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Rising yields captured the focus of FX markets last

week, as the dollar bounced back into action with US

equities also feeling the pain. The question for

markets now is where do we go from here? Many

have already suggested that central banks will start

to intervene further in bond markets to keep

borrowing costs low and aid the economic recovery,

but with the Fed taking a relatively laissez-faire

attitude about the bear steepening of the Treasury

curve, this could result in the greenback taking

another leg higher.

Calendar

Monday – 01/03

At 06:00 GMT, Turkey will come out with its GDP figures for Q4 2020. A credit boom in Q3

allowed GDP to advance by a whopping 15.6% after the 11% slump in Q2, however this

stoked inflation and sent the lira to record lows as a result. This has led the CBRT to tighten

rates by 625 bps in less than three months as an attempt to bring inflation figures back to

single digits, but growth is likely to slow down as a result. As the pass-through effect of

inflation takes a while to adjust, the slump in activity will likely be dragged onto Q1 2021,

however Monday’s data should already show the effect of the rate hikes.

At 09:00 and 12:00 GMT, Italy and Germany release inflation figures which are both set to

have increased in February. For Italy, Bloomberg’s median forecast sees a 1.6% rise from

January’s core figure to February’s, while headline inflation is set to accelerate from 0.7% to

1%. The rise is likely to come from airfares and pump prices. Germany’s figures come after

inflation jumped in January following a VAT hike and the introduction of a carbon levy

pushing up transport and heating prices. Risks are skewed to the downside for Germany as

the figure may reflect a rebound from last month’s uptick, although the consensus foresees a

1.6% rise equivalent to the prior reading.

Next week, the focus will be on the Reserve Bank of Australia as it is the 

first G10 bank to release a policy decision since the meteoric rise in yields, 

while fiscal stimulus packages from the UK and US will remain in scope.



YOUR GLOBAL
FOREIGN EXCHANGE

SPECIALIST

Week Ahead 1st – 5th March 2021

Tuesday – 02/03

The Reserve Bank of Australia will come out with its monetary policy decision at 03:30

GMT. The RBA may be the first to take steps in countering the surge in bond yields as the

three-year bond target is now under pressure. During the February meeting, the RBA

preemptively announced a six-month A$100bn extension of its asset purchase programme,

but this has not stopped the rise in yields. The RBA were required to protect their YCC target

and commence a record purchase on February 25th, but this again failed to push the three-

year yield below target.

The elevated yields may 

prompt the board to 

consider an earlier switch 

to targeting the 

November 2024 bond 

yield as an exit from the 

YCC programme. 

RBA

The policy decision will likely have volatility in

store for the Australian dollar, with the currency

likely finding support in a decision to target bond

yields. At 09:00 GMT, eurozone flash CPI

inflation is set to show a moderate increase

from January’s 0.9% to 1.0%. January’s reading

already overshot expectations significantly

following the VAT hike in Germany as well as

delays to the start of the sales season in France.

This month’s reading is likely to remain elevated

by fuel costs as crude oil prices have recovered to

pre-pandemic levels.

At 18:00 GMT, USD investors will turn to the virtual discussion on the US economic outlook

by the Federal Reserve’s Brainard.

Wednesday – 03/03

After Monday’s GDP figures, Wednesday’s dock includes Turkish inflation figures from

February. Headline YoY inflation is set to accelerate to 15.4% as the depreciation of the lira

and in turn higher import costs will likely have pushed inflation up, despite the central bank’s

efforts to keep real rates lowered. Despite the expected increase, inflation should remain

below the policy rate of 17%. Should inflation overshoot expectations, this would likely

translate into a weaker lira. Australian Q4 GDP will be released at 07:30 GMT and is likely to

show a moderate expansion despite lockdowns in Melbourne weighing on activity. The

consensus foresees a 2.5% QoQ increase vs a 2.0% YoY contraction. Consumer spending has

remained firm in Q4 and should have supported activity levels over the quarter. At 12:30

GMT, all eyes will turn to the UK’s March Budget which may see another pledge of

substantial fiscal stimulus. Investors will be sharply focusing on whether the government’s

flagship furlough scheme is extended further into Q2, while scouring for signs of tax

increases. More information is outlined on page 4. The National Bank of Poland’s March

meeting on Wednesday is unlikely to be a huge market mover.
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None of the economists surveyed by Bloomberg foresee a change in policy, and the

Monetary Policy Council is likely to maintain a dovish tone similar to the last NBP meeting.

