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Fed Set To Hike by 200 Basis Points 
 
 
 
 
 
 
 
 
 
 
 

The Fed: Just Do It! One of our accounts recently asked this good question: If it’s widely 
expected that the Fed is going to raise the federal funds rate to 2.50%—which Fed officials 
agree is the “neutral” rate—why not just do it in one fell swoop? Why vote for a 50bps hike 
during today’s FOMC meeting only to be followed by three more identical hikes at the next 
three meetings? Just get it over with! 
  
After all, there are many signs that the financial markets already have fully adjusted to a 
2.50% federal funds rate within the next 12 months:  

1. The 2-year US Treasury note yield was 2.73%, and the 12-month nearby futures 
federal funds rate was 3.15% on Monday (Fig. 1). 

2. The 10-year US Treasury bond yield soared from a record low of 0.52% on August 
4, 2020 to 2.99% on Monday (Fig. 2). 

3. TLT—the iShares 20+ Year Treasury Bond ETF—plunged 31.2% since July 31, 
2020 through Tuesday’s close and 20.4% ytd! 

4. Cathie Wood’s ARKK Innovation ETF is down 68.2% from its record high on 
February 11, 2021 through Tuesday. 

5. The 30-year mortgage rate jumped from 3.29% at the start of this year to 5.54% on 
Monday (Fig. 3). 

6. The Nasdaq fell 21.9% from its record high on November 19 through Monday (Fig. 
4). 

7. The S&P 500 is down 13.4% from its record high on January 3 through Monday. 
8. The forward P/E of the S&P 500 is down from 21.51 to 17.61 over this same period 

(Fig. 5). 

 
Check out the accompanying chart collection. 
 
Executive Summary: The financial markets have thoroughly discounted the Fed’s plan to raise the 
federal funds rate incrementally by a total of 200bps, so why not dispense with the increments and go 
for it? That’s not in the Fed’s data-dependent DNA. … Today, we examine the case for investing in 
bonds: The Fed is bound to tame inflation one way or another. If inflation drops back to 3.0%-4.0% 
next year and 2.0% in 2024, as we expect, then a 3.00% 10-year Treasury bond yield is quite 
interesting. … Also: A look at the ECB’s policy playbook, which is much less hawkish than the Fed’s. 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgMv-W3q2cph6_n8hbW32NyD04gCP9jW6DRFMJ97Nkx2W3JZxRd8FDQqqW4492JR4q8lZbW6rH0pD1C-KsqW36SsY071rnx4W6K2CZW5ZrKL8W2m773W7HrPHXW4_bx4G37xphZW1YHcwR77mV35W67wQrs8GX7x5VgWY-m47_45XW4zh1Fg9847JWW6nnF8H6n9hSTMx-MsPH0St1W42_fCx5F2QntW2CWst94mLclGN434vtQSKh8BW3x0hj947J1GPW7C52zv2RXF_hW53WVcc3bssg932TZ1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgTr8Vpk8nk1J6R9zW4XR7-p7SP71zN3YJnWwQ0PC2N5RQkNPqNTN-W4-z5B25xzfJyW4r6zQN2-zxB-W52WW6q1Vls8tW7SwGPN7fbs_RW8WQj7p1SKLPNW5dYPCb6VqcydW5Cj4Pt1T0m46W6cYBDH4ZnWhxW7Lqg682JBKmnW9h7hL-11j9qMW4hvk137mgfPYW98SJsG31vnK0W7fzHNV56c_qvW36rt6Y5n1FR7Mx0Rl65sz8nW5ffGsX4HW90YW6JC3t74RFPgQW7nG_3r1q3Ylc3m4S1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgZL4N25h7qmVwh41W3py2bt1vDsxQW5qHPkj3cJKBzVWY3cf7tcQGWW2jQkCy22jpNbVf1M0c3x4w7qW2ML2wh21Slx3VfbHvy7jjHfhW30Yv7s70kKlzW8wtJKv51rnMcV_sV0b3w4XmCW1mJgt19f0ydQVzR83X4bHBsQW7sGBpd8T-58KW5zD20r4LhZnKN8059cvkRjmnW83Hhkz1R--lJW94pJ2g58vXWSW5s3_Nb1KKDrFVFsN8V6MFCQ9N6Z2cLkj4BBvN5Tlk2N2x8k-33Gf1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgQ65W7YT97d8yVpd5W5SzHhK1FFCblW5TXmvC5sBVSMW41s2Ss3YX-S2W8r80ms1VpHrJW5KZHLH8MCdBtW41zjRH3R1CjSW5v0DmW8tp-wsW33nzRB5HzZkFW6731rl2PMKWRW2rBRrq23sv9PW5T8LsD5q9QXSW1Zdsc91x1-DpW3hwzrj6ycC08W6Mg4kZ93W_xNW41KCTg2B0l_wW7wDDW-86sbL7W4qz-Yd51bvlTW1m3nhj4fH2ChW6m_kXQ1zrfXqN92HSRym7-3nW4GJ_tv6-CCRj28-1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgQ65W7YT97d8yVpd5W5SzHhK1FFCblW5TXmvC5sBVSMW41s2Ss3YX-S2W8r80ms1VpHrJW5KZHLH8MCdBtW41zjRH3R1CjSW5v0DmW8tp-wsW33nzRB5HzZkFW6731rl2PMKWRW2rBRrq23sv9PW5T8LsD5q9QXSW1Zdsc91x1-DpW3hwzrj6ycC08W6Mg4kZ93W_xNW41KCTg2B0l_wW7wDDW-86sbL7W4qz-Yd51bvlTW1m3nhj4fH2ChW6m_kXQ1zrfXqN92HSRym7-3nW4GJ_tv6-CCRj28-1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgD4XW4J3TVh293B_bW8nRjvj8KfVz3N6S7G2slD2JXW4kmvRm1_X6m2W68X7pl2jGc9kVbgxYd23w-RHW6Z20Xl8y21xcVH7M7d601G_QW8TknGY1f9Hm6W1MMMS86ZX_vbVkV_XC3vtb18N332jhws6bn4W1Gv3Ty101zf1W7RLb578lCHZnW5K19bW8FmbS5MRmmdyNr9X8W1Ndxwm4HKyssW6j9-vy4RyWFbW1Pv7vg3br9QGV2w3R352TpXlW4XMFTH7B04YtVL3vD980FP9h3q771
https://www.yardeni.com/pub/cc_20220504.pdf
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9. Bitcoin is down 42.9% from its record high on November 8 through Monday (Fig. 6). 

