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Central bank speakers are key as speculation on policy 
normalisation rises

Calendar
Monday – 10/05

Monday’s session sees a quiet start to the week, with most of the focus resting on the
Scandinavian nations. April’s inflation data is due out of Norway at 07:00 BST, with the
headline inflation print expected to stay well above the Norges Bank’s 2% target due to
transitory effects. However, core CPI is expected to moderate from 2.7% in March to 2.1% in
April.

Volatility in FX markets hasn’t been absent in what
has been a shortened working week for most
European and Asian investors. Monday saw Treasury
yields slip and weigh on the dollar after a dramatic
drop in the April ISM data, with the DXY falling
0.33% on the day. Within the week, the focus shifted
towards a swathe of central bank decisions. The
National Bank of Poland turned a blind eye to the
recent uptick in inflation on Wednesday but
continued to focus on how the zloty traded. On
Thursday, the Norges Bank reiterated its stance on
raising rates in Q4 of this year, solidifying its position
as the most hawkish central bank in the G10 space.

The CBRT also kept policy on hold despite the uptick in inflation eroding the positive real rate
buffer. Meanwhile, the Bank of England was arguably the pick of the bunch as they revised up
their growth forecasts to show the economy recovering to pre-pandemic levels by year-end,
while reducing the pace of their QE programme from £4.4bn to £3.4bn per week.

To finish off the week, Friday’s release of April’s Nonfarm Payrolls data saw the US labour
market recovery substantially underperform expectations, leading to a large unwind in
previous USD strength. The focus will now be on how Fed officials view this data in light of
the conversation shifting towards policy normalisation.

Elsewhere in FX markets, the commodity supercycle has aided 
commodity currencies across the board, with USDCAD being the 

prime example as it cracked a near 4-year low on Thursday. 

https://www.monexeurope.com/news-analysis/in-depth-analysis/nbp-leaves-policy-on-hold-while-turning-a-blind-eye-to-aprils-inflation-print/
https://www.monexeurope.com/news-analysis/in-depth-analysis/norges-bank-meeting-fails-to-excite-markets-as-hawk-position-was-already-secured/
https://www.monexeurope.com/news-analysis/in-depth-analysis/cbrt-statement-and-lira-price-action-nothing-to-write-home-about/
https://www.monexeurope.com/news-analysis/pdf/bank-of-england-reactive-signs-of-optimism-not-enough-to-talk-about-normalisation/


This is largely due to the jump in underlying inflation in April 2020 as prices of imported
goods, such as food and furniture, jumped due to Covid-19 restrictions. Then at 08:30 BST,
the Riksbank is set to publish the meeting minutes from its April 26th meeting. Investors
will scour the accounts to assess the viability of the Riksbank taking rates back into negative
territory, focusing on the risks to the central bank’s 1.5% CPIF-inflation forecast for 2021 and
2022. Additionally, the rationale behind the growth forecast and the decision to increase
bond purchases in Q3 will be looked at.

Tuesday – 11/05

Tuesday marks a busier day for economic events, with proceedings kicking off at 02:30 BST
with the release of Chinese CPI for April. Consumer prices are expected to pick-up from
0.4% to 1.0% YoY despite the expected decline in food prices. Continued economic
momentum, especially in consumer sectors, is likely to have driven price growth in non-food
items. Meanwhile, producer prices, also released at 02:30 BST, are expected to rise from
4.4% to 6.5% YoY in April. This is largely due to higher commodity prices. Turkey’s current
account and industrial production data for March will then be released at 08:00 BST. The
data will be viewed in the manner of deteriorating economic fundamentals, expansive loan
growth in Q1, and TRY depreciation. Turkey’s
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For the eurozone, consensus for 
the expectations index hasn’t 
been derived, but one would 

naturally expect the index to rise 
in May from April’s 66.3 as some 

European nations loosened 
lockdown measures at the 

margin over the past month.

current account deficit is expected to widen
from 2.61bn to 3.7bn, with lira depreciation
failing to offset the widening of the deficit,
while industrial production is expected to
have contracted by 0.5% MoM. At 10:00 BST,
May’s ZEW sentiment indicators for
Germany and the eurozone are released.
The German expectations index is predicted
to rise from 70.7 to 71.4, although the
current situation index is set to remain deep
in negative territory as sentiment is weighed
down by restrictions entering their sixth
consecutive month.

