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Global market volatility remained elevated this week, with large gyrations visible in US
equity indices and front-end European bonds. However, the still-elevated cross-asset
volatility is stimulating less haven flows into the US dollar than last week, resulting in the
DXY index falling from 105 on Friday to just shy of 103 at the time of writing. While price
action this week has largely been the result of a moderation in the dollar, for most G10 FX
pairs, increased intraday volatility within wider ranges has been the defining theme,
especially throughout the middle of the week. G10 currencies that are highly exposed to
broader market conditions, also known as high beta currencies, exemplify this theme.

High beta G10 currencies enjoy a roller coaster of a ride during the middle part of this 
week 

There are a few notable exceptions to this generalisation, however. 
Within the G10 space, the Swiss franc’s price action was more definitive 

against both the euro and US dollar this week relative to its peers. 

This was due to comments by SNB Governor Thomas Jordan, which stoked expectations
that the ultra-dovish central bank could start to tighten policy as he signalled concerns
over inflation conditions and the possibility of second-round effects. Meanwhile, on the
volatility front, the Canadian dollar stood out as more subdued relative to other high beta
commodity currencies such as AUD and NZD. Outside of the G10, USDCNY also took a
stronger path lower as easing lockdown conditions and further support measures for the
ailing housing market helped support China’s economic outlook.
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Most major FX pairs 
traded in larger than 
average weekly 
ranges in May…

…while daily one-week 
realised volatility also 
exceeded recent 
averages 

Looking ahead to next week, the impact of volatility in the various asset classes is likely to
have a more subdued effect on FX market conditions. Instead, the focus for FX markets
should turn towards the data calendar as flash economic activity and sentiment gauges
are released for May. The preliminary PMIs out of Europe and the US come shortly after
growth concerns dominated broad market pricing. Out of the activity indices, the euro-
area PMIs will be heavily examined given the economy’s growth risks stemming from its
exposure to the war in Ukraine, while the US PMIs will be analysed in the context of
slowing consumer demand after multiple earnings downgrades to US consumer stocks
this week. Some focus will also be paid to the UK services PMI after this week’s retail
sales data suggested that discretionary spending on services started to fall as consumers
substituted for cheaper at-home alternatives. For AUD, this weekend’s Federal election is
unlikely to be instrumental for the currency given how both major parties hold a similar
stance on the future of fiscal policy. Instead, comments by RBA members will likely prove
more influential as market pricing remains split over a 25bp or larger hike by the central
bank on June 7th. One factor to consider is the growing consensus for front-loading the
hiking cycle.

After opting to do so back in early April, the Reserve Bank of New Zealand 
is expected to place its front-loaded hiking bias on display again by raising 

the overnight cash rate by another 50bps to 2% on Wednesday.

https://www.monexeurope.com/news-analysis/in-depth-analysis/uk-retail-sales-rise-in-april-but-its-not-all-good-news/
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Calendar (all times BST)

Monday – 23/05

00:05 RBA’s Assistant Governor Kent speaks on financial markets

06:00 Singapore CPI for April YoY (est 5.5%, prev 5.4%) and MoM (est 0.1%, prev 1.2%)

08:00 Turkey 12-month inflation expectation for May (prev 28.41%)

09:00 German IFO sentiment indices for May
Business climate (est 91.4, prev 91.8)
Current assessment (pest 97.0, prev 97.2)
Expectations (est 86.5, prev 86.7)
Poland retail sales for April YoY (esp 12.8%, prev 9.6%) and MoM (prev 16.4%)

09:30 Hong Kong CPI composite for April YoY (est 2%, prev 1.7%)

13:30 Chicago Fed national activity index for May (prev 0.44)

15:15 ECB Governing Council members Robert Holzmann and Joachim Nagel speak 
on “the return of inflation”
Bank of England Governor Andrew Bailey speaks on “the return of inflation”

17:00 Atlanta Fed President Bostic discusses the economic outlook

23:45 New Zealand retail sales excluding inflation for Q1 QoQ (est 0.3%, prev 8.6%)

