
Market ponders next Fed move
In June the Fed surprised markets by 
hiking by 75 bps, more than the 50 bps 
priced.

Fed Chair, Jerome Powell, referred to 
the jump in inflation expectations in 
the University of Michigan’s monthly 
Survey of Consumers as a factor. The 
latest update of that survey saw 5-year 
inflation expectation at 3.1%, down from 
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the preliminary 3.3%.  Following this, the 
market shifted odds slightly towards a  
50 bps hike in July and this weighed on the 
US dollar, and helped lift stock markets 
at the end of last week. The NZD/USD 
lifted back above 0.6300 and once more 
the 0.6200 area has held. There was a 
similar outcome for the AUD/USD, which 
is back near 0.6950, with the 0.6850  
level holding. The S&P500 was up 3.0% 
and the US 10-year Treasury was up  
7 bps to 3.14%, as the market became 
slightly less concerned about the 
recession vs inflation fight. 

However, at a conference, San Francisco 
Fed President, Mary Daly, said “we want 
to bring inflation down without crippling 
growth and stalling the labour market,” 
indicating that she would still support 
another big increase in interest rates in 
July. We expect this shifting sentiment 
from both Fed officials and the markets 
to continue to play havoc with the FX and 
interest rate markets.

After starting last week significantly lower, 
the S&P 500 gained some momentum 
towards the end of the week, as signs that 
inflation may be moderating and growth 
slowing, encouraged markets. This was 
also the case in Europe as markets finished 
strongly after consecutive daily declines 
throughout the week. 

Let’s see what the week brings 
It will be a busy week in the US, with data 
including June consumer confidence, 
durable goods orders and the personal 
consumption expenditures report. It is 
likely personal income and spending 
continued to slow down in May as the  
cost of everyday purchases keeps trending 
higher globally, as we’ve seen through  
CPI data in the last week. 

On the European data front, key economic 
releases on inflation and unemployment 
will be released in the Eurozone. Price 
growth across the EU is expected to hit 
another record high of 8.3% in June, while 
the unemployment rate is expected to be 
unchanged at a record low.

In China, two separate manufacturing 
PMI readings will likely show that the 
sector remains in contractionary territory, 
due to the prolonged effect of work 
stoppages and despite the improvement 
in the pandemic situation. 

Attention will be given to the forum 
on central banking, organised by the 
ECB, where Fed Chairman Powell, ECB 
President Lagarde, and BoE Governor 
Bailey, will be speaking.
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