At 10:30 BST, Australia’s Federal Budget is released and is likely to show an improvement in
the fiscal position relative to the December 2020 Mid-Year Economic and Fiscal Update. This
is largely due to a more robust economic recovery and the recent rise in commodity prices.
Not only will fiscal pledges be relevant for the RBA, but also the expected bond issuance.
With an improved fiscal position, bond issuance is likely to reduce, meaning the RBA’s QE
programme naturally becomes more effective. This could prove pivotal ahead of July’s
meeting where the central bank is expected to announce its decision on the exit of its yield
curve control programme, with investors favouring the April 2024 bond over the November
2024 bond for when YCC will be exited.
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To round off the day, Brazilian IBGE inflation data is released at 13:00 BST with inflation
expected to remain above the upper bound of the central bank’s tolerance band. Incoming
inflation data is likely to prove pivotal for BCB actions after the central bank raised rates by
75bps in their May meeting and suggested a similar move would occur at their June 16th
meeting. This comes as the central bank gradually normalises policy from 3.5% towards their
estimated neutral range of 6-7%. Fed Governor Brainard is then scheduled to discuss the US
economic outlook at 17:00 BST.

Wednesday – 12/05

Wednesday’s session kickstarts with UK GDP data for Q1 at 07:00 BST. The preliminary
reading is expected to show the economy contracting by 1.7% QoQ as lockdown measures
take their toll. The -1.7% median expectation supplied to Bloomberg is slightly below the -
1.5% estimate the Bank of England made in their May Monetary Policy Report. The data may
fall to the wayside as the lagged data doesn’t reflect current economic conditions, however,
the preliminary reading will provide a strong base as to which the economic recovery is
measured against. March’s GDP data is expected to show a 1.3% MoM gain as schools
reopened, following a 2.2% fall in January and a 0.4% rise in February.

An increase in March manufacturing suggests a rebound in growth in March, however, it is
unlikely to be enough to result in positive growth over Q1 as lockdown restrictions weigh. At
10:00 BST, the European Commission is set to release its Spring economic forecasts, which
are likely to show a further improvement from the winter release as vaccination
developments have been positive, while nations have started to ease lockdown measures. To
conclude the day, US CPI data for April is released at 13:30 BST and is expected to rise from
2.6% to 3.6% due to higher demand pressures related to reopening and transitory base
effects. The data comes as FOMC members stress to markets that near-term data won’t
move the needle for monetary policy as it is not expected to lift the overall inflation
trajectory.

Thursday – 13/05

US PPI and continuing claims data at 13:30 BST stand out as the first piece of top-tier
economic data on Thursday. Producer prices for April are expected to rise by 0.3% MoM,
which is a moderation from March’s 1% increase as reopening constraints on supplies begin
to ease.

“Sticking with the theme of GDP, Norway’s March GDP data, also 
released at 07:00 BST, is expected to show the economy contracting in 

Q1 after negative growth readings in February and March.” 
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Initial jobless claims data is also expected to continue the recent downtrend, with the data
being the first labour market metric after Friday’s Nonfarm Payroll release. Bank of Canada
Governor Tiff Macklem is then set to speak at 16:00 BST at Atlantic Canadian Universities.
The speech comes hot off the heels after the BoC decided to taper its QE programme from
C$4bn a week to C$3bn. With a live Q&A after the speech, markets will be listening out for
any further details on the pace of tapering and any additional guidance on rate lift-off after
the Bank predicted the output gap would close in the second half of next year. The focus
stays with central banks as Banxico releases their latest policy at 19:00 BST (separate
preview below) while St. Louis Fed President James Bullard speaks on the US economy and
monetary policy at the same time.

