
On Thursday we saw the release of the minutes from the European Central
Bank's April 22nd meeting. The release showed that a growing number of
ECB officials believe monetary policy should be tightened immediately.
The accounts acknowledged that inflation has now reached a level that
threatens the bank's long-term credibility, flagging the risk that the public's
expectations for inflation may rise and drive workers to press for even
higher wages to compensate. Acting too late, the accounts argued, "might
have high economic, financial stability and credibility costs if the Governing
Council were forced to tighten more aggressively at a later stage in order to
re-anchor inflation expectations."
The overnight index swap curve is now indicating that the central bank will
bring rates in Europe back to 0% by September and to 0.6% by the end of
the year.
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Market Moves

Equities: The main equity indices on the continent are bouncing
somewhat on Friday morning, the EuroStoxx50 index is currently 1.5%
stronger to €3,698 and looking to finish the week flat. Meanwhile,
indices in the States have taken a step lower this week after a
particularly bad session on Wednesday. The S&P 500 is roughly 17%
weaker YTD while the EuroStoxx 50 and Germany's DAX are down 14%
and 11% respectively.
Markets are seeing some relief today after China cut its five-year loan
prime rate by more than expected, as Beijing seeks to revive the
troubled housing sector to prop up the world's second biggest
economy.
The VIX volatility index is moving marginally lower this week, trading at
$28.60 this morning.
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Safe-havens: Gold is 0.2% stronger on Friday to $1,845, after gaining 1.4%
yesterday. This bounce in prices comes after a difficult few weeks for the
precious metal, helped higher by a pullback in the Dollar and a slight bid in
Treasury markets. Similarly, silver has gained this week, up 0.75% today to
$22.07 and sitting at a significant resistance line.
Bond markets have been mostly quiet this week, taking a break from their
recent surge in yields. Bond investors are likely awaiting the next big move in
equity markets, a risk-off move in stock markets has the potential to cause a
short-term pullback in yields.

Looking ahead: Taking a look at next week, we have a mixed schedule. The
week will start on a more quiet note, with no major economic data releases
due on Monday. European and US PMI results for May will be in focus on
Tuesday, whereas the release of the Fed's most recent meeting minutes will
be watched closely on Wednesday. 
Thursday could see lower volumes traded due to a bank holiday in Germany,
France, and Switzerland. US GDP for the first quarter will be released next
Thursday afternoon, and the US Core PCE inflation reading will be due on
Friday.

Currencies: The US Dollar pulled back on Thursday, helping both the
Euro and Sterling increase by 1% to $1.059 and $1.247. The world's
reserve currency is actually heading for its worst week since early
February against major peers, weighed down by a retreat in Treasury
yields and fatigue after the currency's 10%, 14-week surge.

Chinese Rates

Irish SMEs

The People's Bank of China has cut its main interest rate underpinning
mortgage lending by the most on record as policymakers in the region seek
to mitigate the economic impact of severe Covid restrictions and a property
sector slowdown. The five-year loan prime rate was reduced from 4.6% to
4.45% overnight, and will directly reduce the borrowing costs on
outstanding mortgages across the country.
A rate cut was widely anticipated following data this week showing
worsening economic conditions across the world's second largest economy,
but the 15 basis point reduction exceeded analysts' expectations and was
the most since China's rate system was reformed in 2019.

According to a new report from peer-to-peer lender Linked Finance, Irish
SME businesses are feeling less optimistic about the future. Its latest SME
Confidence Index for the first quarter of the year shows that firms are more
wary about current business conditions amid the war in Ukraine and rising
inflation. The index came in at 61.1, down from Q4's 67.9 reading, and 65.1
one year ago.
This is the lowest the index has been since the final quarter of 2020, in the
middle of the pandemic.


