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Don your armour 

Monthly Outlook 

Putin invaded Ukraine to show the world Russia is the dominant military power in 

Europe and to rebuild his vision of a Russian sphere. In this Monthly we look at the 

impact key economies and markets. Obviously the real fight isn’t for central banks, 

but in the streets of Ukrainian cities. And the latter is a clarion call that has woken 

the West. Economies and markets should gird their loins and don their armour for 

resulting market disruptions, structural change, and fat tail risks. 
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Don your armour 

Vladimir Putin invaded Ukraine to show the world Russia is the dominant military power in Europe 

and to rebuild his vision of a Russian sphere. His overwhelming military advantage hasn’t 

translated into a quick battlefield victory yet, however. Indeed, the bravery of the Ukrainian 

resistance and President Zelensky have inspired and shamed Western leaders in equal measure 

such that they have now introduced their own powerful set of measures against Russia. 

Europe has woken up from a three-decade geopolitical slumber to a world of competing Great 

Powers – and the short- and long-term implications are both profound. The EU and NATO are 

now providing financial aid and are resupplying the Ukraine militarily. In a complete policy 

reversal, Germany will massively raise its defense spending, and will wean itself off its Russian 

energy addiction. This rekindling of the Western alliance is the stuff of Putin’s nightmares. 

Meanwhile Western sanctions have been ramped up to unprecedented levels, among which are: i) 

restrictive measures on officials and elites; ii) targeted sanctions in sectors such as finance, energy, 

transport, and technology; iii) visa restrictions; iv) closing UK/EU airspace for Russia, and vice 

versa; v) restrictions on port access, and Turkey closing the Bosporus to Russian naval vessels; vi) a 

cut-off of Russian banks from the SWIFT system; and vii) sanctions on the central bank and 

freezing most of its FX reserves. Separately, Russia lost the right to play in the FIFA World Cup or 

international rugby, to host the Champions League final and F1 racing, and even to sing in the 

Eurovision song contest. Together these ensure Russia’s de facto removal from the global 

community, economy, and financial markets.  

Sanctions operate on a different timescale than an unfolding war. But make no mistake about it: 

they will create a deep recession and financial crisis in Russia on par with the break-up of the 

Soviet Union in 1991. For the average Russian, who never thought an actual war would break out 

over Ukraine, there will be a hefty price to pay. However, Putin has spent much of the past few 

years taking over the media landscape and getting rid of any political opposition, and his police 

continue to act ruthlessly, so it’s probably too much to hope for a palace revolution. Indeed, a 

trapped, wounded tiger (or bear) is in some ways more dangerous. 

Ukraine faces the prospect of a drawn out and increasingly horrifying war that is already a 

humanitarian disaster. For Putin, the awful logic is that he will have to crush his neighbour if he is 

not welcomed as its liberator. In turn, that will only increase the appetite for further Western 

intervention and sanctions, triggering Putin’s pre-existing paranoia. This introduces geopolitical 

tail risks that are truly terrible to contemplate – and with no clear off-ramp. 

In this Monthly we look at our impact assessments of this all for key economies and markets. We 

first published three war scenarios a few weeks ago. A swift Russian victory would have made the 

impact on markets and the global economy relatively small: Western-backed Ukrainian resistance 

means that won’t be the case. As such, there are profound implications for sectors such as energy, 

wheat and barley, fertilizer, and metals. Physical supply disruptions combined with sanctions will 

see substantial and sustained price increases, on top of already high CPI numbers.  

The major central banks will continue to hike as a result. They already faced a cost-push inflation 

surge they were ill-equipped to deal with. The fall-out of this war compounds their headache as 

they now face stagflation. They know they may be hiking into a policy error, but can’t stop now. If 

anything, they at least come out with their inflation fighting credentials intact, However, wars 

change everything. If supply of goods stops and prices surge, monetary policy will not be enough: 

fiscal policy will need to offer subsidies, and failing that rationing would be next. 

Obviously the real fight isn’t for central banks, but in the streets of Ukrainian cities. And the latter 

is a clarion call that has woken the West. Economies and markets should gird their loins and don 

their armour for resulting market disruptions, structural change, and fat tail risks. 
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Global Outlook 

Ukraine: Three war scenarios 

Economic forecasting is a hazardous exercise with a poor track record – and far more so given a 

backdrop of binary-outcome geopolitical decisions with very fat tails. However, in ‘How We 

Would Pay for the War’ we outlined three potential Ukraine risk scenarios: unfortunately since 

then the invasion that was seen triggering all of these risk scenarios has become a terrible reality. 

We argued the economic impact of such an incursion would then depend on how the West 

responds to these transgressions. Either the West would not respond effectively; or, respond with 

effective sanctions; or, it would respond with effective sanctions and secondary sanctions. 

Figure 1: Three scenarios 

 

Source: Rabobank 

We made various assumptions for key markets as inputs to our modelling for scenarios A and B 

above, all of which are discussed in more detail in the report: these involve much higher 

commodity prices and disrupted global trade. 

In scenario A, already high global inflation rises and global GDP growth declines moderately 

compared to our base forecast – except in Russia, where growth actually rises(!) Obviously, that 

scenario is now behind us. 

In scenario B, global inflation rises even higher for even longer, and GDP growth declines more 

deeply and for longer too, especially in Russia, but with the exact impact depending on individual 

countries’ exposures. That is arguably where we sit today. True, there is a notable exception to our 

modelling assumption in that energy exports aren’t part of sanctions – yet. However, the latest set 

of sanctions includes some very forceful alternatives, such as the exclusion of (selected) Russian 

banks from the SWIFT network, and the imposition of restrictive measures that will prevent the 

Russian Central Bank from deploying its international reserves in ways that undermine the impact 

of our sanctions. Indeed, we already see agri commodity prices moving in line with our scenario B 

predictions due to the physical supply disruptions and worries over sanctions. 

In scenario C, the outcome is so disruptive for everyone that macro models can’t capture it: the 

world is split into two Cold War camps. While so far no major economies have declared they will 

try to evade these Western sanctions, it could still happen ahead as the price of commodities 

soars. Moreover, the geopolitical binary Russia is using blackmail and force to achieve runs the 

same risks – creating a new, detached economic sphere of interest. 

As noted above, economic forecasting has a poor track record when it comes to events like these. 

No matter how many scenarios one thinks of, reality will always play out differently. Nonetheless, 

please continue reading to see our collective views on what these ‘Ukraine metacrisis’ risks imply 

for the various asset classes and geographies that we regularly cover in this Monthly. 

Russia/Belarus invade Ukraine

A) The West does not 

respond militarily or with 

sanctions

B)  The West does not 

respond militarily, but 

imposes effective sanctions

C) The West does not 

respond militarily, but 

imposes effective sanctions; 

and secondary sanctions on 

those breaking them
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Figure 2: Visualising the scenarios 

 

 

Source: Rabobank 
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Fixed Income 

A change of plans? 

2022 outlook is very bifurcated as we noted last month. Normally, as time passes, things become 

clearer, but that doesn’t seem to be the case here. Inflation remains a huge unknown, and 

geopolitical risk has just been raised to a whole new level. 

Starting with the former, the ECB surprised us and markets by suddenly adopting a more hawkish 

tone since the February meeting (figure 1). As we detail in a recent note, the ECB seems to be 

adopting a loss-minimising approach to monetary policy. Uncertainty surrounding the inflation 

outlook is unusually high, and a misjudgement could prove to be very expensive. So instead of 

setting the policy that is best suited for their baseline, the ECB is shifting to the strategy that does 

the least damage regardless of which inflation scenario materialises. We argued that this implies a 

gradual withdrawal of monetary accommodation, but this should not be confused with the ECB 

actively running restrictive policy. Asset purchases are now likely to end after Q3, and we have 

pencilled in a first rate hike for December. Another hike in 2023Q1 would then end an era of 

negative policy rates, after which we expect a pause. 

Even though the ECB hopes to find a policy middle ground between the inflation scenarios, the 

inflation outlook remains bifurcated. So while our baseline has shifted to gradual normalisation, 

we stress that risks are firmly skewed to later and less tightening: we would describe the ECB’s 

path as ‘gradual normalisation until the data forces a stop’, instead of ‘on hold until it says go’. 

Key factors to watch are incoming data, geopolitical developments, and fragmentation risks. 

Figure 1: A shift away from the hawkish camp  Figure 2: ‘We were promised a decline’ 

 

 

 
Note: Assessment of the tone of individual ECB members’ 

comments, historically versus 1–23 Feb.  Source: Rabobank 

 Source: Eurostat, Bloomberg 

Inflation did not decline at the start of the year, bucking expectations of the ECB and analysts 

(figure 2) – fuelling concerns that their forecasts could be wrong. And current economic data 

support gradual normalisation, except for wages. Wage data are very backward-looking, but the 

jury is still out whether pay growth will accelerate significantly. Without wage growth, the 

medium-term outlook looks less bright as energy inflation is set to erode consumption. Plus, the 

ECB’s tightening would add some headwinds to the economy; maybe more than necessary if 

inflation does turn out to be transitory. But without the benefit of hindsight, it avoids inflation 

expectations becoming unanchored, and running a slightly too tight policy now is less damaging 

than having to tighten drastically if inflation ends up being more persistent after all.  

More current than these economic risks are the recent geopolitical developments around Ukraine. 

As discussed elsewhere in this monthly, trade ties are relatively limited, except for key 

commodities. So further escalation of the conflict between the West and Russia will have a varying 

impact on countries, depending on their proximity, as well as via exposure to energy and food 

imports. Higher food and commodity prices would only add to inflation, but at the same time 
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growth is expected to suffer. Europe may be particularly susceptible to the fallout, considering the 

continent’s dependence on Russian gas. 

