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Last week’s volatility was blown out of the water by price action this week as central
bankers across the G10 space started to panic. Following the release of May’s US CPI
report, speculation started to mount that the Fed would hike rates by 75 basis points at
this week’s meeting. An article in the Wall Street Journal on Monday put that speculation
to bed as it was seen as the Fed priming markets for a larger than previously signalled
hike. Money markets quickly priced in two back-to-back 75bp hikes from the Fed, which
ultimately forced more aggressive action as the US central bank would have only
loosened financial conditions at a time when the inflation backdrop was perceivably
deteriorating if it hiked by 50bp. Prior to the Fed decision though, the ECB called an
emergency meeting.

The two hour meeting naturally overran, inflating expectations that the ECB was about to
announce a new anti-fragmentation tool that it has recently been hinting of. However, the
results of the meeting underwhelmed markets. Instead of announcing the new tool, the
ECB merely instructed staff to accelerate the completion of its design. The aggressive
rally in BTPs quickly unwound on the news and the euro quickly retraced earlier gains
that measured around 0.5%. Thankfully for the ECB, the Federal Reserve meeting largely
met market expectations, while comments of a flatter near-term rate path from Fed Chair
Powell took some of the edge off of Treasury yields and the dollar.

With the dollar trading weaker overnight on Wednesday in the aftermath of the Fed
decision, the focus quickly shifted to the remaining G10 central banks set to announce
policy. The Fed’s concerns over near-term inflation pressures reverberated and caused
both the Swiss National Bank and the Bank of England to pivot to a more hawkish policy
stance. But for the SNB, higher interest rates weren’t the only desired way to tackle
inflation as they have now explicitly outlined a preference for a stronger real Swiss franc.
While this was implied by their policy decision, Governor Jordan went one step further
and outlined that the SNB could draw down on its FX reserves to buy CHF via open
market operations should the nominal Swiss franc rate not be as strong as desired.
EURCHF fell over two percent upon the announcement, and while it retraced part of this
move throughout the day, the 1.8% drop in EURCHF marks the largest one-day rally in the
franc since the de-pegging in 2015. Despite the trend of rising core rates, one outlier
remained. On Friday, the Bank of Japan held its policy rate and left its 10-year yield curve

This wasn’t just because the spotlight shifted from them following last 
week’s meeting, but was due to a further widening in peripheral bond 
spreads and the risk that a more hawkish Federal Reserve would only 

exacerbate fragmentation in euro-area bond markets. 
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cap unchanged. Not only did the Bank continue to defy the broader trend of tightening
policy as it continued to focus on stimulating growth, but its decision to keep battling
bond markets has fuelled more drama in the JGB futures market.

While the central bank schedule lightens up next week, with just the CBRT, Norges bank,
and Banxico set to announce policy, an abundance of central bank speakers and fresh
activity data will likely keep volatility in FX markets at elevated levels. Of the data
released next week, we will paying specific attention to Canadian and UK CPI, flash PMIs
out of Europe and the US, and UK retail sales. All of which have the potential to alter
money market pricing for their respective central banks.

The weekend offers another break for markets, allowing 
traders to realign their strategies in the wake of this 

week’s deluge of interest rate decisions. 

Calendar (all times BST)

Monday – 20/06

00:01 UK Rightmove House Prices for June MoM (prev 2.1%) and YoY (prev 10.2%)

02:15 China 1-year Loan Prime Rate for June 20 (est 3.7%, prev 3.7%) and 5-year Rate 
(est 4.45%, prev 4.45%)

07:00 German PPI for May YoY (est 33.5%, prev 33.5%) and MoM (est 1.5%, prev 2.8%)

08:00 ECB’s Muller speaks

09:00 BoE’s Haskel speaks

14:00 BoE’s Mann speaks

ECB President Lagarde gives introductory statement at Committee on Economic 
and Monetary Affairs on the European Parliament