Financial conditions have tightened very quickly as Fed officials turned increasingly hawkish 
in their pronouncements since late last year. So if they’ve talked the markets into expecting 
federal funds rate hikes accumulating to 200bps over the next 6-12 months, why not just do 
it all today? 
  
Because that’s not the way the Fed works. Their actions, as they often insist, are data 
dependent. They’ve communicated a 50bps hike today and more of the same in coming 
meetings if the economic data continue to justify such actions. But for all practical purposes, 
the markets have already adjusted to a 2.50% federal funds rate. 
  
Credit: The Case for Bonds. At 3.00%, the 10-year US Treasury bond yield is 100bps 
more interesting than it was at 2.00% earlier this year. However, given that the headline CPI 
and PCED inflation rates were 8.5% and 6.6% during March, might bond yields get even 
more interesting? After all, why lock in a negative real bond yield? 
  
The obvious answer is that the history of inflation shows that it tends to be spikey, as we 
discussed in Monday’s Morning Briefing (Fig. 7). It could go higher over the next few 
months. But 12-24 months from now, it is likely to be lower than it is today. That’s because 
the Fed has pivoted to prioritizing bringing inflation down. In a worst-case scenario, we 
know that the Fed can bring it down by causing a recession, either by accident or by design. 
  
We continue to project that inflation will fall to 3.0%-4.0% next year. In our Roaring 2020s 
scenario, it could be back down to 2.0% by 2024 and through the end of the decade. So 
3.00% on the bond yield is looking very interesting. Here are a few related considerations: 
  
(1) Trend change. The 40-year secular bull market in bonds probably ended when the 10-
year yield fell to 0.52% on August 4, 2020. However, that doesn’t necessarily mean that we 
are now in a secular bear market. We wouldn’t be surprised to see a range-bound market 
between 2.50% and 3.50% for the rest of the decade (Fig. 8). 
  
