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At the start of the week, actions by the PBoC to offset the growth impact of lockdowns in
Shanghai on Monday evening sent the Chinese yuan to lows not seen since November
2021. Pressure from higher DM bond yields sucked capital out of China throughout the
week and exacerbated earlier losses in the yuan. USDCNY now sits at highs last seen in
August 2021. Meanwhile, a strong March CPI report out of Canada on Wednesday sent
USDCAD a percentage point lower and through the 1.25 handle, before the loonie
reversed all of its gains on the week against the dollar as US yields climbed higher.

Next week, with the Fed set to enter its blackout period from midnight Eastern time on
Saturday ahead of its meeting on May 4th and the Bank of England comms also going
quiet ahead of its May 5th meeting, focus quickly shifts back to the economic data, formal
interest rate announcements, and the results of the second-round French Presidential
election. The Bank of Japan is most probably going to be the most watched central bank,
especially after JPY hit fresh 20-year lows this week. Meanwhile, CPI data out of the
eurozone will be heavily scrutinised following March’s energy-induced inflation
overshoot.

Prior to the big repricing towards the end of the week, swings in 
currency pairs were largely isolated to the EM space and the 

Canadian dollar.

Despite a relatively light economic calendar this week, FX market volatility hasn’t been
absent. Instead of interest rate announcements and economic data releases, volatility in
currency markets has been driven by the continuous repricing of interest rate, inflation,
and growth expectations in global bond markets. Compounding the FX impact from fixed
income markets has been the string of comments from ECB, Fed and Bank of England
policymakers towards the back end of the week, which has kept pricing in interest rate
markets fluid. While the ECB hawks came out to stretch their wings on Thursday, the
most notable comments came from Executive Board member and dovish-leaning De
Guindos, who said interest rate hikes could occur as early as July. The impact that had on
EURUSD quickly faded as yields on US Treasuries became overpowering. San Francisco’s
Mary Daly and Chair Jerome Powell hit the wires on Thursday evening, highlighting the
likelihood that the Fed will hike by 50bp in May and likely again in subsequent meetings.
Powell’s statement that he favours “front-end loading” policy tightening set sell-side
analysts questioning whether St Louis President Bullard was on the right track with
suggesting 75bp hikes were possible at coming meetings when he spoke on Tuesday.
Fed commentary kept the repricing in front-end US Treasuries alive heading towards the
weekend, while cautious comments from Bank of England policymakers Mann and
Governor Bailey weighed on the pound before weak consumption and activity data put
the final nail in the pound’s coffin on Friday.

https://www.monexeurope.com/news-analysis/in-depth-analysis/canadian-cpi-blows-past-expectations-with-external-and-domestic-pressures-both-rising-sharply/
https://www.monexeurope.com/news-analysis/in-depth-analysis/uk-retail-sales-and-pmis-highlight-how-stretched-current-boe-pricing-is/
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Tuesday – 26/04

13:30 US durable goods preliminary estimate MoM (est 1%, prev -2.1%) and core MoM 
(est 0.5%, prev -0.6%) for March

06:00 Singapore CPI YoY (est 4.7%, prev 4.3%) and core YoY (est 2.5%, prev 2.2%) for 
March 

09:00 Germany IFO indices for April 
Business climate (est 88.6, prev 90.8)
Current assessment (est 95.4, prev 97.0)
Expectations (est 82.5, prev 85.1)

16:00 Bank of Canada Governor Tiff Macklem appears at Parliamentary Committee

The Hungarian central bank kept its one-week deposit rate unchanged for the last four
weeks, as a steady domestic currency eased some pressure to tighten policy further.
However, broad inflation pressures continue to spiral out of control and key trading
partners are raising rates to combat rising prices in their respective economies too, which
has led money markets to believe the NBH will raise its key policy rate by 100bps next
week.

