
Don’t discount the dollar just yet…
The past week hasn’t been plain sailing for FX traders. While markets have recently
become less sensitive to developments in the Russia-Ukraine war, the past week was
testament to the fact that complacency can’t be allowed to set in. Headlines around
Russia’s preference for gas exports to be paid in RUB and rumours that EU leaders were
set to include Russian oil exports within their sanctions jolted commodity markets yet
again, however, the knee jerk reaction in futures pricing wasn’t close to the magnitude of
that seen earlier in the month. That being said, the performance of G10 currencies over
the course of the week is telling. At the time of writing, the dollar broadly traded weaker
against commodity currencies like AUD, NOK and CAD, while the regional safe haven,
CHF, also notched gains on the week over fears of “vertical escalation” in the war. The
CHF rally comes despite the Swiss National Bank outlining its willingness to intervene in
FX markets if needed. FX markets weren’t just realigning to shifting commodity prices.
Bond market dynamics also played a primary role in FX price action. Correspondingly, the
dollar was stronger against low-yielding currencies like EUR and JPY. While for USDJPY,
this week has largely been about widening yield differentials, the euro’s weakness was
also due to concerns over the eurozone growth profile. Sitting in the middle of the G10
board and trading roughly flat over the course of the week against the dollar was GBP.
The pound’s limited volatility around the 1.32 handle against the dollar is notable as the
rally to the 1.33 level stalled after the spring budget failed to announce enough fiscal
stimulus to offset imminent growth concerns.
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With risks still titled to the downside for EURUSD given ongoing geopolitical
developments and our expectation of USDJPY continuing to climb higher towards the
1.25 handle, we expect the DXY index to remain buoyant. Further upside in the broad
dollar will likely be driven by the labour market data. Should wage growth continue to
tick-up despite the recent increase in labour supply, money markets are likely to fully
price two 50bp hikes from the Fed in May and June. In this scenario, the dollar’s rally
won’t discriminate across the G10 space. Prior to the US jobs data though, the bifurcation
of the dollar across the G10 space is likely to persist, especially if China’s PMI data for
March surprises to the upside and boosts the growth outlook for the APAC region.

Looking towards next week, developments in fixed income markets 
are still going to remain front and centre as traders get an update 

on US labour market conditions. 

Calendar (all times in BST)

No specific date/time given, range only

27/03 to 02/04 
Germany Retail Sales MoM (est 0.5%, prev 2%) and YoY (est 6.1%, prev
10.3%) for February

https://www.monexeurope.com/news-analysis/in-depth-analysis/snb-retain-strong-language-around-chf-intervention/
https://www.monexeurope.com/news-analysis/in-depth-analysis/sunak-outlines-prudent-budget-reserving-firepower-for-2024-election/
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Monday – 28/03

09:00 Switzerland Domestic (prev 659.9b) and Total (prev 728.9b) Sight Deposits CHF 
for March 25

12:00 Bank of England Governor Andrew Bailey speaks on “macroeconomic and 
financial stability in changing times” at the Bruegel Institute

13:30 US Advance Goods Trade Balance for February (est -$106.8b, prev -$107.6b)

15:30 US Dallas Fed Manf. Activity for March (est 10, prev 14)

Tuesday – 29/03

00:30 Japan jobless rate for February (est 2.8%, prev 2.8%)

01:30 Australia Retail Sales MoM for February (prev 1.8%)

07:00 Germany GfK Consumer Confidence for April (est -11, prev -8.1)

07:45 France Consumer Confidence for March (prev 98)

09:30 United Kingdom Consumer Credit YoY (prev 3.2%) and Net Consumer Credit 
(prev 0.6b) for February

13:30 Canada Payroll Employment Change for January - SEPH (prev 122.2k)

13:30 US Conference Board data for March
Consumer Confidence (est 107.8, prev 110.5)
Expectations (prev 87.5)
Present Situation (prev 145.1)

13:30 US JOLTS Job Openings for February (est 11,000k, prev 11,263k)

15:45 Fed Harker discusses economic outlook

Wednesday – 30/03

00:01 United Kingdom BRC Shop Price Index YoY for March (prev 1.8%)

01:00 New Zealand ANZ Activity Outlook for March (prev -2.2)
New Zealand ANZ Business Confidence for March 

08:00 Spain preliminary CPI MoM (prev 0.8%) and YoY (prev 7.6%) for March

09:00 ECB Peter Kazimir speaks on economic outlook

10:00 Eurozone Confidence data for March
Economic Confidence (est 110, prev 114)
Industrial Confidence (est 11, prev 14)
Services Confidence (prev 13)
Consumer Confidence (prev -18.7)