17:45 Fed’s Bullard discusses inflation and interest rates

20:30 ECB’s Lane speaks at Society of Professional Economists’

22:00 Westpac consumer confidence for Q2 (prev 92.1)

Tuesday – 21/06

01:30 RBA’s Lowe speaks at AMCHAM event

02:30 Reserve Bank of Australia June meeting minutes

08:15 BoE’s Chief Economist Huw Pill speaks
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Wednesday – 22/06

00:50 Bank of Japan April meeting minutes

01:30 Australia Westpac leading index for May MoM (prev -0.15%)

04:00 New Zealand credit card spending for May YoY (prev 1.1%) and MoM (prev 0.7%)

07:00 UK CPI for May YoY (est 9.2%, prev 9.0%) and MoM (est 0.8%, prev 2.5%)

09:00 ECB current account for April (prev -1.6bn)

Poland employment for May YoY (est 2.6%, prev 2.8%) and MoM (est 0.1%, prev
0.2%)

Poland average gross wages YoY (est 15%, prev 14.1%) and MoM (est -2.2%, prev -
0.6%)

11:00 UK Confederation of British Industry trends total orders for June (est 21, prev 26)

12:00 Central Bank of Brazil meeting June meeting minutes

13:15 BoE’s Tenreyro speaks

13:30 Canada retail sales for April MoM (prev 0%)
Canada core retail sales for April MoM (prev 2.4%)

20:30 Fed’s Barkin speaks in Richmond 

The Bank of England’s latest decision stressed the need for tighter policy to stem the
spread of inflation into higher services inflation. With the headline inflation rate expected
to track north of 9% until October’s Ofgem price cap revision, which should see headline
inflation spike to around 11%, focus will be on the core and core services measure.

07:00 Sweden unemployment rate for May (prev 8.2%)

09:00 South Africa CPI for May YoY (est 6.2%, prev 5.9%) and MoM (est 0.3%, prev 0.6%)

Poland retail sales for May YoY (est 23.3%, prev 33.4%)

09:40 BoE’s Jon Cunliffe speaks

12:00 US MBA mortgage applications for week ending June 17th (prev 6.6%)

13:30 Canada CPI for May YoY (prev 6.8%) and MoM (prev 0.6%)

Canada’s inflation data will be closely watched after the Federal Reserve shifted towards
a more front-loaded hiking cycle in response to May’s CPI report. A sequential pick-up in
the pace of inflation, a broadening in inflation pressures, or signs that inflation is
becoming more persistent could force the BoC to move in lockstep (more on this below).

14:30 Powell delivers semi-annual testimony before Senate panel

15:00 Eurozone preliminary consumer confidence for June ( est -21.6, prev -21.1)

15:40 Bank of Canada Senior Deputy Governor Carolyn Rogers holds fireside chat
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17:50 Fed’s Evans discusses economic outlook

18:30 Fed’s Harker and Barkin discusses the economic outlook

Thursday – 23/06

00:00 Australia preliminary PMIs for June
Services (prev 53.2)
Manufacturing (prev 55.7)
Composite (prev 52.9)

01:30 Japan preliminary PMIs for June
Services (prev 52.6)
Manufacturing (prev 53.3)
Composite (prev 52.3)

06:00 Singapore CPI for May YoY (est 5.5%, prev 5.4%)

07:00 Norway unemployment rate for April (prev 2.9%)

08:00 Hungary unemployment rate for May (prev 3.6%)

08:15 France preliminary PMIs for June
Services (est 57.5, prev 58.3)
Manufacturing (est 53.7, prev 54.6)
Composite (prev 57.0)

08:30 Germany preliminary PMIs for June 
Services (est 54.5, prev 55.0)
Manufacturing (est 54.0, prev 54.5)
Composite (est 53.0, prev 53.7)

09:00 ECB published economic bulletin
Poland consumer confidence for June (est -38.5, prev -38.4)
Norway deposit rate (est 1.0%, prev 0.75%)

Despite panic brewing amongst G10 central bankers, the Norges Bank is expected to
continue hiking rates in a gradual manner, lifting the deposit rate to 1% as previously
signalled. The hawkish shift is likely to occur via the rate projection, which could imply a
roughly 50% probability of three further 25bp hikes relative to the projection of just two
more this year back in March. While this is likely to underwhelm short-term rates in
Norway, it would suggest the Norges Bank is sensitive to policy developments
elsewhere.

