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Next week, price action in bond markets remains in the spotlight as key rate
announcements are scheduled for the US, UK, and Australia. With expectations
cemented for 25bp hikes from the Bank of England and the Reserve Bank of Australia
and a 50bp hike from the Federal Reserve, much of the focus lands on forward guidance
as monetary policy makers try to balance tackling inflation and keeping economic growth
conditions robust. In that respect, data relating to growth conditions, especially
consumption and labour market conditions, are now as pivotal as incoming inflation and
inflation expectation readings. This means that even after the rate decisions are released,
volatility in both rates and FX markets may stem from Friday’s release of labour market
data from Canada and the US.

Next week, price action in bond markets remains in the spotlight as 
key rate announcements are scheduled for the US, UK, and 

Australia. 

Price action in global bond markets continued to dictate the tone for FX markets this
week as fixed income traders adjusted to higher inflation readings in Europe, risks of
slower growth profiles in the eurozone and China, and fresh monetary policy decisions
from the Bank of Japan and the Riksbank. At the beginning of the week, much of the
focus was centred on the eurozone as the incumbent French President Emmanuel
Macron won his re-election battle and worrying signs appeared from Russia that Europe’s
gas supply could be cut off, should suppliers not pay for delivery in RUB. Meanwhile, the
broadening of China’s lockdowns to other major cities and industrial hubs cast doubts
over not only China’s growth profile, but the global growth outlook, further fuelling the
dollar via a risk-off bid. On Thursday, sparks began to fly as risk sentiment collapsed in
the Asian session after the Bank of Japan showed a reluctance to tighten policy, even
marginally by expanding the parameters of its yield curve control to +/- 0.5%, sending
USDJPY through the 130 handle. Meanwhile, continued pressure on the Chinese yuan
due to growth concerns saw USDCNY break the 6.6 handle for the first time since
November 2020. As European markets awoke, the dollar’s bid broadened and extended,
resulting in fresh multi-year lows in GBPUSD, EURUSD and a 5-year high in the DXY
index. Only on Friday, following commitments by Chinese officials to boost domestic
growth, did risk sentiment stabilise. This resulted in a minor retracement in the broad
dollar.

https://www.monexeurope.com/news-analysis/in-depth-analysis/riksbank-embarks-on-first-rate-hike-as-inflation-fires/
https://www.monexeurope.com/news-analysis/in-depth-analysis/macrons-victory-removes-some-tail-risk-but-political-risks-remain-until-june/
https://www.monexeurope.com/news-analysis/news/eur-tumbles-on-gas-concerns-boj-inaction-pushes-jpy-into-intervention-territory/
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Tuesday – 03/05

01:30 Japan Jibun Bank manufacturing PMI for April (his re-election battleprev. 53.4)

02:00 Melbourne Institute Inflation MoM for April (prev 0.8%) and YoY (prev 4%)

06:00 India S&P Global manufacturing PMI for April (prev. 54.0)

07:30 Sweden Swedbank/Silf manufacturing PMI for April (prev. 57.3)

08:00 Poland S&P Global manufacturing PMI for April (est. 51.4, prev. 52.7)

08:15 Spain S&P Global manufacturing PMI for April (prev. 54.2)

08:45 Italy S&P Global manufacturing PMI for April (prev. 55.8)

08:50 France S&P Global manufacturing final PMI for April (prev. 55.4)

08:55 Germany S&P Global/BME manufacturing final PMI for April (est. 54.1, prev. 54.1)

09:00 Eurozone S&P Global manufacturing final PMI for April (est. 55.3, prev. 55.3)

10:00 Eurozone confidence indices for April
Economic (est 108, prev 108.5)
Industrial (est 9.5, prev 10.4)
Services (est 13.5, prev 14.4)
Final consumer (prev -16.9)

14:00 Brazil S&P Global manufacturing PMI for April (prev. 52.3)

14:30 Canada S&P Global manufacturing PMI for April (prev 58.9)

14:45 US S&P Global manufacturing final PMI for April (est 59.7, prev 59.7)

15:00 US ISM indices for April 
Manufacturing (prev 57.1)
Prices paid (prev 87.1)
New orders (prev 53.8)
Employment (prev 56.3)

After dropping dovish forward guidance at April’s meeting, and the accompanying
meeting minutes stating that the stronger domestic outlook “have brought forward the
likely timing of the first increase in interest rates”, markets largely assumed the first RBA
hike would occur in June after the Q1 CPI report (released April 27th) and wage data
(released May 18th). However, the Q1 CPI report was firmer than expected, leading to
many analysts bringing forward their expectations of the first 15bp hike to May’s meeting
despite it taking place prior to the labour market report. A 15bp hike would bring the Cash
Rate to 0.25% and would match money market pricing.