Friday – 14/05

To finish off the week, final CPI data for April from Poland is released at 09:00 BST and is
expected to not deviate too heavily from the preliminary reading of 4.3%. The National Bank
of Poland already disregarded April’s CPI data in this week’s meeting due to transitory effects
such as oil price base effects. US retail sales data for April is then released at 13:30 BST and
is expected to continue growing at a reduced pace of 1.1% MoM following March’s stimulus
induced reading of 9.7%. How US consumers continue to spend after measures have been
eased will be of high importance for the shape of the overall recovery and the Fed’s next
steps.

Banxico preview
Banxico set to confirm to markets whether the easing cycle is done

The Mexican peso has recently seen upside pressures against the US dollar on the back of a
swift change in market expectations about Banxico's policy path. From pricing an extra rate
cut of 25 basis points in mid-February, markets are now close to discounting a full rate hike in
6 months. The solid inflationary backdrop at present underpins such expectations, even as
the economic activity remains weak and the Covid situation is far from resolved. Despite
significant base effects already discounted, surging commodity prices, rising global rates and
supply restrictions have driven higher-than-expected price pressures over the last weeks. We
believe the mid-term outlook offers leeway for sustaining the current level of monetary
accommodation and are now confident that the Bank of Mexico has now concluded its
interest rate easing cycle.

Headline inflation reached 6.08% in April, the highest level since December 2017 and a
substantially high print considering the 2%-4% tolerance band set by Banxico. More
importantly, core CPI inflation, which was remarkably flat and sticky over the last years, has
also absorbed part of the upside pressure in headline prices, as it printed at a three-year high
of 4.13% in April.
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Above-target core prices have firmed even
as core services inflation has remained
soft due to the hit from the pandemic.
This is the result of shifting households
consumption patterns towards a basket
heavily weighted in goods, which also felt
the pressure from a depreciating currency.
The booming price trajectory is set to
peak in April, after which prices should
continue to trend down towards a
moderate 4.50% level by the end of 2021.
The slowdown in prices should be aided
by the negative output gap expected this
year, as the economy fails to recover to
pre-pandemic levels.

A solid peso outlook should 
also prevent a more significant 

pass-through from rising 
external prices in the near 

term, while unfavourable base 
effects and cost pressures 

across some manufacturing 
sectors should fade out by the 

end of the year.

Both headline and core inflation reflect post-pandemic effects, drastically shifting policy
expectations

The strong inflation backdrop is poised to keep Banxico in a neutral stance in the medium-
term, which is marginally hawkish shift under the light of a somewhat accommodative
language in previous meetings. For the peso, carry conditions remain attractive compared to
other EM peers as inflation dynamics seem to be under control. While other markets struggle
to cope with surging inflation, signs of disinflation in the months ahead are stronger in
Mexico.
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Firmer expectations of a faster return to moderate inflation levels are particularly attractive
for peso carry-trades, as other emerging markets are faced with the dilemma of a painful
tightening of monetary stimulus ahead of time. The protracted Fed guidance on policy
normalisation also plays in favour of Banxico, as the former typically sets the path for the
latter. Under current circumstances, we do not expect the Bank to consider a rate hike ahead
of a substantial rise in global yields. With the Fed capping expectations of such an event for
the time being, the light foreign positioning in Mexican assets leaves ample room for
potential peso appreciation.