Calendar (all times BST)

Monday – 25/04
Results of the French Presidential Election (more on this below)

00:30 Japan job rate (est 2.7%, prev 2.7%) for March

07:00 UK Public Sector Net Borrowing (est 19.2bn, prev 12.3bn) for March 

09:00 Poland unemployment rate (est 5.4%, prev 5.5%) for March

13:00 National Bank of Hungary rate decision (est 5.4%, prev 4.4%)

Wednesday – 27/04

02:30 Australia Q1 CPI YoY (est 4.6%, prev 3.5%) and trimmed mean YoY (est 3.4%, prev
2.6%)

07:00 Germany GfK consumer confidence (est -16.8, prev -15.5) for May 
Sweden unemployment rate (prev 7.9%) for March 

07:45 France consumer confidence (est 92, prev 91) for April

13:00 Brazil IGBE inflation MoM (prev 0.95%) and YoY (prev 10.79%) for April 

17:00 Russia CPI week-on-week (prev 0.2%) for week ending April 22
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Thursday 28/04

02:30 ANZ Activity outlook (prev 3.3) and business confidence (prev -41.9) for April 

07:00 Sweden GDP MoM (prev -0.8%) and YoY (prev 2.5%) for March 
Sweden GDP QoQ (est 0.1%, prev 1.4%) and YoY (est 4.0%, prev 6.2%) for Q1

08:00 Hungary unemployment rate (prev 3.8%) for March 
Spain preliminary CPI MoM (prev 3.0%) and YoY (est 9.6%, prev 9.8%) for April 
Spain core CPI YoY (prev 3.4%) for April

08:30 Riksbank interest rate (est 0%, prev 0%)

The inflation shock brought about by the outbreak of war in Ukraine led Riksbank
policymakers to publicly state that February’s rate projections are no longer viable.
Following on from the abandonment of the previous forward guidance, Governor Ignves
recently avoided rejecting the possibility that the Swedish central bank will hike rates 10
times by the beginning of 2024– the current path as implied by money markets. With the
Riksbank set to turn materially more hawkish next week, focus will be on the projected
rate path more than anything as analysts expect the central bank to hold rates at the zero
lower bound.

09:00 European Central Bank publises economic bulletin

10:00 Eurozone confidence indices for April 
Economic confidence (est 107.6, prev 108.5)
Industrial confidence (est 9.5, prev 10.4)
Services confidence (est 12.7, prev 14.4)
Consumer confidence (prev -16.9)

12:00 CFIB Canadian business barometer (prev 65.1) for April 

13:00 Germany preliminary CPI MoM (est 0.6%, prev 2.5%) and YoY (est 7.3%, prev 7.3%) 
for April 

13:30 Canada SEPH payroll employment change (prev 5.5k) for February

13:30 US advanced GDP QoQ (est 1.0%, prev 6.9%) for Q1

N/A Bank of Japan policy rate (prev -0.1%) and 10-year yield target (prev 0%)

After the Japanese yen hit a 20-year low this week, extending its decline since the start of
March north of 11% such that the USDJPY rate sits close to the 130 handle, focus will be
on whether the Bank of Japan continues to stick with its ultra-dovish monetary policy
stance– one of the prime drivers of recent JPY weakness. Even though expectations are
for the BoJ to not change its policy rate or the mid-point of its 10-year yield curve control
anchor, FX trades will be tuned in to see Governor Kuroda’s assessment of the FX impact
on domestic inflation conditions and will keep an eye out for any hints that the BoJ will
abandon controlling 10-year JGB yields.
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Friday 29/04

02:30 Australia PPI QoQ (prev 1.3%) and YoY (prev 3.7%) for Q1

06:30 France preliminary GDP QoQ (est 0.3%, prev 0.7%) and YoY (est 5.5%, prev 5.4%) 
for Q1

07:45 France preliminary CPI MoM (prev 1.4%) and YoY (est 4.8%, prev 4.5%) for April

