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Weekly Highlights 

 

 Solid payrolls cement expectations of 50bp at May FOMC 

 Curve inversion points to slowdown rather than recession 

  

 BoJ defends 0.25% but JPY firms as UST yields ease off highs 

 New FY portfolio outflows likely subdued amid elevated volatility 

 

 EUR lifted by hopes of easing of Russia/Ukraine conflict 

 Policy the focus amid a dearth of data 

 

 Shanghai in lockdown, RMB drops briefly 

 CGB-UST yield spread narrows towards zero 

 

 With buffer from AUD surge, RBA set to be on hold 

 RBI on hold but on borrowed time 

 

 Capital continues to flow into LatAm amid Ukraine conflict 

 Inflation data in focus 
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US – Solid payrolls cement expectations of 50bp at May FOMC 

Major Events and Data Releases 

Date Event Survey Prior 

5-Apr Trade balance ($bn, Feb) 88.6 89.7 

 ISM services (DI, Mar) 58.6 56.5 

 Composite PMI, final (DI, Mar) -- 58.5 

6-Apr FOMC minutes  -- -- 

7-Apr Jobless claims (k)  202 

    

Source: Bloomberg 

 
The UST yield curve flirted with inversion this week. 2x10s briefly turned 
negative early in the week and again in the wake of the solid payrolls report on 
Friday. That said, the degree of inversion was small – not much more than a 
single basis point. With the Fed expected to allow bonds to roll off its balance 
sheet in coming months, this will limit the degree inversion. In addition, the fact 
that the Fed owns so much of the market muddies the signal from the curve.  
 
Non-farm payrolls were strong, with 431k jobs in March, as well as 95k in 
revisions. The unemployment rate dropped to 3.6%, while average hourly 
earnings rose to 5.6%YoY. Participation edged a little higher, driven by gains in 
prime-age workers and under-employment slid to 6.9%, close to multi-decade 
lows. Fed Chair Powell recently characterised the labour market as strong, 
almost to an unhealthy degree. The payrolls report underscores that assessment 
and cements the view that the Fed will hike another 50bp in its early May FOMC 
meeting. The prices paid index in the manufacturing ISM pushed sharply higher, 
reflecting the surge in energy prices.     
 
Outlook 
It is a relatively light week for data and this will leave the focus on the policy 
outlook. Curve inversion will be a key focus. The minutes of the FOMC meeting 
are due this week and in his post-meeting press conference Powell suggested 
that the minutes would contain more detail on the discussion of the balance 
sheet. Williams, Brainard, Harker, Bullard, Bostic and Evans are all due to speak 
next week. The market has ~125bp priced in for the next 3 Fed meetings 
suggesting an aggressive pace of tightening. Some FOMC members look to 
prefer a steady pace of 25bp hikes but the bulk of the Committee look set to back 
a larger 50bp hike in May. Financial conditions have eased a little in recent 
sessions and the Fed will be keen to see this trend reverse as it seeks to slow 
activity to bring burgeoning demand into line with more limited supply.   
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Japan – BoJ holds the line 

Major Events and Data releases 

Date Event Survey Prior 

4-Apr Monetary base (%YoY, Mar) -- 7.6 

5-Apr Cash earnings (%YoY, Feb) 0.6 0.9 

 Household spending (%YoY, Feb) 2.7 6.9 

 Composite PMI, final (DI, Mar) -- 49.3 

7-Apr Leading index (Feb) 100.8 102.5 

8-Apr Current account balance, sa (¥bn, Feb) 274.8 191.7 

 Eco watchers, outlook (DI, Mar) 47.5 44.4 

 Eco watchers, current (DI, Mar) 45.0 37.7 

    