In essence, this ‘stagflationary’ impact only aggravates the ECB’s trade-off between inflation and 

growth risks, and the central bank’s response is not immediately obvious. On one hand, the added 

and more persistent pressure on inflation would warrant further tightening. At the same time, the 

dampening impact on consumption, investments, and hence growth would warrant more 

monetary accommodation – unless governments step in with fiscal stimulus. Moreover, to the 

extent that significant risk-off moves widen peripheral spreads, fragmentation risk could force the 

ECB to continue its asset purchases for longer than it currently anticipates. At this juncture, neither 

of these risks seems to be pressing enough to force the ECB to fully abort its normalisation plans, 

but as long as the war in Ukraine persists, the ECB will be even more flexible and non-committal 

than the data-dependent flexibility it has regained recently. 

Swap spreads – markets divided between risk off and rate hikes? 

Throughout February, the Ukraine crisis did not spark an unequivocally risk-off mood. While most 

equity indices were down on the month, losses were still relatively contained compared to recent 

crises. Similarly, Bund yields declined somewhat in the wake of the crisis, but the move from 

0.30% to a 0.15-0.20% range was hardly a sign of panic. That said, as this goes to print, a sharper 

decline (14bp on the day) is ongoing on concerns that Putin is scaling up Russia’s war efforts. 

Interestingly, until today any renewed bid for Bunds did not really translate into lower EUR swaps, 

as evidenced by the 10y rate. A more in-depth analysis is forthcoming, but we note that this 

spread widening started around the February ECB meeting, and ahead of the escalation of the 

Ukraine conflict, so it at least partially seems to be driven by rate expectations. Certain parties may 

be unable to sell Bunds due to regulatory requirements so instead turn to swaps to hedge their 

interest rate risk, for example. Meanwhile Bunds may also be seeing some safe haven flows. So the 

uncertainty whether the ECB will opt to prioritize inflation or growth risks in March –or indeed 

subsequent meetings– had arguably only further disconnected swap rates from Bunds (figure 3). 

As the risk-off sentiment is now also affecting expectations that the ECB may have to delay its 

normalisation, both of these factors are dragging down swap rates. Prior to the war we already 

noted that the market expected more normalisation than the ECB might be able to deliver and 

that swap spreads had risen too far, considering the abovementioned economic risks. The war 

adds further clouds to Europe’s growth and inflation prospects. So the ECB’s loss-minimizing 

strategy would still see it lean against inflation very cautiously, but to avoid exacerbating the risk-

off sentiment. As things stand now, this will probably be on a more gradual timeline than the 

policy shift the ECB suggested in early February. Even though the ECB may still be able to deliver a 

(tokenistic) fight against inflation expectations, growth should limit the prospect for a protracted 

hiking cycle. We therefore expect swaps to continue their decline, and see further curve flattening. 

Figure 3:  EUR swap spreads  Figure 4: EUR swap forecasts 

 

 

 
Source: Bloomberg  Source: Rabobank 
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Foreign Exchange 

EUR/USD: window on the world  

The primary reason that the USD remains a primary safe haven lies with its dominance in the 

global payments systems. The US’s share of global trade has shrunk in recent decades as 

emerging markets have grown. However, invoicing in USDs has remained widespread, not least in 

the commodity sector. This explains why the USD remains the world’s favoured reserve currency. 

Governments in Russia, China and in Europe have made efforts to reduce the dominance of the 

USD, but progress has been slow. Given the current backdrop, the USD will remain a preferred 

safe haven in times of stress. Simultaneously, Europe’s dependency on Russia for around 30% of 

its oil imports raises the risks around the growth outlook for the Eurozone and the single 

currency. Europe has agreed to block selected banks from SWIFT, but so far the EU has 

successfully argued that these sanctions should not extend to all Russian financial institutions. 

Fears are high in Europe that this may prevent payments to Russia for energy supplies, which 

could then be cut off. Such a move would trigger a sharp increase in the growth risks facing 

Europe which we expect would be matched with a potentially aggressive downside move in the 

EUR.  

Assuming there is no disruption to energy supplies from Russia to Europe, EUR/USD is likely to 

hold above its February 24 low just above the 1.11 area and may edge back towards the 1.13 area 

if western governments issue sufficient reassurances about energy supplies to Europe. However, 

markets are likely to remain jittery in the near-term while investors stay glued to the headlines. 

While recognizing the potential for further large moves in market prices, we have chosen not to 

alter our EUR/USD forecasts, at least for the time being. Our 1 month EUR/USD forecast at 1.13 

now requires some reassurances on the growth outlook in Europe. We still expect a move to 

EUR/USD 1.11 around the middle of the year on a mixture of safe haven demand for USD and Fed 

policy tightening.  

Figure 1: CFTC US speculators’ USD positions 

 
Source: Macrobond 

AUD/USD: no longer a ‘risk-on/risk-off’ pair?  

Historically the AUD has been the ‘high risk’ currency within the G10 basket. If stocks and EM 

assets were under pressure it is likely that the AUD would be found at the bottom end of the G10 

performance table. There were reasons for this. For many years Australian bond yields were 

significantly higher than in other ‘core’ G10 countries. This resulted in the favoured AUD/JPY carry 

trade of the fictional Mrs. Watanabe. Australia also ran a current account deficit for many years 

and in times of market stress, when higher yielding Australian assets were no longer as attractive 

to overseas investors, the AUD would tend to adjust lower. More recently, the spread between 

Australian bond yields and those in ‘core’ G10 markets has fallen. Additionally, Australia now runs 

a current account surplus. The carry trade and thus the AUD’s sensitivity to risk events appears to 
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have diminished. Additionally, Australia is an exporter of commodities. Traditionally, commodity 

exports would come under pressure when a ‘risk event’ is sparked. This is because heightened risk 

would usually have downside consequences for world growth and therefore for demand for these 

commodities. This logic is currently in turmoil. Supply chain disruptions and strong rebounds in 

demand following the pandemic had already underpinned commodity prices. Given that Australia 

is a large exporter of coal (a substitute for oil) and a producer of LNG suggests that the AUD 

should find additional insulation as long as energy prices remain elevated. The AUD may not be 

able to keep pace with the safe haven USD in times of acute stress, but equally there is good 

reason for it not to behave as the risk currency of the G10 basket. In view of the buoyancy of the 

Australian economy in addition to commodity price strength, we have retained our year-end 

forecast of AUD/USD 0.74.  

EUR/GBP: rocky road?  

As the European sovereign debt crisis worsened in 2011, there were signs that some investors 

were viewing the pound as a quasi-safe haven or at least a diversification trade away from the 

EUR. In that period the UK was moving away from the shock of the global financial crisis and 

Brexit was not considered a real threat. However, in given the fact that the UK is a significant net 

importer of energy, the GBP’s ability to offer diversification from the EUR is likely to be limited 

during the current Ukrainian crisis. That said, the UK is less directly dependent on Russian energy 

supplies than Germany, which may offer GBP a little more resilience than the EUR on worries 

about European energy security.    

Although the UK’s energy imports are diversified, this does not offer protection from increases in 

wholesale prices of gas and oil. There is yet to be any disruption in energy supplies due to the 

conflict in Ukraine, but the uncertainty could bring higher for longer energy prices which in turn is 

a threat to growth. Money markets have already started to pull back on the amount of rate hikes 

projected from various major central banks in view of the headlines from Ukraine. It has been our 

view for some time that the number of BoE rate hikes this year will fall significantly short of 

market expectations in view of the headwinds to growth in the UK from higher energy prices. 

food price inflation and the higher tax burden that is being rolled out by the government. We 

have been arguing that EUR/GBP will move higher around the middle of the year as the market 

backs away from expectations of an sustained and aggressive pace of BoE rate hikes through 

2022. While we maintain this view, downside risks for the EUR could increase dependent on the 

headlines from Ukraine and this could slow any recovery in EUR/GBP. For now, we have 

maintained our 3 month EUR/GBP forecast at 0.85. 

Figure 2: UK consumer confidence and retail sales 

 
Source: Macrobond 
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Agri Commodities 

Demand flies north and prices with it  

Agricultural markets’ bull run continued last month, buoyed by adverse weather, geopolitical risks, 

and input inflation. La Niña will deprive feed customers of serenity in 2022 by sharply reducing 

South America’s soybean and corn production. CBOT corn and the soy complex are rallying as 

demand is driven north to the US, which is plainly incapable of accommodating it all. The Russian 

invasion of Ukraine represents a major concern for (vegetable) oil, wheat and corn. Funds are 

flocking to agri commodities amid inflation and geopolitical risks, with notional length 

approaching the highest on record. US 2022/23 grain & oilseed harvests will be critical in relieving 

scarcity, but incipient dryness, acreage constraints, and inflation will likely keep CBOT price risk 

skewed firmly to the upside. 

Figure 1: Agri commodities price movements from January 31 to February 28 

 

Source: Bloomberg, Rabobank 

Wheat prices faces extended price volatility 

CBOT wheat price volatility is set to persist through 2022Q2 as the peak northern hemisphere 

growing period collides with the conflict in Ukraine. The risk from war is significant for Black Sea 

export disruptions and the longer the conflict goes, the more likely harvests will be negatively 

affected. European origins, particularly France, are the obvious beneficiaries of demand shifting 

away from the Black Sea. We expect to see global wheat prices increase dramatically if Black Sea 

supplies are cut off for a sustained period.   

CBOT soybeans eyes records as South American yield losses exceed 

all expectations 

La Niña, like Goldilocks, has overstayed her welcome in South America and is starving CBOT 

soybean bears. A growing realization that South American soy production estimates have fallen 

by 30 million metric tons (mmt) in 2021/22 –equivalent to one-third of global ending stocks– is 

sending shivers of fear down the spines of consumers and excitement down those of investors. 

