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On top of this, data on inflation expectations and confidence indicators out of the
antipodeans will be influential, especially after the RBNZ and RBA hiked rates above
market expectations despite signs of crumbling consumer confidence. The final area for
markets to zone in on is inflation. Producer price inflation in China is set to moderate,
suggesting a global disinflationary force may be on the horizon, while CPI data out of the
US will be heavily scrutinised in light of the Fed’s more dovish stance this week and
speculation that March saw the peak in core CPI in the US.

Given the increased level of bond market volatility over the past week, and 
expectations of this to continue as denoted by the ICE MOVE index,                 

inter-meeting communications from Fed and BoE members next week will 
prove key for steering markets towards a new equilibrium during a lull in the 

economic data calendar

Central bank policy decisions have largely called the tune for FX markets to dance to this
week. Overnight on Tuesday, a hawkish Reserve Bank of Australia spurred AUDUSD back
above 0.71 after it hiked rates by 25bp to bring the Cash Rate to an unconventional level
of 0.35%. The rally in AUD was compounded on Wednesday as risk assets rallied across
the board following a more dovish Federal Reserve than anticipated. The bullish market
reaction to the Fed was notably triggered by Chair Powell’s comment that the FOMC was
not actively considering a 75 basis point hike as an option for future meetings. The dovish
repricing in US rate markets was then compounded by Powell’s confidence that the Fed
could get a “softish” landing for the US economy, a comment that insinuated that more
aggressive future hikes at the expense of growth weren’t necessarily required to bring
inflation back to target. Over Wednesday evening and into the early part of the APAC
session on Thursday, the dollar softened as equities went bid along with other risk assets.
However, a sharp bounceback in US Treasury yields on Thursday, driven by the 10-year
breaching the 3% level, spurred the dollar to erase all of Wednesday’s losses, while the
sharp decline in US equities triggered further haven flows into the greenback. Although
G10 currencies sustained sizable losses on Thursday, the decline in the pound was
especially pronounced. The 2% drop in GBPUSD on the day was driven by the Bank of
England repeatedly pushing back on market expectations of interest rate hikes in all
forms of its communication. Markets quickly adjusted to the lower rate path implied by
the BoE and also started to price in a higher likelihood of a recession in the UK next year.
The combination of which, especially in bond markets as opposed to money markets,
weighed on the pound. On Friday, the focus for FX markets quickly shifted from central
bank communications to economic data as labour market reports from the US and
Canada were released. However, neither report was unambiguously strong, in our
opinion.

https://www.monexeurope.com/news-analysis/news/rba-surprises-markets-with-larger-than-expected-rate-hike/
https://www.monexeurope.com/news-analysis/in-depth-analysis/federal-reserve-hikes-rates-50bp-for-the-first-time-in-22-years-signals-more-to-come/
https://www.monexeurope.com/news-analysis/in-depth-analysis/boe-hikes-25bp-to-bring-bank-rate-to-1-but-pause-in-the-tightening-cycle-imminent/
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Towards the end of the week, markets may position for monetary data out of China over
the following weekend that will likely show the impact of the lockdown in the financial
hub Shanghai on corporate funding conditions and the corresponding move by the PBoC
to the growth shock as a key policy rate is expected to be cut. Aggregate social financing
data for April is expected to lower to CNY2.3bn in March, down from CNY 4.65bn in April,
while new loan growth is expected to halve from CNY 3.125bn to CNY1.55bn. In an effort
to stimulate the economy further, economists forecast the central bank to lower its
benchmark 1-year medium-term lending facility rate from 2.85% to 2.8%. Adjustments in
the MLF precede lower market-based rates, as quoted later in the month by the 1Y loan
prime rate. Lower rates in China at a time of rising US Treasury yields will likely push
USDCNY closer to our May target of 6.7.

One-month implied volatility in the bond market, as denoted by the ICE MOVE index, is
at highs last seen during the onset of the pandemic and the war in Ukraine

https://www.monexeurope.com/wp-content/uploads/Monex-Europe-May-2022-FX-Forecasts.pdf
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Tuesday – 10/05

00:50 Bank of Japan March meeting minutes

09:30 Eurozone sentix investor confidence for April (est -20, prev -18)

12:00 Mexico CPI for April MoM (est 0.58%, prev 0.99%) and YoY (est 7.73%, prev 7.45%)

13:30 Canada building permits for March MoM (prev 21%)

23:45 New Zealand retail card spending for April MoM (prev -1.3%) and total card 
spending for April MoM (prev 1.6%)

N/A China’s trade balance for April (est $51.9bn, prev $47.38bn)

Calendar (all times BST)

Monday – 09/05

00:01 UK BRC sales like-for-like for April YoY (prev -0.4%)

02:30 Australia NAB business confidence for April (prev 16)

07:00 Norway CPI for April MoM (prev 0.6%) and YoY (prev 4.5%)

08:00 Hungary CPI for April MoM (est 1.2%, prev 1%) and YoY (est 8.9%, prev 8.5%)

10:00 German ZEW Survey for May
Expectations (est -41.5, prev -41)
Current situation (prev -30.8)