Federal Reserve
FOMC speakers in the limelight as speculation over policy normalisation
rises

If there is one thing the Federal Reserve has wanted markets to know for the past two
months, it is that monetary policy will be kept for loose as long as necessary for the US
economy to heal from the scars induced by the pandemic. The Fed has done a good job at
keeping policy expectations anchored for the time being, evidenced by the halt in the global
bond market sell-off that was set in motion throughout March and sent yields flying –
specifically 10-year Treasury yields. This came at a time when US President Joe Biden had just
signed off the $1.9trn fiscal stimulus bill and the US was enjoying a rapid vaccine roll-out,
which earlier caused markets to believe the US growth and outperformance would lead to
the Federal Reserve stepping in, but the central bank was on time to stop that train of
thought.

Jobless claims are trending down rapidly as reopening allows firms to hold onto staff, while
economic output has remained relatively strong over Q1. This means markets are now
waiting for the green light by the Fed as speculation starts to rise around the QE taper
timeline. However, as Fed Chair Jerome Powell has stated numerous times, the central bank
will warn markets well in advance to the decision of tapering. For this reason, markets pay
extra attention to commentary from Federal Reserve members, which has shown a smaller
dichotomy than earlier on in the pandemic. Below is a recent overview of comments by Fed
members since the April 28 meeting.

Now, two months later and with around four times as many 
vaccinations administered in the US than at the beginning of 

March, the economic recovery is starting to look a lot brighter…
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Some, like Jerome Powell’s press conference on April 28th itself, have had a relatively strong
currency impact while others, like Robert Kaplan’s on May 6th, sparked a less dramatic
market reaction. That has everything to do with how markets position the comment – is the
comment from a non-voting member and are they a well-known hawkish or dovish outlier. If
it is the case that they don’t have voting powers and are known to sit on one side of the
spectrum, then USD traders may take their commentary with a pinch of salt. It is telling,
however, that most of the Fed’s traditional hawks have seemed to join the side of the doves,
playing down concerns of rising inflation as most refer to it as transitory. Cleveland’s Fed
President Loretta Mester is an exemplary case hereof, who stated on May 5th that more
improvements in the data are necessary in order for the Fed to scale back support. Looking
forward, markets will continue to watch these comments, in particular from Fed members
who are in the voting committee this year as the policy decisions depend on them. The focus
on Fed speakers is especially intense after Treasury Secretary and Former Fed Chair Janet
Yellen stated rates will have to rise to prevent overheating.

Comments by non-voters 

Let’s not cut off the 
recovery 

prematurely.

Kashkari, May 4

My view is that this 
acceleration in the 

rate of price 
increases is likely to 
prove temporary.

Rosengren, May 5

More improvements 
are needed before 

the Federal Reserve 
will start to scale 
back monetary 

support.

Mester, May 5

I’d like to see us 
talking – and begin 
discussions to talk-
about how to taper 
sooner rather than 

later.

Kaplan, May 6th

← Dovish Hawkish →

Comments by voters 

We’re still a long 
way away from our 

goals.

Clarida, May 5

It is not time to talk 
about tapering yet. 

We’ve said we 
would let the public 
know when it is time 

to have that 
conversation.

Powell, Apr 28

With the projected 
rise in inflation in 
coming months 

likely to be short-
lived, achieving our 
inflation goal may 

prove more difficult.

Evans, May 5

Still seeing a small 
risk of persistent 

inflation outbreak 
despite increases 
anticipated this 

year.

Bowman, May 5

← Dovish Hawkish →
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Disclaimer

This information has been prepared by Monex Europe Limited, an execution-only service provider. The material
is for general information purposes only, and does not take into account your personal circumstances or
objectives. Nothing in this material is, or should be considered to be, financial, investment or other advice on
which reliance should be placed. No representation or warranty is given as to the accuracy or completeness of
this information. No opinion given in the material constitutes a recommendation by Monex Europe Limited or
the author that any particular transaction or investment strategy is suitable for any specific person. The
material has not been prepared in accordance with legal requirements designed to promote the independence
of investment research, it is not subject to any prohibition on dealing ahead of the dissemination of investment
research and as such is considered to be a marketing communication.
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