Calendar (all times BST)

Monday – 02/05

05:30 Reserve Bank of Australia rate decision (est 0.25%, prev 0.1%)
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08:55 Germany unemployment change (000’s) for April (est -12.5k, prev -18k), 
unemployment claims rate (est 5%, prev 5%)

10:00 Eurozone PPI MoM (prev 1.1%) and YoY (31.45%) for March 

15:00 US factory orders for March (est 1.1%, prev -0.5%)
US durable goods orders for March (prev 0.8%), final print
US JOLTS job openings (prev 11266K)

22:00 Reserve Bank of New Zealand publishes financial stability report

23:45 New Zealand labour market data for Q1
Unemployment rate (est 3.1%, prev 3.2%)
Employment change QoQ (est 0.1%, prev 0.15) and YoY (est 3.1%, prev 3.7%). 
Participation rate (est 71%, prev 71.1%)

00:01 UK BRC shop price index YoY (prev 2.1%)

02:30 Australia retail sales MoM for March (est 0.7%, prev 1.8%)

07:00 Italy S&P Global services (prev 52.1) and composite (prev 52.1) PMI for April 

07:30 Sweden Swedbank/Silf PMI services (prev 65.3) and composite (prev 65.3) for 
April 

08:15 Spain S&P Global services (prev 53.4) and composite (prev 53.1) PMI for April 

08:45 Italy S&P Global services (prev 52.1) and composite (prev 52.1) PMI for April 

08:50 France S&P Global final ervices (prev 58.8) and composite (prev 57.5) PMI for 
April

08:55 Germany S&P Global final services (prev 57.9) and composite (prev 54.4) PMI for 
April

09:00 Eurozone S&P Global final services (prev 57.7) and composite (55.8) PMI for April

09:30 UK mortgage approvals for March (prev 71.0k) 

13:15 US ADP employment change for April (est 385k, prev 455k)

14:45 US S&P Global final services (prev 54.7) and composite (prev 55.1) PMI for April 

15:00 US ISM services index for April (est 58.7, prev 58.3)

19:00 US FOMC rate decision

The Federal Reserve is expected to hike rates by 50bp at their May meeting after officials
strongly signalled that this was the likeliest policy move in inter-meeting
communications. With a strong consensus around a 50bp hike, and the Fed already
signalling that balance sheet reduction is set to be announced at May’s meeting, the
focus for market participants will be on the level of forward guidance provided by Chair
Powell. Most importantly, participants will be keeping a close eye on the preference for
hiking rates by larger 50bp increments going forward, especially as money market
pricing currently implies nearly four successive 50bp hikes.

Wednesday – 04/05
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Thursday – 05/05

02:30 China Caixin services (est 41.0, prev 42.0) and composite (prev 43.9) PMI for April 

07:00 German factory orders for March MoM (est -0.9%, prev -2.2%) and YoY (est -1.8%, 
prev 2.9%)

07:30 Switzerland CPI for April MoM (est 0.3%, prev 0.6%) and YoY (est 2.5%, prev 2.4%)

08:00 Turkey CPI for April MoM (prev 5.46%) and YoY (est 69%, prev 61.14%)

08:15 South Africa S&P Global PMI for April (prev 51.4)

09:00 Norway rate decision (est 0.75%, prev 0.75%)

09:30 UK S&P Global/CIPS final services (prev 58.3) and composite (prev 57.6) PMI for 
April 

12:00 Bank of England rate decision (est 1%, prev 0.75%) 

To a lesser extent, markets will look out for how quickly the Fed “phases in” its
quantitative tightening programme up to the $95bn pre-set caps (more on this below).