08:00 Spain preliminary GDP QoQ (est 0.6%, prev 2.2%) and YoY (est 6.3%, prev 5.5%) for 
Q1

09:00 Poland preliminary CPI MoM (prev 3.3%) and YoY (est 11.2%, prev 11.0%) for April
Norges Bank announces Daily FX purchases for May (prev 2000m)
Norway unemployment rate (est 1.9%, prev 2%) for April 
Italy preliminary GDP QoQ (est -0.3%, prev 0.6%) and YoY (est 5.8%, prev 6.2%) for 
Q1 
Germany preliminary GDP QoQ (est 0.2%, prev -0.3%) and YoY (est 3.7%, prev
1.8%) for Q1
Swiss National Bank Governor Jordan speaks at central bank’s AGM in Bern 

10:00 Eurozone preliminary CPI MoM (est 0.7%, prev 2.4%) and YoY (est 7.6%, prev 7.5%) 
for April
Italy preliminary CPI MoM (prev 2.4%) and YoY (est 7.1%, prev 6.8%) for April
Eurozone advanced GDP QoQ (est 0.3%, prev 0.3%) and YoY (est 5.1%, prev 4.6%) 
for Q1

11:30 Central Bank of Russia Key Rate (est 15%, prev 17%)

The Central Bank of Russia is expected to cut rates by 200bp next week as policymakers
try to support deteriorating growth conditions. With onshore interest rates unachievable
for most foreign investors due to the imposition of sanctions and offshore currency
markets trading in a vacuum due to a lack of liquidity, the central bank's decision is
unlikely to show in quoted RUB rates.

12:00 Mexico preliminary GDP QoQ (prev 0%) and YoY (prev 1.1%) for Q1

13:30 Canada GDP MoM (prev 0.2%) and YoY (prev 3.5%) for February
US PCE inflation MoM (est 0.9%, prev 0.6%) and YoY (est 6.7%, prev 6.4%) for 
March
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At the beginning of April, 1-week risk reversals dived and 10-year bond spreads
widened as Le Pen’s polling increased, but this reversed as first round results and
preliminary polls decreased overall hedging against EUR weakness

Key hurdles for EURUSD remain, even during a Macron victory

In the first round of the French Presidential elections, centrist Emmanuel Macron and far-
right Marine Le Pen picked up the most votes with 27.8 and 23.2% respectively, setting up
a rematch of their second-round runoff in 2017. While the difference in votes was higher
than what some polls had suggested for the first round, risks for the second round remain
prominent with especially low turnout being an area of concern. A win by Macron would
be the most favourable outcome for markets, however, this won’t necessarily lead to a
rally in the euro as there are still some key hurdles for the single currency, while we do
expect the scenario of a Le Pen win to have a more clear-cut impact on the euro.

Earlier in April, bearish bets on EURUSD increased as Marine Le Pen’s popularity rose in
the polls, largely due to the risk that a Le Pen Presidency would likely result in France no
longer being a proponent of further European integration: even though Le Pen has
dropped her anti-eurozone and anti-EU pledges, her presidency would still mark a switch
to more nationalistic themes. This would reduce the possibility of further supranational
bond issuance, while risks of political tensions within the EU are likely to widen sovereign
yield spreads. The latter was already visible in the 10Y German bund French OAT spread
before the first round of elections. The bearish bets on EURUSD were visible in EURUSD
risk reversals - the spread between put and call option pricing. These were at their lowest
levels between April 5-6, which is when Le Pen’s popularity rose highest in the polls.
Since then, and especially since the results of the first elections showed a broader gap
between Macron and Le Pen’s votes than some polls had suggested, EURUSD risk
reversals changed course and moved higher. At the same time, the OAT-Bund spread
reversed too. Both developments suggest markets were hedging against euro weakness
to a higher extent before the first round compared to now.
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Macron ahead in the polls

