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FX traders kicked the week off by pricing a moderately weaker dollar as money markets
flattened the US rates curve in response to a cooling in July’s preliminary inflation
expectations data. Afterward, market focus quickly turned to developments in Europe as
the US data calendar grew thin ahead of next Wednesday’s Fed meeting. With concerns
building over Russia’s delivery of natural gas via the Nord Stream 1 pipeline, leading
European institutions to call for pre-emptive rationing of energy consumption by all EU
nations, and the direction of travel in Italian politics pointing to an early election, the buzz
around Thursday’s ECB meeting intensified. Amid widening spreads between Italian and
German bonds, clear downside risks to the eurozone’s growth outlook, and a bounce in
the euro on the back of a weaker dollar, the consensus remained firm at 25 basis points
despite ECB sources leaking news to Reuters that the Governing Council was actively
discussing a 50bp hike. All paths led to a crossroad on Thursday for markets, however,
and not just because it was ECB decision day. In the morning, signs of Russian gas
coming back online at around 30% capacity eased concerns in FX markets and sent the
euro moderately higher. This overwhelmed the impact of widening peripheral bond
spreads, which occurred after Italian Prime Minister and former ECB Governor Mario
Draghi submitted his second, and final, resignation after failing to unite an increasingly
fractured coalition government.

While a last minute bid in Treasury markets saw the dollar weaken and leave 
EURUSD higher on the day, the single currency’s progress didn’t last.
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Then came the ECB’s decision. At a new time of 13:15 BST, the central bank opted to hike
rates by 50bps, the first interest rate hike in 11 years, which effectively ended the negative
rates era after 8 years. While this initially saw EURUSD rally up towards the 1.03 handle,
stimulating a broadly weaker dollar in G10 FX markets, a further widening in peripheral
bond spreads in response to the announcement of a complex backstop framework saw
the euro retreat during President Lagarde’s press conference.

On Friday, fresh PMI data out of Europe provided confirmation that the German economy
is already in a technical recession, despite renewed flows in natural gas. While this
initially weighed on the euro, with some analysts calling the currency “unbuyable” in
these conditions, the knee-jerk reaction was faded heading into the weekend. The
downturn in growth conditions failed to dent near-term expectations of the ECB’s hiking
cycle, however, as the central bank’s Q3 Survey of Professional Forecasters saw inflation
expectations de-anchor further. The combination of a sharp slowdown in growth and
rising long-term inflation expectations reinforced our view that the ECB will be forced to
hike rates by a second 50bp at their September meeting, barring any further disruptions
in energy markets. This should provide further support for the euro and prevent it from
durably breaching parity, potentially generating a new trading range of 1.00-1.0250.

https://www.monexeurope.com/news-analysis/in-depth-analysis/ecb-breaks-the-shackles-of-its-own-forward-guidance-hiking-50-basis-points/
https://www.monexeurope.com/news-analysis/in-depth-analysis/eurozone-pmis-and-q3-spf-reinforce-our-confidence-in-a-second-50bp-hike-from-the-ecb-in-september/
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Calendar (all times BST)

Monday – 25/07

06:00 Singapore CPI for June YoY (est 6.1%, prev 5.6%) and MoM (est 0.5%, prev 1%)

09:00 Poland unemployment rate for June (est 4.9%, prev 5.1%)
Germany IFO survey for July
Business climate (est 90.4, prev 92.3)
Current assessment (est 97.6, prev 99.3)
Expectations (est 83.0, prev 85.8)

09:30 Hong Kong trade balance for June (est -HK$49.6bn, prev -HK$36.7bn)

11:00 UK CBI trends total orders for June (prev 18) and business optimism (prev -34)

12:00 Mexico IGAE economic activity for May YoY (prev 1.34%) and MoM (prev 1.07%)

13:00 Canada Bloomberg Nanos Confidence index for the week ending July 22nd 
(prev 45.7)

Tuesday – 26/07

11:00 UK CBI total distributed reported sales for July (prev 1) and retailing reported 
sales (prev -5)

13:00 National Bank of Hungary rate decision (est 10.5%, prev 9.75%)