The current forecast of rain for southern Brazil, Argentina, and Paraguay comes far too late to 

provide respite for the advancing harvests. Consumers and traders had long waited for lagging 

Brazilian soy sales to pick up; a 123mmt crop has crushed their hopes. Brazilian 2021/22 soy 

exports are seen closer to 76mmt, down 6mmt y/y. Argentina’s c. 40mmt production, meanwhile, 

would imply a meager 35mmt crush (-13% y/y) for the world’s largest exporter of soy by-

products. Unusual Paraguayan soybean imports flow shows no South American producer has 

been spared by La Niña. With 2022 South American soy expectations dashed, global demand is 

flying north and CBOT complex prices with it.  
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Widely different coffee market views to result in ICE Arabica volatility 

ICE Arabica has traded in a wide range in February, reflecting widely different market views. On 

the one hand, focusing on the certified stocks would be very bullish, given how fast they have 

been dropping in the last three months. A lower level of certified stocks increases the likelihood of 

a price spike, and this has clearly attracted a lot of attention from funds going long on coffee 

futures. However, with an increasing number of shipments in bulk and Brazilian exports recovering 

quite a bit since December, logistical problems are probably not as acute anymore, and therefore 

the immediate market for certified stocks could be smaller than a quarter ago. The size of the 

exports could also lead to increases in the lowest end of 2021/22 production estimates out there, 

with a potential knock-on effect on 2022/23 numbers. Also, the heavy rains in Brazil are likely to 

increase the potential for 2023/24. Time will tell. 

  

Figure 2: US soy export commitments have 

soared lately 

 Figure 3: Drought in southern Brazil and 

Argentina has heavily cut soy production  

 

 

 
Source: USDA, Rabobank  Source: NOAA, Rabobank 
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Eurozone 

From ‘sugar high’… 

At the current juncture, many businesses in Europe may still be working themselves through 

significant ‘backlogs’ that are the result of the major supply-demand imbalances stemming from 

the 2020-21 pandemic and policies aimed at mitigating its economic impact. The strong 

government support through the pandemic –leading to a build-up of excess savings– and a wind 

down of Covid-19 restrictions leading to positive ‘reopening’ effects probably go some way in 

explaining the better-than-expected performance of the Eurozone economy during much of 2021. 

Also, the mild Omicon variant has caused much less disruption than previous strains.  

Hence, looking at manufacturing, we see elevated purchasing managers surveys, as a gradual 

fading of supply bottlenecks that hampered output over the last year is now allowing companies 

to raise production in the face of still strong demand for goods. Meanwhile, in the services sector, 

activity is actually picking up, simply because Covid-19 restrictions are quickly being relaxed and 

so demand for services is recovering (figure 1). 

However, these positive data may to some extent be deceiving and whilst they may have created 

the proverbial ‘sugar high’ among economic actors, European households, businesses and 

governments should prepare themselves for tougher times ahead.  

Figure 1: Elevated manufacturing sentiment, 

rebounding services sentiment… 

 Figure 2: This must be starting to hurt 

businesses right now… 

 

 

 
Source: Macrobond  Source: Macrobond, RaboResearch 

…to a jump in commodity prices that’s coming in hard… 

For starters, the last six months have seen an unrelenting increase in commodity prices, that will 

be increasingly felt in many a boardroom in Europe. After all, for its energy, the EU relies for more 

than 60% on imports. And non-energy commodity prices have risen as well. 

Whilst there are many other factors that influence corporate profitability besides the most 

obvious components such as wages and the cost of inputs, the widening gap between producer 

and (non-energy) consumer prices since early 2021 is just astounding. In fact, we haven’t been 

able to find any episode since the 1960s during which that gap increased by more than 10% (as it 

did from September 1973 to April 1974). For comparison, since early 2021 this gap has widened 

by almost 20%. This may not only indicate that businesses have been surprised by the extent and 

persistence of input cost price pressures but it would also suggest that i) they will (need to) hike 

their prices for end-users much more significantly in the year to come, or ii) take a considerable 

cut in their profit margins. Either way, we would argue this already is one of the biggest 

commodity price shocks in post-WWII history…  
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…and then there was a war in Europe 

Just before war in Ukraine broke out, our RaboResearch colleagues calculated the potential effects 

of the war in Ukraine with our NiGEM model. scenario A assumes a temporary disruption of trade 

and higher commodity prices, whilst scenario B assumes war and effective sanctions. This would 

see higher and more persistent commodity prices and a bigger rise in risk premiums. Recent 

developments clearly show the direction in which we are traveling, even as the commodity price 

action following the outbreak of the war has been more muted so far. 

Figure 3: Two scenarios for Eurozone GDP 

impact (deviation from baseline) 

 Figure 4: A more protracted inflation hump, with 

risks still to the upside! (contributions %y/y) 

 

 

 
Source: RaboResearch  Source: Macrobond, RaboResearch 

Since the start of the war, EU (and global) sanctions have been ramped up and now include i) a 

freeze of assets held by Putin/Lavrov, ii) restrictive measures on certain officials, iii) targeted 

sanctions in the area of finance, energy, transport, technology and visa policy, v) a closing of EU 

airspace for Russia and vi) a partial cut-off of Russia (non-energy payments) from SWIFT. 

The tectonic shift seen over the weekend also suggests Europe will not look “East” and seek to 

appease Russia, but rather is keeping ranks closed and will strengthen its NATO ties. Germany has 

agreed to ship weapons to Ukraine and has vowed to ramp up defense spending. If similar action 

follows in other member states this would constitute a significant (fiscal) impulse. The swift and 

united response by Europe and other nations is perhaps one explanation why the risk-off move in 

financial markets has been relatively modest. But make no mistake: the war is causing a significant 

supply shock (with both price jumps as well as physical limitations of supply of goods) on top of 

what already was a large shock to the economy in the works. Our upped inflation forecast (to 5% 

in 2022) and lowered growth projections (below 3% in 2022) try to balance out the factors 

highlighted above, but we feel that things could still play out in a much more violent fashion.  

Table 1: Economic forecast 
 

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

GDP 5.2 2.9 1.5 0.3 0.3 0.5 0.4 

Consumption 3.5 3.3 1.6 0.1 0.1 0.0 0.0 

Investment 3.7 3.0 1.5 1.6 1.0 1.0 0.2 

Government 3.8 1.1 0.9 0.3 0.0 0.1 0.1 

Trade 1.2 0.4 0.2 -0.2 0.1 0.3 0.3 

Inventories 0.3 -0.2 -0.1 0.1 -0.1 0.0 0.0 

CPI (%y-o-y) 2.6 5.0 2.0 4.6 5.2 5.5 5.1 

Unemployment rate 8.0 7.7 7.5 7.6 8.8 9.2 9.4 

Source: Rabobank  
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Germany 

Which do you want first, the good or the bad news? 

Signs for a swift economic recovery from the second quarter onwards are flashing green for 

Germany (except for that one thing, which we will address later). The pandemic seems to have run 

its course and PMIs are sky high (figure 1). The simple reopening of the economy will spur 

spending on services and boost business and consumer confidence. Moreover, the latest surveys 

suggest that the worst of the supply chain problems may be behind us. Firms continue to build 

precautionary stocks, but the growth rate of input inventories has fallen to a four month low. 

Freight prices have dropped (although some have shot up recently due to the war in Ukraine) and 

average lead times continued to lengthen, but at the slowest pace since November 2020.  

Additionally, the German government is chipping in as well. The pandemic and the current war in 

the Ukraine (more on which later) has led chancellor Scholz to reverse more than a decade of 

Merkel’s policy in just a few months. This is true for Germany’s geopolitical policies, but is also 

very evident for the Bundesfinanzministerium. The finance minister, Christian Lindner (FDP), was 

initially seen as a fiscal hawk, but he has acted rather dovish so far. Scholz’ cabinet has announced 

that they will fund major investments in infrastructure and the green transition via off-balance 

sheet constructions to circumvent the debt brake and recently announced that they will fund a 

EUR 100bn investment in the Bundeswehr this way as well. Additionally, Germany will almost 

double its defence spending on a structural basis. It seems that Germany has really reinvented 

itself in the past months. We argued before that this was an absolute necessity.  

Figure 1: Manufacturing almost back at pre-

pandemic levels 

 Figure 2: Virtually all sectors are positive about 

the future 

 

 

 
Source: Macrobond, Markit HIS, Destatis  Source: Macrobond, ZEW 

What impact will the war in the Ukraine have on economic growth? 

Just as we see that some problems are starting to ease, previous tail risk scenarios have now 

materialised. Besides the suffering for the Ukrainians themselves, the Russian invasion poses a 

serious risk to economic growth in Germany. Partially via direct trade between Germany and 

Ukraine/Russia, but also through higher commodity prices and uncertainty for consumers and 

businesses.  

Germany has delayed the approval of Nord Stream 2 and even though the gas, through Nord 

Stream 1 and the Yamal pipeline, keeps running for now, it cannot be ruled out that additional 

sanctions will decrease or stop that flow. This raises the obvious question, what does this mean 

for the German economy?  

Gas accounts for roughly a quarter of Germany’s primary energy sources and roughly half of all 

this gas is imported from Russia. Disruption of gas flows could therefore have a significant impact. 

There are several things that Germany could do to mitigate some of this damage, but some of 

these options are controversial. First, Germany has scheduled to close its last nuclear reactors in 

2022. Nuclear energy currently accounts for roughly 6% of Germany’s energy mix, so keeping the 

reactors open a little longer could mitigate some of the damage. Public opinion is not very 
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favourable towards nuclear energy, but the option is being weighed at the moment. Second, 

Germany could replace gas by lignite and hard coal, since this is a commodity domestically 

available. Given that these fuels are very polluting, this won’t go down easy with most political 

parties, especially not with the Greens. Third, Germany could try to acquire more Dutch gas from 

the Groningen gas fields, but this is rather delicate topic in the Netherlands. Fourth and last, 

Germany could import more LNG. Recently, Germany already announced that it will build two 

additional LNG terminals, although this won’t make up for the decrease in Russian gas imports 

and it will take time before such terminals become operational. 

