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This week had it all: election risk in the UK, an increased probability of FX intervention in
Japan, peripheral bond spreads blowing up in Europe after the ECB meeting, another
shock hike by the Reserve Bank of Australia, the Bank of Canada admitting that the
housing market is a problem, and a hot US CPI report. Even ahead of the stronger-than-
expected US inflation data, the dollar reigned supreme among the G10 space as 10-year
Treasury yields cracked 3%. Surprisingly, the pound was fairly stable against the
backdrop of a stronger dollar this week up until mid-day in Europe on Friday, despite
increased political risk and deteriorating consumer data. However, any positivity in
sterling’s price action was soon decimated after May’s US CPI report emboldened
expectations of a fourth consecutive 50bp rate hike from the Fed at September’s
meeting. With front-end Treasury yields rising close to 3% in the aftermath of the CPI
report, the pound wasn’t the only currency to post losses heading into the weekend as
markets reverted back to favouring the dollar on higher US rates.

Regardless, after what has seemed like an incredibly long week, the weekend offers time
to reset before we get to do it all again next week with key meetings scheduled for the
Federal Reserve, Central Bank of Brazil, Swiss National Bank, Bank of England and Bank
of Japan. Ranging from 50bps expected to be delivered by the BCB and Fed, to 25bps
expected from the Bank of England, and rates being held by the BoJ and SNB, next
week’s central bank calendar offers markets the full spectrum of central bank. With
policy expectations correctly aligned in our view, market volatility is likely to derive from
each central banks’ forward guidance. With the Federal Reserve set to update its dot plot
projections, Wednesday’s announcement is likely to be the most deterministic for
broader market pricing. March’s median dot for 2022 sits at 1.875% and will undoubtedly
be revised upwards given Fed members have heavily signalled that this will be achieved
by July’s meeting. With markets pricing a year-end policy rate north of 3%, the focus
pivots to the appetite of FOMC members to continue hiking aggressively in Q4.

Markets were pricing 
a year-end rate of 3% 
before Friday’s CPI 
report emboldened 
expectations of a 
more aggressive 
tightening cycle 

https://www.monexeurope.com/news-analysis/in-depth-analysis/ecb-signals-25bp-hike-in-july-and-50bp-in-september-but-price-it-at-your-own-peril/
https://www.monexeurope.com/news-analysis/news/50-is-the-new-25-as-the-rba-joins-the-larger-rate-hike-crowd/
https://www.monexeurope.com/news-analysis/in-depth-analysis/boc-is-worried-about-high-debt-levels-and-home-prices/
https://www.monexeurope.com/news-analysis/in-depth-analysis/mays-cpi-report-boosts-odds-for-three-more-50bp-fed-hikes/
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Calendar (all times BST)

Monday – 13/06

07:00 UK GDP for April MoM (est 0.1%, prev -0.1%) and 3M/3M (0.8%)
UK index of services for April MoM (prev -0.2%) and 3M/3M (prev 0.4%)
Norway GDP mainland for April MoM (prev 1.0%)

09:00 Italy quarterly unemployment rate for Q1 (prev 9.1%)

13:00 India CPI for May YoY (est 7.1%, prev 7.8%)

23:45 New Zealand food prices for May MoM (prev 0.1%)

Tuesday – 14/06

02:30 Australia NAB business confidence for May MoM (prev 10)
Australia NAB business conditions for May (prev 20)

05:30 Japan final industrial production for April MoM (prev -1.3%) and YoY (prev -4.8%)

06:00 Finland CPI for May MoM (prev 0.3%) and YoY (prev 5.7%)

07:00 Sweden CPI for May MoM (prev 0.6%) and YoY (est 7.0%, prev 6.4%)
Germany final CPI for May MoM (est 0.9%, prev 0.9%) and YoY (est 7.9%, prev
7.9%)
UK average weekly earnings for April 3M/YoY (prev 7.0%)
UK ILO unemployment rate 3M for April (est 3.7%, prev 3.7%)
UK payrolled employees for May MoM (prev 121k)

10:00 Eurozone ZEW expectations for June (prev -29.5)
Germany ZEW expectations for June (est -30, prev -34.3)

11:00 US NFIB small business for May (est 93.0, prev 93.2)

13:30 Canada manufacturing sales for April MoM (prev 2.5%)
US PPI for May MoM (est 0.8%, prev 0.5%) and YoY (est 10.8%, prev 11.0%)
US core PPI for May MoM (est 0.6%, prev 0.4%) and YoY (est 8.6%, 8.8% prev)

18:00 ECB’s Isobel Schnabel speaks

Wednesday – 15/06

01:30 Australia Westpac consumer confidence index for June MoM (prev -5.6%)

03:00 China industrial production for May YoY (est -1.0%, prev -2.9%)
China retail sales for May YoY (est -7.1%, prev -11.1%)
China unemployment rate for May (est 6.1%, prev 6.1%)

07:45 French final CPI for May MoM (est 0.6%, prev 0.6%) and YoY (est 5.2%, prev 5.2%) 