(2) Copper/gold ratio. The 10-year bond yield has tended to trade closely to the copper/gold 
price ratio (Fig. 9). It was mostly below this ratio during 2020 and 2021. It finally converged 
with the ratio a few weeks ago when the yield was around 2.50% on its way to 3.00%. Now 
it exceeds the ratio, which is more consistent with 2.50%. The current yield is actually more 
in line with the ratio of the nearby crude oil futures price to the nearby gold futures price 
(Fig. 10). 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgBJJW19lH6V6dWW66V2GXyk1g3C4VW4RqQST10n8JPW3s5v1Z5RPp2gW3f2mDH5xcnptW6d4qKl1v1qzyW3RtH8g48Kw5GW6hXW_s4NwH-4W3N7VFP6xLVJ-W1qcx_G2Yk0BXW38bLkC1Fd0cdVdbFYF1GK6zkW24FnZH147MYZW9hQB0Q8D7kZvW128Lqy7s31ybW64mNVZ691BzrW39h-qT3Hybv6W9lt2VR7JYM-3W3bk-PX4JCd0TW2sRj21342gTgV8dDD86Sb9XqW3pZVm74lqzm6323R1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2S3q905V1-WJV7CgNdzW70CQBV5VVQBpW2yRdy73Sm7DlW14bQ5c8ZPyvyW7k6prj8pB9THW2Z4plw5FQhk_W4t8vT42VqG__W6GHNL_68_zHsW2L75QD87hTSGW2XVrbg8-Q-XFW8DgGzb5_lZ8jW25sVl377_3sxW4R0zzR4W8WKCW6RCRH-33pfl2W3MJFXK74gGVHW8NScQb6tYmSVW9hVTB039qqKBW2lBCYw8mk00yW4NjLHn5vVRcnN5Cfm6RVJVgJW2CstZR2By5gwW57PywR8-kRTrW1cgLWj7h6g0bW6w_6lp8VqdLmW3C3Pr9394bwS37cR1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgFBvW5W0HPX2mLWSdW7pxDvj67GcNvW1LS_2b922v-zW46-2jr5fz733W7Bnd-h3wdP46W1g4z0f709nSDW2F73Hm28_12TW154F-K2664XhW1-Sr0p14Q3s3V_Wb7C6CY_BcW6MH06y6x5BmQW9bxGrp4PJwhkW3dbzPj5MWxVsW6Bqzlk30Vj1NW3B72Kx6CSm_TW23tgJp7fzdlgW5yH-Xy1r4lJNMMQH0LsgmmMW7j8dWr4M42N1W6tNTS62Srv78W3ftB3n41P3GfN3PzZ5hX2vZK3lW71
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgTLYN9cVzHlw3JqVW3Shdj855Cqk-VT2q3H1R0lQjW8YhXz87VFr80W1JQbgq6PGZBJVgzl3989f1v0W3KhMQ_8sdpy_V3DXNX3xQYzNW8_86H53Fcy1FW48kbj37xsHJSW7Vf4wx1CNR74W86ZpBV3zXZkYVn9h9B73nS9vW6Y33F-3p0KjFW4H0Mv-5X_2XvW2vBsNv703fpHV5L2kj3P-YLJVqyc1f7RdmRmW8T5ssR8ZzYMnW574H7R2RHgFxN62SrRW3n-SdV4DbDp3KCPxl3jbz1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgK7xW7mzhhT8jDsWcW1dVnL453w039W2BzVNp3vswy3N7ZYQVn8x6s0W2tYC6Z4ZF1l7W4pt-K230_2DGW6bpFb-2KvT3WW5mBdp676X04YW4cH3KR6XHllMW6n7TTY8Sjq-HW26qHKf34Hh50W4JS61Z5_0NZQVj7F3K19CTMcW22Nysr7jd0pQW3yH0vl8W40WzW1GJgR45JFJcsW96b6-34xjFmNW7kk-Lj7FhCvHW3XNw1H454BPkW1X5TjJ3VtQkLW4TMQxJ4B--PrW6h67qc4qD3FT3mSZ1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgKXwN959RQGZdQTDW5jzK1N7WyT4kW21Wqx16ZcKfBV-FfBs42Zqd_W2ph0rq1J5QwjW3KTnff7QfytzVbYckj4r1TrMW3k4Kl36xs5ZVW9hp1pg88GTfgW2lcKH_4NfDjGW43DJD73VYbT_W4g6HV58nlnJ9Vty9_V52wsgLW21hw-p4fmhmxW2xDzkD2WBDYbW6Jl8152LkFnQW865Stn87K-gSVFTrpb6MZ0tBN4GYyZxYHSZLW6HyLn395nlKSW6FCk6r6HPcCJN7RvKdDHnfgC2-h1


 

3 
 

(3) Surprise index. Keep an eye on the Citibank Economic Surprise Index (ESI), which 
tends to be highly correlated with the 13-week change in the 10-year bond yield (Fig. 11). 
The ESI may be peaking, reflecting weaker-than-expected economic indicators. That also 
would signal that 3.00% might be an attractive yield. 
  
(4) Purchasing managers. Finally, the M-PMI tends to be a coincident and sometimes 
leading indicator of the 10-year bond yield (Fig. 12). The M-PMI has dropped from 60.8 
during October to 55.4 during April. 
  
Global Central Banks: The ECB’s Playbook. The world is experiencing multiple crises, 
European Central Bank (ECB) President Christine Lagarde emphasized in an April 22 
interview with CNN. The ECB recently lowered its forecast for the Eurozone’s real GDP 
growth this year to 3.7% from 4.2%. And that’s the optimistic scenario. If further supply-
chain disruptions and weakened consumer confidence resulting from Russia’s war on 
Ukraine turn out not to be temporary, then the outlook for growth could further weaken. 
  
Rising costs from the war have been pressuring Eurozone businesses. S&P Global’s 
composite Purchasing Managers Index for the Eurozone climbed to a seven-month high of 
55.8 in April, according to flash estimates (final data haven’t yet been released as we write 
this on May 3), though it continues to fluctuate in a volatile flat trend below its recent high of 
60.2 last July (Fig. 13). Energy prices already were elevated when the war began on 
February 24, causing input prices to accelerate at a near-record pace. Eurozone consumer 
sentiment has been markedly weak, sinking from 117.4 in September to a 13-month low of 
105.0 in April (Fig. 14). 
  
Despite the weakening outlook, the ECB has committed to reducing its government bond 
purchases through Q2 to combat rising inflation. In contrast to the hawkish interest-rate path 
expected by the Fed, the ECB’s governing council said it may raise interest rates “some 
time” after its bond buying ends. Here’s more on the ECB’s playbook: 
  
(1) Data dependent. In its March 10 monetary policy decisions, the ECB revised its 
schedule for the asset purchase program to €40 billion in April, €30 billion in May, and €20 
billion in June. Net purchases for Q3 would be data dependent, the bank stated. In its latest 
April 14 monetary policy decisions, the ECB firmly reiterated that its asset purchases should 
end in Q3, as inflation pressures had intensified across many sectors. 
  