Tuesday – 24/05

00:00 Australia preliminary PMIs for May 
Composite (prev 55.9)
Services (prev 56.1)
Manufacturing (prev 58.8)

01:30 Japan preliminary PMIs for May
Composite (prev 51.1)
Services (prev 50.7)
Manufacturing (prev 53.5)

08:15 France preliminary PMIs for May 
Composite (est 56.9, prev 57.6)
Services (est 58.6, prev 58.9)
Manufacturing (est 55.2, prev 55.7)

08:30 Riksbank publishes the financial stability report 

08:30 Germany preliminary PMIs for May
Composite (est 53.8, prev 54.3)
Services (est 57.2, prev 57.6)
Manufacturing (est 54.0, prev 54.6)

09:00 Eurozone preliminary PMIs for May
Composite (est 55.1, prev 55.8)
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09:00 Services (est 57.5, prev 57.7)
Manufacturing (est 54.6, prev 55.5) 

09:30 UK preliminary PMIs for May
Composite (est 57.5, prev 58.2)
Services (est 57.3, prev 58.9)
Manufacturing (est 55.1, prev 55.8)

13:00 Brazil IBGE inflation for May YoY (est 12.04%, prev 12.03%) and MoM (est 0.5%, 
prev 1.73%)

14:45 US preliminary PMIs for May
Composite (prev 56.0)
Services (est 55.2, prev 55.6)
Manufacturing (est 57.9, prev 59.2)

Wednesday – 25/05

00:45 RBA Assistant Governor speaks at the UDIA 2022 National Conference

03:00 Reserve Bank of New Zealand official cash rate (est 2%, prev 1.5%)

The Reserve Bank of New Zealand is expected to continue its front-loaded hiking cycle
by conducting another 50bp hike to bring the OCR up to 2%. We expect the
accompanying statement to reiterate that the larger-than-usual hike is merely pulling
forward the overall tightening cycle as opposed to signalling that the terminal rate of
interest will be higher. We also expect the RBNZ to signal that it will revert back to 25bp
increments now policy is at a more neutral level. Of the 18 economists surveyed by
Bloomberg, only 2 expect the RBNZ to hike by less than 50bps.

04:00 RBNZ Governor Orr speaks at a news conference after the OCR decision

07:00 German GfK consumer confidence for June (est -26, prev -26.5)
German final GDP for Q1 QoQ (est 0.2%, prev 0.2%)
Sweden unemployment rate for April (prev 8.2%)

08:00 ECB’s Fabio Panetta speaks on the normalisation of monetary policy

08:40 ECB’s Robert Holzmann speaks at CEE conference in Vienna

09:00 Poland consumer confidence for May (est -36, prev -37.2)
Poland unemployment rate for April (est 5.3%, prev 5.4%)

13:30 US preliminary durable goods for April (est 0.6%, prev 1.1%)

19:00 FOMC minutes from May 4th meeting

The latest FOMC meeting minutes have largely been made redundant by the Fed
communications since the May meeting, with policymakers publicly committing to further
50bps hikes at both June and July meetings.
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12:00 Central Bank of the Republic of Turkey one-week repo rate (est 14%, prev 14%)
Canada CFIB business barometer for May (prev 64.9)

13:30 Canada retail sales for March MoM (prev 0.1%)
Canada SEPH payroll employment change for March (prev 142.9k)

Thursday – 26/05

Statistics Canada’s Survey of Employment, Payrolls, and Hours (SEPH) is one of two
official monthly surveys that tracks the Canadian labour market. The other, the Labour
Force Survey (LFS), is more closely watched as it provides a far timelier estimate of job
market conditions, although both measures are highly correlated. Nevertheless, the
SEPH is useful because it relies on administrative payroll data, rather than self-reported
information, which is inherently more reliable from a statistical perspective. While the
SEPH isn’t typically a market-moving release, we will look to see whether the report
confirms or denies the March LFS reading, which showed that employment grew slightly,
maintaining massive job gains from February when the economy recovered from
Omicron shutdowns.