19:30 Fed Chair Powell holds press conference 

22:30 Central Bank of Brazil selic rate (est 12.75%, prev 11.75%) 

Deteriorating domestic growth conditions, due to the squeeze on household incomes
from inflation, has led markets to price out the probability of a 50bp hike from the BoE in
May. A strong consensus has now been formed around a 25bp hike, with many expecting
some MPC dissenters to either side. Our view is that the Bank of England is having to
thread the eye of a needle when it comes to tackling the current inflation surge such that
it doesn’t induce a recession, meaning that relevant caution is required. Therefore, we
don’t think the BoE will conduct a 50bp hike at any of its remaining meetings this year
unless there is substantial evidence showing wage growth is responding to rising price
pressures. Following a 25bp hike next week, the Bank Rate will rest at 1%, meaning the
BoE will have to discuss active Gilt sales, but we think May’s meeting will be too
premature to announce formal plans. Should April’s monthly decision-maker data,
released alongside the monetary policy statement, show a further de-anchoring of
inflation expectations, there may be more support for a 50bp hike and earlier Gilt sales
(more on this below).

N/A Poland rate decision (est 5.38%, prev 4.5%) 

Friday – 06/05

00:30 Japan Tokyo CPI for April YoY (est 2.3%, prev 1.3%) and core YoY (est 0.6%, prev -
0.4%) 

02:30 Reserve Bank of Australia releases statement on monetary policy

07:00 Germany industrial production for March MoM (est -1.2%, prev 0.2%) and YoY (est
-0.5%, prev 3.2%)



Week Ahead 2nd – 6th May 2022

08:30 Sweden’s Riksbank releases minutes from April 27th meeting
ECB Villeroy speaks at a conference in Paris

09:30 UK S&P Global/ CIPS construction PMI for April (prev 59.1)

10:15 Bank of England’s Mann speaks at the European University Institute

12:15 BoE Huw Pill and Fergal Shortall deliver the monetary policy report national 
agency briefing

13:00 Poland releases meeting minutes from latest rate decision

13:30 Canada labour force survey for April 
Net change in employment (prev 72.5k)
Unemployment rate (prev 5.3%)
Hourly wage rate (prev 3.7%)

13:30 US Nonfarm Payrolls for April 
Change in Nonfarm payrolls (est 390k, prev 431k)
Unemployment rate (est 3.6%, prev 3.6%)
Participation rate (est 62.5%, prev 62.4%)
Average hourly earnings (est 5.5%, prev 5.6%) 



Week Ahead 2nd – 6th May 2022

Since the March meeting, money markets have substantially ramped up their
expectations of how high the Fed fund rate will get by year-end

FOMC Preview: 50bp hike and QT are a fact, but guidance beyond 
that is unmapped 
While the economic backdrop couldn’t have been more precarious than during the
FOMC’s May meeting, the policy actions appear set in stone. Markets, economists, and
FOMC participants themselves seem to agree that interest rates should be hiked by
50bps next week, while the Fed is also set to announce the start of balance sheet
reduction. The quantitative tightening (QT) announcement was first whispered by Federal
Reserve’s John Williams who stated QT can begin as soon as the May FOMC meeting.
However, it was only when Lael Brainard confirmed a week later that this would happen
that markets bought the story, while the FOMC minutes released on April 6th then purely
quantified the amount. Talk about a 75bp rate hike in the weeks after kept markets on
their feet, with the market implied end-2022 fed funds rate having risen over 100bps
since the March meeting and the Fed turning more hawkish on the near-term policy
outlook. While this propped up the dollar further in April, along with elevated global
growth uncertainty relating to the war in Ukraine and lockdowns in China, earlier
tightening may also keep the estimated terminal rate for the Fed contained – this was
witness in the aftermath of both Bank of Canada and Reserve Bank of New Zealand 50bp
hikes.