14:00 FHFA House Price Index MoM for May (est 1.6%, prev 1.6%)

15:00 US conference board data for July
Consumer confidence (est 96.4, prev 98.7)
Present situation (prev 147.1)
Expectations (prev 66.4)
US new home sales for June MoM (est -3.4%, prev 10.7%)

Next week, growth conditions remain in focus as preliminary GDP data for Q2 is released
for major European economies and the US, while Canada also has May’s GDP data on the
itinerary. Outside of growth conditions, the main event for investors will be Wednesday's
Fed meeting. Given the macro data and recent Fed commentary points to a 75 basis point
hike, which is a firm consensus among economists polled by Bloomberg, the latest policy
announcement will be scanned for clues for September’s meeting. While we currently
think the Fed will hike rates by 50 basis points in September, concerns by officials over
the persistence of inflation could shift expectations toward a third 75bp hike.

Wednesday – 27/07

00:01 UK BRC shop price index for July YoY (prev 3.1%)

02:30 Australia CPI for Q2 YoY (est 6.3%, prev 5.1%) and QoQ (est 1.9%, prev 2.1%)

07:00 German GfK consumer confidence for August (est -30.0, prev -27.4)
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Thursday – 28/07

07:45 France consumer confidence for July (est 78, prev 82)

09:00 Italy consumer confidence for July (prev 98.3) and economic sentiment (prev
113.6)

13:30 US retail inventories for June MoM (prev 1.1%)
US preliminary durable goods for June MoM (est-0.5%, prev 0.8%)

19:00 US Federal Reserve interest rate decision (est 2.25-2.5%, prev 1.5-1.75%)

02:00 ANZ activity outlook for July (prev -9.1) and business confidence (prev -62.6)

02:30 Australia retail sales for June MoM (est 0.4%, prev 0.9%)

07:00 Sweden GDP for June YoY (prev 4.5%) and MoM (prev 0.7%) 

08:00 Spain retail sales for June YoY (prev 2.8%)
Spain unemployment rate for Q2 (prev 13.65%)

10:00 Eurozone confidence indices
Economic confidence (est 102, prev 104)
Industrial confidence (prev 7.4)
Services confidence (prev 14.8)
Consumer confidence - final (prev -27.0)

12:00 Canada CFIB business barometer for July (prev 59.4)
Mexico unemployment rate for June (prev 3.27%)

13:00 Germany preliminary CPI for July YoY (est 7.6%, prev 7.6%) and MoM (est 0.9%, 
prev 0.1%) - what is the big regional print? 

13:30 Canada SEPH payroll employment change for May (prev 126k)
US advance GDP for Q2 QoQ (est 0.5%, prev -1.6%)

23:00 New Zealand consumer confidence for July (prev 80.5) and MoM (prev -2.2%)

The Federal Reserve is set to hike by 75 basis points, bringing the upper bound of the Fed
Funds rate to 2.5%, the Fed’s estimate of neutral. Recent inflation data has seen headline
CPI hit a blistering pace of 9.1% and could theoretically justify a 100bp hike, but verbal
pushback by top Fed officials led money markets to cut the probability of seeing a full
percentage point move from roughly 75% to 15%. Of the 74 Wall Street economists
surveyed by Bloomberg, 5 expect 50bps, 66 expect 75bps, and 3 expect 100bps (more
on this below).

Friday – 29/07
00:01 UK Lloyds business barometer for July (prev 28)

00:30 Japan CPI for July YoY (est 2.4%, prev 2.3%)
Japan jobless rate for June (est 2.5%, prev 2.6%)
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06:30 France preliminary GDP for Q2 YoY (est 3.6%, prev 4.5%) and QoQ (est 0.2%, 
prev 0.2%)
France consumer spending for June YoY (prev -3.4%) and MoM (prev 0.7%)

07:00 German import price index for June YoY (est 29.9%, prev 30.6%) and MoM (est
1.0%, prev 0.9%)
Sweden unemployment rate for June (prev 8.5%)

07:45 France preliminary CPI for July YoY (est 6.1%, prev 5.8%) and MoM (prev 0.7%)

