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Limited top-tier economic data puts USD dynamics 
further into focus

Calendar
Monday – 24/05

The week starts off on a slow footing, with Polish retail sales at 09:00 BST, which are
expected to show a 3.5% month-on-month decline as Poland tightened lockdown conditions
until mid-April following a third wave in March. The only notable economic event beyond that
is Atlanta Fed Raphael Bostic’s discussion of the policy response to Covid-19 at 17:00 BST,
although the retrospective speech is unlikely to add too much to the current policy debate
ongoing.

FX price action this week has been fairly indecisive
as market participants tried to price their
expectations of the Federal Reserve and improving
global economic conditions. This indecision was best
represented in the DXY index, which fell on Tuesday
as improved global growth prospects boosted
market sentiment and procyclical currencies, then
rallied on Wednesday on hawkish undertones in the
FOMC meeting minutes to completely retrace
Tuesday’s losses, only to fall again by the same
magnitude on Thursday. Over the course of the
week, however, the dollar has weakened against G10
counterparts, but the DXY’s stall mid-week suggests
that the dollar decline may begin to start bottoming
out. Economic events this week largely focused
around the FOMC meeting minutes on Wednesday, which showed “a number of participants”
suggesting that QE tapering should be discussed at upcoming meetings in the event of
sustained strength in incoming economic data.

Despite the market reaction to the minutes, the calls by some FOMC members to discuss QE
tapering provided no new information for markets as subsequent commentary by the likes of
Robert Kaplan had already aired this view. Other data points saw Canadian CPI jump in April
and the reopening effects spill into UK retail sales and PMIs.

Next week, the economic calendar is light on major market moving events. US PCE inflation
stands out as the most high profile data point on the calendar along with the latest RBNZ rate
decision, while the focus will remain on central bank speakers as markets try to gauge
policymakers interpretations of the incoming economic data.

https://www.monexeurope.com/news-analysis/in-depth-analysis/headline-inflation-overshoots-but-not-a-concern-yet-for-the-boc/
https://www.monexeurope.com/news-analysis/in-depth-analysis/retail-sales-beats-expectations-placing-recovery-on-a-firm-footing/
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Tuesday – 25/05

Economic events pick up on Tuesday, with the final Q1 GDP reading from Germany at 07:00
BST expected to remain unchanged at -3.3% YoY. German IFO indices at 09:00 BST for May
are likely to be a bigger event for markets as they provide a timelier estimate of sentiment
within the eurozone’s largest economy. Expectations envisage an uptick in all expectations,
current conditions, and business climate indices as vaccinations in Germany ramp up and the
signs of economic reopening are appearing. However, with most restrictions still in place,
only the expectations index is forecasted to climb above the break-even 100 mark with a
reading of 101 vs 99.5 in April.

The CBI data comes shortly after April’s retail sales showed a robust uptick in consumption as
easing restrictions allowed in-store shopping again. How consumption tracked over into May
following further easing could be visible in the sales volume data provided by the CBI, with
markets paying close attention to whether the data prints above April’s two-and-a-half year
high of 20. Inflation data for May is the released in Brazil at 13:00 BST and is likely to show
price growth continue, which will only embolden calls for a more sustained hiking cycle from
the BCB, more on this on page 4. To wrap up the day, Bank of England policymaker Silvana
Tenreyro gives a speech entitled “Economic challenges from the pandemic” at the Latin
America Centre, Oxford at 17:00 BST. Tenreyro has been an advocate of negative rates
during the early stages of the economic recovery, although commentary on future policy
moves is unlikely at this event.

Wednesday – 26/05

Wednesday’s session is kick-started by the Reserve Bank of New Zealand who will release
their latest policy decision at 03:00 BST. The central bank decision is likely to reflect the
weaker than expected growth and inflation data since their February monetary policy
statement, although a reduction in the LSAP programme is expected but only due to reduced
bond issuance. Sweden’s labour market data for April is then released at 08:30 BST, and
should show a continued recovery in unemployment, although SEK traders may pay less
attention to this data figure as a new methodology by the Swedish Statistics office has
caused for more volatility in the labour market data this year. The focus on labour market
data continues with Poland’s unemployment rate for April and Q1 released at 09:00 BST.
The Polish unemployment rate is expected to fall by 0.1% to 6.3% in April as the economy
recovers from the third wave of infections in March.