Assets on the ECB’s balance sheet rose by €4.1 trillion to €8.8 trillion from the start of 2020 
to now (Fig. 15). Emergency pandemic-related net asset purchases, which largely account 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgY-QW4svfFl4ZtmCqW8vnmfX1HTRwfVNKkSL1dVX7JN8VX5z5wY0btW2JTZd11PPfDnW5p5qwW8ZLkZXW1YxrCS3lGBHYW4xvm4r7pcXhlW1jYLGw21zyyKW4X9w0L83r_QyW7K8tyM5M7DFSW48NZmq6874tRW5tprWp8VbnDLW3-HB0D5j6QVYW1P3FYh44my6JW4ppTCn8_H1mhF32KtfbFNVwW31N1kQ47Lh9GW3RdnQ74_7KGwW6yL1F068ncYkW4GM3HW4SyWBWW6zSy7G8wmHqL3nBq1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgWC2N5KlNVKP9w42W2px6rP78tF66N1kx7R_M2gt7W1CS8bT4Jc8pnN4Gr2QLtkRzqW6rz9vL6XYgD7W3Cy3Kw6_GQNgW7Wg3l12WSyQhW2wCcPZ5y-CMtW4RTdkm5sVQM2W6n1KfF22_FtSW6BqBCy1n0XxqW6fh_j925v4kVW8xN_TL83mKKlW5XC8z52BKl6jW3sFZg93hpxnHW3CVxMn2zdtFqW4bPtd45Sr1kBW8kYBLS4sGyp1VdVP8M1SRmq8W9dfnnF2mQSy_W7_cgt22bC59Z3cV01
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_1G5nKv5V3Zsc37CgVftW9gPhWC6MsPT5W4n4hN64J5twfW7VKvzg3G5y37W2F1cp-2Tv0YdN8gQmZ2fh0gSW2hcfgL7ldTWGW1f25mF6d_Z3jN6TK4WWsWF8XW4y9lT81C3V_MW2g2Y-y6nmJN4VklS3w88r4J1VMNqxC8V7VbWW5F4v9X55C-20Vc1Y4D3WlYTSW67Kb0M37Tg1bW71Z0NN6TDfHnW4TYrC47PJjX8W1ptxcb9fwWn3W84xWtg3QN7vVW8VlzmC2hnmKlMS7hBR7vrZ4W29vj1Q6T2tjZW6l4b5J5d1K89W7V-5L75BydKXVnW9w13ydvhtN5ySvJZkTp1PW6tHl_x8CtVWTW6vGpL97W3MWlW4QqVCk3mD2dxW1BXRpq6KwcmDW2zYPYj4C6qnPW9bstRF8KsqWL33jR1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgCpXW3czJVh2p_XjXVTZ_PV1qVsY8W6pQHRg2-WFXjW2Csds46-S5JtW4R00V08XgQpYW5db_VZ7PbVJ6W2q3ZjP3zBSPhW94P5Kz1XhCGSW1VSmpT5GCDblW6rj-Z315BTWYN3f3M6rnkh3TW7swLsy5RBfMqW3H9ddz4lXR2FW4TFyqM1T6SbnW7hNQ9s29qlrTW6HDHlT4SPTH4W3fg8_j2MJXP3W2y0ncX2D_FQQW2Rb2dS3Gf7cRW209s4M1z8Gp0W2b4cW84SlGQZW4spwqJ3KMBtS3cwW1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgNS0W1TQ_z64T-kG6W13rVcq15sMTcW7vhLqH99HKD0W2-XRcF8ZrnD_N2wQYF78nr2ZW892t8j6V_NNXW7R01644MWpGsW3Bj_1T2qSKG7W2p55_d34srL6W3RCCx32dBlltN5Rn4zhPfrD6W5HrFYf4Yj4rVVH_hxw5VtT3MW6j20vh1MP7ppN5Rwp8c8_CnqW3wJp0S1VBFv6W5MZBFy2N59wfW3byrxL4GY-QQW14KCBF7stDnCW2S3nXp43BpYfW7D-Rzt74MV0SN3WSCDL86_rX3jF01
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_3r3q90JV1-WJV7CgQlPW8c7B-N1p_NlbW1WjYjc31xbnFW3fWCzq8FrTJYVffjHY7jS-Y3N5vgYmttzsBSN16jtF325scgTZW1r53VGF0W3d_-SY4mgdG6W3hQNlM6HqXnbW4jc6j42wWf0FW3DYzHb6zw0t4W8SsBRm8njNV8W6K7Sb-5npWBkW8sMSD54K7R-BW4Pl_DW1DBZkXW4-dDg62Yj49mW6TdpJy2LW2nPW12GTLd1Rl8cnW41K1JP8Qk6gjW5RtQ8B1jKQGQW3J_M6J7sBNkHW1zTTJQ5tPPXLVqWPWj5rl7LFW1jv9wN1YNkCZVQSGM03d59p5W83VDFt8vrjt9W2g9XV91D4hsNW66w_dM7hlTr83mP71
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_3r3q90JV1-WJV7CgVkFW5YdQyq5CJLpRW8kTh6X2NQ8RzW6R0qz722F40tW6kpMST24zhw2VNFnWR8RQbn8W918WKL48xxtLW23_N8B21Q250W1QsNyq1D_KfdW3-P7zL3f8CXGW7CXHwB4HLr_dW66vPJH43pjPyW6H8SRZ2W9mWMW858NNY3G9pZnW1X1VyL5BT2w7W7vZRTq3ddPsjW7Rd1QD59bM4dW4hFHdV1qBhfrW3zX-CC4JDtxTW3lTdqN4k3Gm0W3xkJF32xq-hbW2n9qqM6xFCMyW7R4jL02VmJqdW8xFMTV6LDN_FW8nSGxt80TpdgW3Wt6H75tg9sNW8P0jqc1LHT5vW7by4lM5BkCHsVllKNH3wC7B52lp1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_3r3q90JV1-WJV7CgHs1N19TW7nCM-xrW60Spmv2F31H-W3gKVkd1BZvxKW4l4Ckc6scT9hVN4_ks2qRJsbN81HDmHHph_yW4DMTTv4XRdNhW7-WScr1N0zqlW4LNKPK4v56qLN56LhnGCKSCjVPfcym2ZYPlnV6gw516dFqKwW3f9H8d6Wf3f2Vy0VB66qnqBmN6MCZjZLPqwKW7T76F11pBn7LW1TQpkP8H5LwgW6SsjrV7mzCxWW2jS_W42sw2jkVcTHvt3cJHnlW6285yl75r_7MW1Y3_yw5c1vHLW1S89qR7QNQnwV3z0g5602xFxW5r0YFt3gslP3W1Sjc9-5x-vs_W55gmKj7qj_3LW6PkqWM1NsCmr34py1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgMGxW6tm7H_95w6skW3Jg74y8Nz5qmW6yZCPh8j0zy0W49vDK711mFJRW4sQCjJ82Ykf9W4j3YTh24PW4GW9bBmbv8qFdVSW5v9jLt2Rm0n0W6cQhNC6jzYmSW1V2_5s12k9LZW4rvlbg6k-b45W5H-bVL26vbXhW56KpYt3qr5t2W4VSH0L5-MGsvW8WCwsD2ww2GSW8SXggn3mzND3W49XXd03DM7j8W7Q1qlM4KYH4FN8_sR4Jbql69W7rK-wb72PQ8cW8LPn8L74vKvmN43hndDdlyRN3pFQ1
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for the assets the ECB holds, stopped at the end of March (with reinvestments of principal 
payments expected through 2024) but could be “resumed, if necessary, to counter negative 
shocks related to the pandemic.” 
  
