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Weekly Highlights 

 

 FOMC hikes 75bp. USD ends week higher amid equity meltdown 

 Powell’s testimony to Congress in focus in quiet data week 

  

 BoJ eschews the rate hike fun. Re-affirms Yield Curve Control 

 Lack of BoJ action leaves JPY vulnerable 

 

 ECB to rush spread narrowing tool into action 

 BoE’s 25bp hike looks underpowered on a relative basis 

 

 China data for May surprised to upside 

 CNY held relatively steady amid market rout 

 

 BSP will stay the course, with a 25bp hike this week 

 BI needs to hike 25bp, failing which IDR deprecation risks rise 

 

 Hawkish Fed keeps Latin American currencies under pressure  

 Banixco to step up rate hikes. Colombia election in focus 
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US – Powell testimony to Congress in focus 

Major Events and Data Releases 

Date Event Survey Prior 

21-Jun New home sales (%MoM, May) -3.7 -2.5 

23-Jun Jobless claims (k) -- 229 

 PMI M’fact, flash (DI, Jun) 56.3 57.0 

 PMI Services, flash (DI, Jun) 53.7 53.4 

24-Jun U Mich – Consumer confidence (DI, May) 50.2 50.2 (p) 

 New home sales (%MoM, May) 0.7 -16.6 

    

Source: Bloomberg 

 
In the wake of the push higher in the CPI the previous week and then the WSJ 
article on the Fed considering a 75bp hike on Monday, the market was fully 
priced for the 75bp hike that the Fed duly delivered on Wednesday evening. 
Data on the week were soft with retail sales and the Philly Fed especially 
downbeat and recession bets are rising rapidly, which has kept equity and credit 
markets under pressure. There were even some signs that the supply chain 
strains were easing in some of the survey data. The Fed’s own forecasts showed 
growth slowing to 1.7%YoY in Q4 ‘22, down from the March projection of 
2.8%YoY. The forecast also showed unemployment moving steadily higher upto 
4.1% by end 2024, while headline PCE inflation was seen at 5.2%YoY in Q4 this 
year and 2.6%YoY in Q4 2023. The median Dot in the Dot Plot was 3.375% by 
end 2022, 175bp above the new policy rate, suggesting the Fed is planning to 
remain busy in H2. The Dots now imply policy will remain in mildly respective 
territory through much of the forecast horizon. Powell noted that 75bp was 
possible at the July meeting but that 75bp hikes were not likely to become the 
norm and doing more now may mean less hikes later. Despite all the policy 
action and the weakness in equites, UST yields have ended the week well off 
mid-week highs. The DXY index dropped sharply on Thursday only to recover on 
Friday to end higher against most G10 currencies on the week, with CHF the 
exception.   
 
Outlook 
On Monday US markets will be closed for the observance of the Juneteenth 
holiday. It is a relatively quiet week for data and the focus will be on monetary 
policy, with investors keen to hear about the outlook from the Fed. The highlight 
will be Chair Powell’s semi-annual testimony to Congress. The speech comes 
shortly after the FOMC and as such the prepared remarks are unlikely to diverge 
too much from recent commentary but Powell will likely be pressed on recession 
risks amongst other things. In addition, Waller, Bullard, Mester, Barkin, Evans, 
and Daly are all scheduled to speak. Waller is emerging as one of the leading 
hawks and will likely make the case for increasingly restrictive policy sooner 
rather than later. The doves have been quiet of late and with inflation still 
elevated and unemployment still very low, the case for a pause is not easy to 
make. The flash PMI data will be closely watched to see if the hints of easing in 
the supply chain strains evident in the Philly Fed survey are also evident at the 
national level. Housing indicators are likely to remain under pressure at least 
through year end and likely longer given the surge in mortgage rates. It will also 
be interesting to see if claims edge higher. They currently suggest the labour 
market has stopped tightening but is still rock solid. 
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Japan – BoJ stands firm   

Major Events and Data releases 

Date Event Survey Prior 

23-Jun PMI M’fact, flash (DI, Jun) -- 53.3 

 PMI Services, flash (DI, Jun) -- 52.6 

 Dept store sales (%YoY, May)  19.0 

24-Jun CPI (%YoY, May) 2.5 2.5 

 Core CPI (%YoY, May) 2.1 2.1 

 Ex ff&e CPI (%YoY, May) 0.9 0.8 

    

Source: Bloomberg 
 

The BoJ fended off pressure to alter policy and left YCC settings unchanged. 
Ahead of the announcement the 10yr JGB yield moved as high as 0.27%, 
prompting additional speculation that the BoJ would let the rope go. There 
was a little volatility around the release of the statement which added “FX” 
and now says the BoJ “will closely watch financial and FX market's moves”. 
The BoJ routinely scrutinised FX markets does this anyway and adding it to 
the statement means little in practice. The BoJ left its assessment of the 
economy broadly unchanged and will continue with daily fixed-rate purchase 
operations. In a week where overseas central banks have forged ahead with 
rate hikes the BoJ will probably be content with JPY’s performance, although 
a late surge on Friday took USD/JPY up towards the multi-year highs seem 
early in the week.  