Source: Bloomberg 
 

This week the BoJ aggressively defended the upper limit of its 0.0% +/-25bp 
target range for 10yr JGB yields, underscoring that it has no interest in joining 
the G10 scramble for tighter policy. Despite the BoJ underscoring policy 
divergence, the yen firmed during the week, having hit a 7 year high above 
USD/JPY 125 on Monday. It was driven mainly by the surge in 2yr UST yields, 
which peaked at 2.45% on the Tuesday. There was much discussion of 
intervention, with some jawboning from politicians and even MoF’s lead FX 
bureaucrat. However, the BoJ and most ex-bureaucrats seemed fairly 
sanguine. Late in the week comments by Furusawa (former top FX 
bureaucrat at MoF) on a line-in-the-sand being meaningless with more focus 
on the speed of the move were typical of the view. The Tankan showed many 
companies seeing JPY weakness as a factor pushing up import costs rather 
than boosting profits underscoring the tricky path Japanese policy makers 
have to tread.       

Outlook 
The level of the currency will remain a key focus for investors. To the extent 
that the yen weakens sharply the policy authorities will be interest in keeping 
any drop orderly. Disorderly markets are a strong trigger for central bank 
intervention. We note that there has been no intervention since 2012 and no 
intervention to support the yen this century. Intervention is much less common 
than it used to be. It was more or less a regular occurrence during the 1990s 
but there has only been one bout of activity in 2010~2012 when USD/JPY was 
often below 80. Absent this bout of activity there has been no intervention 
since 2004. We see the prospects of intervention as low but expect that it 
would rise if USD/JPY were to rise towards 130 rapidly. A slow grind upto 130 
does not seem likely to evoke an actual response, although jawboning from 
official would doubtless pick up sharply. Portfolio outflows from Japan’s major 
investors at the start of the new fiscal year will also be a market focus. We see 
the major Japanese investor groups as seeing overseas bond markets as 
fundamentally attractive but volatility as too elevated at present to spur 
significant activity. We expect activity to pick up in due course as volatility 
ebbs. At the tail end of the week, the current account data for February and 
associated portfolio flows data for March are due. Weekly data show 
Japanese investors were heavy sellers of overseas bonds in March. The 
report will show which investor groups were behind the sales.  
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Europe – ECB policy in focus amid a lack of data     

Major Events and Data Releases 

Date Event Survey Prior 

5-Apr UK – New car registrations (%YoY, Mar) -- 15.0 

 EZ - Composite PMI, final (DI, Mar) 54.5 54.5 

 UK - Composite PMI, final (DI, Mar) 59.5 59.7 

6-Apr GE – Factory orders (%MoM, Feb) -0.3 1.8 

 EZ – PPI (%YoY, Mar) 31.7 30.6 

7-Apr EZ – Retail sales (%MoM, Feb) 5.1 7.8 

    

 Source: Bloomberg 
 

Surging inflation remains the focus with the eurozone CPI jumping to 
7.5%YoY in March, well ahead of the consensus estimate of 6.7%YoY. It is 
worth noting that in the eurozone the main driver remains energy prices, with 
core CPI at 3.0%YoY – a little below the consensus call of 3.1%YoY. This is in 
contrast to the US (core CPI 6.4%YoY) and the UK (core CPI 5.2%YoY). The 
surge in inflation saw 2yr German yields briefly move above 0.0% for the first 
time since 2014.  
 
EUR was supported early in the week by hopes of progress in the 
Russia/Ukraine peace talks as Russia announced a refocusing of its efforts in 
the East of Ukraine. EUR gave back some of the gains as optimism faded 
during the week. GBP was under a little pressure this week as BoE Governor 
Bailey sounded dovish, focusing in the historic hit to incomes rather than the 
historic surge in inflation in a mid-week speech.    
 
Outlook 
It will be a quiet week in terms of data, leaving the focus on policy, politics, 
Ukraine and energy prices. Investors will be watching events in France ahead 
of the 10 April first round poll for the presidential election. Macron looks to 
have a solid lead and will almost certainly make the second round in May. The 
race to challenge him looks to be more interesting, with Le Pen currently in 
second place.  
 