09:30 UK preliminary PMIs for June
Services (est 53.0, prev 53.4)
Manufacturing (est 53.8, prev 54.6)
Composite (est 52.7, prev 53.1)

Following the dramatic decline in May’s preliminary services PMI, and the since upward
revision, June’s preliminary activity data will be scrutinised heavily by markets. Signs of ca
continuing growth slowdown and the start of reduced hiring by firms will throw market
pricing of the BoE’s policy path into question, especially for the terminal rate.
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11:00 UK Confederation of British Industry reported retail sales for June (prev -1)

12:00 Central Bank of the Republic of Turkey (est 14%, prev 14%)

Inflation is out of control in Turkey and yet due to political interference the policy rate isn’t
allowed to rise in order to combat it. At the beginning of the year, the CBRT committed to
holding the policy rate at 14% for three months after a series of rate cuts. Nearly six
months in and the policy rate is yet to change. Expectations are for this to remain the
case, however, President Erdogan’s increased discomfort over the high nominal level of
interest suggests another rate cut could be imminent.

14:45 US preliminary PMIs for June
Services (est 53.7, prev 53.4)
Manufacturing (est 56.3, prev 57.0)
Composite (prev 53.6)

19:00 Banxico overnight rate (est 7.75%, prev 7.0%)

In keeping with recent precedence, the central bank of Mexico is expected to match the
Fed’s actions on Thursday, hiking the overnight rate by 75bps to 7.75%. With the USDMXN
rate trading 3.5% higher relative to pre-US CPI levels, Banxico will likely have to match the
Fed’s hawkish forward guidance too.

Friday – 24/06

00:01 UK GfK consumer confidence for June (est -41, prev -40)

00:30 Japan national CPI for May YoY (est 2.5%, prev 2.5%)

07:00 UK retail sales for May YoY (est -4.4%, prev -4.9%) and MoM (est -0.7%, prev 1.4%)

In combination with the GfK measure of consumer confidence, which in May plunged to
its lowest level on record, markets will receive the latest data on how consumers are
holding up under the cost-of-living crisis on Friday. Should the latest retail sales data start
to nosedive, as suggested by tumbling sentiment indices and the May services PMI, BoE
policymakers may be left with egg on their face as they underlined their hawkish decision
this week by pointing to a more robust consumption backdrop.

09:00 Poland unemployment rate for May (est 5.1%, prev 5.2%)

German IFO sentiment indices for June

Business climate (est 92.5, prev 93.0)
Current Assessment (est 98.5, prev 99.5)
Expectations (est 87.4, prev 86.9)

12:30 Fed’s Bullard discusses central banks and inflation

13:00 Brazil IBGE inflation for June YoY (prev 12.2%) and MoM (prev 0.59%)

13:30 Canada payroll employment change (SEPH) for April (prev 118.1k)
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14:45 BoE’s Haskel speaks

15:00 US University of Michigan final survey for June 
1Y inflation expectations (prev 5.4%)
5-10Y inflation expectations (prev 3.3%)

Bank of Canada comms to shift to 75bps in July?

Following the Federal Reserve’s decision to raise rates by 75 basis points last
Wednesday, the Bank of Canada is now more likely to do the same at its next meeting on
July 13th. We will be closely following BoC Senior Deputy Governor Carolyn Rogers’
fireside chat with the Globe and Mail on Wednesday, which takes place shortly after
May’s CPI report is released, for any clues regarding a possible pivot in the Bank’s
forward guidance towards a more hawkish near-term rate path.