12:40 Fed’s Williams gives speech at a NABE/ Bundesbank economic symposium

13:00 Brazil retail sales for March MoM (prev 1.1%) and YoY (prev 1.3%)

14:15 Fed’s Barkin discusses inflation at event hosted by Cecil County Chamber of 
Commerce

18:00 Fed’s Waller and Kashkari speak to Economic Club of Minnesota

20:00 Fed’s Mester speaks on panel discussing Monetary Policy and Financial Stability 
Challenges During Balance Sheet Normalisation at the Atlanta Fed’s annual 
conference

Wednesday – 11/05

00:00 Fed’s Bostic speaks on monetary policy and the economy

01:30 Australia Westpac consumer confidence for May (prev 95.8) and MoM (prev -
0.9%)

02:30 China CPI YoY for April (est 1.9%, prev 1.5%) and PPI YoY for April (est 7.8%, prev
8.3%)

07:00 Germany CPI final reading for April MoM (est 0.8%, prev 0.8%) and YoY (est 7.4%, 
prev 7.4%)



Week Ahead 9th – 13th May 2022

09:00 ECG President Lagarde speaks at the 30th anniversary of the Slovenian central 
bank

12:00 US MBA mortgage applications for week ending May 6th (prev 2.5%)

13:00 Brazil IGBE Inflation for April MoM (est 0.99%, prev 1.62%) and YoY (est 12.09%, 
prev 11.3%)

13:30 US CPI for April MoM (est 0.2%, prev 1.2%) and YoY (est 8.1%, prev 8.5%)
Core CPI MoM (est 0.4%, prev 0.3%) and YoY (est 6.1%, prev 6.5%)

April’s CPI data will be acutely examined by financial markets after US rates traders were
forced to price out the probability of a 75bp hike by the Fed in upcoming meetings. With
core inflation expected to have peaked in March, owing to moderation in used car prices
and signs that shelter price growth was slowing, any upside in the core measure relative
to expectations will only embolden hawkish pricing again in markets. However, still
robust services and goods price growth should backstop the probability of sustained
50bp hikes from the Fed in OIS pricing (more on this below).

00:01 UK RICS house price balance for April (prev 74%)

02:00 Australia consumer inflation expectations for May (prev 5.2%)

04:00 New Zealand 2Y inflation expectations for Q2 (prev 3.27%) 

07:00 Sweden CPI for April MoM (prev 1.8%) and YoY (est 6.5%, prev 6%)
UK preliminary Q1 GDP QoQ (est 1%, prev 1.3%) and YoY (prev 6.6%)
UK March GDP MoM (est -0.1%, prev 0.1%)

10:30 Riksbank Ingves speaks on monetary policy

13:00 India CPI for April YoY (est 7.4%, prev 6.95%) 

13:30 US PPI for April MoM (est 0.5%, prev 1.4%) and YoY (est 10.7%, prev 11.2%)

19:00 Banxico overnight rate (est 7%, prev 6.5%)

In line with recent history, the central bank of Mexico is set to hike its policy rate by 50bps
following similar moves from the Federal Reserve earlier this week. While Banxico has
already conducted multiple 50bp moves during the recent hiking cycle, still high and
rising inflation data is set to keep the central bank in a firm hiking mode. Additionally,
policymakers at Banxico will be aware that pressure from rising US rates on the Mexican
peso will only further increase inflation in the coming months. Thus, the need to match
the Fed for pace at the current juncture.

Thursday– 12/05

21:00 Fed’s Daly speaks in a moderated fireside chat
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Friday 13/05

07:00 Norway GDP mainland for Q1 QoQ (prev 1.4%) and MoM for March (prev 0.5%)

07:45 France final CPI for April MoM (est 0.4%, prev 0.4%) and YoY (est 4.8%, prev 4.8%)

08:00 Spain final CPI for April MoM (prev -0.1%) and YoY (prev 8.4%)

09:00 Poland final CPI for April MoM (prev 2%) and YoY (prev 12.3%)

09:30 Hong Kong final Q1 GDP reading QoQ (prev -2.9%) and YoY (prev -4%)

16:00 Fed’s Kashkari discusses economy and inflation

17:00 Fed’s Mester discusses monetary policy
Russia CPI for April MoM (est 1.8%, prev 7.61%) and YoY (est 17.8%, prev 16.69%)

US CPI is likely to have peaked in March
CPI inflation has been climbing consistently in the US, and on a year-on-year basis, it has
exceeded 2 percent since March 2021. The most recent data showed that headline
inflation has surged to 8.5% YoY in March, the highest level in more than 40 years. Core
CPI, which excludes the volatile prices of food and energy, has been close in tow. That
metric has risen 6.5% from last year, signalling that domestic inflationary pressures are
broad and also high. Indeed, services inflation, which is far less impacted by economic
developments outside the US, is running hot enough to contribute roughly 3 percentage
points by itself to the year-on-year core figure.

