
In yesterday's Daily Update we spoke about the BOE and its dilemma of
whether to raise interest rates by the usual 25 basis points (as it has been
doing since December) or follow in the footsteps of the Federal Reserve
and Swiss National Bank this week and make a larger rate hike. The central
bank opted for the smaller increase, bringing rates in the region up to
1.25%, its highest rate since early 2009. 
A day after the Fed made its biggest hike since 1994, the Bank of England
decided to stick to a more gradual approach as it warned that the British
economy is set to shrink during the second quarter. Taking a closer look,
BOE officials voted 6-3 in favour of the 25bp increase, the same
breakdown as in their previous meeting back in May with the minority
wanting a 50bp hike.
"The scale, pace and timing of any further increases in Bank Rate will
reflect the Committee's assessment of the economic outlook and
inflationary pressures" the BOE said, "The Committee will be particularly
alert to indications of more persistent inflationary pressures, and will if
necessary act forcefully in response." it added.
The bank also dropped its guidance from May when it said most BOE
members believed "some degree of further tightening in monetary policy
may still be appropriate in the coming months".
UK inflation hit a 40-year high of 9% during April, over 4 times the BOE's
target rate. The central bank yesterday raised its forecast to show inflation
peaking slightly above 11% in October when energy bills go up again.
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Market Moves

Equities: Markets have opened higher on Friday morning after their
deep sell-off yesterday. The EuroStoxx50 and DAX are up by
approximately 1.2%. Central bank activity has very much remained in
the spotlight this week, the SNB yesterday surprised with a 50bp hike,
its first tightening move in 15 years. The Bank of England raised rates
by 25bp, in line with expectations but warning of the potential for
more aggressive action this year.
The Fed release was the most influential this week, and the US central
bank delivered a 75bp hike for the first time since 1994. Importantly,
the Fed projected for inflation in America to average out at 5.2% this
year, falling to 2.7% by the end of 2023 and 2.25% by end-2024.
VIX at $32 on Friday.

Friday, 17th of JuneMarkets Outlook

Key Events to Watch
Bank of England

Safe-havens: Oil prices were volatile on Thursday, initially selling off as
demand concerns emerged following this week's rate hikes, although
persistent supply tightness and new sanctions on Iran limited downside -
Brent recovered and finished the day flat, at $120.75 this morning.
Bond markets have had a volatile week, with yields initially surging to multi-
year highs before pulling back in recent days. Both the US 10yr and 2yr yields
reached almost 3.5% earlier in the week, with many market commentators
now predicting that it is only a matter of time before we see 4% Treasury
yields.

Looking ahead: This afternoon the Fed Chair Jerome Powell will speak at an
event in Washington DC, markets will pay close attention in the context of
the Fed's 75bp hike earlier this week and another potential move of this size
next month. 
Monday should be quiet, US markets will remain shut for a bank holiday. On
Wednesday we will get CPI inflation numbers out of the UK and also Canada.
Powell will speak again on Wednesday and Thursday. Thursday will also see
the release of June Services & Manufacturing PMI results for European
nations and the US. 

Currencies: It was another volatile day for FX markets yesterday,
driven mostly by monetary policy releases. The Swiss Franc in
particular strengthened, gaining 2.8% against the Dollar after the
market was surprised by the SNB's 50bp rate hike. The Yen is circa 2%
weaker today vs Euro and USD after the BOJ overnight reiterated its
dovish stance - remaining an outlier among major central banks.

Bank of Japan
In the early hours of this morning the Bank of Japan stuck to its monetary
easing policy, as expected, making them the only major central bank not to
tighten in the face of soaring inflation. The BOJ did state that it would "pay
due attention to developments in financial and foreign exchange markets
and their impact on Japan's economic activity and prices" as the Yen
plummets to a 24-year low. The bank left rates in Japan at -0.10%. 
It is worth noting that Japan has not been dealing with the same elevated
inflation as other developed regions. Y/y CPI inflation for the country was
at 1.2% and 2.5% in March and April, with the May figure due in just over
one week.