We expect the FOMC will raise its target rate of the policy range by 50bps and will
announce that quantitative easing will start in June, signalling that the maximum roll-off
caps are likely to be reached in three-months’ time. As both announcements are fully
baked into market price action, the rate statement shouldn’t come with too many
surprises. Instead, the focus will be on what will happen after the May meeting.

https://www.monexeurope.com/news-analysis/in-depth-analysis/fed-set-to-pull-the-plug-and-drain-liquidity-but-brainard-muted-the-market-impact/
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Larger increments at future FOMC meetings – dream or reality?

St. Louis Fed President Bullard recently noted that a 75bp hike at a future FOMC meeting
is a possibility, however, several Fed members rejected this idea since. At the moment,
we deem increments of 50 or 25bps more likely than larger hikes, however, should
inflation expectations increase more meaningfully over the longer-term or substantial
wage pressures emerge in the labour market, then a 75bp hike is a plausible option.
Given the high level of uncertainty and the fluid risk profile for the rate path, markets
won’t fully disregard outlier options like this unless explicit guidance from the FOMC rules
it out. Along those lines, much focus will be on the press conference where Fed Chair
Powell’s brains will be picked on the possibility of larger rate increments. If he is unable to
rule this out, this could send the green light to markets to push front-end yields higher,
which should favour the dollar. The impact should be isolated to the front-end, however,
given this would also imply a lower terminal rate.

Currently, markets see the terminal Fed funds rate at 3.15% next year, just below 
the recent peak of 3.30%. 

Most of the increase in the market-implied terminal rate occurred in March, following
signs that the economy is still running very hot: unemployment in March printed at 3.6%
while the economy gained an average of 562k jobs each month in the first quarter, far
higher than the consensus average of 346k. At the same time, inflation continued to
overshoot in March and printed at 8.5% YoY vs 8.4% expected, although the core print fell
below expectations. Still, the composition remained robust and there were no signs of
meaningful deceleration in the underlying pace of inflation, which was enough
ammunition for the Fed to turn more hawkish in communications. GDP surprisingly did
decline in Q1, but like CPI, the composition was still strong. On top of this, the negative
QoQ figure was mostly arising from the trade channel.

Balance sheet reduction is a fact

Back-end Treasury yields sharply rose in April following Brainard’s comments around
faster QT and the FOMC meeting minutes’ confirmation hereof, due to the Fed’s higher
concentration of purchases in longer-dated securities. Letting these securities roll off the
balance sheet, or even actively selling these securities, would therefore apply upward
pressure on longer-end yields due to the inverse relation between bond prices and
yields.

The FOMC March meeting minutes already revealed that the monthly cap for the balance
sheet reduction process would likely be set at $95bn, divided into a $60bn-$35bn split
between Treasury and mortgage-backed securities (MBS). Caps would be phased in over
a period of three months or “modestly longer”. Along these lines, we see minimal
changes to the balance sheet reduction outlook and expect there to be a low risk of a
surprise in terms of a bond-selling policy action.
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Since the March meeting, money markets have substantially ramped up their
expectations of how high the Fed fund rate will get by year-end

Bank of England preview: containing great expectations

At 12:00 BST on Thursday, we expect the Bank of England to hike rates by 25 basis points,
bringing the Bank Rate to 1%. Based upon inter-meeting communications, we believe Jon
Cunliffe will maintain his dovish stance, opting to hold rates, and two of the four members
who voted for a 50bp hike in February (Haskel, Mann, Ramsden and Saunders) to do so
again in May. This would result in a 1-6-2 vote split. Compounded by increasingly cautious
language in the policy statement, repeated concerns around growth conditions and
consumer sentiment in the meeting minutes, and the market-implied forecasts in the
Monetary Policy Report showing a substantial deterioration in the UK’s economic outlook,
we expect the BoE’s decision to be viewed as a “dovish hike”. This should prompt a
readjustment in money market pricing; however, at current spot rates, we don’t think this
is necessarily bearish for the pound. With the Bank Rate lifted to 1%, the Bank of England
will also start to consider “beginning the process of actively selling assets,” but we don’t
think that now is the opportune time for the BoE to lay out its plans for active quantitative
tightening given current levels of uncertainty around its impact and the elevated volatility
in bond markets at present.

