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Although the economic calendar suggested this week would be quieter for markets,
volatility remained high as growth concerns continued to be pronounced, especially in
Europe as energy prices soared. Tuesday marked the peak in volatility as US markets
returned from the long 4th of July weekend, with most major G10 currencies recording
daily moves in excess of two standard deviations against the dollar. That day, the rout in
risk assets was initially driven by a slip in the euro after European energy benchmarks
soared from the week prior, however, the dollar’s surge didn’t discriminate against the
G10 currency board. This saw the DXY index climb above 106 for the first time since 2002.
The decline in EURUSD set the wheels in motion for the single currency as the parity
sharks circled after they smelt blood in the water.

From that point onward, downwards momentum predetermined the direction for 
the currency pair after previous support levels around the 1.0350 range were 

knocked out and energy prices continued to rise. 
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At the time of writing, EURUSD is set to record its largest weekly drop since the onset of
the pandemic towards the end of March 2020 with a weekly return of -2.97%. Meanwhile
parity remains a high probability for traders after the pair recorded a fresh two-decade
low of 1.00723. While the euro continued to tumble, the news cycle turned its attention to
the UK on Thursday as pressure on Prime Minister Johnson from a sequence of
ministerial resignations ultimately forced his resignation. Although political instability
usually negatively weighs on the associated currency, the pound recorded a daily return
of +0.81% as risk conditions in global markets improved and speculation over increased
fiscal stimulus from Johnson’s replacement boosted sentiment in the pound. The
elevated level of intraday volatility persisted in Friday’s session too as the dollar received
another strong bid on Friday, which pushed the DXY index up to a fresh 20-year high of
107.78. However, the greenback struggled to remain these levels, even after a strong
Nonfarm Payrolls report that reduced concerns over a US recession and keeps the Fed
on track to hike by another 75 basis points at the end of the month.

Unfortunately for FX traders looking for the usual summer lull in markets, options pricing
suggests that volatility levels are to remain high over the coming weeks. Next week
specifically, June’s CPI data out of the US has the potential to inflame the tailspin in
markets should inflation conditions heat up and price pressures continue to broaden. On
top of that, price action in EURUSD should keep dollar crosses volatile given its share of
the global FX market, while China’s GDP has the potential to inflame global recession
risks should it contract more than expected in Q2.
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Calendar (all times BST)

Monday – 11/07

07:00 Norway CPI for June YoY (prev 5.7%) and MoM (prev 0.2%)

08:30 Riksbank publish minutes from June 29th meeting

09:00 Swiss National Bank publishes Sight Deposit data for week ending July 8th (prev
CHF645.7bn)

Tuesday – 12/07

00:00 Australia CBA household spending for June YoY (prev 7.9%) and MoM (prev 2.9%)

00:01 UK BRC like-for-like sales for June YoY (prev -1.5%)

01:30 Australia Westpac consumer confidence for July (prev 86.4)

02:30 Australia NAB business conditions for June (prev 16)

10:00 German ZEW survey for July
Current situation (est -36.5, prev -27.6)
Expectations (est -40.0, prev -28.0)

11:00 US NFIB small business optimism for June (est 93.0, prev 93.1)

13:00 India CPI for June YoY (exp 7.07%, prev 7.04%)

18:00 Bank of England Bailey speaks at OMFIF event 

22:00 New Zealand REINZ homes sales for June YoY (prev -28.4%)

FX volatility picks up in the first week of July and is expected to stay elevated 
according to options markets
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Wednesday – 13/07

03:00 Reserve Bank of New Zealand Official Cash Rate (est 2.5%, prev 2%)

The Reserve Bank of New Zealand is widely expected to hike rates by 50bps at next
week's meeting. All 18 economists surveyed by Bloomberg foresee such a move after
the RBNZ hawkishly adjusted its OCR projection back in May and stressed that it was
appropriate to tighten monetary conditions “at pace”. Given the firm consensus for the
rate adjustment, the market impact is likely to be driven by any tweaks to the forward
guidance in the rate statement, signs of concern over falling consumer confidence, and
the impact a cooling housing market is set to have on growth.