(2) ‘Some time’ is flexible. Adjustments to key interest rates “will take place some time after 
the end of the Governing Council’s net purchases under the APP and will be gradual,” the 
ECB’s March statement said. The interest rate on the main refinancing operations and the 
interest rates on the marginal lending facility and the deposit facility stand at 0.00%, 0.25%, 
and -0.50%, respectively. 
  
ECB Vice-President Luis de Guindos said in a May 1 interview that a rate increase is 
possible in July, but the timing will be clearer after the bank updates its macroeconomic 
projections in June. A rate increase certainly wouldn’t come later than September, sources 
recently told Reuters. 
  
Nevertheless, the ECB remains data dependent and flexible. Politico quipped that 
“flexibility” for the next few months is “ECB code for having a plan B in case the European 
Union abandons its current restraint and imposes a full embargo on Russian energy 
imports.” 
  
(3) Normalizing isn’t tightening. Guindos’ interviewers noted that the market already is 
pricing in two rate hikes from the ECB this year. In her interview with CNN, Lagarde tried to 
tamp down that notion. She stressed that the semantics of any increase were important, 
characterizing a future increase as “normalizing” rather than “tightening” because of the 
bank’s continued accommodative stance. Anyone looking to borrow in future months will 
continue to find lending rates quite low, she said. 
  
That was Lagarde’s likely attempt to quell concerns from the most recent Eurozone bank 
lending survey, which reported that credit standards for loans to firms and for housing loans 
tightened during Q1 as lenders became more concerned about the risks facing their 
customers in an uncertain environment. 
  
In the bond market, investors expect to be compensated for the uncertainty as well. Long-
term Eurozone bond yields have increased substantially since the March Governing Council 
meeting. German 10-year sovereign bond yields increased by 94bps during March and April 
and reached the 1.00% level yesterday for the first time in nearly seven years (Fig. 16). 
  