Last time around, the NBP warned for FX intervention as EURPLN reached key levels the

central bank had intervened at previously. With EURPLN now trading well above those levels,

jawboning to weaken the zloty will be less of an urgency. A more topical theme this meeting

will be the rising inflationary pressures once the economy reopens. Council member Jerzy

Kropiwnicki stated earlier this week that “a possible rate hike could be considered in the

second half of the year, if concerns about rising inflationary pressures materialise”.

Thursday – 04/03

At 17:05 GMT, Fed Chair Powell is set to speak on the US economy at a virtual event hosted

by the Wall Street Journal. Given the recent rise in yields, markets will be paying close

attention to Fed speakers next week, with Jerome Powell likely to field questions on the topic

given the space for a Q&A. Prior to this, US jobless claims data at 13:30 GMT is the only

data point in what is light economic data day for markets. The beginning of China’s annual

“Two Sessions” will draw some focus, however, with the two-day event releasing the 14th

five-year plan. After dropping the headline grabbing growth target in 2020 in response to the

pandemic, investors will be keeping a close eye on whether Chinese officials reinstate the

target and at what level.

Friday – 05/03

German factory orders from January are scheduled for release at 07:00 GMT and are set to

print at 0.8% after dropping by 1.9% in December. Risks for the release are skewed to the

downside as the extension of restrictions likely caused a disruption to supply chains,

especially for automakers. The extension of restrictions combined with a delay in Germany’s

reopening plan and a hike in sales tax in January increase risks of an economic contraction in

Q1.

Across the Atlantic, all focus turns to labour market data in the US at 13:30 GMT as markets

await the Nonfarm Payrolls and unemployment rate from February. Last month’s reading

included an addition of 49K jobs in the market after payrolls fell steeply in December. The US

still is around 9.9 million jobs shy of where it was before the pandemic hit. President Joe

Biden is likely to advance his $1.9tn relief package before the end of March as the expiry date

of the unemployment benefits nears. More information on the fiscal stimulus discussion in

the US is on page 7.

For now, markets should focus on the economic outlook 

and any signs of discomfort around the inflation theme.

https://bit.ly/3pOYsK6
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UK budget preview

Coming off of life support

The upcoming budget, unveiled on March 3rd will likely see Chancellor Rishi Sunak announce

a more substantial spending package than that seen in March 2020. Last year, the newly

appointed Chancellor announced that the UK government would spend some £30bn in order

to shield the UK economy from the effects of the pandemic, which at the time incited some

backlash from parts of the Conservative party. Since then, 13 supplementary fiscal

announcements have seen more than £250bn in additional spending released as the true

impact of the pandemic became more visible. Estimates currently place the upcoming fiscal

stimulus package between £30-60bn.

The Chancellor must walk a fine line in extending previous support measures to run in line

with the government’s reopening plans, while signaling in advance plans to gradually remove

the UK economy from the government’s life support. This is an unenviable task, not only

because the projected path to reopening remains subject to multiple conditions and thus

uncertainty, but because the Chancellor must also highlight that plans for fiscal consolidation

will be imminent. However, given the current levels of uncertainty around the economic

recovery, we don’t anticipate any consolidation plans to be outlined in March’s budget,

despite recent media reports around potential tax hikes. The most striking takeaway from the

budget may be the government’s optimism around its current reopening plans, however.

With fiscal support measures being tied to specific dates, markets will crosscheck Sunak’s

plans with Johnson’s roadmap to gauge how long the government really anticipates

economically restrictive measures to remain in place.

