
As we have briefly spoken about earlier this week, the European Central Bank
is due to release its latest rate decision and monetary policy statement today
at 12:45pm. ECB President Christine Lagarde will give her usual press
conference at 1:30pm, and will be pushed for details on the planned July and
September rate hikes, as well as the central bank's views on inflation.
Lagarde will today announce an end to the ECB's bond buying programme,
which the bank has previously said will be followed by the first rate hike of the
cycle.
Underpinning the ECB's decision to increase rates this summer is higher than
expected inflation, which hit a new record high of 8.1% in the Eurozone in May,
and also its new macroeconomic staff projections. The new forecasts today
(released quarterly) are set to result in an upward revision to the bank's
inflation forecast, likely leaving it above its 2% target until late 2023. We are
also expecting the ECB to release a weaker growth outlook than they did in
March, with the region likely just avoiding a recession.
Any messaging from the ECB today that does not signal an openness to a 50bp
hike next month would likely fall short of the market's hawkish expectations
and should lead to some relief buying for European equities, as well as bringing
the Euro back down towards $1.05. 
It is our view that the ECB will not be as aggressive this year as markets are
looking for - investors are currently pricing in for a 130bp move by the central
bank in 2022, which would imply a 50bp hike at one of the four remaining
meetings after June. With an ongoing war on the Eurozone's doorstep, and an
increasingly fragile economy given our reliance on Russian oil & gas, we see a
50bp hike as unlikely, even with record high inflation prints.
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Market Moves

Equities: European stocks are in the red again this morning after
seeing weaker trade on Wednesday. Risk assets were under pressure
yesterday on the back of continued higher energy prices, as well as
some downbeat macro and corporate news. EuroStoxx50 is 0.4%
lower at the time of writing to €3,774.
We saw the OECD this week join the World Bank in lowering its global
growth outlook for 2022 to 3% from the previous 4.5%, while it
projects for inflation to reach a hefty 9%.
Moves in either direction could pick up this afternoon and tomorrow,
between the ECB today and US inflation results tomorrow. The VIX is at
$24.00 this morning and has been steady so far this week.
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Safe-havens: European sovereign bond yields are higher this week, and
may see higher volatility later today. Germany's benchmark 10yr bond is
currently yielding 1.36%.
Commodity markets are mixed on Thursday, with crude oil inching higher
while copper leads the base metals lower. In terms of precious metals, gold
and silver are also slightly weaker this morning, gold down 0.3% to $1,850
and flat on the week.

Looking ahead: The highlight of the day will without a doubt be the ECB
release in the early afternoon. Tomorrow's US CPI inflation figure will also be
very closely watched ahead of next Wednesday's Federal Reserve meeting.
Speculation is building that inflation may have peaked in the States, with
some investors pointing to early indicators such as lumber and fertilizer
futures which have fallen relatively sharply, albeit oil prices are still catching a
strong bid in June. 
With less corporate news in the headlines at the moment, central banks'
decisions and narratives are the main drivers of markets at present. The
Federal Reserve release will take place at 7pm Irish time on Wednesday the
15th.

Currencies: The Japanese Yen continued its fall yesterday, touching
fresh 20-year and 7-year lows against the US Dollar and Euro
respectively. The Bank of Japan is now expected to be the outlier in
terms of monetary policy, keeping rates low as the region is still only
experiencing c.2.5% CPI and is looking to have peaked. EUR/USD is
unsurprisingly stable ahead of this afternoon, flat at 1.072 at the time
of writing.

Chinese Trade Balance
Overnight China released its trade balance figures for the month of May, the
trade balance itself came in at 503b Yuan vs forecasts for 400b and the
previous 325b - indicating more exporting than was expected.
China's exports in fact grew at a double-digit pace last month, in what was an
encouraging sign for the world's second largest economy, as factories
restarted and logistics snags eased after some Covid restrictions were relaxed.
Imports also expanded, for the first time in three months, providing welcome
relief to Chinese policymakers as they attempt to chart an economic path out
of the supply-side shock that has rocked global trade in recent months.