Inflation is high for a multitude of reasons. At a fundamental level, massive amounts of
fiscal and monetary stimulus deployed following the 2020 Covid recession are the main
pillars, having helped to make up the gap in incomes and consumption after the virus
forced people to stay home. Goods demand spiked at this point when many services, like
travel and restaurants, became unavailable for consumption. Shortly after, pent-up
demand for services fuelled price pressures as the economy re-opened. The volatile
dynamics in the global economy made it difficult for top manufacturing firms to gauge
future demand while health restrictions limited global trade, creating a supply-demand
mismatch in upstream industries like semiconductors, which spilled into higher prices for
a slew of downstream products, ranging from gaming consoles to cars. That supply
disruption was also visible in higher freight costs, numbers of ships waiting at ports, and
delivery times. Thinking that these supply constraints were the primary driver of inflation
and thus would resolve themselves, the Fed decided to wait out the storm. The wait
ended after Russia invaded Ukraine, its neighbour and fellow former member of the
USSR. Sanctions imposed by Western countries on Russia, one of the world’s leading net
exporters, effectively restricted the global supply of crude oil and other commodities,
while the war itself damaged Ukraine’s crop harvest. Ultimately, this fed into the prices
paid by consumers via the cost of gasoline, energy, and food. This largely explained the
jump in headline CPI in the US from 7.9% in February to 8.5% in March.

Looking to the future, it’s likely that headline inflation in the US 
already peaked at a month-on-month (MoM) basis in March and will 

moderate to more normal levels over the course of the year. 
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Additionally, March’s report likely saw the peak in core inflation in year-on-year (YoY)
terms at 6.5%. Several key pieces of evidence underline our view that inflation pressures
likely peaked at the end of Q1. First, market-based inflation expectations have fallen
substantially since March, with the 1Y breakeven down nearly 1.4% from its peak. While
only indicative, the market-based measure of inflation expectations suggests that
consumers and businesses are likely to start expecting slower price growth in the coming
months. This should be confirmed by upcoming survey-based measures. If so, it
highlights that consumer demand is likely to restrict higher price growth, especially in
services which is now the main source of price pressure in the core measure. Further
weighing on core CPI MoM are previous “transitory” drivers of inflation, such as used car
prices. Improved supply chains for semiconductors have weighed on the price of used
cars: auction prices declined 1.1% to 43% above pre-pandemic levels in the first half of
April. Additionally, when measured in YoY terms, used car prices are now going to be
measured against their extreme surge in Spring 2021. The higher base will provide a more
disinflationary drag, compounding our view that core CPI YoY likely peaked in March.

In addition to a slowdown in the momentum of core price pressures, the partial unwind in
global commodity prices is also set to bring down the month-on-month headline CPI
reading from March’s 1.2% print. At the end of April, oil prices were 8% lower in April than
March, and although gasoline prices fell by a less dramatic 1.2% due to the market
structure that causes prices to rise faster than they fall in that market, the CPI component
should weigh heavily on April’s MoM headline reading after March’s 18.3% increase
contributed nearly 60% to the overall 1.2% MoM increase. Furthermore, key indicators of
supply chain pressures, including overseas shipping costs and stock prices of
transportation firms also started to fall around the same time in March, suggesting the
dislocation that has persisted since the start of the pandemic is starting to weaken.
Anecdotal evidence from Amazon’s latest earnings call adds further support, noting that
the e-commerce giant faced “overcapacity” after overestimating demand amid last year’s
“very volatile demand outlook”.

Our view that inflation likely peaked in March in the US isn’t contrarian, however. The
median expectation for March’s inflation report is 8.1% for the headline YoY figure, 0.4
percentage points below April’s 8.5% reading, with a likewise reduction in the expected
YoY core reading at 6.1%. On monthly terms, the consensus forecast is for the headline
rate to print at 0.2%, a substantial downward revision from March’s 1.2%, with the core rate
set to increase slightly from 0.3% to 0.4%, confirming our view that base effects mark a
peak in the core YoY figure.

Instead, we expect April’s inflation report to impact pricing for the July and September
meetings, where rates traders are still pricing an elevated chance that the Fed will hike
by 50bp again at those meetings, which would bring the Fed to four consecutive 50-point
moves. This, in our view, is less probable than money markets suggest. Two consecutive
weaker inflation reports could prompt money market traders to acknowledge this and
price out the probability of such an aggressive hiking path, and with it, incite dollar
downside.

The final piece of evidence confirming our view that core inflation has likely peaked is 
the sign that goods inflation is set to slow dramatically. This was highlighted by 

March’s -0.4% reading in core goods prices. 
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With expectations set for inflation to moderate, it is unlikely that such an event will 
prompt an aggressive repricing in Fed interest rate expectations, especially for its 

next meeting on June 15

Instead, we expect April’s inflation report to impact pricing for the July and September
meetings, where rates traders are still pricing an elevated chance that the Fed will hike
by 50bp again at those meetings, which would bring the Fed to four consecutive 50-point
moves. This, in our view, is less probable than money markets suggest. Two consecutive
weaker inflation reports could prompt money market traders to acknowledge this and
price out the probability of such an aggressive hiking path, and with it, incite dollar
downside.
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US overnight index swaps currently imply a near 150bp worth of tightening by
September’s meeting (3 consecutive 50bp hikes), which could be revised down if CPI
misses expectations