13:00 Germany preliminary CPI for March MoM (est 1.7%, prev 0.9%) and YoY (est 5.9%, 
prev 5.1%)
EU Harmonized MoM (est 2%, prev 0.9%) and YoY (est 7.0%, prev 5.5%)
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Thursday – 31/03

00:01 United Kingdom Lloyds Business Barometer for March (prev 44)

01:30 Australia Job Vacancies QoQ for February (prev 18.5%)

02:30 China Composite PMI for March (prev 51.2)
China Manufacturing PMI (est 50, prev 50.2)
China Non-Manufacturing PMI (est 50.7, prev 51.6)

07:00 United Kingdom Final Reading Q4 GDP QoQ (est 1%, prev 1%) and YoY (est 6.5%, 
prev 6.5%)

07:45 France preliminary CPI for March MoM (prev 0.8%) and YoY (est 4.8%, prev 3.6%)

08:00 Hungarian National Bank one-week deposit rate for March 31 (prev 6.15%)

08:55 Germany Unemployment Change for March (est -25.0k, prev -33.0k)

09:00 ECB Chief Economist Philip Lane speaks in Paris

10:00 Eurozone Unemployment Rate for February (est 6.7%, prev 6.8%)
Italy preliminary EU Harmonized CPI for March MoM (prev 0.8%) and YoY (prev
6.2%)

12:00 Canada CFIB Business Barometer for March (prev 62.5)

13:30 Canada GDP for January MoM (prev 0%) and YoY (prev 3.9%)

13:15 US ADP Employment Change for March (est 413k, prev 475k)

13:30 US Third Reading Q4 GDP Annualised QoQ (est 7.1%, prev 7.0%)

15:30 US DOE Crude Oil Implied Demand for March 25 (prev 18,444) and Inventories 
(prev -2,508k)

Preliminary estimates by Statistics Canada suggested that the economy grew by 0.2% in
January. Leading the growth were retail, construction, finance and insurance, with notable
decreases in manufacturing, oil and gas extraction, and client-facing services due to
public health measures. The Bank of Canada expects Q1 GDP growth to average 2.4%
YoY. At 0.2% MoM growth, this would leave the YoY figure at 3.6%.

13:30 US Continuing Claims (prev 1,350k) for March 19
US Initial Jobless Claims (prev 187k) for March 26
US PCE Deflator for February MoM (est 0.6%, prev 0.6%) and YoY (est 6.4%, prev
6.1%)

17:00 SNB’s Maechler and Moser speak at money market event in Zurich

22:00 New Zealand ANZ Consumer Confidence Index for March (prev 81.7)

22:00 Australia S&P Global Australia Final Manufacturing PMI for March (prev 57.3)
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Friday – 01/04

02:45 China Caixin China PMI Manufacturing for March (est 50, prev 50.4)

07:30 Switzerland CPI for March MoM (est 0.5%, prev 0.7%) and YoY (est 2.4%, prev
2.2%)

08:45 Italy S&P Global Italy Manufacturing PMI for March (est 57.0, prev 58.3)

08:50 France S&P Global France Final Manufacturing PMI for March (est 54.8, prev 54.8)

08:55 Germany S&P Global/BME Germany Final Manufacturing PMI for March (est
57.6, prev 57.6)

09:00 Norway Unemployment Rate for March (prev 2.3%)
Poland CPI for March MoM (prev -0.3%) and YoY (est 9.8%, prev 8.5%)

09:30 United Kingdom S&P Global/CIPS UK Final Manufacturing PMI (prev 55.5) for 
March

10:00 Eurozone CPI Core YoY (prev 2.7%) for March
Eurozone CPI Estimate YoY (est 6.2%, prev 5.8%) for March
Eurozone CPI MoM (prev 0.9%) for March

13:30 US Change in Nonfarm Payrolls for March (est 450k, prev 678k)
US Average Hourly Earnings MoM (est 0.4%, prev 0%) and YoY (est 5.5%, prev
5.1%)
US Labor Force Participation Rate (est 62.4%, prev 62.3%)
US Unemployment Rate (est 3.7%, prev 3.8%)

As money markets toy with the idea of two successive 50bp hikes by the Federal
Reserve in May and June, March’s labour market data will prove key. Traders will be
paying close attention to how average hourly earnings print in order to gauge the level of
slack given the recent recovery in the participation rate.

