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QE in focus next week with ECB and BoC meetings 
Mild USD weakness has been an underlying theme in
FX markets this week, with the DXY index falling
0.72% at the time of writing. The weakening of the
dollar has coincided with bull flattening of the US
Treasuries curve, with the 10-year yield falling over
10bps across the course of the week from 1.6709%
to 1.56%. This dynamic comes in spite of elevated
inflation and retail sales figures from the US, while
jobless claims also dipped to their lowest levels since
the pandemic began. This suggests to us that
markets are becoming numb to the narrative of US
economic outperformance and that the Federal
Reserve is anchoring expectations well, keeping the
front-end of the curve relatively stable; a key
premise of our argument for mild USD weakness
outlined in our latest USD outlook.

Calendar
Monday – 19/04

Japan’s trade balance will open the calendar week, with the March reading expected at
00:50 BST. The balance has likely swung to a surplus along with stronger external demand,
while consumer prices continued to fall on a yearly basis. Later on in the day, the Canadian
Spring Budget is set to be presented at 21:00BST in the House of Commons and will be the
highlight of the day. Investors will get the details of Finance Minister Freeland's C$70-100bn
3-year investment pledge, at a time when Trudeau's liberal party still holds a minority but is
polling strongly. Increased spending is likely to invite backlash from Conservative party
members, however.

Elsewhere, the CBRT kept rates on hold at 19% as
but conditions suggest a crunch time for the Bank is fast approaching, while China’s Q1 GDP
growth saw the economic rebound slow as policy support is withdrawn. Meanwhile, the US
levied sanctions on Russia by barring US institutions from participating in new issuance of
Russian debt.

Next week, investors will keep an eye out for the overdue FX report 
from the US Treasury department, while ECB, BoC and CBR meetings 

sit prominent in the calendar. Prior to the BoC, however, is the 
Canadian budget, which is due on Monday.

https://www.monexeurope.com/news-analysis/pdf/remaining-mildly-bearish-but-finding-pockets-of-deeper-depreciation/
https://www.monexeurope.com/news-analysis/in-depth-analysis/cbrt-lays-groundwork-for-lower-rates-in-future-as-they-begin-to-play-a-dangerous-game/
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Tuesday – 20/04

Investors will be watching the Chinese 1 and 5-year loan prime rates at 02:30 BST, with no
changes expected in April as the PBOC gradually transits to policy tightening without
removing support to the economy. The Chinese economy grew 18.3% in Q1 relative to the
same period last year, when economic activity contracted as the pandemic hit. For this
reason, quarterly growth rates were regarded as the more accurate measure and showed the
economy slowing in Q1 as policy was tapered. As the second-highest world economy joins
the US in a twin-engine push for global recovery, markets continue to fine-tune normalisation
expectations.

Wednesday – 21/04

South Korea’s trade data for the first 20 days of April will be in the spotlight on Wednesday
21st at 01:00 BST, as the measure offers a timely gauge of the health of global business.
Exports grew 12.5% YoY in March, along with a strong increase in imports of 16.3%. Lower
commodity prices and a looming economic recovery across the globe should set the tone for
continuous growth looking forward.

Later in the session, CPI inflation data will gather attention, with UK and Canadian figures
seeing the light at 07:00 and 13:30 BST respectively. Rising inflation centres the debate
among central banks, as base effects partly blur the actual state of the economic rebound. US
CPI data last week showed that markets might start to overlook inflation prints for the time
being. With that in mind, the UK is yet to show strong inflationary pressures, as the economy
remained in stringent lockdown for most of March this year while averting restrictions 12
months ago.

In Canada, elevated inflation is unlikely 
to bring forward already heightened 

expectations from the Bank of Canada, 
especially considering lockdown 

conditions have been tightened in April. 

The Bank of Canada meets later
at 15:00 BST and is expected to
taper the minimum amount of QE
purchases from C$4bn per week.
This is to reflect the better
economic recovery than was
forecast in January and to avoid
them hitting the 50% threshold
for overall market share too soon.

We believe the Bank will stop short of providing explicit forward guidance on future tapers,
however - a separate primer is included on page 4.

Thursday – 22/04

The European Central Bank is set to announce policy at 12:45 BST with President Lagarde
expected to host a press conference at 13:30 BST.
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Although no policy decisions are expected, markets will pay close attention to any hints of
concern or cautious optimism in Christine Lagarde’s speech. The Bank has delivered on its
promise to increase the size of weekly net purchases under PEPP since its last meeting in
March, easing the selling pressure in bond markets and an uninvited tightening of broader
financial conditions. A recent euro uptrend might be putting markets ahead of a sharp
economic reopening in the following months, but a bumpy ride to immunisation has yet to
offer the good news that EUR traders are hoping for. France has recently reached the 100K
Covid deaths milestone while Germany warns of potential hospitalisation collapse due to
limited capacity, highlighting the many challenges ahead. With analysts’ consensus building
on the side of the ECB under utilising the PEPP envelope by the expiry date, the bar for a
downside surprise has gone lower in the short-to-medium term. You can read a more
detailed preview on Slide 6.

