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The dollar started the week as it meant to go on. On Monday, speculation over fresh
lockdowns in Shanghai after reports of rising Covid cases coincided with bullish dollar
positioning following last week’s robust US jobs report to send the DXY index north of 108
for the first time since 2002. Currencies closely connected to China’s growth conditions,
namely AUD, CLP, and BRL, saw the largest losses on the day, but headlines mainly
centred on developments in EURUSD as the pair fell over a percentage point and within
spitting distance of parity. Volatility began to moderate on Tuesday as traders awaited
the latest flash assessment of US inflation conditions the following day, but that didn’t
prevent bouts of USD strength throughout the session. As sporadic dollar bids came
through, financial journalists and traders kept a very close eye on EURUSD as the pair
edged closer to the psychological threshold, but options interest and dip buying provided
the support needed to delay the parity party for one more day. An extremely hot inflation
report for June out of the US finally provided bearish euro traders with the confirmation
they desperately yearned for to send the euro briefly below the psychological threshold,
while rates markets fully priced a 75bp hike from the Fed in July for the first time.

The dollar continued to trade close to fresh multi-decade highs against a basket 
of G10 currencies until the back end of the Treasury curve gave way to pressure 

from higher front-end rates.
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In other words, concerns around growth conditions started to be factored into the yield
curve as bond and money market traders priced expectations of tighter near-term
monetary policy at the expense of medium-term rates. With the yield curve inverting
further on US recession concerns, the dollar began to retrace from its daily highs. The
dollar’s downside was compounded by the Bank of Canada's decision to hike rates by
100bps, the first G10 central bank hike of that size this cycle, which sparked speculation
that the Federal Reserve might have to follow suit as monetary policy in North America
looks to prevent an entrenched de-anchoring of inflation expectations.

Just hours after the BoC decision, overnight index swaps priced a 60% chance that the
Fed would have to hike by 100bps at the end of this month, despite Powell’s comment
that the decision would likely come down to a choice between 50 and 75bps. Pressure
from US rates continued the following day, leading to another surge in the dollar, this
time resulting in a more sustained break in EURUSD parity and fresh highs near 140 in
USDJPY. It wasn’t until Fed Governor Waller hit the wires that the dollar began to lose
steam. Speaking just prior to the Fed’s blackout period, the high-ranking central banker
stated that his current base case is for a 75bp hike this month, and that markets may have
gotten ahead of themselves. Despite leaving the door open to more than 75bps should

https://www.monexeurope.com/news-analysis/in-depth-analysis/nonfarm-payrolls-exceed-expectations-keeping-the-fed-on-track-for-75bps/
https://www.monexeurope.com/news-analysis/in-depth-analysis/us-inflation-accelerates-on-gas-price-spike-but-composition-remains-strong/
https://www.monexeurope.com/news-analysis/in-depth-analysis/bank-of-canada-hikes-100bps-to-destroy-demand-and-cool-inflation/
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Calendar (all times BST)

Sunday – 17/07

23:45 New Zealand CPI for Q2 YoY (est 7.1%, prev 6.9%) and QoQ (est 1.5%, prev 1.8%)

Monday – 18/07

00:01 UK Rightmove house prices for July MoM (prev 0.3%) and YoY (prev 9.7%)

09:00 Switzerland domestic (prev 635.2b) and total (745.0b) sight deposits CHF for July 
15

13:00 Canada Bloomberg/Nanos confidence index for July 15 (prev 45.5)
Poland CPI Core for June MoM (est 0.8%, prev 1.0%) and YoY (est 9.3%, prev 8.5%) 

13:15 Canada housing starts for June (prev 287.3k)

15:00 US NAHB housing market index for July (est 66, prev 67)

TBA Bank of England outgoing MPC member Saunders speaks in London

worrying retail sales and housing data materialise, Waller’s comments led money market
expectations for the Fed’s next hike to pull back to a roughly one-third chance. This
upped the ante for Friday’s retail sales data, as it was one of the last top-tier economic
releases scheduled prior to the July 27th meeting. However, a close-to-consensus 1.0%
MoM print on the data failed to tip the balance on the 75 vs 100bp debate, although the
Fed could use the print’s strength relative to history to argue for 100bps if it so chooses.
Despite an initially strong dollar rally, the greenback trimmed back its gains heading into
the weekend.