14:30 Canada S&P Global Canada Manufacturing PMI for March (prev 56.6)

14:45 US S&P Global US Final Manufacturing PMI for March (prev 58.5)

15:00 US ISM Manufacturing (est 58.3, prev 58.6) for March
US ISM Employment (prev 52.9)
US ISM New Orders (prev 61.7)
US ISM Prices Paid (prev 75.6)

Dollar weakens against JPY and EUR on Friday but it is premature 
to join the USD bears

As mentioned in the introduction, the past week has largely seen a two-tier dollar. On the
one hand, the bullish backdrop for commodities has provided commodity-exporting
currencies with a positive terms-of-trade shock. On the other hand, increasing inflation
pressures are leading to higher inflation premia and thus higher US yields, which are
weighing on low-yielding currencies. Although this dynamic can be difficult to see on an
intraday basis, when measured over the course of the past week, and especially since
the Russian invasion of Ukraine on February 28th, the two-tier dollar is starkly visible.
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Zooming out of just the G10 and analysing the expanded majors space, the dollar’s
dynamics become slightly more complex. Understandably, currencies which have a
close geographical proximity to the war and a high dependence on Russian energy
continue to suffer, albeit to a lesser degree over the past week than in previous weeks.
Meanwhile, a positive terms-of-trade shock is not the only dynamic that is providing
some currencies with the impetus to notch gains against the dollar. Mainly within LATAM
FX. but also applicable to ZAR, increasing inflation sensitivity by some EM central banks is
enabling their respective currencies to offset the pressure of rising US yields. While we
anticipated these dynamics to take place in our March forecasts, the magnitude of the
divergence has exceeded our expectations.

The terms of trade 
shock since Russia’s 
full-blown invasion 
of Ukraine on the 
28th of February 
only partly explains 
the performance of 
major currencies vs 
USD

Terms of trade shock tends to be larger for commodity exporters than importers –
yield differentials still play an integral role in FX performance 

With global macroeconomic conditions unlikely to improve in the coming week, we
anticipate that the bifurcation in the dollar is only set to continue. While there may be
offsetting idiosyncratic factors, such as a potential policy shift or verbal intervention by
the Bank of Japan to limit the latest JPY depreciation, on the whole we expect the dollar
to remain buoyant against low-yielding currencies like JPY and EUR.

https://www.monexeurope.com/wp-content/uploads/Monex-Europe-March-2022-FX-Forecasts.pdf
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This should, all things considered, keep the DXY index trading near 
recent highs of around 99.00. However, the extent of the dollar’s strength 
in broader terms than just that measured by the DXY index is largely at the 

mercy of how US Treasury’s trade, especially in a week that is absent of 
monetary policy events among major economies.

Since US 2-year yields broke the 2% mark on Monday, bearish Treasury traders have
failed to compound that momentum as 2-year yields continue to trade just shy of 2.2%.
With money markets anticipating US rates at 2.1% as early as January, as per OIS pricing,
and December 2022 eurodollar futures yielding 2.6%, there is plenty of scope for front-
end US yields to climb higher from current levels. While there are multiple dynamics at
play that could restrict a further increase in front-end US yields, such as structural
imbalances in the Treasury market, we think the bond market is waiting for the next
economic catalyst before pricing higher US yields. Friday’s Nonfarm payrolls data is likely
to be such a catalyst and could determine whether front-end US rates continue to rise,
leading to a more broad-based rally in the greenback.

In order to prompt a further rise in US yields, Friday’s payrolls data will need to be strong
on all fronts. While net employment was robust in February at 678k, the strength of the
overall jobs report was somewhat undermined by a softening in wage growth. Average
hourly earnings YoY fell from a downwardly revised 5.5% in January to 5.1% in February,
undershooting expectations of a 5.8% print, while the month-on-month print came in flat,
below expectations of a 0.5% gain. Looking ahead to Friday’s release, expectations are
already centring around a 475k net employment increase, which is set to offset the 10bp
increase in the participation rate to 62.4%, resulting in a continued drop in the
unemployment rate to 3.7%. While this doesn’t look too far fetched in our eyes given the
elevated level of labour demand, any signs that a historically tight labour market is failing
to generate a rising wage growth could moderate expectations of Fed tightening and
thus cap the upside in US two-year yields for the time being. On the other hand, a robust
labour market report across all indicators will only embolden expectations of more
aggressive Fed hiking in the near-term.

Amid a fairly sparse data calendar, and outside of geopolitical 
developments, we believe Friday’s payrolls data will be make 

or break for the broad dollar’s performance next week. 

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.


