemployment rate 3.2 3.1 3.3 

Source: Rabobank 

Table 2: Swap rate forecasts 

 18 Jan 3M 6M 12M   18 Jan 3M 6M 12M 

USD          EUR     

Fed funds target 0.25 0.50 0.75 1.25  ECB depo rate -0.50 -0.50 -0.50 -0.50 

SOFR 0.05 0.30 0.55 1.05  ESTR -0.58 -0.57 -0.57 -0.57 

3m Libor 0.25 0.33 0.50 1.08  3m Euribor -0.56 -0.56 -0.52 -0.43 

2y swap 1.22 0.95 0.95 1.05  2y swap -0.23 -0.40 -0.50 -0.50 

5y swap 1.71 1.25 1.20 1.10  5y swap 0.12 -0.10 -0.15 -0.20 

10y swap 1.91 1.35 1.30 1.20  10y swap 0.40 0.20 0.15 0.05 

30y swap 2.00 1.70 1.65 1.50  30y swap 0.51 0.40 0.35 0.30 

CAD      GBP     

Overnight target 0.25 0.50 0.75 1.25  Base rate 0.25 0.50 0.50 0.50 

3m CDOR 0.62 0.75 1.00 1.50  3m SONIA 0.40 0.40 0.45 0.60 

2y swap 1.79 1.79 1.79 1.79  2y swap 1.10 1.10 0.90 0.80 

5y swap 2.09 2.11 2.17 2.24  5y swap 1.18 1.00 0.90 0.80 

10y swap 2.27 2.35 2.38 2.42  10y swap 1.12 0.90 0.80 0.70 

20y swap 2.45 2.60 2.63 2.66  30y swap 0.98 1.00 0.95 0.90 

MXN      BRL     

Overnight rate 5.50 6.00 6.50 6.75  SELIC target 9.25 11.75 11.75 10.25 

3m swap 6.06 6.42 6.83 6.92  3m 10.76 11.65 11.42 9.70 

2y swap 7.38 7.64 7.70 7.71  2y swap 11.71 10.88 10.23 8.52 

5y swap 7.51 7.76 7.79 7.80  5y swap 11.30 11.75 11.32 9.93 

10y swap 7.62 7.81 7.83 7.83  10y swap 11.42 11.83 11.86 10.79 

30y swap 8.11 8.17 8.18 8.18       

Source: Rabobank 
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Table 3: FX forecasts 

 18 Jan 3M 6M 12M   18 Jan 3M 6M 12M 

Majors      Latin America 

EUR/USD 1.14 1.12 1.10 1.12  USD/BRL 5.52 5.65 5.75 5.50 

GBP/USD 1.36 1.33 1.27 1.29  USD/MXN 20.38 21.00 21.50 22.50 

USD/JPY 114.7 115.0 116.0 117.0  Asia 

USD/CAD 1.25 1.26 1.28 1.28  USD/CNY 6.35 6.50 6.55 6.60 

AUD/USD 0.72 0.72 0.73 0.74  USD/INR 74.6 75.4 74.4 73.9 

NZD/USD 0.68 0.71 0.73 0.73       

EUR/CHF 1.04 1.06 1.07 1.10       

EUR/NOK 9.97 9.90 9.80 9.70       

EUR/SEK 10.31 10.00 10.00 9.80       

EUR/DKK 7.44 7.45 7.45 7.45       

Source: Rabobank 

 

Table 4: Commodities forecasts 

 Unit 18 Jan 2022Q1 2022Q2 2022Q3 2022Q4 

Agri Commodities       

Wheat (CBOT) USD/bu 750.25  750.00   740.00   725.00   725.00  

Wheat (Matif) EUR/t 267.00  275.00   260.00   235.00   235.00  

Corn USc/bu 591.75  550.00   550.00   540.00   535.00  

Soybeans USc/bu 1,356.75  1,255.00   1,270.00   1,260.00   1,255.00  

Soy Oil USc/lb 58.09  59.00   58.50   58.00   57.50  

Soymeal USD/tn 397.00  335.00   335.00   332.00   330.00  

Palm oil MYR/t 5,190.00  4,700.00   4,500.00   4,300.00   4,300.00  

Sugar USc/lb 18.65  19.20   18.30   17.80   17.80  

Coffee (ICE) USc/lb 240.95  175.00   168.00   163.00   162.00  

Coffee (Liffe) USD/t 2,221.00  1,980.00   1,880.00   1,820.00   1,800.00  

Cotton USc/lb 119.90  90.00   90.00   87.00   85.00  

Energy       

Brent USD/bbl 87.58  81.45   81.90   82.35   82.73  

WTI USD/bbl 85.29  77.70   78.15   78.63   79.18  

Source: Rabobank 
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