The ECB will release the minutes of its recent meeting on Thursday, while 
Chief economist Lane will speak on Wednesday, most likely in a dovish vein in 
line with his recent comments stressing two-way risks in eurozone policy even 
as the markets march on pricing in more tightening. Markets are currently 
priced for a 25bp hike by September and 50bp of hikes by year end for the 
depo rate. The minutes will be scrutinised for clues as to how the ECB views 
developments since the forecast cut off point in late February.  
 
Also up this week are BoE chief economist Pill, Governor Bailey and Deputy 
Governor Cunliffe. Cunliffe voted to leave policy on hold at the last meeting 
and so it would be interesting to hear his policy views but he tends to stay in 
the “financial stability” lane.  
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China – Shanghai lockdown dampens growth outlook   

Major Events and Data Releases 

Date Event Survey Prior 

6 Apr Caxin China PMI Services (DI, Mar) 49.8 50.2 

7 Apr FX Reserves (USD bn, Mar) 3193.83 3213.8 

    

Source: Bloomberg 
 

CNH reversed its loss recovering to the 6.36 level over the week. Initially CNH 
tumbled to a 2-week low of 6.3983 on the surprising lockdowns in Shanghai. 
With the Fed’s hawkish stance and soaring UST yields, the China-US yield 
differential was not favourable to the RMB outlook. In particular, the 5yr China 
Government Bond – UST yield spread briefly turned negative, signalling the 
dissipating RMB yield advantage. In February, RMB deposits in HK dropped 
sharply by 17.3% to RMB 907bn but the amount was still above the 2021 
average of RMB 825bn. China manufacturing PMI for March dropped sharply 
to below the 50 level for the first time since October 21 as the lockdowns 
across first-tier cities caused disruptions in production and logistics. Chinese 
Premier Li vowed to front-load measures to stabilize the economy and strive 
to achieve the growth targets at the State Council regular meeting. 

The PBoC scaled up its daily reverse repo operation to CNY 150bn at 
month-end, net injecting CNY 420bn into the market. The onshore 7-day repo 
rate fell back to 1.95% after month-end. With Shanghai lockdowns, some of 
onshore trading activities shifted to the offshore markets. CNH liquidity 
conditions tightened. Overnight CNH HIBOR jumped to 3.05%. 3Y CNH-CCS 
remained high at near 3.4% on rising global yields. 
 
Outlook 
We turn more bearish on the RMB outlook in Q2 on the back of resurgence of 
covid in China and the dissipating RMB yield advantage. The lockdowns in 
the first-tier cities are set to cause disruptions in production and logistics, and 
manufacturers may consider bringing forward their relocation plan back to 
other countries. Moreover, the Fed’s aggressive tightening cycle (50bp hike 
per meeting is on the cards) will squeeze the RMB yield advantage.  
Alongside the rising compliance risk of holding Chinese investment and 
endless government crackdowns on Chinese tech giants, foreign investors’ 
confidence on Chinese investment is fragile and capital flows to China could 
turn from inflow into outflow quickly.  
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EM Asia – RBA and RBI on hold 

Major Events and Data Releases 

Date Event Survey Prior 

5 Apr Australia RBA Cash Rate (%) 0.1 0.1 

  Korea CPI (%YoY, Mar) 3.8 3.7 

  Thailand CPI (%YoY, Mar) 5.6 5.3 

  Philippines CPI (%YoY, Mar) 3.6 3.0 

  Singapore Retail Sales (%YoY,Feb) 4.8 11.8 

  Philippines Unemployment (%,Feb) -- 6.4 

7 Apr Australia Trade Balance (A$bn, Feb)   11.7 12.9 

8 Apr India RBI Reverse Repo Rate (%) 3.4 3.4 

  Korea C/A Balance ($mn, Feb) -- 1811 

29 Mar Thailand Consumer Conf (DI, Mar) -- 37.2 

30 Mar Indonesia Consumer Conf (DI,Mar)  -- 113.1 

31 Mar Philippines Trade Balance ($mn, Feb) 4900 4696 

     

Source: Bloomberg 
 

With oil being knocked back by the US strategic reserve release, relief for 
those hurt most by oil prices was obvious with PHP and INR leading gains 
amongst EM Asia FX for the week. Elsewhere, as expected, the Bank of 
Thailand kept policy on hold as the central bank continues to see fit to 
maintain accommodation for an economy that is still struggling back to 
pre-COVID strength as tourism is being restored only very gradually. With 
price pressures rather narrow still, despite picking up, the BoT is able to leave 
policy on hold for now. 
   