The focus then turns to the UK consumer with the Confederation of 
British Industry’s reported sales data released for May at 11:00 BST. 
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Fed Vice Chair for Supervision Randal Quarles is then set to speak at the Brookings
Institution’s Hutchins Center on fiscal and monetary policy at 20:00 BST.

Following on from the IFO data on Tuesday, German GfK consumer confidence data for June
is released at 07:00 BST with expectations suggesting an improvement from -8.8 to -5.0 is in
store. Swedish consumer confidence for May is then released at 08:00 BST and will likely
print above the 100 mark after April’s figure printed at 103.2 up from March’s 97.4 while
virus conditions actually worsened in April. With conditions having improved since, consumer
confidence is set to remain strong. Then at 09:30 BST, markets receive the latest CHAPS data
published by the ONS which should highlight consumer spending patterns in the first week
of the reopening of indoor dining and hospitality. Over the past month, consumer spending
on delayables, such as clothing and homeware, have propped up increased aggregate
spending which social spending remained restricted. The pattern of post-pandemic spending
should become clearer with the latest CHAPS data. The first piece of Canadian data is then
released in the form of the CFIB business barometer for May at 11:00 BST. Business
confidence and expectations have generally improved this year, but took a knock in April as
provinces tightened lockdown conditions again.

Thursday – 27/05

Following on from the IFO data on Tuesday,
German GfK consumer confidence data for
June is released at 07:00 BST with expectations suggesting an improvement from -8.8 to -5.0
is in store. Swedish consumer confidence for May is then released at 08:00 BST and will
likely print above the 100 mark after April’s figure printed at 103.2 up from March’s 97.4
while virus conditions actually worsened in April. With conditions having improved since,
consumer confidence is set to remain strong. Then at 09:30 BST, markets receive the latest
CHAPS data published by the ONS which should highlight consumer spending patterns in the
first week of the reopening of indoor dining and hospitality. Over the past month, consumer
spending on delayables, such as clothing and homeware, have propped up increased
aggregate spending which social spending remained restricted. The pattern of post-pandemic
spending should become clearer with the latest CHAPS data.

Investors will be looking at 
how resilient business 

owners are to the latest 
restrictions, especially as 

vaccine distribution should 
prop up the expectations 

sub-index. 

CFIB

The data calendar then sticks in North
America with preliminary US durable goods
data for April and the second reading of
Q1 GDP at 13:30 BST. Both measures are
expected to hold from previous meetings,
with durable goods expected to remain at
March’s 0.8% MoM rate while GDP is
expected to remain unrevised at an
annualized rate of 6.4%.
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The first piece of Canadian data is then released in the form of the CFIB business barometer
for May at 11:00 BST. Business confidence and expectations have generally improved this
year, but took a knock in April as provinces tightened lockdown conditions again. Investors
will be looking at how resilient business owners are to the latest restrictions, especially as
vaccine distribution should prop up the expectations sub-index. The data calendar then sticks
in North America with preliminary US durable goods data for April and the second reading
of Q1 GDP at 13:30 BST. Both measures are expected to hold from previous meetings, with
durable goods expected to remain at March’s 0.8% MoM rate while GDP is expected to
remain unrevised at an annualized rate of 6.4%.

Friday – 28/05

Just after midnight, the Lloyds business barometer for May is released for the UK. The
barometer has been on an upwards trajectory since January as the UK economy was
signalled to reopen in the coming months back in February. An increase from April’s reading
of 29 will only add to the positive momentum seen so far in UK economic data. Back in
Sweden, Q1 GDP and April’s retail sales data are released at 08:30 BST with the economy
expected to expand by 1.1% QoQ in the first quarter based on an output indicator published
by Statistics Sweden (more on this below). Attention stays in Scandinavia with Norway’s
unemployment rate for May released at 09:00 BST.

To cap off the day, US PCE inflation data for April is released at 13:30 BST following the high
CPI print last week. PCE is the Fed’s favoured inflation measure and usually comes in about
0.2-0.4 percent lower than CPI. Investors will keep a close eye on how PCE prints, but
arguably much of the market reaction has already occurred with April’s overshoot in inflation
known.

BRL
Strong inflation in Brazil builds expectations of aggressive tightening
Brazilian CPI inflation data for May will be released on Tuesday 25th, with market watchers
expecting it to confirm the highly inflationary environment in the country at present. In April,
annual inflation reached its highest level since 2017, at 6.76%, raising concerns about a
potentially uncontrolled path for price growth. The sharp rise in inflation has forced the Brazil
Central Bank to start the interest rate hiking cycle ahead of a full economic recovery from the
pandemic, with markets now expecting an aggressive tightening of monetary policy in the
following year.