Figure 3: Germany’s energy mix  Figure 4: There used to be a correlation… 

 

 

 

Source: IEA  Source: Destatis, Bundesbank 

Even if Germany is able to replace the Russian gas or curb demand to prevent massive disruptions 

of its industry and society (as it could according to a recent report by Bruegel), it is likely that 

energy prices will rise (even) further in the short run due to uncertainty regarding future supply 

and subsequent stockpiling. Additionally, the war in Ukraine adds extra fuel to food price inflation 

and surging producer prices are set to impact price levels as well, although it is unclear what part 

of this producers can pass on to their customers (figure 4). 

Accordingly, we have revised our inflation forecast upwards to 5.0% for 2022 and 1.8% for 2023. 

We expect inflation to peak in the second quarter of 2022, but we do have to include a disclaimer 

that the risks to inflation are still tilted to the upside. A further escalation of mutual sanctions is 

currently not in our base case, but definitely belongs to the realm of possibilities. Lower 

purchasing power, less international trade and more uncertainty has also led us to revise our 

forecast for economic growth for 2022 to 1.9% and to 1.2% for 2023. 

Table 1: Growth forecast for Germany 

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

GDP 2.8 1.9 1.2 0.2 0.4 0.3 

Consumption 0.0 3.1 0.6 0.5 -0.1 0.3 

Investment 1.3 -1.2 -2.1 0.4 0.0 -1.5 

Government 

spending 

3.4 1.5 3.2 -0.2 0.8 0.8 

Export 9.8 3.6 -0.5 0.8 -0.7 -0.8 

Import 9.1 3.3 -1.9 -1.3 -1.6 -0.6 

CPI (y/y) 3.2 5.0 1.8 5.3 5.5 5.1 

Unemployment 3.5 3.2 3.2 3.2 3.2 3.2 

Source: RaboResearch 
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The Netherlands 

The Netherlands shares the global disbelief over the Russian invasion of Ukraine, and supports 

strict economic sanctions against the Putin administration. The impact of these sanctions on the 

Dutch economy depends heavily on whether or not they include natural gas and oil, as the 

Netherlands is a net energy importer and relies relatively strongly on Russian supply. Earlier in 

February, RaboResearch has quantified the economic impact of two scenarios for sanctions. These 

scenarios indicate that the costs for the Dutch economy could be EUR 16bn for this year in case of 

strict economic sanctions, with a worsening trade balance and rising inflation expected to be the 

main drags on the economy. Important to note though, is that these are just two scenarios, 

written up before Russia invaded Ukraine. Reality is catching up quickly, and could look quite 

different. Energy and commodity prices might for example not react as assumed in those 

scenarios, considering that –so far– energy exports have been omitted from the sanctions list. Nor 

did the scenarios include increased defence spending among western nations. 

Strong starting position… 

On the one hand, the Dutch economy has a strong starting position. Despite stricter corona 

measures –and a full lockdown in the final weeks of 2021– the Dutch economy grew 0.9% q/q in 

the fourth quarter. This has pushed economic activity 2.8% above its pre-crisis level (Figure 1). The 

Dutch labour market has seen an equally impressive rebound from Covid-19, with the vacancy 

rate reaching all-time highs in the second half of 2021 and the net participation rate rising to a 

record 71.5% in January 2022 (Figure 2).  

Government finances also remain quite healthy, even after the extensive Covid-19 support 

packages. Figures on government finances trail six weeks behind GDP figures, but Q3 data put 

Dutch public debt at 52.6% of GDP. This leaves substantial fiscal room to support households and 

companies that suffer from the economic fallout of sanctions and counter sanctions, should this 

be necessary.  

Earlier this year the new cabinet has also proposed significant spending and investment plans, 

which could be beneficial for overall economic activity in the years ahead. Pledges from many 

European countries, most notably Germany, to increase defence spending could also be an upside 

for the Dutch economy (directly or indirectly). 

Figure 5: Consumption and investments 

lagging behind 

 Figure 6: Employers struggling to fill their job 

openings 

 

 

 
Source: Statistics Netherlands  Source: Statistics Netherlands 

…but inflation is already high 

On the other hand, consumer prices have reached eye-wateringly high levels even before the 

Russian invasion of Ukraine, with HICP inflation at 7.6% y/y in January. A large part of this is 

imported inflation, through higher energy and food prices, and therefore simultaneously erodes 

companies’ profitability and consumers’ purchasing power – contractually negotiated wages were 

only up 2.3% y/y that same month (Figure 3). The sanctions against Russia (and Russia’s counter 
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sanctions) have the potential to significantly increase food and energy prices, which would result 

in even higher and/or more prolonged inflation and could therefore be a real drag on the Dutch 

economy. The Russian share in the Netherlands’ total imports of coal, natural gas and oil is 

substantial. To illustrate, including indirect imports about 36% of total oil imports come from 

Russia, and 24% of natural gas imports. In an even worse case scenario the war won’t just lead to 

very high energy prices, but also shortages. Apart from energy the overall Russian-Dutch trade 

relations are relatively small, with about 3.5% of Dutch imports coming from Russia. But these 

volumes may understate the potential impact. The Russian Federation and Ukraine are massive 

players in the world’s supply of e.g. certain metals used in various production processes. So, with 

global supply chains still disrupted by the effects of Covid-19, the war, sanctions and counter 

sanctions could indirectly stifle business activity.  

At the time of writing we anticipate that the Netherlands, on balance, will still see moderate 

economic growth in the coming quarters, but quarter-on-quarter growth is anticipated to be 

lower than in our previous baseline. Year-on-year numbers will remain high because of a strong 

carry-over effect from the swift economic recovery in 2021. 

Figure 7: Wages aren’t keeping up  Figure 8: Consumers have turned sour 

 

 

 
 

Source: Statistics Netherlands 

  

Source: Statistics Netherlands 

 

Table 2: Economic forecasts 
 

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

GDP 4.8 3.1 1.3 0.9 0.1 0.2 0.2 

Priv. consumption 3.5 4.9 0.9 -0.1 0.5 0.6 0.3 

Govt. consumption 4.3 1.9 1.7 0.7 -0.5 0.1 0.1 

Bus. investment 5.1 5.1 1.1 4.4 2.1 0.8 0.4 

Govt. investment -2.5 4.0 11.8 4.4 0.9 1.0 0.9 

Exports 7.0 3.5 3.1 -0.1 0.5 0.5 0.7 

Imports 5.4 4.0 3.8 -0.8 1.0 0.9 0.9 

HICP (% y/y) 2.8 5.5 2.9     

Unemployment rate 4.2 3.7 3.9     

Source: Rabobank 
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United Kingdom 

Diplomatic struggles 

One of the promises of Brexit was that the United Kingdom would be in full control of its own 

foreign policy. This is currently undergoing its first major test. As Russia’s aggression towards 

Ukraine increased over the course of the last few months, the British government initially seemed 

keen to play a leading role as a guarantor of European security. It was, for instance, among the 

first to send weapons along with a limited number of personnel to Ukraine. As such, British policy 

was widely perceived as more muscular and hawkish than the policies of its Western European 

counterparts. The relations between the UK and Russia had already deteriorated sharply following 

the poisoning of the Skripals; being forward leaning early-on could allow the UK to shape the 

West’s collective response. This rang particularly true after Germany caught flak on Nord Stream 2 

whilst Italy appeared too preoccupied with its own economic fortunes to pack a hefty punch.  

As the crisis unfolded and EU policy failed forwards, the war instead illustrates how the UK 

struggles for diplomatic importance in the post-Brexit era. While it has been present in the 

discussions between the EU and the United States, it couldn’t assume an influential and facilitating 

role. The UK’s own policy actions instead lagged those of the EU and the US, forcing it to play 

catch up. The messy exit from the EU has ostensibly dealt a blow to its international standing. Its 

economic heft is now smaller too, being outside the world’s biggest consumer market and going 

through some post-Brexit economic weakness. Finally, last week’s events showed the UK has to 

‘own’ the sanctions it imposes; it can’t hide behind joint decisions anymore. This puts a spotlight 

on London’s lucrative business relationships with Kremlin-backed organizations and oligarchs.  

It’s still all about inflation 

The sanctions include the suspension of dual-use export licenses and the prohibition of exports of 

high-tech items, including chips, aircraft parts and oil refinery equipment. The most commonly 

exported goods to Russia are cars, pharmaceutical products, and mechanical power generators, 

while the UK mostly imports commodities such as oil, gold, other metals, and gases. Exports have 

stagnated for more than a decade and the UK has a goods trade deficit. Its services trade is in 

surplus, mostly due to trade in financial and other business services.  

Figure 1: The UK mostly imports commodities 

from Russia; export growth already stagnated 

 Figure 2: Inflation rises further and lasts longer, 

especially if current price increases sustain 

 

 

 
Source: Macrobond  Source: RaboResearch 

Sanctions will have a limited direct impact. It’s different when it comes to prices, even as the UK 

sources only 5% of its gas consumption from Russia. About half of its requirements is met from 

the North Sea, while another third is sourced from Norway. The rest is imported by pipelines from 

other European markets, or in the form of LNG. This distribution is mostly for logistical reasons. 

The UK is attached to European gas markets, so prices are determined regionally (and globally).  
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The current rise in wheat, metals and gas prices –if sustained– points to an extra percentage point 

boost to UK inflation. Some of these cost increases show up directly, such as petrol, whereas it 

could take some months before others are eventually passed on. The impact of the rise in gas 

prices on consumer bills will only be felt from October 2022 onwards. On balance, the biggest 

implication is that inflation would be higher for longer: CPI inflation could peak above 8.0% in 

April and only come down to 6.5% by the end of the year (figure 2).  

Figure 3: Consumer confidence falls sharply…  Figure 4: … so hold on to those savings? 

