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On Thursday, major bond yields fell as markets piled into safer assets, specifically long
duration trades on fears that tighter monetary policy in the battle to tame inflation would
weigh on global growth conditions. This kept the US dollar bid in FX markets, with just the
Japanese yen the only G10 currency trading higher against the greenback– although, this
wasn’t just due to haven flows but also a compression in yield spreads from falling
Treasury yields, in our view. Although USDJPY broke back below the 130 handle, the FX
market fixated on the breach of the 1.04 level in EURUSD and whether a test of January’s
1.0340 support would bring parity quickly into the frame for the single currency. A brief
period of calm came about on Friday, but in this environment, limited market volatility has
an eerie feel to it. Is this the eye of the storm? Most likely. Next week could see further
teething pains in the market pricing of global macro conditions, especially with monetary
policy decisions and activity data out of China, meeting minutes from the Reserve Bank of
Australia and the European Central Bank, and April inflation data out of the UK and
Canada. Meanwhile, focus will remain on the prospect of EURUSD parity (more on this
below).

“Capitulation” was the buzzword in financial news this week as large outflows in equities,
volatility in bonds, and a broad bid in the US dollar defined cross-asset price action. At the
start of the week, inflation was the primary concern for markets. The US 10-year hit a
peak of 3.2% on Monday, while the 2-year Treasury yield topped out some 10bps shy of
its recent highs. The near-term top in back-end yields wasn’t isolated just to US
Treasuries, however, as longer-dated eurozone yields also hit levels not seen since 2014
at 1.186% for the German 10Y and 1.712% for the French 10Y respectively. With
expectations that April’s CPI report was set to confirm the peak in US inflation occurred in
March and that momentum in price growth was starting to slow, yields began to
moderate globally, led by the front-end of the curve as inflation breakevens repriced
lower. However, April's CPI report wasn’t as constructive for the view that inflation was set
to come down rapidly in H2. While in year-on-year terms inflation had peaked in March as
favourable base effects now came into play, core services inflation blew expectations out
of the water by printing at 0.6% MoM. With services inflation much stickier, and thus
requiring an aggressive tightening in financial conditions to bring down, the CPI report
raised the risks of larger interest rate hikes and a longer period of above - 25bp hikes. This
sent front-end yields higher on the day and ultimately weighed on risk sentiment.
However, this wasn’t directly clear in the hours after the CPI release as market volatility
peaked.

With the US inflation data then in the rear-view mirror, the market 
focus shifted from inflation conditions to growth. 
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Calendar (all times BST)

03:00 China retail sales YoY for April (est -6.2%, prev -3.5%)

10:00 Eurozone trade balance SA for March (prev -9.4bn)

13:00 Poland CPI core MoM for April (est 1.1%, prev 1.0%) and YoY (est 7.5%, prev 6.9%)

13:15 Canada housing starts for April (prev 246.2k)

13:30 Canada manufacturing sales for March (est 2.0%, prev 4.2%)
Canada wholesale sales for March (est 0.0%, prev -0.4%)

13:55 New York Fed president John Williams speaks at the Mortgage Bankers 
Association in New York

15:15 Bank of England’s Bailey, Haskel and Saunders speak at the Treasury 
Committee

We expect the People’s Bank of China to trim its one-year MLF rate by 10bps on Monday,
setting the stage for Banks to lower their quoted one-year loan prime rates by a similar
magnitude at the end of the week. The move by the PBOC will come after mounting
pressure to support crumbling growth conditions as lockdown measures start to weigh.
For the five-year LPR, also published on Friday, we expect the quoted rate used for
benchmarking mortgage and long-term loan rates to fall by 5bps in order to support an
ailing housing market.

Monday – 16/05

02:20 China 1-year medium term lending facility for May 15 (est 2.85%, prev 2.85%)

Range of dates

12/05 - 15/05 China aggregate financing for April (est 2200b, prev 4650b) and new 
loans (est 1530b, prev 3130b)

19/05 - 26/05 Singapore GDP

The Reserve Bank of Australia May meeting minutes will be heavily examined by AUD FX
and rates traders after the central bank surprised markets on May 3rd by hiking 25bps to
bring the Cash Rate target to 0.35% and stated it would no longer reinvest the proceeds
of maturing government bonds. The move by the RBA implies a much more hawkish
reaction function and thus a faster tightening timeline for the remainder of the year. Any
indication of explicit forward guidance will be searched for in the meeting minutes for this
reason.