“Unemployment in Norway is expected to fall from 4% to 3.4% as 
lockdown restrictions ease amid falling new cases.” 



YOUR GLOBAL
FOREIGN EXCHANGE

SPECIALIST

Week Ahead 24th – 28th May 2021

The shift in expectations has boded favourably for the Brazilian real, which has recovered
over 10% from the March lows. With domestic assets projecting an attractive carry profile,
yield-seeking flows should favour the BRL appreciation looking forward. However, a stronger
BRL profile based on rising rates could only be sustainable as long as the inflation outlook
remains manageable in our view. Investors will be looking at Tuesday's report in search of
such clues.

In particular, fuel prices increased by 35% YoY in April, while food inflation rose by 15%. In
contrast, services inflation was only 1.44%, with core inflation sitting marginally above the
3.75% policy target, at 3.89%. The wide output gap caused by the pandemic should cool
surging inflation pressures looking forward, even as estimates for 2021 GDP growth are
revised up. However, with a large set of upward risks to the baseline inflation outlook, risks to
a stronger-than-expected monetary tightening remain high.

Brazil rising inflation sets the BCB on a decisive normalisation path

The recent inflation readings have 
been accompanied by a softer than 

expected decline in real activity, 
suggesting the price growth could be 

linked to resilient demand and 
accommodative financial conditions 

despite the lockdown. 

But the Brazilian panorama is far from
that of the US, where a solid economic
rebound and a recovering labour market
have stoked fears of potential
overheating. A deeper look into Brazilian
inflation prints reflects a situation in
which upside inflation risks come from
financial and cost-push pressures rather
than demand-pull.

Markets are already pricing in up to
480 basis points of interest rate hikes
over the next year, with the 1Y1D
forward curve implying a rate of
8.38%. Most of the interest rate hikes
are expected over the next six
months. Implied market expectations
for the policy path exceed those from
BCB's baseline, which foresees the
reference rate landing at the neutral
6.25% level by the end of 2022.

Survey-based expectations also indicate higher-than-signalled policy rates by the end of the
relevant horizon, with a median 6.50% Selic rate expected by then. The BCB also
acknowledges the "asymmetric upward bias" to the balance of risks for inflation, mainly due
to high fiscal risks.
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Median inflation expectations recorded in the central bank's weekly survey reflect such an
inflationary outlook, with projections for 2021 at 5.15%, significantly above the 3.75% target,
and 3.64% for 2022 - slightly above the 3.50% goal. A higher than expected headline reading
for May, at 7.36% according to the Bloomberg consensus, will likely push markets in the
direction of pricing in a more aggressive hiking cycle from the BCB.

SEK
Sweden to show resilience to extended lockdown in Q1 data

Similar to other DM nations, Sweden was forced to implement stricter Covid-19 restrictions
in Q1 after virus numbers spiked by 100% over a three week window in March. Unlike those
other countries, Sweden’s activity likely held up better than expected in early 2021 despite
these stringent measures when looking at indicator data from Statistics Sweden. Sweden’s
resilience to the Q1 restrictions would leave GDP close to where it was before the pandemic
hit the nation, in contrast to output figures in Norway and the eurozone which growth
contract by 0.6% QoQ in the first quarter of 2021. A strong start to the year for Sweden
means its economy may return to pre-pandemic levels in Q2, while the European Central
Bank foresees growth returning to pre-virus levels for the eurozone in mid-2022 and Norway
isn’t set to reach that milestone until Q3 at the earliest. If the fast return to growth in
Sweden is confirmed by this week’s data, this begs the question of how long the Riksbank can
maintain policy accommodative for while keeping policy expectations stable.

Bloomberg economists take bet on GDP indicator – but is this justified?

Data from Statistics Sweden shows that Q1 GDP data likely grew by 1.1% QoQ, seasonally
adjusted, however, the indicator is compiled with more limited and preliminary statistics than
the official quarterly national accounts and is therefore often less accurate compared to the
regular GDP data (chart 1). Since the GDP indicator has been developed, it overestimated
Sweden’s output 7 out of 16 times. However, the overestimation was never greater than
0.7ppt, leaving slim chances of the official figure printing in negative territory this time
around with both the GDP indicator and Bloomberg’s consensus set at 1.1%.