 

 

 
Source: Macrobond  Source: RaboResearch, Macrobond 

The UK economy faces a triple shock: it’s 1) a terms of trade loss for businesses as imports are 

increasingly expensive relative to exports; it’s 2) a cost of living squeeze for households as the rate 

of inflation will significantly outstrip the increase in wages, even more so after taxes; and it’s 3) 

increasingly a confidence crisis (figure 3). Consumer confidence in particular is now falling sharply, 

which makes it ever more likely that consumers will hold on to –rather than spend out of– their 

pandemic savings. Unless wage growth picks up materially, as the central bank fears expects, the 

economy is in for a more pronounced slowdown than what is currently being forecast by markets. 

A vigilant pause? 

The market is positioned for roughly 125bp of further rate hikes this year, to 1.75% by December, 

even as there is increasing recognition of the policy dilemma between near-term inflationary risks 

and longer-term growth risks. The risk/reward balance for the central bank may indeed favor 

being seen as having engineered a sharp slowdown rather than having sat idly by as the inflation 

genie emerged, but the Bank of England has done its part by starting passive quantitative 

tightening and being among the first to hike rates. We expect the MPC to press ahead with a 

25bp increase this month from 0.50% to 0.75%, but we think it’s about time for a ‘vigilant’ pause.  

Table 1: Economic forecasts 
 

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

GDP 7.4 3.5 1.2 0.9 0.4 0.4 0.4 

Consumption 6.1 4.9 1.1 1.1 0.1 0.4 0.3 

Investment -0.7 6.2 5.5 0.9 1.2 1.7 1.8 

Government 14.5 4.2 0.1 1.9 0.8 0.2 0.0 

Export -1.3 5.0 2.8 4.9 0.7 0.7 0.7 

Import 2.8 4.0 2.8 -1.5 0.8 1.0 0.8 

CPI (%y-o-y) 2.6 6.1 3.0 5.7 6.9 6.6 6.6 

Unemployment rate 4.5 4.1 4.0 4.1 4.1 4.1 4.1 

Source: Rabobank  

GBP 176 bn in 

excess

1400

1500

1600

1700

1800

1900

2000

-10

0

10

20

30

40

b
n

 G
B

Pb
n

 G
B

P

Household liquid assets (m/m, lhs) Total (rhs)



21/38 RaboResearch | Monthly Outlook | 01-03-2022, 13:19 

 Please note the disclaimer at the end of this document. 

United States 

War in Europe 

The United States has been pressing Europe to strengthen its armed forces and to reduce its 

dependence on Russian energy for years, but it took a brutal Russian invasion of Ukraine for 

Europe to wake up and change course. The difficulty Biden faced in convincing his European allies 

to step up sanctions against Russia reflected the much stronger economic dependence of Europe 

on Russia. This has led to the perverse situation that the continent directly under threat from the 

Russians wanted to take a softer approach than the continent for which this is an overseas war 

and basically about prices at the gas pump. As President Biden said on February 24: “I will do 

everything in my power to limit the pain the America people are feeling at the gas pump. This is 

critical to me.” Of course, higher energy prices would extend the duration of elevated inflation, 

which could hurt the Democrats in the November midterm elections.  

However, Biden’s handling of the Russian invasion of Ukraine will also have an electoral impact. 

For now, a majority of US voters is on board with sanctions against Russia. According to a 

Washington Post/ABC News poll (published February 25), 79% of Democrats and 62% of 

Republicans support the sanctions against Russia. However, when explicitly asked whether they 

would support these sanctions even if they lead to higher energy prices, the support drops to 62% 

among Democrats and 44% among Republicans. If we look at independent voters, support for 

sanctions is 63%, falling to 51% when asked about higher energy prices. For all Americans, the 

support for sanctions is 67%, dropping to 51% when asked about energy prices. These poll results 

show that gas prices are already more important than geopolitics to voters on the right side of 

the political spectrum. In fact, as the ‘America First’ doctrine has gained ground in the GOP, some 

Republican politicians are even questioning US involvement in responding to a war on another 

continent. Another reason for Europe to get its defense policy in order, because by 2025 the US 

President may be less inclined to take the lead against Russian aggression. 

Figure 1: Inflation 

 
Source: Macrobond 

Supply shocks and inflation 

The invasion reduces supply from Ukraine to the global economy, and the subsequent sanctions 

reduce supply from Russia. The largest part of Ukrainian exports consists of agricultural products, 

in particular grains and vegetable oil. Russia and Ukraine together account for 30% of world 

wheat exports and 15% of vegetable oil exports. These markets are already very tight, so reduced 

supply from Ukraine and Russia would have a significant upward impact on food prices and thus 

consumer price inflation. Russia is of course a leading producer of crude oil and refined products, 

such as gasoline and diesel, and natural gas. Russia is also an important supplier of copper, 

aluminum and palladium. Sanctions could further disrupt the supply chains of cars and cell 

phones for example. 
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The invasion and the sanctions constitute another supply shock to the global economy. While 

Europe is more dependent on Russian energy and non-energy-commodities, the US still has some 

exposure in terms of supplies and also to global commodity prices. In economic terms, the 

Russian invasion of Ukraine is a negative supply shock that will have a downward impact on US 

GDP growth and an upward impact on inflation. In particular, being a new shock, it will extend the 

duration of elevated inflation. This will hurt the Democrats in the midterm elections in November, 

but it also affects the Fed’s monetary policy considerations. 

Impact on Fed 

Scenario analysis with the NiGEM model of the world economy used by RaboResearch suggests 

that US GDP growth would be 0.2 to 0.4 percentage points lower in 2022 and 0.0-0.6ppts lower in 

2023, depending on the scenario that unfolds. This will not push the US economy into recession. 

Consequently, it should not reverse the Fed’s recent pivot to inflation fighting. In fact, the upward 

impact on inflation would warrant a more aggressive hiking cycle. Keep in mind that CPI inflation 

already reached 7.5% in year-on-year terms in January. The January CPI data showed that inflation 

has spread across the basket of goods and services that consumers purchase. Core inflation –

which excludes food and energy– has risen to 6.0%. However, the downward impact on economic 

activity would call for a more cautious approach by the Fed. Especially, if stock markets get a 

beating. For now, futures markets have reduced their bets on a 50bp rate hike by the Fed in 

March. While the Russian invasion of Ukraine may have reduced the probability of an outsized 

first hike, it may add to the need for monetary policy tightening in the second half of the year, as 

the projected decline in inflation will be slowed down by this new supply shock. 

 

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 

Imminent 

Heading into the January 26 meeting it was widely expected that the Bank of Canada would start 

raising rates in 2022H1. Many analysts, including ourselves, expected a 25bp hike at the April 

meeting, which will be accompanied by a new Monetary Policy Report containing new projections. 

However, the Bank clearly signalled a rate hike at the next available opportunity, that is to say, the 

March 2 meeting. A 25bp hike at that meeting is now fully priced in and the market expects 

follow-up 25bp hikes at each of the subsequent five meetings, taking the policy rate up to 1.75% 

by the time of the final MPR release of 2022 in October. We expect a slightly less aggressive 

hiking path with a total of five rate hikes by year-end including the March meeting, and we expect 

a terminal rate of 2.00% in early 2023. 

Figure 1: A Bank of Canada hiking cycle is imminent  

 
Source: Macrobond 

As we noted in our Bank of Canada post-meeting note, if we were to use two words to describe 

the January 26 meeting it would be “hawkish hold” as the Bank removed its forward guidance and 

signaled an imminent start to the tightening cycle, stating that: “This ends our emergency policy 

setting and signals that interest rates will now be on a rising path,” and that: “This is a significant 

shift in monetary policy, and we judged that it is appropriate to move forward in a deliberate series 

of steps.” In terms of the balance sheet, the BoC remains in the reinvestment phase, and so it will 

continue to purchase approximately CAD 4-5bn a month across both the primary and secondary 

markets in order to keep the central bank’s holdings of government bonds at around CAD 435bn 

which is 87% of the balance sheet. The rest of the balance sheet largely reflects assets acquired 

early in the pandemic to keep markets functioning. Most of the assets acquired then have already 

matured and rolled off the Bank’s balance sheet, and the remainder will do so over time. 

The Bank’s assessment of the economy included the view that economic slack is “now essentially 

absorbed” while inflation remains a key concern. GDP growth forecasts for this year were revised 

lower, but the standout was the jump in the CPI inflation forecast from 3.4% to 4.2%. In terms of 

the risks to inflation, the Bank highlighted five key points: 

1. More persistent effects of the pandemic on confidence (a downside risk)  

2. More persistent supply bottlenecks and cost pressures (upside risk) 

3. Reversal of growth in goods prices (downside risks) 

4. Stronger household spending in Canada (upside risk) 

5. Sharp deteriorations of global economic and fiscal conditions (downside risk) 

On balance, the Bank laid out more downside risks than upside risks, but the latter are far more 

likely to materialise over the coming months. That said, it is worth noting that the inflation 

outlook still includes a significant easing of price pressures in 2023 and to that end we would 

argue that labor and wages are key. Given so much of the inflationary pressure we are seeing at 
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the moment is being driven by the supply-side, lower-income households in particular are facing 

a perfect storm of higher prices in inelastic goods, namely: energy, food, and shelter. Without 

positive real wage growth, which is still absent, many households will see a marked decline in 

purchasing power that will weigh on aggregate demand down the line. In short, there is a 

growing risk of stagflation in Canada.  

Figure 2: Russian and Ukrainian imports are less than 0.4% of Canada’s total imports 

 
Source: Macrobond 

Looking beyond Canada’s shores there is good reason to expect price pressures to remain 

elevated. While higher energy prices may well be supportive for Canadian exports and investment, 

we expect higher commodity prices across the board. Putin’s decision to invade Ukraine will 

probably only exacerbate cost-push inflation as it drives up energy, metals and agricultural 

commodity prices. The energy (and humanitarian) aspects are the main story for Canada’s 

economy given that trade with Russia and Ukraine is limited – the sum of imports from both 

countries is less than 0.4% of total imports into Canada. In short, the direct impact of events in 

Eastern Europe are likely to be very limited for Canada, but the country will be indirectly impacted 

through the commodity price channel. 