In the press conference Kuroda said the thinking around YCC was unchanged. 
However, he also noted that the recent rapid weakening of the yen was 
negative for the economy and that the BoJ will continue to monitor FX closely. 
It is not clear if it is the weakness itself or the speed of the weakness that he 
saw as negative. We assume the latter and thus if the pace of weakening 
slows, a weakening currency again becomes a positive for the economy. If it is 
the former, then the BoJ will be thinking more seriously about ending YCC, as 
it is becoming counter productive in the BoJ’s effort to hit the 2% price target. 
In this case the BoJ would need to weigh the negative impact of a weaker 
currency vs the negative impact of higher interest rates.   

Outlook 
The BoJ is adamant that current inflation is mainly driven by commodities and 
to a much lesser extent the weak currency and that the domestic recovery is 
hardly playing any role at all – a view we concur with. Consequently, next year 
the headline CPI is seen dropping sharply from above to below target as the 
contribution of energy prices eases back towards zero. The national CPI for 
May will show a large wedge between ex fresh food and energy CPI and 
headline CPI. Both are seen little changed from April. Headline CPI is above 
target in Japan for the first time in a long time but as the BoJ notes, energy is 
by far the biggest driver and ex fresh food and energy is still below 1.0% - less 
than half the BoJ’s target. This puts Japan in a very different position from its 
G10 counterparts. The flash PMI in Japan will be primarily of interest for what 
it says about demand as supply chain strains in Japan are largely 
international. Domestic pressures are much more limited in Japan than 
elsewhere.           

colin.asher@mhcb.co.uk  
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Europe – An active week for central banks     

Major Events and Data Releases 

Date Event Survey Prior 

21-Jun EZ – C/A balance, sa (€bn, Apr) -- -1.6 

 EZ – Consumer confidence (DI, Jun) -20.5 -21.1 

22-Jun UK – CPI (%YoY, May) 9.1 9.0 

 UK – Core CPI (%YoY, May) 6.0 6.2 

23-Jun EZ - PMI composite, flash (DI, Jun) 54.0 54.8 

 UK - PMI composite, flash (DI, Jun) 52.7 53.1 

24-Jun GE – IFO (DI, Jun) 92.7 93.0 

 UK – Consumer confidence (DI, Jun) -40 -40 

17-Jun UK – Retail sales (%MoM, May) -0.7 1.4 

    

 Source: Bloomberg 
 

It has been an interesting week. After fussing about sequencing and having 
one foot on the break and one on the accelerator as they wound down QE, 
the ECB has jumped into the fray to rush its spread narrowing tool into action 
even before it has hiked rates. While the details have yet to be released, the 
ECB is proceeding at speed. Consequently, it has been a very good week for 
Italian bonds with 10yr BTPs narrowing ~45bp on the week vs 10yr Bunds. 
On Thursday the BoE hiked rates by 25bp but said that it was “alert to 
indications of more persistent inflationary pressures, and would if necessary 
act forcefully in response”. Gilt yields surged in the wake of the meeting, 
calculating that the BoE will need to do more later. Dec pricing for the BoE 
rose 15bp after the meeting and now sits a fraction over 3.0%. The SNB, also 
on Thursday, surprised the market with a 50bp hike. The SNB is well known 
for its preference for hard money/low inflation and it was likely that 1.9% 
forecast for the CPI in 2023 that drove the decision. The SNB targets inflation 
between 0~2%. 1.9% is very near the top of that range and leaves minimal 
room for error in a world where inflation has repeatedly surprised on the 
upside.    
  