On the same day, fortnightly Mexican CPI figures will be released at 12:00 BST,
with the mid-April print expected to show further rising price pressures…

Although the latest data have seen inflation overshoot the Banxico tolerance band, the bank
seems unimpressed by the expected transitory price spike. However, the firmer inflation data
does seem to have persuaded markets from further easing expectations, which falls in line
with the recent MXN upturn.

Friday – 23/04

UK retail sales will come out early on Friday at 07:00 BST, with the headline year-on-year
print expected to rise in March to 3.9%, from a contraction of 3.7% in February. As the
numbers are likely shaped by lockdown restrictions and base effects, the data might be
overlooked for the time being. Higher attention will be drawn on forward-looking indicators
instead, as they reflect business expectations amid a broader reopening of the economy in
early April.

Larger hurdles might still be seen in Europe, where tougher restrictions on public life are
holding back the recovery. Also in the day, the Bank of Russia is set to continue its new
tightening cycle when it announces policy at 11:30 BST, with a 25bp hike pinpointed by the
median forecast. The risks to this move are tilted towards yet a bigger hike, as recent US
sanctions on Russia add pressure on domestic assets.

PMIs in the UK, EU and US will take the main stage 
throughout the day, with indices likely signalling a promising 

economic rebound ahead of the summer season. 
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BoC and Canada budget preview
Time to taper support

After what has been a quiet few weeks in terms of Canadian data, next week sees the
announcement of the spring budget on Monday at approximately 21:00 BST and the latest
policy decision by the Bank of Canada on Wednesday at 15:00 BST. In between the two
events, markets will get CPI data for March, however, this is likely to be overshadowed by the
budget and the BoC. The two major events come at a time when USDCAD is struggling to
break below the 1.25 handle on a sustained basis despite a backdrop of mild USD weakness
in FX markets. The loonie’s inability to breach the 1.25 handle to drive closer to its multi-year
high posted back in March is largely due to the headwinds posed by the downturn in
domestic economic conditions. A recent uptick in Covid-19 cases has resulted in a tightening
of lockdown conditions again in major provinces, while a sluggish rate of vaccine distribution
provides little optimism going forward. Despite the near-term deterioration in economic
conditions, we envisage the Bank of Canada to taper its QE programme from C$4bn a week
in government bond purchases to C$3bn a week, largely due to the stronger than expected
recovery in 20Q4 and 21Q1 and its increasing share of overall bond holdings. Meanwhile, a
commitment by Finance Minister Freeland in November to pass an investment-focused
stimulus package over the coming three years is likely to drive the pace at which the BoC
continues to taper its stimulus package, largely due to expected issuance. While markets are
already pricing earlier normalisation by the BoC relative to the Federal Reserve, next week’s
decisions could be delivered in such a manner that the loonie catches an additional tailwind
such that it breaches the 1.25 handle.

Bank of Canada set to taper QE as economic data outstrips January’s
forecasts

The Bank of Canada’s April Monetary Policy Report (MPR) is going to show a substantial
upwards revision in the near-term economic forecasts after growth outstripped expectations
in Q4, while indicators thus far suggest conditions have improved rather than deteriorated in
Q1. In January’s MPR, the BoC projected that the economy grew by 4.8% QoQ annualised in
the fourth quarter of 2020, however, actual growth outstripped this when it printed at 9.6%
back at the beginning of March. Since then, January’s GDP data saw a 0.7% MoM expansion
as businesses became better adapted to lockdown measures, while more timely data points
suggest subsequent GDP readings will also show a positive print. This runs contrary to the
January forecast of a 2.5% QoQ annualised contraction in the first quarter. Given this, and the
substantial recovery in labour market and sentiment indices since January, the Bank of
Canada’s current forecasts are set to be substantially revised upwards on Wednesday. This
should give the Bank of Canada confidence in announcing the tapering of monetary stimulus,
but not completely removing it, by reducing the minimum pace of QE by C$1bn per week to
C$3bn.
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While the Bank will not only do this because economic conditions are improving, but also
because their role within the Canadian government bond market is approaching the 50%
level that Governor Macklem has previously highlighted as impairing market functionality. #

Bank of Canada holdings rapidly approach the concerning 50% mark where their purchases
could impair market functionality

Gravelle gave clear signals of incoming tapering when he outlined that the BoC will wind
down emergency liquidity programmes such as asset purchasing programmes for commercial
paper, provincial bonds and corporate bonds while also suspending its main short-term
financing facility in May. But in addition to this, he stated that any QE tapering will be gradual
and driven by the central bank’s economic outlook. With conditions improving since January,
the outlook has improved, thus providing a reason to begin tapering. However, with issuance
for the upcoming year still yet to be defined by the Treasury in response to the budget on
Monday and the economic climate remaining fluid due to the recent rise in cases and
corresponding tightening of lockdown conditions, we believe the Bank will stop short of
outlining a tapering timeline in order to maintain optionality.