In terms of USD/CAD, we noted on these pages last month that 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. 

Much of that logic remains, and in the G10 FX space, only USD, JPY and AUD have posted gains 

against CAD this year. Our outlook for oil and Canada’s tightening path are likely to remain 

supportive of CAD going forward, but our USD outlook has become more bullish in light of recent 

developments in Eastern Europe, and as such, the risk of a near-term sustained break above 1.28 

has increased, while the pair is unlikely to test the bottom of our expected trading range in the 

coming months. In light of this, we have revised up our one-month forecast to 1.30 while 

retaining our six-month forecast of 1.28. In terms of our outlook for USD/CAD volatility, we do still 

expect USD/CAD three month implied volatility to remain in the 6-8% range, but of course global 

events raise the risk of a higher print. Looking at skews, we expect to see USD/CAD risk reversals 

shift to the right as markets prepare for more USD upside on the back of global safe haven flows. 

  



25/38 RaboResearch | Monthly Outlook | 01-03-2022, 13:19 

 Please note the disclaimer at the end of this document. 

Mexico 

Stagflation, not recession 

The most recent GDP print saw an upward revision for Q4 growth to 0.02% q/q, meaning the 

country didn’t fall back into technical recession as the first estimate implied. That being said, 

trying to assess a country’s growth by looking at one measure to two decimal places misses the 

point, and Mexico still remains in the throws of stagflation as core price pressures remain elevated 

while activity ground to a halt. Unfortunately, stagflation is a risk much of the world now faces as 

supply-side driven cost-push inflation, particularly in demand-inelastic goods such as food and 

beverages, energy, and housing, continues to outpace nominal wage growth resulting in 

diminished purchasing power for households. In Mexico, stagflation is already here. 

Figure 1: Growth grinds to a halt while inflation remains elevated 

 
Source: Macrobond 

Russia invading Ukraine: Limited direct impact for Mexico 

The tragic events unfolding in Ukraine at the moment will probably only exacerbate that trend as 

commodity prices across metals, energy, and agriculture look set to accelerate even higher. 

Russian exports to Mexico reached a record high in May 2021, but trade remains limited with 

Russia sitting 17th on the list of top countries Mexico imports from. To put this in context, Mexican 

imports from Russia are around 1% of the country’s imports from the US. In terms of what Mexico 

imports from Russia, aluminium and fertilizer are top of the list. So, from a direct perspective, 

Russia invading Ukraine will have a somewhat limited impact on the Mexican economy overall. 

But of course, indirectly, the global impact that these events will have on commodity prices and 

supply chains in general will feed through into higher price pressures in Mexico as well. 

Figure 2: Imports from Russia & Ukraine are only around 0.5% of total imports into Mexico 

 
Source: Macrobond 

Furthermore, much will depend on the response we see against Russia from the rest of the world, 

which remains a very fluid situation. Financial flows will also be relevant as we have already seen 

outflows from Central and Eastern Europe (CEE) into the LatAm region. That theme is likely to 
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continue in the weeks ahead. In recent months, MXN has underperformed some of its regional 

peers, which have raised rates faster and are more commodity-driven. Still, we expect to see 

increased inflows into Mexican assets in the coming months despite a more general search for 

safe havens. In short, the Mexican economy doesn’t face an outsized impact from current 

developments in Eastern Europe, but it is certainly not immune and will remain at the mercy of 

global inflationary developments, as well as portfolio flows. 

Hard times in Colonia Centro 

It is easy to be critical of central banks, and criticism is often warranted, but one must also have 

some sympathy with the difficulty of meeting mandates with a limited set of policy tools. Indeed, 

many problems facing central banks at the moment are out of their hands, and that is certainly 

the case in Mexico. Banxico began tightening in June 2021 as fears over rising inflationary 

pressures and the likely carry through to higher inflation expectations reigned supreme. Banxico 

was one of the few central banks that did not go down the route of asset purchases during the 

Covid-19 crisis, while the real economy was hampered by a lack of fiscal support from the 

government. Indeed, as we have argued on these pages many times before, the US government 

provided more support for Mexican households than the Mexican administration. In short, 

Banxico has been forced to raise rates into a slowing economy. Making matters worse, the bulk of 

price pressures stem from the supply side, which further limits the potency of monetary policy. 

Banxico has taken a relatively careful approach to monetary tightening, primarily moving in 25bp 

clips, albeit with two 50bp hikes most recently as the resilience of global inflationary pressures 

persists. This is a much slower pace of tightening than seen in much of the LatAm region, where 

triple-digit hikes have been commonplace. Indeed, Mexico has raised rates 200bp to 6.00% over 

the course of the last 12 months, while Brazil has raised the SELIC rate 875bp to 10.75%, Chile 

500bp to 5.50%, Colombia 225bp to 4.00%, and Peru 325bp to 3.50%.  

Figure 3: Banxico tightening cautiously  Figure 4: MXN underperforming LatAm 

 

 

 
Source: Macrobond  Source: Macrobond 

For the first time in years, BRL has a better rate/volatility carry profile than MXN. If we adjust for 

liquidity, MXN still remains the most attractive carry currency globally, but the rise of rates across 

the LatAm region has shifted currency flows. Indeed, since the beginning of 2022, MXN has 

underperformed most of its peers in the region. This isn’t just about carry profiles, it is also a 

commodity story, with much of the region being heavier exporters of commodities than Mexico. 

Looking forward, we expect another 100bp of tightening in Mexico, but weak domestic growth 

and lower exposure to commodities will likely weigh on MXN’s relative performance in the region 

over the next couple of months. That said, we are likely to see a different picture in H2 as political 

uncertainty in Brazil and Colombia come to the forefront. We remain of the view that USD/MXN 

will trade a 20.50 to 21.50 range for most of the year. 
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Brazil 

Foreign exchange: despite geopolitics, the BRL holds steady for now 

BRL’s unexpectedly positive performance of late made us adjust our projections: USD/BRL 

should trade at 5.45 by end-2022 and appreciate to 5.20 in 2023. Brazil is little exposed to both 

Russian and Ukrainian trade (with the exception of fertilisers) and does not import Russian oil or 

gas. Actually, it would not surprise us if global demand for some Brazilian agricultural 

commodities (e.g., corn and soybeans) turned out to be higher in the short run. The external 

accounts remain sound: the 12m current account deficit stands at around 2% of GDP, which can 

be comfortably financed by FDI inflows (3% of GDP). In addition, Brazil has seen strong inflows of 

portfolio investments both in fixed income and equities since January. This can be linked to high 

local real rates benefitting carry trades and global rotation to some liquid and riskier assets. We 

believe these flows can be sustained as long as i) a major risk off sentiment is not triggered again, 

and ii) the spread between local and global ex ante real rates remains appetising. However, 

underlying fundamentals remain fragile. Even if markets have not sold off massively, risk aversion 

remains elevated due to the military conflict in Ukraine and geopolitical risks elsewhere. Secondly, 

there is still a global shift towards monetary policy tightening. Domestically, the outlook remains 

challenging with heightened uncertainty about economic policy as the elections draw nearer. All 

in all, we expect depreciating forces to outweigh those supporting BRL over the coming months, 

meaning that the BRL should continue to trade undervalued against its fair value. 

Inflation: commodity headwinds for stabilising CPI inflation 

In our base case, CPI inflation will reach 5.4% in 2022 (from 5.1%) and 3.3% in 2023. Although 

Brazil is a net oil exporter, an overall increase in commodity prices including oil, wheat, fertilizers, 

corn and animal protein for a sustained period of time can be passed through to end users. This 

skews our baseline inflation scenario to the upside – even though the recent appreciation of the 

BRL and a better weather/rainfall outlook can still partially offset these shocks in the short run. 

Yet, the latest CPI report posted another negative headline surprise and underlying metrics 

remain on the rise, already reaching levels of around 8.0% y/y. That is still far from the upper band 

of the central bank’s 2022 target (5.0% y/y). Moreover, at 13% y/y, industrial goods inflation is still 

high, considering that households have been diverting income back to the consumption of 

services (6.0% y/y). Based on what we already know, we have adjusted our CPI projection upwards 

for the next months. But, we reckon that if core inflationary pressures remain and 2023 inflation 

expectations are not kept in check, a cost-push shock coming from commodities prices and 

further supply chain disruptions will certainly offset the effects of stronger-than-expected FX. 

Monetary policy: further headwinds weigh on anchoring 

We see the Copom extending the hiking cycle until 12.25% by May before starting a new 

cutting cycle in Q4, which would take the Selic rate to 11.75% by end-2022 and to 8.5% in 2023. 

The latest Copom communications revealed that the Committee is more concerned about 

anchoring inflation expectation towards the end of the cycle and that policymakers are still 

worried about the fiscal outlook. In this sense, the Committee members have promised to bring 

rates beyond the market’s forecast back then (12.00%). We believe the central bank will hike the 

Selic rate until 12.25% in Q2 (one more 100bp hike in March and a further 50bp in May). The Bank 

should then remain on hold until end-Q3 and start the easing cycle in the final quarter of 2022. A 

faster domestic hiking cycle ahead of the Federal Reserve and the ECB helps propping the BRL for 

now. That said, if inflationary pressures persist as a result of geopolitical and/or domestic risks, the 

BCB’s policymakers might be forced to extend the hiking cycle further than we currently envisage. 
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Real activity: sideways until when? 

After expanding by around 4.5% in 2021, GDP growth should decelerate to 0.4% in 2022, but 

pick up to 1.1% in 2023. As Brazil is little exposed to Russian exports (with the exception of 

fertilizers) or demand, the Russian-Ukraine conflict should weigh on Brazilian activity only 

indirectly – i.e., when global GDP forecasts are cut. Actually, secondary effects may stem from 

energy prices and uncontrolled (imported) inflation, the possibility of higher interest rates, a 

strong deceleration of Brazil’s main trade partners (i.e. China, US, EU), and geopolitical uncertainty.  