08:00 Spain preliminary GDP for Q2 YoY (prev 6.3%) and QoQ (exp 0.4%, prev 0.2%)
Spain preliminary CPI for July YoY (prev 10.2%) and MoM (prev 1.9%)

08:55 Germany unemployment change for July (est 5k, prev 133k) and unemployment 
rate (est 5.4%, prev 5.3%)

09:00 Poland preliminary CPI for July YoY (est 15.6%, prev 15.5%) and MoM (prev 1.5%)
Norway unemployment rate for July (prev 1.6%)
Italy preliminary Q2 GDP YoY (est 3.3%, prev 6.2%) and QoQ (est 0.1%, prev 0.1%)
Germany preliminary Q2 GDP YoY (est 2%, prev 4%) and QoQ (est 0.1%, prev 0.2%)

10:00 Eurozone preliminary CPI for July YoY (prev 8.5%) and MoM (prev 0.8%)
Italy preliminary EU-harmonised CPI for July YoY (prev 8.5%) and MoM (prev
1.2%)
Eurozone advanced GDP for Q2 YoY (est 3.3%, prev 5.4%) and QoQ (est 0.1%, prev
0.6%)

12:00 Mexico preliminary Q2 GDP YoY (est 1.1%, prev 1.8%) and QoQ (prev 1.0%)

13:30 Canada GDP for May YoY (est 5.3%, prev 5.0%) and MoM (est -0.2%, prev 0.3%)
US PCE for June YoY (est 6.6%, prev 6.3%) and MoM (est 0.9%, prev 0.6%)

Federal Reserve to hike 75bps in July, while 50bps is likelier than 
75bps in September

Following the Bank of Canada’s 100bp hike on July 13th, the debate over the Federal
Reserve following suit at their next meeting on July 27th played out forcefully in money
markets. After the BoC decision, the implied probability of a 100bp hike in overnight index
swaps surged from 0% to 75% in a single day, before falling to a range of about 10-20%
only a few days later. Following the moderation in the University of Michigan’s medium-
term inflation expectations index and Governor Waller’s commentary from last week, we
think there is little that could shake the Fed from simply going with 75bps this time
around. This pushes the debate on the gradient of the Fed’s hiking cycle to September’s
meeting, where the toss-up between 50 and 75bps is subject to finer margins.

The need for a large hike on Wednesday is clear. Inflation accelerated in June, surging by
1.3% month-on-month and raising the year-on-year rate to 9.1%. The monthly figure not
only showed a pick-up in the pace of price growth, which would annualise to 11.8%, but
saw inflation pressures migrate into more persistent components. The Atlanta Fed’s
sticky price index, which monitors CPI components whose prices are infrequently
changed, now sits at 5.6% YoY—its highest point since September 1990. While this is
telling in and of itself, the situation looks even more dire when looking at the monthly
changes. The sticky price index increased at an annualised rate of 8.1% in June, up from

https://www.monexeurope.com/news-analysis/in-depth-analysis/bank-of-canada-hikes-100bps-to-destroy-demand-and-cool-inflation/
https://www.monexeurope.com/news-analysis/in-depth-analysis/us-inflation-accelerates-on-gas-price-spike-but-composition-remains-strong/


Week Ahead 25th – 29th July 2022

7.5% in May, while even the core sticky price index, which excludes the most volatile
components of the normal sticky price index, rose at an annualised rate of 7.9%. These
elevated levels haven’t been seen since the 1980’s, when Paul Volcker famously raised
the Federal funds rate above 20% to shock inflation expectations, which had become
deeply entrenched, back down to target. With inflation nowhere near the Fed’s 2% target
and the level of persistence in price growth threatening to de-anchor inflation
expectations further, the Fed will likely stick with their policy of “expeditiously” getting the
fed funds target range up to levels deemed to have a neutral effect on the economy.