(4) Slowed growth isn’t recession. In 2022, growth will be positive, Guindos said, adding: “if 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_3r3q90JV1-WJV7CgYpdW93bstt2qfGLJV_W9ck3HKcs_W6s2rS36jC4DNW2ZXfs_6RR8CFW5Lm_9Q7qkzZdW48l9y019lSQGW7TMgP46vfZ5rW7cvgK627ZScQW3JRQDq3F_345W5z86ZB3gH2YjW3Rgh7x980dBbVRTvn65tGqjXW8qFqXL1GK7VYW1Xq34s1qp0VlN8vj9ykSD4YdW7mppLL3S1pGKW89QV2-6-2KLVW6vv8Gd5dsbWZMvyHFZtlXxhW9jCd1v29ftXKV4HgSP19j-z4W84hMhw7tBV1PN7524GxgwMdGV3c33l6Vv-3MW2s_CZh7DGv2dW4S0fHB94d2p3W68jtnx6TN8z7W7lDL4550l7_f3dY41
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_1G5nKv5V3Zsc37Cg-Z5W4yZyt2795_n4W5G7nJ42jv4ywW22J8NG3VGPwSW47l3ng2JVqJbW3r7HRC4wphmvW33l-RV5TzjK6W3C1Xw-7bmVp3W1ZZ2jv1YPsyLW1pYxB13yCzq4Vj9h0_4xHkwbW3bWM8r7W6jHCW428xDL6NtnhmW4fwnPz4_1v4XW21_0hL7bF-KQW6c7pQz1jX_0tVK07296fWXfZW8qYHPQ33sx0HW4gPQns95pqH8W7NdSxK9gY-GmW40_6ln8GZn7cW1fzcCm26jzWFW59BWdy3zsJNvW5MJcyw7frsNJW5BBYvY1fgWGrW3ZMHV54H0zb0W6qC2R-4Jkms-W6SClXp4Rvv73VwNXGg1277_rW2s_gxC1--gqcW1LQQTB4TMrvnW8yCJQz7320_jN2P3Qfw369s9339F1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_1G5nKv5V3Zsc37CgCYjW6Sh0pN7026HgW3LjZzG50SchsW1Xjq8R3L_BDRVjjwqZ2Nz21sN6vlgcgcngD6N14pt1g1MFcGW9lS6ZS2gRHnbN82WTF1VyrRdW4xzJmj2HGRh8W95XQgS6b-7ZJW3TQCmw3qs_-lW3vyTFL1xqJh_W5Xg0Rb595PdgW9k6Xlx5LfJGTN6BlcTfZJZNWW1QkMK38kzCDmW6X_0tZ1ddk0GW4RZNvM3gyttRVZ20jh7nxL-ZW8dVZn3124gLcW6HClp463-b7RW7HbT237KRs-yW1N00y722brwQW2zJDRG8TvznfW8RXrsY59hLjHW83Cmfm8yL9p3W8pHNlW4fWYHWW1gn0Dx7WVRwVW6yg7HF3YflynW40gMYm8hkct6W3rVl8j1spqzyW5j-9YV52D_-z31kC1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgCSgW6PXJ736bvHByW247rtC4vjpjNW3LzpDM2L20mQV3k9gY94vZPVW22xS344j7R7BW7v5th13lGDzcW142vbc5P29GcW63pXTv90V3K9W4xMPk06b5fG3W8tvlWc7HPkJtW4t6Wcw8vTRVLW6r__yh8PvVP3W5HmTvc9dq4kVW3hqZ2L43GDFkW1G29QS1blpN9N4m0VV-Zkvw7VC4yy67kTJgbN60qQR53mcm9W1pqNM54WfFxjW4VrsFX56fYBWVFkcgF7D3FM6Vy4-Yb5fXt503gw41
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we stick to the technical definition of a recession—two consecutive quarters of negative 
growth—we currently don’t see it.” While the invasion of Ukraine is expected to increase 
inflationary pressures and reduce economic growth, he said, the ECB wouldn’t expect a 
recession even in the adverse scenario that Germany cut off its Russian gas supplies. 
  
(5) High inflation isn’t durable. “Inflation has increased significantly and will remain high over 
the coming months, mainly because of the sharp rise in energy costs,” the ECB stated in its 
April monetary policy decision. Sure, current headline inflation in the Eurozone—which rose 
to 7.5% during April, according to its flash estimate—is dwarfing the ECB’s 2.0% target for 
inflation (Fig. 17). 
  
But as of now, inflation is expected to stabilize in the medium term. The bank’s Q2 Survey 
of Professional Forecasters revised up inflation expectations for 2022 and 2023 but left 
them unchanged for 2024 at 1.9%. In March and again in April, the Governing Council said 
in its decision statements that it needs to see inflation “durably” rise for the rest of the 
projection horizon toward its 2.0% target for the bank to raise rates. Measures of underlying 
inflation watched by the ECB are not quite as stark as the headline rate. (For more 
indicators of underlying inflation, see the bank’s chart 8 in the March Economic Bulletin.) 
  
(6) Wage inflation distorted. Wage inflation hasn’t yet jeopardized the ECB’s long-term 
target, but it is a delayed indicator, Guindos said. The ECB’s March Economic Bulletin 
noted that Q4-2021 data continued to point to “relatively moderate annual growth in both 
negotiated wages (1.6%) and actual wages, where growth in compensation per hour and 
growth in compensation per employee stood at 1.1% and 3.5% respectively, although the 
latter was considerably distorted upwards owing to the impact of job retention schemes.” 
  
(7) Policies going green. Entangling fiscal and monetary policy in its March Economic 
Bulletin, the ECB suggested that the successful implementation of the investment and 
reform plans under the Next Generation EU program will accelerate the energy and green 
transitions. The bulletin did not mention that the stimulatory nature of the fiscal funds could 
run counter to the ECB’s attempt to “normalize” monetary policy. In fairness, the efforts 
could support reduced dependence on Russian energy. 