09:00 Poland final CPI for May MoM (prev 1.7%) and YoY (prev 13.9%)
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10:00 Eurozone industrial production for April MoM (est 0.7%, prev -1.8%) and YoY (est -
0.9%, prev -0.8%)
Eurozone trade balance SA for Apr (prev -17.6b)

13:00 Hungary central bank meeting minutes

13:15 Canada housing starts for May (prev 267.3k)

13:30 US advance retail sales for May MoM (est 0.2%, prev 0.9%)
US core retail sales for May MoM (est 0.8%, prev 0.6%)
US empire state manufacturing index for May (est 3.0, prev -11.6)
US import prices for May MoM (est 1.2%, prev 0.0%)

15:00 US business inventories for April (est 1.2%, prev 2.0%)
US NAHB housing market index for June (est 68, prev 69)

17:00 ECB’s Lagarde speaks 

19:00 US FOMC meeting (est 1.5%, prev 1.0%)

Thursday – 16/06

00:50 Japan trade balance for May (est -2063.8b, prev -839.2b)

02:00 Australia consumer inflation expectations for June (prev 5.0%)

02:30 Australia unemployment rate for May (est 3.8%, prev 3.9%)
Australia employment change for May (est 25.0k, prev 4.0k)
Australia participation rate for May (3.8%, prev 3.9%)

05:30 Netherlands unemployment rate for May (prev 3.2%)
Switzerland SNB financial stability report

The Federal Reserve is widely expected to hike rates by another 50 basis points at its
June meeting. But, as this view has been communicated by many members of the FOMC
committee with no dissents, the focus will rest on the Fed’s updated dot plot projections
and the tone of Chair Powell in the press conference. See below for a detailed preview
for the meeting.

19:30 US Fed Chair Powell holds press conference following FOMC meeting

22:30 Brazil Selic rate announcement (est 13.25%, prev 12.75%)

The central bank of Brazil is expected to slow its hiking cycle by raising the Selic rate by
only 50bps on Wednesday to 13.25% as headline inflation showed signs of slowing in May.
However, despite May’s inflation report suggesting that inflation may have peaked in
Brazil, signs of underlying inflation pressures remain strong. Recognising this, the BCB
may indicate that rates won’t fall as quickly as headline inflation suggests. Instead, the
central bank may opt to keep real rates rising in order to push core inflation down.

23:45 New Zealand GDP for Q1 QoQ (est 0.6%, prev 3.0%) and YoY (est 2.4%, prev 3.1%)
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08:30 Switzerland SNB monetary policy rate (est -0.75%, prev -0.75%)

07:00 UK retail sales for May MoM (est 0%, prev 1.4%) and YoY (prev -4.9%)
UK core retail sales for May MoM (est -0.5%, prev 1.4%) and YoY (prev -6.1%)

10:00 Eurozone final CPI for May MoM (est 0.8%, prev 0.8%) and YoY (est 8.1%, prev
7.4%)

13:00 Poland core CPI for May YoY (est 8.5%, prev 7.7%) and MoM (est 1.0%, prev 1.3%)

13:45 Powell makes welcoming remarks at an inaugural conference on the 
international role of the dollar

14:15 US capacity utilization for May (est 79.3%, prev 79.0%)
US industrial production for May MoM (est 0.5%, prev 1.1%)

Friday – 07/06

Following hawkish comments from SNB Governor Jordan late last month, markets are on
high alert for the possibility of an imminent rate hike in Switzerland. However, with the
ECB not set to move on rates until July’s meeting, expectations are for the SNB to wait
until September’s meeting to hike their deposit rate. Forward rates are currently implying
a 25 basis point move at that meeting, however, with the ECB set to have completed
75bps worth of tightening by that point, speculation could begin over an off-schedule
rate hike by the SNB or a larger-than-25 basis point move in September. Much will
depend on how the SNB guides policy expectations at their June meeting and upcoming
inflation prints.

12:00 UK MPC meeting/bank rate (est 1.25%, prev 1.0%)

The Bank of England’s economic projections back in their May Monetary Policy Report
highlighted the fragility of the UK economy and the risk posed by much higher interest
rates. Our view in the aftermath of that decision was that the BoE would hike by another
25bp this month before embarking on a reflection period in Q3. Data since the meeting
has only increased our confidence in this call as the consumer continues to be squeezed
under the pressure of higher inflation. Although the upwards revision to May’s services
PMI reduces pressure on the BoE, we still favour a more cautious path forward in rates
than markets are pricing as the Bank gives more weight to growth concerns. (Full preview
to follow on Monday).