Chart 1: GDP indicator from Statistics
Sweden shows modest deviations
from official GDP figure
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The 1.1% growth from Statistics Sweden mostly stems from to their monthly indicator data
showing a 2.1% increase in March MoM and 3.5% increase YoY. On balance, Sweden’s overall
resilience to the pandemic compared to its trading partners is due to high domestic savings,
a sound government balance sheet and a strong banking sector. Last year’s output shock was
additionally limited as at the time, Sweden’s approach to the pandemic involved less
stringent measures than elsewhere. With Q1 activity likely printing above zero in early 2021
despite the containment measures, economic momentum bodes well for the further
recovery of Swedish GDP in Q2.

Q1 data sees resilient consumer demand while global supply shortages
hurt firms

March’s retail sales already showed a significant improvement with the MoM figure printing
at 2.6% compared to February’s reading of 0.7% while YoY data printed at 9.1% vs February’s
4.6% increase. Friday’s retail sales at 08:30 BST are likely to show a continuation of the trend
after consumers shrugged off the third virus wave. Purchasing Managers’ Index figures have
also been floating well above 60 since February, while consumer confidence remained close
to 100 in both February and March, shrugging off the news about the third virus wave.
Consumer confidence is on the agenda for Thursday at 08:00 BST and should continue to see
confidence printing above 100 as Meanwhile, industrial orders fell by 1.8% MoM vs 0.8%
previously. All in all, the data illustrates pieces of a puzzle that put together reflect the third
wave having less of an impact on consumers, while businesses may have been affected by
global supply constraints. The shortage of semiconductors affected many Swedish
companies, like carmaker Volvo, as the shortage forced them to idle plants while orders for
the carmaker have more than doubled. Mobility data also showed that consumer activity
remained elevated (chart 2). The elevated mobility rates pose a downside risk to the outlook
if they would be followed by elevated infection rates as well, but so far the daily case count
has eased back to January/February levels. As we move further into the quarter and
vaccinations enable a further easing of restrictions, this downside risk naturally turns into an
upside risk to growth for Q2.

Chart 2: Mobility in Sweden continues
as if there was no third wave

Source: Apple’s Mobility Trends Reports
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Expected pick-up in vaccinations set to support Q2 growth

Sweden initially postponed its original vaccination target after halting the usage of the
AstraZeneca and Johnson & Johnson shots. However, with more doses of the Pfizer shot now
being available, the roll-out is gathering pace and Sweden has caught up with Denmark and
Finland in terms of inoculations as around a third of the population has now received their
first jab. If Friday’s GDP data is anywhere close to the GDP indicator by Sweden’s Statistics
office and GDP growth would remain unchanged through June, that would leave Q2 GDP well
above the first quarter average. With vaccinations set to pick up as well along with this,
Swedish GDP has solid chances of recovering swiftly, although the global supply tensions
remain a downside risk in the short-term.

Unemployment starts to reduce both including and excluding furloughed
workers

The Swedish PES unemployment rate fell from 4.4% in February to 4.40% in March, to 3.7%
in April, and May’s figure should show a continued downtick as sentiment further improves
and employers hire new workers to start when restrictions are further eased. The PES figure
is lower than the official unemployment rate which printed at 10% in March, as workers
under government furlough schemes are considered in the PES figure as employed.
Wednesday’s data at 08:30 BST should show a further easing in the unemployment rate,
however it is important to note this year’s official rate is more volatile compared to other
years as the Statistics office applies a new methodology. Markets may therefore consider
other economic indicators to be easier to gauge, which may reflect in SEK price action this
week if volatility in the currency lacks after Wednesday’s release.

The Riksbank likely won’t let the optimistic data go unnoticed, however, we expect them to
remain a cautious tone as they have throughout the entire pandemic. The swift economic
rebound will make a return to negative rates even more unlikely than before, but this should
not change the communication of the central bank as their latest interest rate path foresaw
no changes in rates over the forecasting period. The rebound does mean the Riksbank can’t
go on with quantitative easing forever and they will have to give in to QE tapering at some
point. This is likely to be in line with other central banks across the DM space, although the
Riksbank may find additional resistance from its hawkish neighbour who pledged to hike
rates at the end of this year already.

All in all, the incoming data from Sweden should reflect a 
certain resilience to the third wave and corresponding 

lockdown measures as consumer demand remains strong. 
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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.
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