07:00 UK GDP for May 3M/3M (prev 0.2%) and MoM (est -0.1%, prev -0.3%)

07:00 German final CPI for June YoY (exp 7.6%, prev 7.6%) and MoM (est 0.1%, prev
0.1%)

07:45 France final CPI for June YoY (exp 5.8%, prev 5.8%) and MoM (est 0.7%, prev 0.7%)

08:00 Spain CPI final for June YoY (exp 10.2%, prev 10.2%) and MoM (est 1.8%, prev 1.8%)

12:00 MBA mortgage applications for week ending July 8th (prev -5.4%)

13:00 National Bank of Hungary meeting minutes

13:30 US CPI for June YoY (est 8.8%, prev 8.6%) and MoM (est 1.1%, prev 1.0%)
US core CPI for June YoY (est 5.8%, prev 6.0%) and MoM (est 0.6%, prev 0.6%)

June’s CPI data has the potential to cause havoc in global markets should core inflation
continue to rise and price pressures generally broaden. In this scenario, markets will be
forced to price back in a more pronounced hiking cycle from the Fed and raise the
terminal rate from 3.4% back closer to previous ranges of 3.6-3.8%. This would only
exacerbate global growth fears, placing more pressure on procyclical currencies and
lead to a stronger dollar.

15:00 Bank of Canada Overnight Rate (est 2%, prev 1.5%) and Q3 Monetary Policy 
Report 

Expectations supplied to Bloomberg are unrepresentative of the view on the street and
those priced into markets due to a cluster of outdated forecast submissions. Instead,
many expect a 75bp hike from the BoC on Wednesday, following in the Fed’s footsteps
from its June meeting (more on this below).

16:00 Bank of Canada Governor Macklem speaks to reporters after decision

19:00 Fed Beige Book 
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The NBH raised its one-week deposit rate (current policy rate) by 200bp this week,
largely due to the continued depreciation in the forint. However, despite the rate hike
exceeding expectations by 150bp, the rally in HUF wasn’t immediate. Given the lacklustre
response in the currency, speculation is high that the central bank will continue to raise
rates such that inflation conditions moderate and the currency stabilises.

Thursday – 14/07

00:01 UK RICS house price index for June (prev 73%)

01:00 Singapore advanced GDP for Q2 YoY (est 5.5%, prev 3.7%) and QoQ (est 1.0%, 
prev 0.7%)

02:00 Australia consumer inflation expectations for July (prev 6.7%)

02:30 Australia labour market employment change for June (est 30k, prev 60.6k) and 
unemployment rate (est 3.8%, prev 2.9%)

05:00 Sweden PES unemployment rate (prev 2.9%)

07:00 Sweden CPI for June YoY (est 8.3%, prev 7.3%) and MoM (est 1.0%, prev 1.0%)

08:00 National Bank of Hungary announce one-week deposit rate (prev 9.75%)

Friday – 15/07

03:00 China GDP for Q2 YoY (est 1.0%, prev 4.8%) and QoQ (est -2.3%, prev 1.3%)
China retail sales for June YoY (est 0.3%, prev -6.7%)

13:00 NBH Deputy Governor Virag and non-executive rate setter Pleschinger speak 

13:30 US PPI for June YoY (est 10.4%, prev 10.8%) and MoM (est 0.8%, prev 0.8%)
US initial jobless claims 

15:00 ECB Centeno speaks at parliamentary hearing in Lisbon

China’s economy is expected to have contracted in Q2 on the back on strict lockdowns in
Shanghai and Beijing. Data from two major components of GDP, industrial production and
services output, contracted sharply in April and suggest that even the effects from the
partial reopening in May and wider rollback of restrictions in June are likely to have
reversed the damage over the quarter.