From what we know so far, after starting 2021Q4 on a wrong foot, activity data improved 

considerably over the quarter. We therefore expect Q4 GDP to interrupt a sequence of two 

negative quarters and expand by a modest 0.1% q/q. That implies an annual growth of 4.5% in 

2021 (2020: -3.9%), benefitting from the pandemic base effect. But, as the effects of the reopening 

of the economy start to wane, the outlook turns cloudier for the rest of the year. The main driver 

for the sharp deceleration of activity is the historically restrictive level of domestic interest rates, 

which are going further into contractionary territory: we expect the 1-year real rate to reach 8% in 

Q2. Plus, policy uncertainty related to the looming elections delays long-run investment and 

consumption decisions. 

Fiscal policy: Can oil exacerbate risks? 

We see gross public debt at 83.3% of GDP in 2022 and 84.5% in 2023. Escalation of the Ukraine 

conflict has had little impact on Brazil’s risk premium and Brazil has ample reserves and little USD-

denominated government debt. Moreover, the public sector surprisingly posted a primary fiscal 

surplus in 2021 (BRL 64.7bn, or 0.7% of GDP), with better-than-expected growth and revenues, 

and coming from an unprecedented deficit in 2020 (BRL 703.0bn, or -9.4% of GDP), due to Covid 

transfers to families with vulnerable incomes.  

In 2022, revenues will improve on the margin and we expect a small primary deficit of BRL -19.5bn 

or -0.2% of GDP. However, there is mounting pressure for more government support as the 

economic recovery loses momentum. One of these pressures revolves around fuel prices, which 

are currently connected to international oil prices. Congress has been discussing lower fuel taxes, 

in the hope these will be passed on to prices. That would however also lower tax revenues at a 

time when fiscal largesse could raise risk premia, especially with a high debt-to-GDP ratio 

compared to EM peers, and could spur inflation expectations. A prolonged period of higher oil 

prices could exacerbate the pressure for more legislation that could be seen by voters as an 

attempt to assuage these shocks.  

Table 1: Economic forecasts 
 

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

GDP 4.5 0.4 1.1 0.1 0.6 0.2 -0.3 

Consumption 3.4 0.6 1.1 1.3 0.9 0.9 0.6 

Government 1.9 1.0 0.8 2.2 1.1 1.2 1.1 

Investment 17.8 -5.6 7.1 5.3 -2.4 -3.3 -13.6 

Exports 5.9 2.8 3.8 3.8 6.2 0.7 2.7 

Imports 14.5 -1.4 9.5 11.7 5.2 -2.5 -10.3 

CPI (% YoY) 10.1 5.4 3.3 10.1 9.9 9.2 7.1 

Selic rate (eop) 9.25 11.75 8.50 9.25 11.75 12.25 12.25 

Unemployment rate 13.5 12.5 12.1 11.6 12.7 12.9 11.9 
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China 

Games over 

While the Olympic winter games are behind us and things have turned to relative normalcy again 

in Beijing, the Chinese economy is still under frosty conditions. The latest PMIs seem to confirm 

our off-consensus forecast of low Q1 growth (0.9% q/q). Both the manufacturing sector as well as 

services reported lower values compared to the previous month. The Caixin manufacturing PMI 

even dipped below 50, which normally indicates a decline in activity. As we discussed in the 

previous monthly, the continuation of China’s zero-tolerance Covid policy has led to fresh 

restrictions that continue to weigh on production. Despite the relatively small decline in factory 

output, it was still the sharpest drop since August last year. China’s policy to cope with the Covid 

virus also leads to suppressed demand in places that have had to implement harsh quarantine 

measures after new cases were discovered. With the highly contagious Omicron variant, this 

policy will probably continue to hurt the Chinese economy through the end of the year. Indeed, 

just recently Beijing reported the highest amount of new cases in a month; and other reports 

indicate that the Omicron variant has spread to no less than 10 provinces across China.    

Housing market of cards? 

While China is grappling with the Omicron virus another is crisis still ongoing in the Chinese real 

estate sector. Decreasing land values, declining property values, lower sales and lack of funding 

for troubled real estate developers continue to weigh on the sector. Both the People’s Bank of 

China as well as the (local) government continue to support the real estate sector but an 

overarching definitive plan has yet to be announced. Growth of new loans to the real estate 

sector, however, showed a strong pick up in January. During the final quarter of last year the total 

value of loans to the real estate sector amounted to CNY 780 billion. Meanwhile, January alone 

saw CNY 600 billion in new lending. That said, at 19% the share of new loans to the real estate 

sector in total loans is still at its lowest since 2012. As can be seen from figure 1, the construction 

area for newly started houses has continued to drop sharply. Therefore we expect that funding 

stress will continue to plague the real estate sector which still accounts for roughly 30% of total 

GDP. As such we continue to stick to our forecast of relatively low growth (4.3% y/y) this year. 

Rumours and facts 

While many investors regarded the sell-off in tech stocks after the regulatory crackdown last year 

as a buying opportunity, this proved to be a clear example of buying the rumour and selling the 

current facts. After markets lost almost USD 1.5 trillion in value last summer, many market 

participants acquired new positions thinking the worst of the regulatory crackdown was behind 
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Figure 1: Real estate sector remains under 

pressure 

 Figure 2: China sees the sharpest rise of new 

cases since the start of the pandemic 

 

 

 
Source: Macrobond, NBS  Source: Macrobond 
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us. Recent events, however, indicate that this is not the case. For example, there were reports that 

Beijing had ordered State owned Enterprises (SOE) –mainly banks– to look into exposures to Ant 

Group Co. which is owned by Jack Ma. Additionally, delivery services company Meituan lost more 

than USD 25 billion market value after Beijing ordered food delivery platforms to reduce their fees 

as to reduce the costs for restaurants. Moreover, the regulatory crackdown seems to have 

expanded to also include tax evasion probes now. Live streamer Ping Rong was fined CNY 62 

million. These actions should be seen in the light of both exercising increased control on private 

enterprises as well as Xi Jinping’s policy of common prosperity. This policy strives for inclusive 

growth resulting in an olive shaped income distribution.    

A balancing act 

Because the situation in Ukraine continues to escalate, with Russian troops now having invaded 

Ukraine, China has to walk a tight diplomatic rope and will not fully side with Russia. While China 

and Russia signed the Treaty of Good-Neighbourliness and Friendly Cooperation in 2001 and 

have continued to deepen their bilateral relations, China cannot run the risk of antagonizing the 

West. While Russian and China’s security interests are currently closely aligned (both see NATO as 

a relic from the past and a representation of Western imperialistic ambitions), China’s economic 

interests are much more connected with the West. The US and the EU are China’s most important 

export markets by far. Russia is far less significant as an economic partner, sitting at a humble 14th 

place. China is, however, dependent on Russia for a large part of its gas imports. Indeed, just 

before the start of the Winter Olympics President Xi Jinping and Vladimir Putin confirmed multiple 

agreements, most noticeably a deal that Russia will supply China with no less than 10 billion cubic 

metres of gas per year via a new pipeline. This 30 year contract will increase mutual 

interdependence on a strategic level. A salient detail is that gas deliveries are planned to be 

settled in euro. It is estimated that China’s current gas consumption of approximately 350bcm will 

increase to around 525bcm by 2030 as China wants to decrease its use of and dependence on 

coal in order to drive its energy transition towards carbon neutrality, which should be achieved by 

2060. A consumption of 525bcm would be almost equal to Europe’s current gas use. China’s 

demand for gas will continue to increase. This is not to say that Russia will gain leverage over 

China since Europe will gradually have to reduce its use of fossil fuels in order to meet its climate 

targets. This means that Russia has to look for new markets to sell its gas in order to ensure the 

necessary flows of government funding. Moreover, Russia and China have increased military 

cooperation in several fields including Russian weapon sales to China and joint military exercises. 

Despite all this, China’s balancing act was at full display during the recent UNSC meeting where 

China abstained from voting on resolution 2623.  

 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 

Russia has invaded Ukraine. The Australian government responded in line with its main partners, 

the EU, UK, US and NATO. Sanctions target Russian and Belarussian individuals as well as Russian 

banks and impose strong economic sanctions on Russia. Moreover, the government continues to 

work with its partners to “impose a high cost on Russia”. Ukraine is far away and economic 

sanctions are aimed at hurting the Russian economy and Putin in an attempt to cease illegal 

military actions, but are these tensions also having an effect on the Australian economy?  

First of all, Australia’s economy is relatively resilient against further restrictions on trade with 

Russia since bilateral trade is limited. Russia is ranked 29th in terms of export value and 56th in 

terms of import value, and accounts for less than 0.2% of both Australian imports and exports. In 

terms of specific/essential imports, risks are also limited. Australia’s largest ‘dependence’ is the 

import of fertilizers, where Russian imports account for only 2.7% of the total. 

Unfortunately this does not mean that there won’t be any effect on the Australian economy at all, 

as the impact will still be felt through higher prices. Russia is a large exporter of many key 

commodities, including energy, grains, fertilizer, and metals. Our scenario analysis (see the Global 

Outlook) sees prices of these commodities will increase substantially because Russian exports of 

these commodities stop or become uncertain. These rising prices lead to ‘winners’ and ‘losers’ in 

Australia. ‘Winners’ are producers that benefit from a rise in commodity prices. Among others, 

these are mining companies (iron ore, gas), and wheat and corn producers who are able to benefit 

from higher prices resulting from reduced supply. On the other hand, higher petrol and fertilizer 

prizes will limit the upside for F&A producers. Other limitations to the upside are a shortage of 

shipping slots and a large recent harvest (in the case of wheat). For the ‘losers’ much of the 

negative impact will be the consequence of significantly higher input prices that will hit global 

and Australian producers. Moreover, the effect will trickle down the supply chain and impact 

consumers indirectly when producers pass on these higher input costs. As a result, inflation 

increases, business investments decrease and household purchasing power deteriorates, all 

factors limiting economic growth. In a recent publication we’ve tried to quantify this impact and 

the results of this analysis for Australia are summarized in table 1. 