13:30 US second reading of Q1 GDP annualised QoQ (est -1.3%, prev -1.4%)
US initial jobless claims for week ending May 21st (prev 218k)

15:00 Banxico meeting minutes

23:00 New Zealand ANZ consumer confidence index for May (prev 84.4)

00:30 Tokyo CPI for May YoY (est 2.6%, prev 2.4%)

02:30 Australia retail sales for April MoM (est 0.9%, prev 1.6%)

13:30 US PCE deflator for April YoY (est 6.3%, prev 6.6%) and MoM (est 0.2%, prev 0.9%)

Friday – 27/05

While most central banks’ inflation-fighting mandates require that they target consumer
price inflation as measured by the changes in prices for a CPI basket of goods and
services, the US Federal Reserve focuses instead on Personal Consumption Expenditures
(PCE) inflation. PCE tends to show a year-on-year inflation rate that is 0.4pp lower on
average relative to the CPI, as it tracks price changes in realised consumption, which is
subject to substitution effects because consumers shy away from goods and services
when they become expensive on a relative basis. Given the high correlation between the
two indices, the earlier released CPI index suggests that PCE should print at 0.21% MoM,
which is the median consensus among economists surveyed by Bloomberg.
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Australian Federal Election preview: Limited impact for the RBA 
and markets
Australia is set to hold its first Federal election since 2019 on Saturday, the 21st of May.
Opinion polls suggest that the opposition Australian Labor Party will beat the incumbent
Liberal/National Party Coalition, denying them a fourth consecutive term in office. Should
the ALP gain seven seats to hit the 76-seat threshold required for a majority in the House
of Representatives, this will see Labor leader Anthony Albanese take over from
incumbent Prime Minister Scott Morrison, who has served as Prime Minister since 2019.
While there are some risks that a hung parliament may occur due to the rise of the ‘Teal
Independents’, a well-funded group made up of traditional Liberal-leaning candidates,
the polling suggests that this election should be a formality for the ALP, meaning markets
will likely know the results of the election come Monday’s open. In the event that no
outright majority is won, it could take weeks for coalition talks to yield a clear outcome.
Such a scenario occurred in 2010 when it took crossbench MPs 17 days to support Julia
Gillard as prime minister. While unlikely to occur, the political vacuum in such an event
should weigh on the sentiment around Australian assets.

The ALP polling advantage over the incumbent coalition has widened substantially 
this year, suggesting a clean election victory is likely for Anthony Albanese’s Labor 
party 

The main issue in this year’s election has been the cost of living crisis. 
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Surveys conducted by Ipsos over recent months have repeatedly seen the cost of living
crisis rank as the most important issue for the electorate. This comes as inflation hit 5.1%
YoY in April, more than double the pace of Q1 wage growth (+2.4% YoY). The ALP’s
election promise of a 5.1% increase in the pay for minimum wage workers, such that it
matches the current inflation rate, has seen them move further ahead in the polls as the
incumbent coalition government focuses on housing market policies to help households
through the current inflation crisis. With a pledge of just an additional A$1bn in additional
support over the next four years, the coalition government’s more prudent spending
platform has likely cost them the election along with Morrison’s public perception
problems. However, the Labor party isn’t necessarily campaigning off of a big-ticket
manifesto. At just A$7.4bn in additional spending, which is less than 1% of GDP, the Labor
party has seemingly learned from their previous mistakes and is aiming for a “small
targets” approach.

The main caveat to this is the size of the ALP majority in the event the polls are correct. A
commanding majority in the lower house could see wider legislative changes than
promised in the party’s manifesto, including more redistributive income tax reforms and
changes to housing and wage-setting policies. Nevertheless, the composition of the
Senate means that such an outcome is unlikely to result in wide legislative changes.

With both parties offering measured fiscal stimulus, the market outcome from 
this weekend’s election is likely to be muted. 
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