Outlook 
Speaking of buying time, other central banks are set to be on hold next week 
too – the RBA and the RBI. But despite the same expected outcome of a hold, 
the RBA and RBI are poles apart in terms of policy options and the latitude to 
exploit accommodation still in place. 
 
For the RBA, the rate hold at this meeting may be extended for a few more 
meetings yet; at least into the later part of 2022. Mainly as the RBA still has to 
contend with an uneven recovery – with the non-resource sector in particular 
lagging – amid a lack of worrying wage-price spirals risks. Especially in the 
context of balance sheet stimulus that has been revoked; taking the pressure 
off the RBA to begin normalization. Finally, AUD’s rally since Russia-Ukraine 
conflict also pushes back against the need for imminent tightening.   
 
As for the RBI, the hold is a tenuous one; with inflation having already 
exceeded the RBA’s 6% ceiling and set to climb even higher as food and 
energy prices rise. What’s more, apart from higher and stickier inflation, 
deterioration of the twin deficits could also pose a threat to macro-stability; 
which in turn intensifies the urgency for the RBI to begin policy tightening. This 
underlines our call for a 100bp of catch-up hikes starting mid-2022.  
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Latin America – Inflation data in focus 

Major Events and Data Releases 

Date Event Survey Prior 

4-Apr Colombia Monetary Policy Minutes -- -- 

5-Apr Colombia CPI (% YoY, Mar) 8.47 8.01 

7-Apr Mexico CPI (% YoY, Mar) -- 7.28 

 Mexico Monetary Policy Minutes -- -- 

 Argentina Industrial Production (% YoY, Feb) -- -0.3 

 Peru Reference Rate (%) -- 4.0 

8-Apr Chile CPI (% YoY, Mar) -- 7.8 

 Brazil CPI (% YoY, Mar) -- 10.54 

    

Source: Bloomberg 

 

Fading hopes of a cease-fire agreement between Russia and Ukraine helped 
keep capital flowing to Latin America this past week, as the region is less 
directly exposed to the economic consequences of the war compared to 
eastern European economies. CLP and COP underperformed though. The 
Chilean and the Colombian central bank raised their policy rates by 150bp 
and 100bp this week to 7.0% and 5.0% respectively, resisting calls for even 
more aggressive rate hikes. Overall, we see Latin American currencies 
stretched at current levels and expect them to give up part of their recent 
gains. Assuming the conflict in Ukraine eventually de-escalates, commodity 
prices are unlikely to remain at the current high levels, and the Fed is 
expected to embark on a more aggressive tightening cycle, which should 
trigger capital outflows from emerging market economies.  

 

Outlook 
Inflation data will be in focus as Colombia, Mexico, Chile, and Brazil will 
disclose their rates for March. Higher commodity prices and disruptions to 
global supply chains have pushed inflation upwards across the region to well 
above the central banks’ upper bound of their inflation targets and we expect 
the trend to continue in March. Crude oil prices climbed above $100/barrel for 
the first time in almost 8 years in March, which should pressure fuel prices. 
The inflation outlook is more challenging in Brazil where several price shocks 
over the past year (food, fuel, goods, and electricity) have pushed inflation 
into double digits. Importantly, since the country has a past of high inflation, 
inertia can play an important role in determining inflation. But the inflation 
outlook has also worsened very fast in other parts of the region. Elsewhere, 
the central bank of Peru will announce its monetary policy decision on 
Thursday. We expect the bank to continue hiking interest rates at the 
measured pace of 50bp to 4.50%. Albeit still rising, the latest inflation data 
came in line with expectations and policymakers provided no indication that 
they were planning to step up the pace of rate hikes at the last meeting. 
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