Next week, markets will await the latest flash growth indicators from the euro-area, the
UK, and the US. Meanwhile, fresh inflation data out of the UK may cement the Bank of
England’s fortunes in hiking interest rates by 50 basis points. Events in the US are much
quieter by comparison, with housing data and flash PMIs set to be released as the Fed
commences its communications blackout ahead of the next meeting.

Tuesday – 19/07

02:30 Australia RBA minutes of July policy meeting

The Reserve Bank of Australia raised the Cash Rate target by 50bps to 1.35% at its July
meeting, citing a tight labour market and economic resilience. With the statement noting
that the Board expects to “take further steps in the process of normalising monetary
conditions in Australia over the months ahead,” market participants will analyse the
minutes for clues regarding the RBA’s probable next steps.

03:00 RBA’s Bullock speaks at the ESA Queensland business lunch
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Wednesday – 20/07

07:00 UK payrolled employees monthly change for June (prev 90k)
UK ILO unemployment rate 3m for May (est 3.8%, prev 3.8%)
UK employment change 3m/3m for May (est 165k, prev 177k)
UK average weekly earnings 3m/YoY for May (est 6.7%, prev 6.8%) and ex-
bonus (est 4.3%, prev 4.2%)

09:30 Hong Kong unemployment rate for June (prev 5.1%)

10:00 Eurozone final CPI for June MoM (prev 0.8%) and YoY (est 8.6%, prev 8.1%)
Eurozone final core CPI for June YoY (est 3.7%, prev 3.7%)

13:30 US housing starts for June (est 1590k, prev 1549k)
US building permits for June (est 1680k, prev 1695k)

15:00 Mexico international reserves weekly for July 15 (prev $198,313m)

18:45 Bank of England Governor Andrew Bailey speaks at the Mansion House 
Financial and Professional Services dinner

Forward guidance in the RBA’s latest meeting minutes may prove to be outdated given
the recent release of June’s employment data. Instead, Governor Lowe’s speech is likely
to provide the most accurate guidance. With the unemployment rate sitting at its lowest
level since 1974, Governor Lowe may help guide markets to a 75bp hike at the August
meeting.

A continued uptick in inflation pressures in the UK should give the Bank of England more
justification to raise rates by 50bp in August after Governor Bailey reiterated this week
that the central bank isn’t on a pre-set course of raising rates by 25bp. Should the
increase in headline and core CPI coincide with stronger wage pressures in Tuesday’s
labour data, economists will likely fall in line with money market pricing and look for a
50bp hike.

07:00 Germany PPI for June MoM (est 1%, 1.6%) and YoY (est 33.3%, prev 33.6%)

09:00 South Africa CPI for June MoM (est 0.9%, prev 0.7%) and YoY (est 7.3%, prev 6.5%)
South Africa core CPI for June MoM (est 0.5%, prev 0.2%) and YoY (est 4.3%, prev
4.1%)
Poland employment for June MoM (est 0.2%, prev -0.1%) and YoY (est 2.3%, prev
2.4%)

00:10 RBA Governor Philip Lowe speaks at the Australian Strategic Business Forum

01:30 Australia Westpac leading index for June MoM (prev -0.06%)

02:15 China 1-year loan prime rate for July 20 (est 3.7%, prev 3.7%) 
China 5-year loan prime rate for July 20 (est 4.45% and prev 4.45%)

07:00 UK CPI for June MoM (est 0.7%, prev 0.7%) and YoY (est 9.3%, prev 9.1%)
UK core CPI for June YoY (est 5.8%, prev 5.9%)
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The ECB is widely expected to hike rates by just 25bps as Governing Council members
have recently re-iterated the central bank’s interest rate guidance from June. In an
environment where forward guidance is being abandoned by major central banks at the
last minute, however, we believe the ECB could very well opt for a 50bp rate hike
considering inflation conditions have worsened, the euro has weakened, and growth
conditions are turning less favourable (more on this below).