Markets briefly priced a 100bp hike in July before Waller and Bullard pushed back

But with the market’s Overton window for Fed expectations gradually shifting toward
increasingly bigger hikes, it’s easy to forget that 75bps still implies a tightening in
monetary policy that is three times quicker than the pace of increase at a typical Fed
meeting. That’s essentially the view that Fed officials reiterated just days before their
media blackout period started on July 16: Governor Waller and St. Louis Fed President
Bullard both expressed their preference for 75bps and voiced concern that markets had
gotten overstretched in their speculation over 100bps. Fresh in our memories remains the
fact that the Fed ditched its guidance for 50bps by leaking their plans for 75bps to the
WSJ during the last month’s blackout period.

Furthermore, the Fed had to contend with a surprise spike in inflation expectations just
days prior to their last meeting, whereas this time around, medium-term inflation
expectations have actually fallen back towards the Fed’s 2% target and the key data

While the possibility that the Fed eschews its guidance again cannot be ignored, 
we think it is highly unlikely that officials would risk shocking the market like that 

so soon, as it would utterly torch the credibility of their communications for at 
least the remainder of this cycle. 
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scheduled between the Fed’s blackout period and the July 27th meeting—PMIs and
home price indices—are far less influential on the Fed’s assessment of where monetary
policy should be.

While an increase in the rate of inflation for more persistent components, such as shelter,
suggests that the Fed should hike rates more aggressively, a few key factors remain that
suggest a 75bp hike to the mid-point of the Fed’s estimated neutral range should be
sufficient for Wednesday’s meeting. First, high inflation conditions and an historically tight
labour market have yet to result in wage pressures that are substantive enough to
concern the Fed about a wage-price spiral. A large reduction in unionisation within the
labour force since the 1980s partly explains this lack of wage pressures and marks a key
difference between the Fed’s hiking cycle under Volcker and present day, but wages are
likely also being capped by the level of hidden slack in the labour market.

Additionally, the Fed’s hiking cycle thus far has also started to weigh on labour demand,
with many large US corporations reducing their hiring intentions, and even freezing them
in some cases, as we’ve heard in the latest round of earnings calls. Arguably as important
as the relationship between inflation and wage growth for the Fed is the development of
inflation expectations. The latest round of the University of Michigan survey showed long-
term inflation expectations are reasonably well-anchored despite the rampant rise in
near-term forecasts, the broadening of inflation pressures, and the uptick in sticky
components. In fact, the difference between near-term and long-term expectations is at
2.4 percentage points, the highest level across the entire sample of available data. This
contrasts with the 1980s, where long-term inflation expectations were highly elevated,
tracking with near-term expectations, and required aggressive monetary tightening to
come back towards target, and is a key reason why current terminal rate pricing sits only
slightly above the top end of the neutral range.

Lower labour force participation relative to pre-pandemic levels suggests that 
labour supply could ramp up should wages track higher. 

Long-term inflation expectations remain relatively well-anchored despite multi-
decade highs in near-term expectations and sticky prices



Week Ahead 25th – 29th July 2022

Further compounding those reasons is our expectation for a moderation in inflationary
pressures. Commodity prices have fallen sharply since the turn of the month, with WTI
crude down 12%, while Bloomberg’s aggregate indices for base metals and agricultural
commodities have also fallen by 14% and 10%. On the consumer side, US gasoline prices
have dropped by 54 cents per gallon, or 11% since June according to GasBuddy, while
Hopper reports that airfares are down 9% month-on-month. This suggests that the June’s
inflation report may have represented the peak in headline inflation this cycle. The
question for markets then shifts to September’s meeting and pricing of the Fed’s terminal
rate, which currently sits at around 3.75%. This is where the persistence of inflation
pressures plays a bigger role, requiring a sustained tightening in monetary policy to lower
demand and gradually bring inflation back to target. With larger rate hikes effectively
anchoring inflation expectations, we believe the Fed will revert to fine-tuning policy with
a gradual reduction in the pace of hiking rates as the Fed funds rate enters restrictive
territory. In effect, as long as next week’s Employment Cost Index wage data shows a
slowdown in wage growth, which would add greater confidence to the idea that a wage-
price spiral hasn’t taken hold, we are moderately confident that the Fed will slow the
tightening cycle to 50bp increments by September, but upside risks remain.
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Falling commodity prices suggest that July’s CPI report will comfort the Fed


