
The European Central Bank announced the end of its asset purchasing
programme from the start of July, which was fully expected by markets, as
well as a 25 basis point rate hike which will come in July. What was not fully
priced in was the possibility for a 50bp hike at the bank's following meeting in
September. This will depend on inflation results for the Eurozone between
now and then, and the ECB's updated inflation outlook at the time. 
Everything considered, the bar does not appear to be that high for a larger
hike in September as the ECB signalled the medium-term inflation outlook
would need to improve to avoid such a move. Beyond September, the central
bank is anticipating that a gradual but sustained path of rate increases will
likely be appropriate.
In terms of the ECB's updated macroeconomic projections, growth forecasts
were downgraded and inflation upgraded, as was widely expected by
investors. Policymakers are now expecting inflation in the Eurozone to
average out at 6.8% this year (vs their previous forecast for 5.1%). Inflation is
also projected to come in at 3.5% in 2023 (vs previous 2.1%) and 2.1% in
2024 (vs previous 1.9%), while oil prices are forecast to fall back somewhat
over the next couple of years.
The ECB is now forecasting for the Euro area to grow by 2.8% in 2022 (vs
March forecast for 3.7%) and 2.1% (vs prior 2.8%). Market participants may
take some solace from the fact that the GDP forecast for 2024 was increased
from 1.6% to 2.1%.
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Market Moves

Equities: Risk assets in Europe are extending yesterday's losses on
Friday morning, with the main indices roughly 1.7% weaker at the time
of writing. Traders continue to digest yesterday's ECB release, which
was of course slightly more hawkish than what many were hoping for.
Markets will also pay close attention to this afternoon's inflation
readings from the US, with the Fed next week very much in mind.
The possibility of a more aggressive hiking cycle in Europe is weighing
on sentiment as the Eurozone economy deals with slowing growth,
exacerbated of course by the war in Ukraine.
The VIX is marginally higher this week, currently at $26.50, still relatively
subdued despite weakening sentiment.
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Safe-havens: As has been the case for 3 weeks now, gold remains very
quiet even as certain currencies see decent moves this week. The precious
metal is at $1,844 on Thursday, up just 0.5% so far in 2022 in dollar terms.
Bond yields in the States have bounced over the past two weeks, the nation's
2yr yield now back at three-and-a-half year highs of about 2.85%, meanwhile
the 10yr is back above 3%.

Looking ahead: We have seen less corporate news as of late, with market
focus firmly on monetary policy at the moment. On this note, next week will
be important again for investors - with four central bank rate decisions due.
Firstly, the Federal Reserve will report on Wednesday evening, and is likely to
hike by 50bp to a range of 1.25% - 1.50%. We will cover the Fed in more
detail in our Daily Updates early next week. 
In addition, the Swiss National Bank will release on Thursday morning -
expected to hike by 25bp to -0.50%, and the Bank of England will release at
midday on Thursday - expected to hike by 25bp to 1.25%. Finally, in the early
hours of Friday morning, the Bank of Japan will most likely leave rates
unchanged at -0.10% and reiterate its dovish stance.

Currencies: The Euro registered losses yesterday of about 0.9% vs
USD and JPY, and 0.6% vs GBP. This was despite a slightly more
hawkish than expected ECB during the day.
The Japanese Yen has been in focus this week, as it traded a 20-year
low against the dollar and is flirting with an even more shocking 24-
year low. USD/JPY is currently at 133.80 while EUR/JPY trades at 141.85.

US CPI
The main data point of the day is due at 1:30pm Irish time in the form of the
United States May CPI inflation figure. The headline figure is forecast by
analysts to be at 0.7% m/m (vs April's 0.3%) and 8.3% y/y (vs April's 8.3% and
March's 8.5%). These will be an important set of results since the Federal
Reserve will be meeting next week and are expected to hike again by 50bp
on Wednesday evening.
The Core CPI results, which strip out certain volatile items such as food and
energy price changes, are expected to come in at 0.5% m/m (vs prior 0.6%)
and 5.9% y/y versus the prior 6.2%.
It is worth noting that only three of the past 24 months have seen the
region's headline CPI result come in weaker than expected - June and
November 2020, and September 2021.