 

Calendars 
  
US: Wed: ADP Employment 395k; Motor Vehicle Sales; Trade Balance -$107.0b; ISM N-

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_3r3q90JV1-WJV7CgQtXW7f492k7GQVD9W2LCjrS1xDBg1W68t8mk6trQfBW7gfbND3zdrmVW6ZbfhN3knYT9W47Byf95dQp7pW2RW2tQ44W64tW7R1-jl4PF0zWW7wrc1h3CwqsfW6Yjtg86g8nZ8W2Lp53b2x3_GsVm36TL8LB98jW526nW416h-gtTVLmF7rJWMKW8NDryF6D27-RN1cjC2swv81dN6Z4xhCh6svFW6DXxmV6rf9t5W3bvq993bqTYxW7sfr3W37ghQ7W5pQt5h3NYS-JW5v62H27TlRC6W1DJWhr3zZf6LW39YHh75BcbDwVbwN-V1nTx5CW1-T5025TVQ1BW3-M7pl8rrBy4W7_0q0F616Hyl3nz31
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgKfjW377Zb83H0VLcV-s87S1zbJPsW3wv5BQ45VDX0W15xz6d5Qjf5fW8m1MkF23CqV2W4stWpC8qSht6W21cDyx7xnPgtV94p9-4zbV15W2MQjt91kwSKnW68KhK74CNlWrW6qr6tT70HZBtW2SJdn47mwmKqW8MzNPq7NPQYqW7s0_SB7yJfVDVLrKjC6nVSSxW4Ks5Xf95C8m3W6hBfP28DPS9zW92qWpr1J3YnqW1h-TZ57RVprhW5YGbfV5qMYSFW6JTMM-1V-K4PW5kMg8q2jtzSp38JB1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_3L3q90_V1-WJV7CgzRxW1JLjnh4cnSgwW7_SN0H4567lQW5xDvP0243L63N4KNYsMFJWqHW3sl-ly1l0hgsW7pW3Pr3bnglGW2MVpRZ66LQY2W8hgqC04lZnC9W8FQmKc6SxpTrW1gQ8tc55tP6YV4sNyc4CYmycW13fgCc27MFPYW8KxjP07fWKrjW3psGQy22M4DNW4tVtml65NhR8W6lp_MT17GXD6V_j8xp5v7s0QW83L4nr3Y88MGVkmYC63TD8BHW79fM9M46pv1NW3KNp8d6rYQmyW6j39Q-8J4NzjW7Q09-q2RCH38W6VbfTR2q29QYW4NRdNP44_x2VW4KPDBc6gYLQDW6Kk6C1480zktW8ctKZY6YcFVVW60dQqr2D9R3VW5N7KrD3mvjL532bQ1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_3L3q90_V1-WJV7CgzRxW1JLjnh4cnSgwW7_SN0H4567lQW5xDvP0243L63N4KNYsMFJWqHW3sl-ly1l0hgsW7pW3Pr3bnglGW2MVpRZ66LQY2W8hgqC04lZnC9W8FQmKc6SxpTrW1gQ8tc55tP6YV4sNyc4CYmycW13fgCc27MFPYW8KxjP07fWKrjW3psGQy22M4DNW4tVtml65NhR8W6lp_MT17GXD6V_j8xp5v7s0QW83L4nr3Y88MGVkmYC63TD8BHW79fM9M46pv1NW3KNp8d6rYQmyW6j39Q-8J4NzjW7Q09-q2RCH38W6VbfTR2q29QYW4NRdNP44_x2VW4KPDBc6gYLQDW6Kk6C1480zktW8ctKZY6YcFVVW60dQqr2D9R3VW5N7KrD3mvjL532bQ1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_373q90pV1-WJV7CgCVRW1rfmPK373LP7VF_2453wHZ6lW59s5dJ8qM3QtW2MFfnj2WBwbLW948RJ-7w4Lr0W56rmYc7dMQ5SVkRngS8sBzbDW5kmlhQ59QsFYW81zDNK2mxrC_W6PgWV14j1gwrW1t9dNM56H617W2pc0_D2Y_4KvW16FxLH6sh5jdW5F4RlK2lW9myW6nTKPq2R_cSDW3dqQ-T4pY0QkW10f0Vs7_kJ7LW484Zpb50Lf3BW9kg9rm1_CP92W4PWRxt4SQJtbVvP_4163-bxNVllx2X6cFHQJW7j7KsT6lWM_4W4Jk-zm1FXp47N5RD220wQ-3LW9hrD3_1VmhGz28c1
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PMI 58.5; MBA Mortgage Applications; Crude Oil Inventories & Gasoline Production; Fed 
Interest Rate Decision 1.00%. Thurs: Productivity & Unit Labor Costs -5.4%/9.9%; Initial & 
Continuous Jobless Claims 182k/1.4m; Natural Gas Storage; OPEC Meeting. (Bloomberg 
estimates) 
  
Global: Wed: Eurozone, Germany, and France C-PMIs 55.8/54.5/57.5/; Eurozone, 
Germany, and France NM-PMIs 57.7/57.9/58.8; Eurozone Retail Sales -0.1%m/m/1.4%y/y; 
Germany Trade Balance, Exports & Imports €9.5b/-1.8%/1.5%; Canada Trade Balance 
$3.8b; ECB Non-Monetary Policy Meeting; Wuermeling; Balz; Woods. Thurs: Germany 
Factory Orders -1.1%; France Industrial Production 0.2%; UK C-PMI & NM-PMI 57.6/58.3; 
BOE Interest Rate Decision & BOE QE Total 1.00%/842b; BOE Inflation Report; RBA 
Monetary Policy Statement; Lane; Beerman; Bailey. (Bloomberg estimates) 

 