Outlook 
Elections will be in focus this coming week, with investors looking first at 
France to see if President Macron has maintained his parliamentary majority 
or if he will have to govern with the support of the Republicans. It is also 
possible (although less likely) that Melenchon’s NUPES become the largest 
bloc in parliament and he is appointed PM. This would set off an 
uncomfortable period of cohabitation, which would be quite sterile from a 
policy perspective. On Thursday, there are two by-elections in the UK. Both 
seats are held by the government – one they are defending against the 
Liberal democrats and one against Labour. They are almost certain to lose 
one and likely to lose both. It is possible that such a setback would encourage 
the rebels to challenge Johnson again. He is nominally safe from any further 
challenge for the next 12 months but the option of re-writing the rules of the 
1992 Committee remains. On the data front the flash PMI reports are due. 
These will be closely watched for signs that supply chain stains are easing, 
especially in the UK where core inflation is especially high. The demand side 
will also be of interest given the cost of living squeeze across the continent.    

colin.asher@mhcb.co.uk  
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China – Encouraging data firming hopes for recovery 

Major Events and Data Releases 

Date Event Survey Prior 

20-Jun 1Y LPR (%, Jun) 3.70 3.70 

 5Y LPR (%, Jun) 4.45 4.45 

23-Jun Swift Global Payments CNY (%, May) -- 2.14 

    

Source: Bloomberg 
 

Spot CNH drifted back towards the 6.70 handle amid a turbulent week of 
major central bank rate decisions. Despite the Fed’s rare 75bp hike and the 
resulting policy divergence, spot CNH and CNY managed to find their footing 
around the 6.70 handle. The $CNH-$CNY gap at near par also reflected 
steady RMB sentiment amid the global equity rout. Chinese hard data for May 
surprised to upside, supporting confidence on the recovery amid the 
reopening. With the gradual relaxation of virus restrictions, China retail sales 
decline narrowed to -6.7%YoY (vs. -7.1%YoY expected) from -11.1%YoY. 
Looking at the breakdown, automobile sales figure rebounded to -16%YoY 
from -31.6%YoY. The government’s measures of offering automobile 
purchases subsidies and promoting the second hand car market should help 
support sales further in coming months. Industrial production unexpectedly 
rebounded to positive territory, up +0.7%YoY (vs. -0.9%YoY expected), from 
its record low of -2.9%YoY. This suggests that restoring production is on track 
alongside improving logistics issues. Fixed asset investment YTD moderated 
to +6.2%YoY (vs. +6.0%YoY expected) from prior 6.8%YoY, as real estate FAI 
growth turned negative for the first time since June 2020, down 1.9%YoY. 
Overall, the encouraging figures suggested that the worst is behind us after 
the lockdowns, paving the way for a revision of the bearish growth outlook.  

On the policy front, the PBoC rolled over CNY 200bn of 1Y Medium Lending 
Facility (MLF) at an unchanged yield of 2.85%. With accelerating credit 
creation in May, the PBoC refrained from pushing a broad easing cycle but 
focused on targeted easing. The PBoC also maintained a daily reverse repo 
operation of CNY 10bn and kept liquidity injections neutral over the week. 3Y 
CNH-CCS climbed to 3.23% on higher global rates. 1Y CNH Deliverable 
Forward (DF) remained negative at -140 points. 

 
Outlook 
We continue to look for two-way volatility in the RMB market. The rises in 
Covid cases in Beijing and Shanghai prompted the government to step up the 
mass testing but have not yet derailed the reopening plan. Meanwhile, the 
government stimuli are materializing to support economic activities but we see 
the under-delivery risk due to the government’s budget constraint. On the 
policy front, the PBoC is expected to leave its 1Y and 5Y Loan Prime Rates 
(LPRs) unchanged at 3.70% and 4.45%, respectively. With the fast credit 
expansion and global tightening trend, the PBoC should hold its fire in 
monetary easing but we do not entirely rule out a cut in the 5Y LPR to boost 
the property sector. 

ken.cheung@mizuho-cb.com   
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EM Asia – More rate hikes on the cards 

Major Events and Data Releases 

Date Event Survey Prior 

18 Jun Philippines BoP ($mn, May) -- -415 

22 Jun Australia Leading Index (%MoM, May) -- -0.2 

  Thailand Trade Balance ($mn, May) -- -1908 

23 Jun Singapore CPI (%YoY, May) -- 5.4 

  Bank Indonesia 7D Reverse Repo (%) 3.5 3.5 

  Korea PPI (%YoY, May) -- 9.2 

  BSP Overnight Borrowing Rate (%) 2.50 2.25 

24 Jun Singapore Ind’ Prod (%YoY, May) -- 6.2 

  Korea Retail Sales (%YoY, May) -- 10.6 

 Malaysia CPI (%YoY, May) -- 2.3 

 Philippines Unemployment (%, Apr) -- 5.8 

    

Source: Bloomberg 
 

Much of the past week was about analysing and absorbing the US Fed’s 75bp 
rate hike, which left EM Asia currencies dealing with a clear strong USD bias. 
Even so, price action since the Fed’s decision has underscored some 
differentiation amongst the regional currencies. Australia’s upside 
employment surprise alongside a minimum wage hike, which will keep RBA 
hawkish, supported AUD. Similarly, MYR was supported by the government’s 
decision to ease its export restriction of chickens following lower domestic 
prices. On the opposite end of the spectrum, THB and IDR were under 
pressure as rising inflationary pressures had not been met with sufficient 
central bank action (neither BOT nor BI have raised rates yet). In the middle, 
PHP, KRW and INR experienced modest depreciation versus USD. 
   