09:00 Poland final CPI for June YoY (est 15.6%, prev 15.6%) and MoM (est 1.5%, prev
1.5%)

13:30 US retail sales for June MoM (est 0.9%, prev -0.3%)

13:45 Atlanta Fed President Raphael Bostic discusses monetary policy and global 
uncertainty

15:00 US University of Michigan preliminary inflation expectations for July
1 year (prev 5.3%)
5-10 year (prev 3.1%)
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Bank of Canada to follow in Fed’s footsteps in hiking 75 basis points

The Bank of Canada is likely to hike its policy interest rate by 75bps to 2.25% on
Wednesday, the first hike of that magnitude since the 1980s. This would also be in line
with our latest base case, which foresaw a 75bp hike ever since the Fed pivoted to such a
policy in mid-June. Should the BoC meet our expectations, this would bring the overnight
rate into the bottom half of the Bank’s estimate of neutral territory, as the Bank’s
researchers assess that the nominal neutral policy rate sits somewhere within a range of
2 to 3 percent. The July 13th meeting will also be accompanied by the third quarterly
Monetary Policy Report for this year, within which Bank staff will take the unusual step of
dissecting why their forecasts have systematically under-predicted the pace of inflation.

We think the Bank of Canada is likely to do a 75bp hike for several 
reasons. First, CPI inflation is running at nearly four times the Bank’s 2% 

inflation target, having printed at 7.7% YoY in May. 

While much of this can be chalked up to the impact of higher energy prices, core inflation
pressures are broadening and “sticky” components also experiencing price growth of
nearly 4%. Second, the Bank’s Senior Deputy Governor, Carolyn Rogers, said that inflation
risks are “tilted to the upside” two weeks ago at a Globe & Mail forum. The BoC’s inflation
forecasts have repeatedly called the inflation peak too early, similarly to private sector
economists who, as we noted in our previous Week Ahead, underpredicted inflation in
every single month year-to-date. Third, most of the Bank of Canada’s survey measures of
inflation expectations as of Q2 have become further de-anchored from the BoC’s target.
On the consumer side, inflation expectations surged from 5.1% to 6.8% at the 1-year-
ahead horizon, 2-year expectations rose from 4.1% to 5.0%, and 5-year expectations
increased from 3.2% to 4.0%. On the business side, 1-year-ahead expected inflation rose
from 4.7% to 5.3%, 2-year expectations rose from 3.4–3.9% to 3.4–4.8% depending on the
survey, and 5-year expectations fell from 2.8% to 2.6%. Finally, although markets have
been increasingly speculating about growing recession risks, the Bank of Canada places
substantial weight on lagged but reliable economic data, which show the Canadian
economy growing in real terms at a historically strong pace of 5.0% YoY, and the
unemployment rate at an all-time low of 5.1%; two key reasons why BoC officials predict a
soft landing this cycle.

Consumer 
inflation 
expectations 
continue to climb, 
while market-
based measures 
re-anchor to 
target

https://www.monexeurope.com/news-analysis/in-depth-analysis/the-boc-will-need-to-up-the-ante-as-inflation-heats-up-in-canada/
https://www.monexcanada.com/news-analysis/in-depth-analysis/boc-senior-deputy-carolyn-rogers-speech-confirms-our-75bp-view/
https://www.monexeurope.com/wp-content/uploads/Monex-Europe-FX-Week-Ahead-4th-8th-July-2022.pdf
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The key question is, why might the Bank of Canada do 75bps as opposed to 50bps like
last time or 100bps as some forecasters have speculated? Governor Macklem opened
the door to larger-than-50bp hikes at the last meeting but did not offer any specifics. We
have four key reasons why the BoC would eschew 50bps in favour of 75bps. First, given
that inflation has repeatedly surprised to the upside, and inflation expectations have
drifted further away from the 2% target, a 75bp hike would help to re-assert the Bank’s
commitment to tackling inflation and re-anchor expectations, which it also hopes to
achieve with the forecasting post-mortem.. A 50bp hike would, at this stage in the cycle,
err too far on the side of passiveness and could signal insufficient urgency, despite being
double the size of a typical hike. This is especially the case when compared with the
Federal Reserve who hiked by 75bp in response to similar economic developments.
Second, although the Bank of Canada would probably never say it outright, failing to
keep pace with the Federal Reserve would make the interest rate differential between
the US and Canada less favourable for CAD, inducing a depreciation in the loonie that
would import more external inflationary pressures to the Canadian economy and make
the Bank’s job of fighting inflation harder. Third, given that financial markets are
positioned for 75bps, a 50bp hike would create a dovish reaction in equities and real
estate, leading to a positive wealth shock that would also run counter to the Bank’s goal
of slowing domestic demand-driven price growth. Finally, it is easier for the Bank to do
something different from its last meeting when it has all its communication channels
open, which will be the case on Wednesday given that a monetary policy report and full
press conference are on the itinerary. That could allow the BoC to justify a 75bp hike
more easily and guide markets back to 50 and 25bp hikes in future meetings.