Thursday – 21/07

09:00 Poland average gross wages for June MoM (est 2.8%, prev -3.4%) and YoY 
(est 13.3%, prev 13.5%) 

09:00 UK house price index for May YoY (prev 12.4%)

12:00 US MBA mortgage applications for July 15 (prev -1.7%)

13:30 Canada industrial product prices for June MoM (prev 1.7%)
Canada CPI for June MoM (prev 1.4%) and YoY (prev 7.7%)

15:00 US existing home sales for June (est 5.40m, prev 5.41m)
Eurozone preliminary consumer confidence for July (est -24.9, prev -23.6)

15:30 US DOE crude oil inventories for July 15 (prev 3254k)

23:45 New Zealand trade balance for June (NZ$263m)

00:50 Japan trade balance for June (est -1500.0bn, prev -1931.4bn)

02:30 Australia NAB business confidence for Q2

04:00 New Zealand credit card spending for June MoM (prev 1.8%) and YoY (prev 2.2%)

07:00 UK public sector net borrowing ex banks for June (est £22bn, prev £14bn)

08:00 Hungary one-week deposit rate for July 21st (prev 9.75%)

09:00 Poland retail sales for June YoY (est 21.9%, prev 23.6%)

09:30 Hong Kong CPI composite for June YoY (est 1.6%, prev 1.2%)

12:00 Turkey one-week repo rate for July 21 (est 14%, prev 14%)
Mexico retail sales for May MoM (prev 0.4%) and YoY (prev 4.6%)

13:15 Eurozone ECB main refinancing rate (est 0.25%, prev 0.00%)

13:45 US Philadelphia Fed business outlook for July (est 1.7, prev -3.3)
US initial jobless claims for July 16 (prev 244k)
US continuing claims for July 9 (prev 1331k)
US leading index for June (est -0.5%, prev -0.4%)

13:45 ECB President Lagarde holds post-meeting press conference

TBA South Africa SARB announce interest rate for July 21 (est 5.25%, prev 4.75%)

TBA BoJ policy balance rate for July 21 (est -0.1%, prev -0.1%)
BoJ 10-yr yield target for July 21 (est 0%, prev 0%)
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As the two largest economies in the eurozone, France and Germany’s preliminary PMIs
for July will give markets a reasonably accurate real-time reading of European growth
conditions following last month's downturn in the indexes. With elevated concerns over
natural gas supply and a possible government decree that could restrict manufacturing
output on the horizon, any signs of initial production restraints from energy will only
embolden market pricing of a euro-area recession. Additionally, the PMI services
measures will be closely monitored for signs that the consumer is buckling under
inflation pressure, as services track more closely with domestic demand than
manufacturing does.

Friday – 22/07

00:00 Australia S&P Global preliminary composite PMI for July (prev 52.6)
Australia S&P Global preliminary services PMI for July (prev 52.6)
Australia S&P Global preliminary manufacturing PMI for July (prev 56.2)

00:01 UK GfK consumer confidence for July (est -43, prev -41)

00:30 Japan national CPI for June YoY (est 2.4%, prev 2.5%) and core (est 2.2%, prev
2.1%)

01:30 Japan Jibun Bank preliminary composite PMI for July (prev 53.0)
Japan Jibun Bank preliminary services PMI for July (prev 54.0)
Japan Jibun Bank preliminary manufacturing PMI for July (prev 52.7)