13:30 Canada wholesale sales for April MoM (prev 0.3%)
US Philadelphia Fed business outlook for June (est 5.0, prev 2.6)
US initial unemployment claims for June 11 (prev 229k)
US building permits for May (est 1790k, prev 1819k)
US housing starts for May (est 1714k, prev 1724k)

23:30 New Zealand BusinessNZ manufacturing PMI (prev 51.2)

https://www.monexeurope.com/news-analysis/in-depth-analysis/boe-hikes-25bp-to-bring-bank-rate-to-1-but-pause-in-the-tightening-cycle-imminent/
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N/A Bank of Japan monetary policy meeting (est -0.1%, prev -0.1%) and press 
conference

The Bank of Japan is widely expected to keep policy on hold at next week’s meeting
despite the resumption of a sharp JPY depreciation over the past week. Given the Bank’s
commitment to hold its yield curve control target of +/- 0.25% and the officials’ repeated
appetite to intervene in FX markets should JPY depreciation substantially impact growth
and inflation, expectations are for the BoJ to continue pushing back against market forces
verbally as opposed to tightening policy.

Federal Reserve to hike rates by 50bp, focus on the dots
Since the FOMC’s May meeting, Fed officials including Chair Powell and Vice Chair
Brainard have publicly supported the prospect of conducting back-to-back 50bp hikes at
the June 15th and July 27th meetings, which would bring the effective Fed funds rate to a
target range of 1.75-2%, just shy of the estimated 2-3% neutral range. Given the
unwavering support for consecutive 50bp hikes from FOMC members since May’s
meeting, market pricing of this scenario has remained firm. We expect the Fed to follow
its recent guidance and hike rates by 50bp next week, while reaffirming its commitment
to hiking by a further 50bp in July’s meeting.

The path beyond 2% isn’t as clear

Any soft spots within recent data releases haven’t been compelling enough to cast doubt
over the Fed’s near-term projected policy path, with weak data instead impacting the
market pricing of interest rates beyond the 2% threshold, along with the timing and level
of the Fed’s terminal rate. Uncertainty on the path for rates above 2% hasn’t been isolated
to just market pricing, as commentary by Fed officials has also been mixed. The most
notable dissent came from Atlanta Fed’s Raphael Bostic who came out in favour of a
pause in the hiking cycle at September’s meeting, but May's CPI report has seemingly put
that debate to bed. Comparatively, a few vocal members including Brainard and Mester,
have explicitly called for the opposite, saying the Fed should consider taking rates
beyond neutral if inflation doesn’t ease off. Many members, however, simply did not
comment on the path for rates beyond the next meeting or two, where consensus is
unanimous.

Summary of Fed speakers views since May’s meeting 

https://www.monexeurope.com/news-analysis/in-depth-analysis/mays-cpi-report-boosts-odds-for-three-more-50bp-fed-hikes/
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Given the less clear-cut path for rates above 2%, guidance on the Fed’s policy path within
the neutral range will continue to be the main focus for markets at next week’s meeting
as the Fed is not only set to update its economic projections, but also its dot plot which
depicts the central tendency and range of individual projections for the mid-point of the
Fed’s target range.

The 2022 median dot will undoubtedly be revised upward, but how close to 3%
will it be?

Back in March, the Fed projected that the 2022 year-end interest rate should be around
1.875%, i.e. within the range of 1.75-2%. Given the Fed is set to raise rates to this level as
early as July, attention will rest on how much higher the 2022 projection is revised up. Not
only will the new median dot plot be examined relative to the Fed’s previous longer-run
(read: neutral) projection of 2.375%, but also relative to OIS year-end pricing of 2.75-3%. At
these levels, OIS markets currently imply another 50bp hike at September’s meeting
before the Fed reverts back to 25bp increments. While this has been alluded to by some
FOMC members, such as Bullard and Mester, it is by no means a consensus view yet.
Although, it could quickly become consensus following the latest inflation report.
Focus won’t just be on the front-end of the Fed’s dot plot projection, as markets will use
the medium-term dots as a guide to price rates further out on the yield curve. Given how
terminal rate pricing has also shifted substantially over the past month, primarily on the
back of growth fears and softening housing market data, the 2023 median dot will also be
in scope as markets broadly expect rates to peak at some point early next year.

The examination of the Fed’s 2022 and 2023 median dots will be set against their new 
longer-run projections to determine how restrictive policy is set to be. While there is an 
argument for the longer-term rate projection to be revised higher given the expected 
persistence of the inflation overshoot, we are mindful that the trend in the projected 
neutral rate has been lower over the past decade and is less sensitive to change given its 
structural nature. 

Markets will pay close attention to the Fed’s 2023 median dot as they expect the Fed’s 
hiking cycle to peak in March of next year 
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What does this mean for the dollar?

Given the more cautious nature of central banks relative to financial markets, we think the
Fed’s upwardly revised dot plot will still fall short of directly confirming current market
pricing. However, this doesn’t necessarily suggest that markets will reprice their
expectations of the Fed’s implied policy path lower. Instead, the Fed’s messaging next
week will likely confirm that there is an increased probability of a fourth successive 50bp
rate hike at September’s meeting and that there is a growing consensus among the
FOMC to take rates above neutral to promote the slowing of inflation. In the current
market environment, this should support the dollar at still elevated levels until growth
concerns start to arise in the US data.

The Fed’s median dot of the longer-run projection isn’t as likely to change quarterly as 
the year-end projections
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