In addition to the fundamental reasons underlying our call for 75bps, market pricing 
and economist predictions for the meeting are also in alignment. 

In the last week, overnight index swaps have gone from pricing a three-quarters chance
of 75bps to 97%. Of the 4 economists surveyed by Bloomberg who updated their
forecasts within the last two weeks, 3 have called for 75bps, while one expects a full
percentage point.

A reasonable question is then, if 75bps sends a strong signal about fighting inflation,
would 100bps not send an even stronger one? While that is true, Bank of Canada officials
have a bias toward a larger number of smaller moves than a smaller number of larger
moves as part of their risk management framework, which aims to account for Knightian
uncertainty, a fancy word for unquantifiable risks. Given that Governor Macklem has
publicly stated that a 75bp hike would already be “highly unusual,” we think that the
communications challenge of justifying a larger hike would prevent the Bank of Canada
from doing more.

Looking past the July meeting, the next big monetary policy questions centre around the
Bank’s future terminal rate and the risks that could induce either a pause or a pivot back
to rate cuts given forward rates markets are already pricing an easing cycle in the US in
2023. An internal justification on the BoC’s side for a pause could be that when Knightian
uncertainty is high, there is an “option value” of waiting for more information before
adjusting policy further. Meanwhile, the terminal rate is difficult to forecast as the
practical approach that BoC officials follow is, in essence, to keep incrementally raising

https://www.monexeurope.com/news-analysis/in-depth-analysis/boc-starts-to-get-aggressive-with-its-fight-against-inflation/
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the policy rate until they see frightening enough surveys or data that they decide the
economic risks of hiking or raising are roughly even. For this reason, the Bank’s latest
assessment of growth conditions in July’s MPR will be key for market pricing of the
terminal rate, which currently sits just north of 3.5% by year-end and heading into Q1 2023.

There’s an argument to be made that the Bank could take a brief pause for a meeting
while the policy is somewhere in the nominal neutral range of 2-3%, as it could make for a
nice vantage point with an easier communications strategy to assess the economic
impact of policy tightening. While the Bank may argue that such an interest rate allows
them to monitor the passthrough of previous actions within the economy, especially
given the speed of recent tightening and the estimated six-month lag for the initial effects
of monetary policy to appear, economists will still highlight than on a real basis monetary
policy remains highly stimulative at these nominal levels. Given that the Bank judges the
Canadian economy as experiencing excess demand at present, policy officials will likely
require the formation of a disinflationary channel to justify pausing the tightening cycle at
such nominal levels. The recent drawdown in global commodity benchmarks will likely
be welcome news in this regard.

Further aiding the argument for a pause in the hiking cycle at these levels are market-
based inflation expectations, which have already begun to recede. This is just one reason
why the Bank will not follow a traditional Taylor-style policy rule that predicts a policy
rate that is several orders of magnitude greater than market pricing. Using various
measures of inflation expectations, reaching the same real terminal rate as last cycle
would see nominal rates settle around 4-5%. That should be seen as an upper bound
rather than a target, however, due to the differing nature of the current economic cycle.
The global outlook is far less constructive now than it was in 2019, and household debt
levels and home prices have continued to climb, meaning the same real rate should put
more growth at risk now than it would have back then, changing the risk calculus for the
BoC.
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