The Fed cited two key pieces of evidence to justify its decision to break its previous
forward guidance for 50bps: the University of Michigan inflation expectations survey and
May’s CPI report from the Bureau of Labour Statistics. Both of the latest data points
showed inflation slipping further out of the Fed’s reach. The UMich survey showed
Americans’ long-term inflation expectations (5 to 10 years out) rising from 3.0% to 3.3%,
well above the Fed’s target and the historical trend for that series. The CPI print,
meanwhile, showed that inflation did not peak in March, as many market participants
previously assumed, reaching a new YoY high of 8.6%. Furthermore, the CPI report
suggested that inflation pressures had broadened into a larger proportion of the
consumption basket, and had also become stickier, as it showed rising prices in goods
and services that are infrequently adjusted.

Powell’s worst nightmare? 
Fed’s in-house measure of 
inflation for ”sticky” prices 
hits 30-year high, almost 3x 
the inflation target

The Fed’s decision was not without controversy. It very likely leaked its plans to the Wall 
Street Journal, and the decision violated clearly communicated forward guidance made 
only weeks prior. Nevertheless, it helped to partially restore the Fed’s reputation as a 
credible inflation fighter. The pressure is now on the Bank of Canada to do the same as 
the economy currently exhibits strong growth momentum, record high inflation, and a 
historically tight labour market. While the inflationary threat is not as severe in Canada, 
with headline inflation tracking nearly 2 percentage points below the US inflation rate, the 
Bank’s track record of following the Fed means that Governor Macklem will face fierce 
questioning should the BoC conduct a “mere” 50bp hike. 
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The hawkish shift by the Federal Reserve and other G10 central over the past weeks also
gives the BoC cover to hike rates more aggressively. Furthermore, a 75bp hike wouldn’t
necessarily contradict their previous guidance as Macklem stated in the press
conference following the Financial Stability Review that “the economy can handle—
indeed needs—higher interest rates.” Another sign that the Bank is open to 75bps was its
strengthened language around the justification for its future rate path. The rate statement
said, “With the economy in excess demand, and inflation persisting well above target and
expected to move higher in the near term, the Governing Council continues to judge
that interest rates will need to rise further,” with the language about inflation being
expected to increase being added to the phrase from the April statement. The Bank also
noted that the “risk of elevated inflation becoming more entrenched has risen,” which was
essentially the same risk that pushed the Fed to go 75.

The main hurdle for the BoC to clear is relaying the financial stability 
consideration. We have long argued that the vulnerabilities in the 

housing sector could prompt a pause in the Bank’s hiking cycle, because 
a housing downturn could create a broad-based economic decline. 

That risk was explicitly touched on in the last Financial Stability Review, which said that
household debts and house prices had both risen, worryingly, as those factors raise the
probability of a housing-led “decline in GDP over the medium term.” That’s a difficult
communications challenge for the central bank. How can one talk tough on inflation,
similar to the Fed, while tiptoe around the trade-offs that will result from pursuing higher
interest rates? So far, Macklem’s solution has been to try to calm the public by being
overly optimistic on what could happen to Canada’s growth prospects and labour market.

Ahead of the Bank’s next meeting, Statistics Canada will only release one more Canadian
CPI print and the report is due just a few hours before Rogers is scheduled to speak.
While a few hours is too soon for the Bank of Canada to internally update its economic
projections, journalists in attendance are likely to ask Rogers about the data, especially as
it is expected to continue rising as Statistics Canada’s update to the CPI weightings
favours goods subject to higher inflation. In the most recent release for April, Canadian
inflation picked up by one tick to 6.8% year-on-year after a substantial 0.6% monthly
increase. Core inflation also rose, while shelter costs—typically one of the stickier prices
in the economy—drove the majority of the headline increase. Another worrying print will
no doubt push money market pricing for the Bank of Canada’s July meeting, which is
already pricing a two-thirds chance of 75bps, even higher.
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