Growth conditions will lead to caution in monetary policy tightening
While inflation data continues to surprise to the upside of the MPC’s expectations, such as
March’s headline CPI reading of 7% that was well above the “around 6%” figure previously
anticipated by the Bank, we expect the Bank’s formal communications to start showing
increased concerns around the UK growth outlook.
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Signs that the consumer is already struggling under higher inflation conditions and tax
increases have been visible in service sector activity and consumer confidence indices.
April's preliminary PMI data highlighted that growth in demand for services has slumped
to among the weakest since the lockdowns of early 2021, with businesses accounting this
to higher prices and the associated rise in the cost of living. Additionally, March’s retail
sales data showed volumes of sales collapsed in March, while GfK’s composite consumer
confidence measure for April saw a sharp contraction down to -38, one point short of the
record low recorded in July 2008. Given how economic conditions have progressed, we
expect the MPC projections to show a material downgrade in 2022 and 2023 GDP from
3.75% and 1.3% respectively. Additionally, with wholesale gas and electricity prices
suggesting Ofgem’s price cap may rise by 30% in October, above the Bank’s 15% price
rise envisaged during February’s forecast round, we expect the Bank will have to
upgrade its 2022 inflation forecast.

With greater pressure on consumption growth than previously estimated, policymakers
will have to determine the trade-off between tackling inflation and supporting growth.
While Catherine Mann’s speech on “a monetary policymaker faces uncertainty” suggests
that a front-loaded hiking cycle is the best option to take amid this scenario, as she stated
“the cost of making a mistake if the true inflation process is more persistent is larger than
if the true inflation process is less persistent”, we don’t believe this view will be
commonly shared among the core committee. In comparison to other G10 central banks
who are front-loading their hiking cycles by conducting 50bp rate rises, we think the
earlier and more decisive action by the BoE will be deemed as “front-loading” by the
majority of the MPC. This will especially be the case if the accompanying data from the
decision maker panel for April, released at the same time as the rate statement and the
MPR, highlights that firms’ expected price changes aren’t rising further despite increasing
near-term inflation pressures. This would suggest a short-circuit in the expectations-
formation process underpinning inflation, as Mann puts it, and would thus naturally lead
to lower inflation over time as firms are unable to systematically increase prices due to
weak consumer demand.

Under this scenario, we expect the Bank will prioritise supporting growth, thus 
conducting a further 25bp hike in June, before taking a pause until Q3. 

A large risk to this view is that businesses don’t show signs of being inhibited by demand
conditions to pass on rising cost pressures to the consumer. As previously mentioned, the
Decision Maker Panel survey data will be key to assessing this. An additional upside risk
to our rate forecast comes from wages. A pick-up in wage growth as employees’ bargain
for more pay amid a tight labour market and strains on real incomes. While provisional
data from XpertHR suggests that wage settlements increased by 4% in April, we expect
this to be revised down as lower wage increases are begrudgingly accepted by
employees over time, signs of sustained wage increases will only put further pressure on
the BoE to continue tightening policy.

These forecast adjustments suggest a sharper contraction in real 
household incomes and a higher unemployment rate in the medium-

term. 

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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Money market pricing has some way to come down

We have long argued that money market pricing of the Bank of England’s rate path has
been too aggressive. Over the past months, we have seen economic data and Bank of
England communications confirm this. And yet, overnight index swaps continue to price a
Bank Rate north of 2% by the end of the year. While money markets have thus far been
reluctant to price out consecutive 25 basis point rate hikes from the BoE at every meeting
this year, we think the voting split and market-implied forecasts from the Bank of England
will warrant such an adjustment. Furthermore, we expect the results of the meeting to
confirm our long-held view that the path for rates above 1% this year is far less certain
than the journey to this threshold as growth considerations start to become more
pressing. At present, we assume that the Bank Rate will be raised by a further 50bp to
1.25% over the course of May and June’s meetings, before the BoE pauses its tightening
cycle in Q3. Even with two additional 25bp hikes at the November and December
meetings, this would imply a year-end rat of 1.75% - nearly 50bps below current market
pricing.
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Pricing of the December 2022 Bank Rate in OIS markets has some way to moderate in
our view, but this won’t necessarily lead to GBP weakness given 2-year Gilt yields
currently trade at 1.5%