Since the results of the first rounds, the gap between Macron and Le Pen’s polling has
only widened further. While the televised debate proved influential back in 2017, this time
around it did not fundamentally change the polling. Several polls suggest 59% saw
Macron as the winning candidate of the debate compared to 39% for Le Pen, as Macron
accused his rival of being beholden to Vladimir Putin and of risking a civil war in France
with her plans to curb Islamism. In return, Le Pen accused Macron of having a bad
economic record and an even worse social record as president. The debate ticked all the
boxes of usual interruptions and tensions, but didn’t ultimately change preliminary polling
results. Macron continued to hold around 55% majority vs 45% for Le Pen. The continued
momentum for Macron suggests that a higher percentage of Mélenchon supporters in
the first round favour leadership by Macron over Le Pen, despite an unchanged
abstention rate - this has been stable around 40%. Historically, polls this close to election
day have been fairly accurate for similarly tight races, leaving the scope for a surprise in
the second round limited. UK political bookmakers even showed Macron’s odds of
winning sit at 90%, up from 80% last week due to the stability of his polling advantage this
close to the final count.

Polling remains roughly unchanged after the debate, with Macron still holding the
lead at 55%

In the second round, lower turnout will be the main threat to Macron’s performance.
While Le Pen’s islamophobia and stance on renewable energy could see left-wing voters
turn to Macron, the majority of Jean-Luc Mélenchon voters from the first round are
expected to abstain or cast a blank ballot in the second round to protest against the
current right-wing dominant nature of France’s political structure: only 33.4% of 215,000
respondents in a survey by Mélenchon’s party said they will vote for the incumbent
President, while 28.96% said they will abstain and 36.75% would cast a blank ballot.

A vote for Le Pen was not an option in the survey, in line with Mr Mélenchon’s own 
“not one vote for Marine le Pen” instruction. 
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Lower voter turnout not only threatens Macron’s narrow polling majority in the second
round, but it also leaves him open to criticism of illegitimacy by opposing parties ahead of
the regional elections in June if he does gain victory. This increases the probability of a
cohabitation scenario arising - whereby the government emerging, formed of opposing
party members, would force Macron to compromise on his domestic agenda - after
June’s legislative elections. For Mélenchon’s voters, the real game will be the legislative
elections in June, as they hope the left will win those elections to obtain a parliament
resistant to the president, which would force the president to appoint a left-wing prime
minister.

Further increasing the likelihood of such a scenario is the abnormal delay between the
second round and the legislative election, which increases the probability of the latter
being used as a protest vote against the newly appointed President. For this reason, even
a win by Macron is unlikely to lead to a substantial EURUSD rally as political risks remain
elevated at least until the regional elections have taken place. Ultimately, Macron’s
victory is the most likely outcome for Sunday, but given the expected high abstention
rate, a surprise outcome cannot be ruled out.

EUR traders not convinced of a Le Pen win 

At the moment, markets are ignorant to the possibility of a Le Pen win. Hedging against
euro weakness has diminished, while EURUSD is trading back above the 1.08 level - the
threshold crossed both in the aftermath of the imposed sanctions back in March and after
the hawkish repricing of the Fed Funds Rate in April. In the shock event of a Le Pen win,
given the light market positioning, we expect a significant bout of EURUSD depreciation.
In combination with the stagflation risk posed by the war in Ukraine, we expect a Le Pen
victory to send EURUSD substantially below the 1.08 handle, with downside momentum
picking up once the 1.07 level is breached.

As mentioned previously, upside in EURUSD in the scenario of a Macron victory is likely to
be limited by the risk of cohabitation. For a stronger euro to be visible next week, market
participants will require more hawkish commentary from European Central Bank
members on top of the removal of election risk. Similarly, a dovish repricing in US rates
ahead of the May meeting may provide EURUSD with some further upside, but given the
Fed enters its blackout period over the weekend, we don’t expect this to occur in the
near-term.
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The last time the President didn’t also win a majority in the upper 
chamber was in 2000.