07:00 UK retail sales for June MoM (est -0.2%, prev -0.5%) and YoY (est -5.3%, prev -
4.7%)
UK core retail sales for June MoM (est -0.3%, prev -0.7%), and YoY (est -6.1%, 
prev -5.7%)

08:15 France S&P Global preliminary composite PMI for July (est 51.6, prev 52.5)
France S&P Global preliminary services PMI for July (est 53.1, prev 53.9)
France S&P Global preliminary manufacturing PMI for July (est 51.0, prev 51.4)

08:30 Germany S&P Global preliminary composite PMI for July (est 50.4, prev 51.3)
Germany S&P Global preliminary services PMI for July (est 51.5, 52.4)
Germany S&P Global/BME preliminary manufacturing PMI for July (est 51.0, 
prev 52.0)

The Bank of Japan is set to remain stubborn and keep policy ultra-loose in order to
stimulate economic growth. This stance has driven a sharp depreciation in the yen year-
to-date and fuelled cost-push inflation. The central bank’s updated forecasts will likely
show upward revisions to inflation for this year and next, while near-term growth
expectations will probably be lowered.

09:00 ECB Q3 Survey of Professional Forecasters is published
Eurozone S&P Global preliminary composite PMI for July (est 50.9, prev 52.0)
Eurozone S&P Global preliminary services PMI for July (est 52.0, 53.0)
Eurozone S&P Global/BME preliminary manufacturing PMI for July (est 51.0, 
prev 52.1)
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09:30 UK S&P Global/CIPS preliminary composite PMI for July (est 52.5, prev 53.7)
UK S&P Global/CIPS preliminary services PMI for July (est 53.5, 54.3)
UK S&P Global/CIPS preliminary manufacturing PMI for July (est 52.0, prev 52.8)

12:00 Mexico bi-weekly CPI for July 15 MoM (prev 0.39%) and YoY (8.09%)

13:30 Canada retail sales for May MoM (prev 0.9%)
Canada retail sales ex auto for May MoM (prev 1.3%)

14:45 US S&P Global preliminary composite PMI for July (prev 52.3)
US S&P Global preliminary services PMI for July (est 52.0, prev 52.7)
US S&P Global preliminary manufacturing PMI for July (est 51.0, prev 52.7)

Don’t discount a 50bp hike from the ECB as the urgency to act rises 

The European Central Bank is set to raise its deposit rate for the first time in 11 years on
Thursday. Both market pricing and the consensus among economists expect a 25 basis
point hike to -0.25%, primarily because the ECB signalled towards such a move at its June
meeting and has a historical stubbornness to follow through on its forward guidance.
Commentary by high-ranking officials such as President Lagarde and Vice President Luis
de Guindos in the following weeks suggests this remains the Governing Council’s
ambition. That said, we believe there is an elevated risk that the central bank will join the
likes of the Fed and the Bank of Canada in abandoning its forward guidance at the last
minute to front-load its hiking cycle and mitigate any further de-anchoring in inflation
expectations. Ultimately, in the trade-off between protecting the credibility of your
forward guidance and the credibility of your inflation target, the latter takes priority.

We therefore look for a 0.5% increase to the deposit rate on Thursday, bringing it 
back to 0%. We also expect the ECB to announce its new anti-fragmentation tool, 

which we discuss below. 

While the ECB’s early access to the Q3 Survey of Professional Forecasters (released to
the public on Friday) could force the issue to hike by a larger increment should longer-
term inflation expectations continue to rise, we believe the rationale for such a move is
supported by a broad range of measures. Firstly, EURUSD has depreciated almost 7%
since the June meeting and has recently been testing parity. But euro weakness isn’t
solely isolated to the dollar, as the trade-weighted euro index also sits some 3% lower.
With a broad depreciation in the currency only adding to the inflation pressures, the ECB
could try to support the euro through more hawkish actions. Additionally, calls among the
hawks of the Governing Council for a faster and more aggressive hiking cycle are
becoming louder. Not only did the June meeting minutes highlight that some members
were already willing to hike rates last month, but Austrian Governing Council member
Robert Holzmann recently came out in favour of a 50bp move in July and 75bps in
September. Despite speculation that the new anti-fragmentation tool won't be ready by
July’s meeting, we think that recent developments in bond markets will force the issue
for Governing Council members to resolve. The hawks among the Governing Council