US Economic Indicators 
  
JOLTS (link): Job openings in March climbed to a new record high, as did the number of 
quits. Job openings advanced for the third time in four months, by 205,000 m/m and 
627,000 over the period to 11.549 million. There were 5.95 million unemployed in March, so 
there were 1.9 million available jobs for each unemployed person that month. By industry, 
retail trade (+155,000), professional & business services (+103,000), finance & insurance 
(+51,000), and durable goods manufacturing (+50,000) posted the largest gains, while the 
biggest losses were recorded by transportation & warehousing (-69,000), accommodations 
& food services (-59,000), state & local government education (-43,000), wholesale trade (-
41,000), and the federal government (-20,000). The number of quits remains on a sharp 
accelerating trend, climbing 152,000 in March and 278,000 during the two months through 
March to a record-high 4.536 million. Before the pandemic, quits hovered around 3.5 
million. Many employers are raising wages and incentives amid a severe labor shortage, 
which gives workers confidence that they can get better pay elsewhere. Hirings remain on a 
volatile uptrend, though slipped 95,000 in March to 6.737 million. Still, they are up 1.1 
million since the recent bottom during December 2020.  

Manufacturing Orders & Shipments (link): Factory orders were stronger than expected in 
March, and shipments were also strong. Core capital goods orders and shipments both 
reached new record highs again in March. Nondefense capital goods shipments excluding 
aircraft (used in calculating GDP) has climbed every month but one since its April 2020 
bottom, rising an upwardly revised 0.4% (from 0.2%) in March and 34.5% over the period. 

      
 

https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgNmbW7q4H8D4ndVQMVX3pkX3Hzc02W8b5swR5PYd57VG8Z4R7SnCQVW2wX5Zl7ybvjrW4lgHbP421gPZW2DybPL63bNsGW3Q1ngn12tshtW6XMbHd2rxvZLW8FTmHh2Xq8DMW3YcyBt3qt0SRW1ZqnDv2NN8JHW3KdwL-5gFYZtVz-nk77F6pSTW5W_6Cm6CyF2gW3q7vGY4XX3YJW7cxF8v40T-vpN81pvj3xlDz0W7-hNW85p3pGgW8Qg0cG3nsrnHW8wnYVK8rNdNdW8zZvKz8mHm9S3h9l1
https://d13h9q04.na1.hubspotlinks.com/Ctc/5E+113/d13h9Q04/VW0y2V1Kjn_5W89sPFP2Sz20SW7nzmJr4JF6kZN7Y8_2y3q8_QV1-WJV7CgGyVW4BWx7D3B73myW5-xDHt7lnjq5W9j30zL6VtwRQW5HsvXS35wG4tN7qPljdp-WkNW69H2R17RQB5zW8t3J9P7rcvksW2WdpJs5q7lxZF7Dd4Pzk7WfW5-G8DC7xXcxmW65h_F42PkQb9W8nR34J1cK4CZW1qbTLl8rZddRW5mV_CK3Hn6W8W1R8n7f8l3lF3W98YZNg7pNYs4W2smG2H8bhF2HW35Vj_-4DmKn7Vg8ZMy9jqcbNW6wl3c949DxgxMC6St3YcQ5xVh1vYw5W741Y37r11
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Meanwhile, core capital goods orders (a proxy for future business investment) rebounded 
an upwardly revised 1.3% (from 1.0%) in March, more than reversing February’s 0.2% 
loss—which was only the second decline since its April 2020 bottom; it has climbed 35.5% 
since that bottom. Total factory orders climbed 2.2% in March and 14.2% y/y to within 1.2% 
of a new record high. The increase in factory orders was fairly widespread, led by 
metalworking machinery (13.4%), material handling equipment (5.9), construction 
machinery (5.5), electrical equipment, appliances & components (4.4), motor vehicle & parts 
(3.1), mining, oil & gas field (3.0), primary metals (2.2), and electronic components (2.0). 
Overall factory shipments continued to reach new record highs in March, jumping 2.3% m/m 
and 14.5% y/y. 

 

Global Economic Indicators 
  
Eurozone Economic Sentiment Indicators (link): The Economic Sentiment Index (ESI) 
took another hit in April, with ESIs in both the EU (to 104.9 from 116.0 during October) and 
the Eurozone (105.0 from 117.4) falling in April for the fifth time in six months. Among the 
largest EU countries, April’s performance was a mixed bag, with ESIs in Spain (-4.5 points 
to 100.2) and France (-1.4 to 102.8) falling, while ESIs in Germany (-0.1 to 107.1) and 
Poland (+0.3 to 98.6) were broadly stable and Italy’s (+1.3 to 105.4) rose. All are down 
sharply from recent highs. For the overall Eurozone at the sector level, consumer 
confidence continues to plunge, collapsing from -1.8 in mid-2021 to -22.0 this April—
reflecting marked declines in households’ assessments of their own past financial situation 
and their intentions to make major purchases. Retail trade confidence is also in negative 
territory, falling further below zero in April to -4.3, deteriorating from its recent peak of 6.0 
last August, while industrial confidence has dropped the past two months, to 7.9 in April, 
after hovering around 13.5 for eight months. Meanwhile, services confidence slipped to 13.5 
in April but that’s a level not far from its recent high of 17.9 in October, while confidence 
within the construction sector followed a similar pattern, declining to 7.1 but remaining near 
its recent high of 10.5 in December.  
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