Tuesday – 17/05

02:30 Reserve Bank of Australia May policy meeting minutes

07:00 UK ILO unemployment rate 3M for March (est 3.8%, prev 3.8%)
UK payrolled employee change for April (prev 35k)
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09:00 Poland preliminary Q1 GDP YoY (est 8.2%, prev 7.3%) and QoQ (est 1.8%, prev
1.7%)

10:00 Italy CPI final for April YoY (est 6.6%, prev 6.6%)
Eurozone Q1 GDP preliminary reading YoY (est 5.0%, prev 5.0%) and QoQ (est
0.2%, prev 0.2%)

12:15 Riksbank’s Ohlsson speaks on monetary policy in wartime

13:00 Fed’s Bullard discusses economic outlook at an event conducted by the Energy 
Infrastructure Council

13:30 US retail sales advance reading MoM for April (est 1%, prev 0.7%)
US retail sales ex auto MoM for April (est 0.3%, prev 1.4%)

14:15 US industrial production MoM for April (est 0.4%, prev 0.9%)

15:00 US NAHB housing market index for May (est 75, prev 77)

19:00 Fed Chair Powell interviewed during Wall Street Journal live event

19:30 Fed’s Mester gives opening remarks at panel on inflation

23:45 Fed’s Evans discusses the economic outlook at an event by the Money 
Marketeers of NYU

Wednesday – 18/05

00:50 Japan preliminary Q1 GDP SA QoQ (est -0.4%, prev 1.1%)

01:30 Australia Westpac leading index MoM for April (prev 0.35%)

02:30 Australia wage price index for Q1 YoY (est 2.5%, prev 2.3%) and QoQ (est 0.8%, 
prev 0.7%)

05:30 Japan industrial production final reading for March MoM (prev 0.3%) and YoY 
(prev -1.7%)

07:00 UK CPI for April MoM (est 2.6%, prev 1.1%) and YoY (est 9.1%, prev 7%)

Economists have consistently underestimated inflation pressures in the UK. If this occurs
again at a time when inflation is set to hit a near-term peak in April, due to the 50%
increase in the energy cap, sterling is likely to be heavily impacted as the Bank of
England has explicitly stated its scope for tackling inflation is limited by the precarious
growth backdrop.

09:00 South Africa CPI for April MoM (est 0.6%, prev 1.0%) and YoY (est 5.9%, prev 5.9%)

10:00 Eurozone final CPI for April MoM (est 0.6%,  prev 0.6%) and YoY (est 7.5%, prev
7.4%)

12:00 US MBA mortgage applications for May 13 (prev 2.0%)

13:30 US April building permits (est 1825k, prev 1870k) and housing starts (est 1770k, 
prev 1793k)

13:30 Canada CPI for April MoM (prev 1.4%) and YoY (prev 6.7%)
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15:30 US DOE crude oil inventories for May 13 (prev 8487k)

21:00 Fed’s Harker discusses economic outlook at an event hosted by the Mid-Size 
Bank Coalition of America

Canada CPI is likely to have peaked on a year-on-year basis, tracking the downward
move we saw in US CPI that resulted from a fall in gasoline prices. Statistics Canada said
gas prices (+11.8%) led the massive 1.4% MoM increase in March's CPI report. The average
price of gas in Canada dipped 2.5 c/L to 173.1 in April according to GasBuddy.
Transportation costs, which rose 3.5% MoM in March, could see sequential positive
momentum, especially given that US airfares surged.

Thursday – 19/05

00:50 Japan trade balance (est -1201.9bn, prev -414.1bn)

02:30 Australia unemployment rate for April (est 3.9%, prev 4.0%)

11:00 UK CBI total orders for May (prev 14)

12:30 ECB publishes account of April Policy meeting

A few weeks ago, the release of the ECB’s April meeting minutes would have been a
market moving event as they would have provided further guidance on the likelihood of a
July vs September rate hike. However, recent commentary from ECB members, including
President Lagarde herself, has confirmed that July is firmly the base case for the ECB to
take action.

13:30 US initial jobless claims for May 14 (prev 203k)

16:00 Riksbank’s Floden speaks on monetary policy, reference rates

N/A South Africa Reserve Bank interest rate announcement (est 4.75%, prev 4.25%)

Friday – 20/05

00:01 UK GfK consumer confidence for May (prev -38)

00:30 Japan CPI for April YoY (est 2.5%, prev 1.2%)

02:15 China 1-year (est 3.65%, prev 3.70%) and 5-year Loan Prime Rate (est 4.6%, prev
4.6%)

04:00 New Zealand credit card spending for April MoM (3.2% prev) and YoY (3.4% prev)

07:00 UK retail sales for April MoM (est -0.3%, prev -1.4%) and YoY (prev 0.9%)

07:00 Germany PPI for April MoM (est 0.7%, prev 4.9%) and YoY (est 29.5%, prev 30.9%)