Coronavirus Job Retention Scheme (CJRS) in focus as currently set to

expire on April 30th

The latest figures released by HMRC suggest the CJRS and Self-employed Income Support

Scheme (SEISS) has cost the government £69.5bn from April 2020 to end-January 2021.

However, the government’s flagship furlough scheme is set to expire on April 30th, prior to

the full reopening of the economy. Under the current roadmap, stage 3 of the reopening isn’t

scheduled to occur until May 17th at the earliest, with the full reopening of the economy

expected no earlier than June 21st. This will still see large parts of the services sector subject

to limited business activity or closed entirely, which will weigh on the labour market recovery

and thus growth.

“With Boris Johnson having already announced the government’s 

roadmap to reopening, Rishi Sunak’s budget draws all the focus.” 
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Given this, organisations such as the Institute of Fiscal Studies, the CBI and the

Chamber of Commerce have called for the extension of the furlough scheme

A 3-month extension seems plausible, as it allows the government a month’s buffer from the

projected date of June 21st to reopen the economy, or a month for businesses to adapt to the

latest conditions in the best-case scenario. By doing so, the Chancellor will avoid up to 5m

workers, estimated to be on furlough at the end of January, shifting from the more lucrative

CJRS scheme to other unemployment programmes. This will avoid the drag on growth that a

sharp halt to the CJRS would cause. Pantheon Economics estimates that a 3-month extension

to the furlough scheme would cost the government an additional £8bn, with a similar

extension to the SEISS coming in at £6bn.

In addition to this, the government is likely to outline alternative measures for supporting the

recovery in the labour market once the CJRS is removed. The details around such a

programme are likely to be laid out in March’s budget such that businesses can adapt in

advance to the changing level of support. Such a scheme could take the shape of the

government’s previous £1000 Job Retention Bonus, or draw lessons from Canada’s

Emergency Wage Subsidy programme.

What this means for markets and the Bank of England 

Beyond extending the current pandemic measures, Rishi Sunak is likely to focus on

channeling money into job creation and retraining along with schemes to incentivise business

investment.
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This would further inflate the size of the fiscal stimulus package, but markets are likely to

focus on the impact this will have on the speed of the economic recovery as opposed to the

sustainability of the debt pile. Recent analysis by the IFS suggested that only a minor increase

in growth was needed to keep debt-to-GDP levels stable over the forecast horizon. The

underlying growth assumption of the OBR’s assessment of the budget will therefore be key,

especially given that November’s projections didn’t factor in the current success in

vaccinations, as it could offset much of the increase in spending. Back in November, the OBR

forecast that Public Sector Net Borrowing for 2020/21 would reach £339.9bn – this will be

the bell weather to which Wednesday’s budget will be judged against.

With the reflation trade in fixed income 

markets bursting back into life on 

Thursday, Rishi Sunak will be more than 

aware of rising Gilt yields when heading 

into Wednesday’s budget announcement.

Since the start of the year, the

10-year Gilt yield has quadrupled

from 0.2% to above 0.8%, while

the 15-year yield has nearly

tripled from 0.4% to 1.14%,

placing pressure on the financing

of additional spending.

Signs of additional spending are likely to place upwards pressure on yields too, which in turn

undermine the impact of monetary policy measures on the economic recovery. With the

Bank of England still within the confines of its QE programme, the central bank could front-

load purchases and top-up the current quota to settle the bond market. This would come in

spite of the Bank signaling a hawkish tone at February’s meeting.

Rising yields an uncomfortable reality for Sunak and the BoE
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US budget preview

Bond markets warm up to the approval of the US $1.9 trillion stimulus

package in early March

Joe Biden’s proposed $1.9 trillion stimulus bill will run its race in Senate next week, as House

Democrats passed the legislation on Friday. The package includes $1400 direct payments to

most Americans, a $400 weekly jobless benefit and an extension of unemployment insurance

programs to a larger share of eligible candidates. The bill also includes $20bn for Covid-19

vaccinations, $50bn for testing and $350bn into state and local aids. The plan also aims to

hike the federal minimum wage to $15/hour by 2025, although this particular amendment

hangs on a thin balance. Republicans continue to raise questions about the need for nearly $2

trillion in additional spending, as a successful mass vaccination should help reopen the

economy earlier this year. However, the Republican’s vote in this piece of legislation is set to

be redundant as Democrats undertake the path of budget reconciliation. Through this

mechanism, the bill only requires a simple majority approval in the Senate, as opposed to the

2/3 share typically required.