https://www.bloomberg.com/news/articles/2022-07-07/ecb-tool-has-name-but-not-yet-sense-of-certain-july-21-arrival?sref=9EeEqZFb
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could use this to strike a compromise: looser conditionalities for the bond programme in
return for a larger rate hike. Finally, deteriorating growth conditions in the euro-area adds
a sense of urgency to the ECB’s hiking cycle. Should Russia cut off the delivery of gas
supplies to the eurozone after Nord Stream maintenance repairs are completed, major
economies within the European bloc are overwhelmingly likely to tumble into recession,
making the ECB hard-pressed to hike rates in larger-than-25bp increments in the near-
term. Therefore, on a risk management basis, some Governing Council members may opt
to hike by 50bps in July under the prospect of a 25bp hike in September, effectively
swapping the sequencing in the central bank’s previous guidance.

For currency markets, the ECB’s commitment to continue along its well-
signalled path of 25bps in July and 50bps in September will underwhelm 

and likely result in further euro selling. 

In a similar vein, the prospect of a 50bp hike under the condition that the ECB’s hiking
path will remain the same as previously signalled (+0.75% by September) will be viewed
as dovish by markets. Instead, the euro is only likely to find some upside relief from the
central bank if they opt to front-load their hiking cycle. That is, the ECB must raise rates
above market expectations from the outset and retain a loose commitment to further
tightening in order to tackle inflation. Relative to their previous guidance, this would
require a 50bp hike in July and guidance toward a second 50 in September. We believe
that economic conditions are too precarious and the appetite for aggressive tightening
among most of the Governing Council is too weak for the ECB to commit to Holzmann’s
call for 50 and 75bps.

Beyond the path for rate hikes, markets will pay close attention to the 
details of the “Transmission Protection Mechanism”

Following the ECB’s emergency meeting on June 15th, where Governing Council
members instructed the Eurosystem Committees to accelerate the completion of the
design of the new anti-fragmentation tool, peripheral yield spreads have begun to widen
yet again. While this largely reflects the political instability in Italy, meaning that it reflects
a fundamentally-supported increase in risk premium and thus doesn’t warrant a reaction
by the central bank, it brings the tool back into focus for market participants. For this
reason, economists broadly expect for the Transmission Protection Mechanism (TPM) to
be unveiled at next week’s meeting.

The impact of the backstop’s announcement will depend on four key features of the
program: its size, conditionality, sterilisation, and activation. On size, we expect the
programme to be open-ended, following a “whatever it takes” approach that is similar to
the ECB’s OMT programme. By doing so, the mere presence of the programme should
make its use redundant as it reinforces the ECB’s status as lender of last resort. Secondly,
unlike previous programmes, we expect the conditionalities attached to the use of TPM
to be much looser. Although there are multiple pre-existing fiscal rules that can be
imposed on the use of the TPM backstop, we think it is most likely that the conditions of
the ECB’s purchases will be linked to the Recovery Fund. This would allow the central
bank to purchase bonds of countries that are supporting “general economic policies in
the Union.” With respect to sterilisation, we expect the ECB to offset the liquidity impact
of the purchases by opening auctions that pay above the standard deposit facility, which

https://www.ecb.europa.eu/press/pr/date/2022/html/ecb.pr220615~2aa3900e0a.en.html
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two ECB sources alluded to at Sintra. Finally, the use of the ECB’s new backstop is
unlikely to be quantified. Similar to how the central bank justified the pace of PEPP
purchases, which merely said that the programme would maintain “favourable financing
conditions,” we expect the ECB to use a qualitative criterion to describe when the
backstop will be used.
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