Table 2: Economic impact conflict in Ukraine 

  Scenario A Scenario B 

GDP growth 2022 (percentage points) -0.12 -0.17 

GDP growth 2023 (percentage points) -0.15 -0.18 

Cost per capita (constant $ PPP) -140 -174 

Cost per capita (%) -0.3 -0.3 

CPI 2022 (percentage points) 0.81 1.7 
 

Source: RaboResearch 

Monetary policy: stay back 

The escalation in Ukraine will increase inflationary pressures on the back of higher commodity 

prices. This cost-push inflation is a clear result from the supply-side shock caused by the invasion 

of Ukraine, and it is largely beyond the control of the central bank. This puts the central bank in an 

awkward position since inflation is already at the highest point since the financial crisis and 

pressure has mounted to act and contain further price rises. Raising rates will not alleviate the 

supply shortages, and hence will do little to stem these price pressures. However, in the longer-

run, higher rates would deal a double whammy to growth considering that demand will also be 

eroded by higher prices. Hence, the RBA would be wise to focus on the developments of 

fundamentals in the Australian economy to prevent serious policy mistakes. The RBA seems to do 
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just that by keeping the cash rate at 0.1% in their March meeting while continuing to signal its 

patience as it “monitors how the various factors are affecting inflation in Australia evolve”. Markets 

acknowledge the dilemma and interest rate expectations have been pared back since last week. 

One of the fundamental aspects that currently draws much attention is the development of wage 

growth. Governor Low has repeatedly reiterated that wage growth should be significant (around 

3%) for inflation to be sustainably within the 2-3% target range. Wage growth for the final quarter 

of 2021 came in at 2.3% y/y, so still below the ambition of the RBA. The largest pay rises were 

seen in the accommodation and food service sector (3.5%) and retail sector (2.6%). It’s no 

coincidence that largest wage growth is seen in those sectors that were confronted with labour 

shortages as a result of the pandemic. Furthermore, wage growth is mainly driven by individual 

arrangements rather than enterprise-wide agreements (Figure 1). The growth of this wage growth 

component is reactive to labour market conditions and reflects expanding demand for skilled 

workers. Hence, provides evidence that the tighter labour market is affecting wage growth, which 

we expect to continue through 2022. 

Looking ahead we expect the economy to 

accelerate from the second quarter onwards. The 

absence of government imposed restrictions and 

propped up savings will contribute to higher 

demand, especially in the service sector as people 

are making up for lost experiences during the 

pandemic. Moreover, we expect the labour 

market to tighten further, fuelling further wage 

growth. On the flipside, the inflow of immigrants 

and student workers (re-opened borders) 

gradually reduces the pressure on the already 

tight labour market. While in the second half of 

the year demand might decrease in case of 

persisting higher prices (inflation). 

Strong economic growth, elevated inflation and sufficient wage growth (full employment) have 

historically been important domestic factors for the RBA to tighten policy. Important external 

factors for the RBA are the outlook for the exchange rate, commodity prices, and global growth – 

particularly that of China. At the current junction, the latter two could be limiting factors as global 

growth is at risk and commodity prices could surge further as a result of the Ukraine conflict. At 

the moment of writing there are still many uncertainties. But assuming the impact of Ukraine 

conflict on economy of Australia is relatively limited (as described above), which is the case as 

long as we do not move into an even worse case scenario where secondary sanctions upend 

global trade completely. In our view, the release of wage growth figures in August and Q2 GDP 

release in September are crucial. In case these are strong, RBA’s “patience” will be tested again.  

Table 3: Economic forecasts 
 

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

GDP 4.3 4.7 2.4 3.9 2.9 2.7 3.8 

Consumption 4.2 4.3 2.0 1.8 1.2 1.0 2.5 

Business investment 6.6 4.8 3.0 9.4 9.3 5.4 5.0 

Government 6.1 4.2 2.5 7.2 6.2 6.8 4.6 

Export -1.0 9.1 3.8 3.3 0.1 3.3 10.2 

Import 6.1 5.2 3.9 5.8 3.4 1.5 3.4 

Source: RaboResearch 

Figure 3:  Individual arrangements drive wage 

growth 

 
Source: ABS 
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https://www.rba.gov.au/media-releases/2022/mr-22-05.html
https://www.reuters.com/world/asia-pacific/australia-fully-reopens-borders-shut-by-covid-pandemic-welcomes-back-tourists-2022-02-20/
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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 2.9 1.5 

Inflation rate 4.7 4.7 2.2  Inflation rate 2.6 5.0 2.0 

Unemployment rate 5.5 4.4 4.4  Unemployment rate 8.0 7.7 7.5 

China     United Kingdom    

GDP growth 8.5 4.3 5.0  GDP growth 7.4 3.5 1.2 

Inflation rate 0.9 2.3 2.3  Inflation rate 2.6 6.1 3.0 

Unemployment rate n/a n/a n/a  Unemployment rate 4.5 4.1 4.0 

Brazil     The Netherlands    

GDP growth 4.5 0.4 1.1  GDP growth 4.8 3.1 1.3 

Inflation rate 10.1 5.4 3.3  Inflation rate 2.8 5.5 2.9 

Unemployment rate 13.5 12.5 12.1  Unemployment rate 4.2 3.7 3.9 

Source: Rabobank 

Table 2: Swap rate forecasts 

 1 Mar 3M 6M 12M   1 Mar 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 -0.25 

SOFR 0.05 0.30 0.55 1.05  ESTR -0.58 -0.57 -0.57 -0.28 

3m Libor 0.51 0.67 0.92 1.42  3m Euribor -0.53 -0.53 -0.51 0.05 

2y swap 1.44 1.10 1.20 1.30  2y swap -0.02 0.15 0.10 0.20 

5y swap 1.67 1.55 1.55 1.50  5y swap 0.38 0.30 0.25 0.25 

10y swap 1.82 1.75 1.65 1.45  10y swap 0.71 0.40 0.30 0.25 

30y swap 1.87 1.80 1.70 1.45  30y swap 0.69 0.50 0.40 0.30 

CAD      GBP     

Overnight target 0.25 0.75 1.00 1.75  Base rate 0.50 0.75 0.75 0.75 

3m CDOR 0.96 1.09 1.34 2.09  3m Libor 0.73 0.90 0.90 0.80 

2y swap 1.87 1.87 1.87 1.87  2y swap 1.47 1.40 1.10 0.80 

5y swap 2.08 2.11 2.17 2.24  5y swap 1.38 1.50 1.25 1.00 

10y swap 2.28 2.35 2.38 2.42  10y swap 1.25 1.25 1.25 1.10 

20y swap 2.44 2.60 2.63 2.66  30y swap 1.10 1.25 1.25 1.10 

MXN      BRL     

Overnight rate 6.00 6.25 7.00 7.00  SELIC target 10.75 12.25 12.25 10.75 

3m swap 6.55 6.78 7.28 7.28  3m 11.67 12.07 11.58 9.94 

2y swap 7.93 7.98 8.04 8.04  2y swap 11.90 11.26 10.60 8.88 

5y swap 7.82 7.97 7.97 7.83  5y swap 11.33 11.83 11.37 9.96 

10y swap 7.90 8.01 7.86 7.61  10y swap 11.61 11.93 11.95 10.87 

30y swap 8.43 8.33 8.19 7.97       

Source: Rabobank 
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Table 3: FX forecasts 

 1 Mar 3M 6M 12M   1 Mar 3M 6M 12M 

Majors      Latin America 

EUR/USD 1.12 1.12 1.11 1.15  USD/BRL 5.15 5.40 5.55 5.40 

GBP/USD 1.34 1.33 1.28 1.32  USD/MXN 20.50 20.50 21.00 22.00 

USD/JPY 114.7 116.0 117.0 118.0  Asia 

USD/CAD 1.27 1.28 1.28 1.26  USD/CNY 6.31 6.40 6.50 6.60 

AUD/USD 0.73 0.73 0.73 0.74  USD/INR 75.3 76.1 76.5 76.0 

NZD/USD 0.68 0.71 0.73 0.73       

EUR/CHF 1.02 1.05 1.07 1.10       

EUR/NOK 9.84 9.90 9.80 9.70       

EUR/SEK 10.67 10.50 1.25 9.80       

EUR/DKK 7.44 7.45 7.45 7.45       

Source: Rabobank 

 

Table 4: Commodities forecasts 

 Unit 1 Mar 2021Q4 2022Q1 2022Q2 2022Q3 

Agri Commodities       

Wheat (CBOT) USD/bu 980.75 735.00 750.00 740.00 725.00 

Wheat (Matif) EUR/t 335.00 265.00 275.00 260.00 235.00 

Corn USc/bu 712.00 545.00 550.00 550.00 540.00 

Soybeans USc/bu 1,677.25 1,255.00 1,255.00 1,270.00 1,260.00 

Soy Oil USc/lb 75.61 59.50 59.00 58.50 58.00 

Soymeal USD/tn 452.10 325.00 335.00 335.00 332.00 

Palm oil MYR/t 6,762.00 4,700.00 4,700.00 4,500.00 4,300.00 

Sugar USc/lb 17.90 19.20 19.20 18.30 17.80 

Coffee (ICE) USc/lb 236.40 176.00 175.00 168.00 163.00 

Coffee (Liffe) USD/t 2,105.00 1,980.00 1,980.00 1,880.00 1,820.00 

Cotton USc/lb 119.10 95.00 90.00 90.00 87.00 

Energy       

Brent USD/bbl 102.87 99.00 108.33 118.00 116.25 

WTI USD/bbl 99.58 93.25 102.58 112.25 110.53 

Source: Rabobank 
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