While we broadly agree with the market consensus that the Bank 
of Canada will taper QE purchases at its April meeting, we don’t 
think they’ll lay out the full tapering timeline just yet. Consensus 
expectations for tapering were largely confirmed in March when 

BoC Deputy Gravelle spoke before the CFA Society Toronto.
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Spring budget to set the tone for the Bank of Canada on Wednesday

Markets have already had a taster of what the latest Federal budget is going to contain after
Finance Minister Chrystia Freeland outlined plans to spend between C$70bn and C$100bn
over the coming three years on “smart, time-limited investments” that can act fast and
support jobs and a more environmentally-friendly recovery. While Freeland outlined a few
areas of spending in the November fiscal snapshot, such as C$2.6bn to retrofit homes with
energy efficient technology and $3.9bn for various climate solutions, much of the proposal
lacked details, which will be provided on Monday. Greater clarity on an Early Learning and
Child Care programme, and a Pharma-care programme, will be included too, along with fresh
deficit projections after the government predicted a central scenario of a 6% deficit in FY21.
Investors are likely to focus on the government’s commitment to spurring long-term growth,
as it is seen that near-term support has been sufficient thus far.

The budget also has implications for the Bank of Canada. Not only will its magnitude define
how much debt issuance there will be this year, thus defining how quickly BoC purchases may
reach the 50% internal limit, but commitments for investment to spur long-term growth may
also increase estimates of potential growth, thus widening the projected output gap. This will
allow the BoC to offset expectations of earlier interest rate hikes stemming from its decision
to taper QE in April.

ECB preview
Lagarde may not set out a PEPP timeline just yet, but it won’t stop
markets from guessing

The European Central Bank managed to keep eurozone yields well behaved since the March
meeting after the central bank increased its bond-buying pace through the Pandemic
Emergency Purchase Programme (PEPP) consistently in the weeks after the meeting, giving
policymakers one less worry ahead Thursday’s decision. From the markets’ perspective, the
March meeting offered clarity on the central bank’s reaction function as it is now clear the
ECB won’t tolerate elevated bond yields unless it is paired with an improvement in economic
conditions.

Euro area GDP-weighted 10Y
yields close to March’s level as
ECB successfully contains a
further rise in euro area yields
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Despite the cool down in European yields, the ECB will likely refrain from giving their
assessment of the PEPP purchase pace going forward until the June meeting. By then, it will
become clear if the current optimistic assessment markets are holding over the eurozone’s
Q2 performance is justified as vaccinations will have progressed and the first steps to exiting
lockdown conditions will have taken place. For now, however, we don’t expect the ECB’s
policy decision to provide any fireworks other than a potential shift in tone following the
change in risk sentiment. Economic conditions have improved since the March meeting,
which could call for slightly higher, yet cautious optimism by the ECB going forward, especially
in light of the expected pick-up in vaccinations, although downside risks remain prominent.

In the build-up to Thursday’s ECB event, markets had started to gauge what the PEPP timeline
will look like in the months to come. ECB member Francois Villeroy de Galhau signalled
earlier this week the potential PEPP exit could be in March 2022 – which is currently set as
the expiry date of the programme – while his colleague Klaas Knot suggested the bond-
buying pace could be reduced as soon as Q3 of this year. The ECB’s doves and hawks will
likely continue to be divided on this matter, but we are more inclined to play ball with Klaas
Knot’s view.

First things first, the ECB will likely not use its full PEPP envelope. In order for that to
happen, the central bank would need to continue purchases at the current pace until the
expiry date of PEPP. This is unlikely, however, as the recovery prospects would make it hard to
justify any rise in bond-buying beyond the summer. A more likely outcome is that purchases
remain elevated throughout Q2, which is when eurozone countries are expected to lift their
most stringent lockdown measures, but will drop back to Q1’s average rate before the March
meeting by Q3. From there on, the ECB will continue to have high flexibility within the
programme to account for downside risks.

With risks tilted to the downside given the ambitious vaccination target and the ongoing
uncertainties around the EU recovery fund, Lagarde will want to remain cautious looking
ahead.

“While the vaccine rollout should be positive for both the growth 
and inflation outlook, the ECB made clear they will look through any 

increases in headline inflation as they are set to be transitory and 
inflation has structurally been lower than the 2% target.” 

“The vaccinations and the progress on the EU recovery fund will be of 
utmost importance to both the euro area recovery and the ECB’s toolkit, 

and this will likely be reiterated by President Christine Lagarde in next 
week’s press conference.” 

https://www.monexeurope.com/news-analysis/outlooks/euro-rally-hinges-on-improved-vaccine-rollout-in-q2/
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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.

ECB will likely reduce purchases to Q1 average from July onwards, using a maximum of
92% of the full PEPP envelope and leaving 144bn left in the programme
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