Democrats have pinned the final approval of the bill by March 14th, which is the deadline for

expiry of current unemployment benefits passed in December. Estimates from the Century

Foundation predicted that 11 out of the 18 million people receiving unemployment benefits

would be left unprotected if the bill isn’t approved on time: 4 million people in Mid-March

and another 7.3 million in the following weeks. This puts immense pressure on the Senate to

get the legislation moving according to the schedule. Based on statements from Democratic

officials, the bill will be debated, and possibly amended, in the Senate between March 2nd

and 5th. A final round in the House is pinned for the week of March 8th-12th if senators make

any legislative change.

Yet, some key hurdles stand in the way, potentially setting back the March 14th

timeline…

On Friday, Senate parliamentarian ruled that the Congress can’t pass a minimum wage

increase under the budget reconciliation process, challenging the whole stimulus bill agenda.

Without a substantial and direct impact on federal spending, debt and revenues over ten

years, the provision isn’t allowed under this mechanism. There is a number of avenues on

which the Democrats could fight back this decision, including a call to overrule or even sack

the parliamentarian.

“With the Senate divided 50-50 by party, the tiebreaking vote of Vice-

president Kamala Harris means the Democrats are set to claim victory 

over the proposal.”
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The most likely alternative, however, consists of a backdoor minimum wage hike that does

comply with the reconciliation requirements, penalising big companies that underpay their

employees and offering incentives to small businesses to meet the $15/h minimum wage.

Such an amendment would be apt for the reconciliation rulebook, as it has direct impact on

the budget accounts. To prevent the unemployment benefits missing the critical deadline,

Democrats might undertake the minimum wage discussion on a separate piece of legislation.

These developments should come quick and fast over the course of next week.

Estimates by Pimco highlight that the US economy could grow by 7.5% this year as a result of

Biden´s stimulus package, a rate not seen since the 1950’s. Even as the investment giant

predicts that inflation dynamics are unlikely to spiral up because of firm´s stronger power on

wage negotiations, this rapid growth could push up inflation to above 2% over the “next

several years”. Boosted reflation expectations have been the major theme in financial

markets recently, as the country also speeds up its vaccination campaign and props up

reopening plans. More than 44 million people have now received one dose, and nearly 20

million have had two.

US bond volatility spikes on the back of boosted recovery expectations

Optimism over vaccines and stimulus has led to expectations of a rapid recovery in the US

economy and inflation, even as the Fed reinforces the long road to full employment and

persistently high and stable price growth. Regardless, upcoming events should continue to

boost the rising yields narrative supporting the relative strength in the USD.

The approval of the stimulus package is set to add fuel to the hectic 

price action in bond markets of late. 
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completeness of this information. No opinion given in the material constitutes a recommendation by Monex

Canada Inc., or the author that any particular transaction or investment strategy is suitable for any specific

person. The material has not been prepared in accordance with legal requirements designed to promote the

independence of investment research, it is not subject to any prohibition on dealing ahead of the dissemination

of investment research and as such is considered to be a marketing communication.

Other bond markets in advance economies are quickly catching up with the Treasury selloff,

inflicting notorious volatility in FX markets. With central banks increasingly showing

discomfort about rising yields, any tones of additional support to the economic recovery

might just add more volatility into financial markets. On a similar note, markets will be

frantically searching for clues on the actual evolution of the economy, as they look for a

reality check of their hawkish expectations. In this context, markets will soon turn to a heavy

data-dependent mode, in which key data releases like the change in Non-Farm Payrolls will

garner more attention than ever before.