08:30 Bank of England Chief Economist Pill speaks

09:00 Poland employment for April MoM (est 0.1%, prev 0.2%) and YoY (est 2.7%, prev
2.4%)

15:00 Eurozone consumer confidence advance reading for May (est -22.0, prev -22.0)
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EURUSD parity is a probable scenario unless macro conditions alter
EURUSD has been on a solid downward trajectory since expectations of a more
aggressive Fed tightening cycle came into view around mid-February. This downtrend
was exacerbated by the onset of war in Ukraine at the end of February, which increased
the possibility of the eurozone economy entering a stagflationary period of meagre
growth and rising inflation. However, with expectations of the Fed’s tightening cycle at
2.8% by year end and largely stabilising at a terminal rate of 3.2% by mid-2023, and most
of the growth and inflation impact from the war factored into European assets, EURUSD
entered a relatively tight trading range of 1.047–1.064. The currency pair traded within this
range between the 28th of April and the 11th May, which was notable considering overall
FX market volatility picked up elsewhere and the US dollar broadly strengthened (chart
1). During this period, EURUSD notched an overall loss of just 0.3%, making it the best
performing currency in the G10 space against the US dollar as other currencies slumped
by more than a percentage point. Nonetheless, continued distress in global equity
markets and a spike higher in European gas prices sent EURUSD below its recent support
level on March 12th. As stops were triggered, downside in the euro extended to the point
that the 1.04 level was soon broken. With January’s lows of 1.0340 now in scope, the
market discourse soon centred on the possibility of EURUSD hitting, and even breaching,
parity.

Average one-week 
volatility in EURUSD 
was among the 
lowest in the G10 
during the period of 
April 28th to May 
11th

Given the deterioration in the eurozone’s economic fundamentals, our one-month-ahead
forecast for May factored in further EURUSD weakness, but our view at the time was that
parity between the European and US currencies was unlikely. That view was largely
predicated on two factors: first, we have long argued that market pricing of US interest
rates is relatively full, implying that USD upside is capped, and second, the stagflationary
shock from Eastern Europe appeared likely to stabilise in the near term.

Although this has largely played out, cross-asset market volatility and 
concerns over global growth have recently increased. As a result, not only has 

risk sentiment worsened, but the eurozone’s growth profile now faces 
diminished prospects, raising the downside risks to our near-term forecasts. 
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The probability of parity has therefore risen in the near-term, which will come as a
concern to policymakers at the European Central Bank. A weaker euro will only
exacerbate the inflation passthrough from higher energy prices, putting pressure on the
ECB to hike rates to mitigate against more entrenched second round effects, at a time
when domestic growth conditions are on a knife’s edge. Given the impact this will have
on domestic demand conditions, we don’t see rate hikes in the eurozone above 0% as
constructive for EUR appreciation.

Without the support of higher interest rates, the euro will likely need global 
market volatility to fall significantly in order to avoid parity. 

Calmer waters would boost overall risk sentiment and reduce the broad dollar’s haven
demand. In their absence, however, ECB policymakers will hope that reopening effects
assist growth data to exceed depressed economist estimates in Q2. Additionally, they’ll
hope that historically low levels in the currency pair will invite dip buying, or even a
reduction in short positioning. One final sliver of hope could come from the increase in
institutional call options with strike prices in the 1.00-1.03 range. The concerns are that this
is now a narrower path for FX markets to walk than in the past, especially as parity in
EURUSD wouldn’t see the euro drop to levels seen in 2015 and 2017 in real trade-
weighted terms.

The medium-term trajectory for EURUSD is positive if it avoids a 
sharp depreciation in the near-term
Should EURUSD avoid a substantial depreciation in the near-term, which will only further
erode the economy’s fundamentals via the inflation channel, the path higher for the
currency becomes clearer. Over the medium-term, while domestic activity indicators are
likely to show growth conditions feeling the impacts of higher inflation, fiscal stimulus
from the NextGenerationEU fund should start to offer support. Meanwhile, Chinese
authorities are highly likely to increase economic stimulus in search of reaching their 2022
growth target, which will also raise prospects for global growth, and in turn, eurozone
exports. On the monetary front, we expect the initial impacts of the ECB’s hiking cycle, up
to 0%, to result in capital inflows should domestic activity conditions remain somewhat
stable. Coupled with expectation of a slowdown in US inflation, which should become
visible in the second half of the year, we expect rate differentials between the US and the
eurozone to also narrow. Ultimately, the more stable growth backdrop in the eurozone
and the moderation in inflation pressures should enable a structural rebound in the euro,
in our view.
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