Outlook 
BSP will continue calibrated action next week in the form of a 25bp hike to 
continue to safeguard against sharp PHP depreciation. Although some 
expectations are building for a 50bp hike, we do not think BSP will be tempted 
as it will make engineering a soft landing a more difficult task. Moreover, risks 
to macro stability are still contained.  

By contrast, BI is in the hot seat and we expect it to hike by 25bp next week; 
we are out of consensus on this call. BI hiking would constitute a visible shift 
towards a more hawkish stance, which we think is warranted. Given 
narrowing interest rate differentials to the US and heightened risks of capital 
outflows, BI sticking to its sanguine view that non-rate measures are sufficient 
to tackle rising inflationary pressures, will increase IDR depreciation 
pressures. Moreover, BI will be perceived to be falling behind the curve, 
hurting its credibility and possibly, leading to even sharper near-term rate 
hikes as a means of course correction. Admittedly, BI’s inclination towards 
supporting growth is not outlandish especially since growth is already coming 
pressure even before rate hikes. But with the growth-inflation trade-off 
becoming more acute, BI will be better served to switch to inflation fighting 
mode. 

lavanya.venkateswaran@mizuho-cb.com 
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Latin America – Hawkish Fed keep markets defensive 

Major Events and Data Releases 

Date Event Survey Prior 

21-Jun Brazil Central Bank Meeting Minutes -- -- 

23-Jun Mexico Bi-Weekly CPI (%YoY, Jun 15) 7.63 7.72 

 Mexico Retail Sales (%MoM, Apr) -- 0.40 

 Chile Central Bank Meeting Minutes -- -- 

 Mexico Overnight Rate (%) 7.75 7.00 

 Argentina GDP Growth (%QoQ, 1Q) 1.00 1.50 

24-Jun Mexico Econ. Activity Index (%MoM, Apr) -- 0.34 

 Brazil Mid-Month CPI (%YoY, Jun) -- 12.20 

    

Source: Bloomberg 
 

Concerns over aggressive monetary tightening policy by the US Federal 
Reserve sent Latin American currencies sharply lower against the greenback 
this past week. In Brazil, the central bank continued to hike its policy rate, 
albeit at a slower pace than in previous meetings. Importantly, policy makers 
hinted at further hikes ahead. Since the start of the tightening cycle in March 
2020, the monetary committee has increased interest rates by a total of 
1,125bp. Data wise, Argentina's CPI jumped 5.1%MoM in May. Core inflation 
came in strong too at 5.2%MoM, suggesting price increases remain 
widespread in the economy. On an annual basis, headline inflation reached 
60.7% in May.        

Outlook 
Argentina will be the last major Latin American country to release GDP figures 
for Q1. The country´s economic activity index rose 1.0%QoQ in Q1, 
suggesting the economy remained on a steady recovery path early this year. 
Importantly, however, the growth rate slowed from a 1.6%QoQ gain in Q4, 
despite the high positive carryover. In fact, the index fell in January and March 
from the previous month. The government has made efforts toward fixing 
deep economic and policy imbalances as part of the deal with the IMF to 
avoid a default, meaning the economy will lose support and growth is likely to 
slow down sharply this year. We forecast GDP will expand 2.5%. 
 
Meanwhile, on the monetary policy front, the Mexican central bank is 
expected to step up rate hikes to 75bp on Thursday, raising interest rates to 
7.75%, following the outsized 75bp rate hike by the Fed early this week, which 
has pushed the Mexican peso sharply lower.  
 
Finally, Colombia will hold the second round vote for the presidency on 
Sunday. The latest polls suggest that the election is wide open, a scenario 
unthinkable a month ago. Independent populist Rodolfo Hernandez has been 
able to attract votes from across the political spectrum with his 
anti-establishment and anti-corruption rhetoric, closing the gap with leftist 
Senator Gustavo Petro. Mr. Hernandez´s economic plan does not include 
intervening in the oil sector and raising taxes, which would presumably be the 
preferred scenario for investors. But a tight result in such a polarized race 
could lead to a contested election and social unrest, particularly if Hernandez 
wins. 
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