
In Europe, ECB officials made more explicit claims that monetary policy should combat the
events in European bond markets, with notable comments from Fabio Panetta and Francois
Villeroy on the matter. While in Poland, the National Bank upgraded their growth forecasts
but kept rates on hold.

The Bank of Canada is up first on Wednesday, with the back-end of the Canadian yield curve
matching that of the US despite being driven by different expectations. The focus then shifts
to the ECB, who are likely to set out their final decision on whether to intervene in bond
markets further or not at a time when PEPP data starts to look questionable.

Calendar
Monday – 08/03

Monday’s session isn’t a big one in terms of economic data/ events. Both top-tier events
focus on European monetary policy, with the Bank of England Governor Andrew Bailey set
to speak on the economic outlook at 10:00 GMT, while ECB PEPP data is released prior to
Thursday’s meeting.
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Central banks vs bond markets: BoC and ECB in question
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After a volatile end to last month, the focus of FX
markets continues to be on developments in the
fixed income space. This week, the dollar has reigned
supreme yet again despite mixed messages coming
from the Federal Reserve over bond yields. Chair
Powell continued to strike a more distant tone,
which stoked fixed income markets to price higher
US yields, while Governor Brainard was more explicit
with her concerns. Meanwhile, the UK economy saw
another bumper fiscal package announced by
Chancellor Rishi Sunak, however, the impact on the
pound was limited as the upside to the growth
outlook was offset by concerns over future fiscal
consolidation.

This week, the focus will be firmly on central banks and fixed income 
developments, despite the Federal Reserve entering a blackout period 

ahead of the March 17th meeting. 

https://www.monexeurope.com/news-analysis/in-depth-analysis/nbp-upwardly-revises-forecasts-but-remains-dovish/
https://www.monexcanada.com/news-analysis/in-depth-analysis/sunak-unveils-bumper-budget-but-markets-weary-that-someone-has-to-foot-the-bill/


Firstly, Governor Bailey is likely to face questions on how the latest UK budget affects the
Bank of England’s economic outlook, and what this means with regards to rising Gilt yields
and the BoE QE programme which is set to expire at year-end. We don’t expect anything
dramatic to come from this event, with the release of the ECB’s PEPP data for the week of
February 24th drawing all of the attention. This week’s data saw the ECB’s net purchases fall
substantially in the final week of February. This coincided with the bond market rout which
led to a spike in yields across the G10 market, and raised a few questions from participants.
Given recent commentary by ECB members, the latest data will be heavily scrutinised to try
and gauge the ECB’s stance on recent bond market developments ahead of Thursday’s
meeting.

Tuesday – 09/03
Norway January GDP is released at 07:00 GMT and comes after the economy expanded by
more than expected in the fourth quarter, leaving activity roughly 1.5% below pre-pandemic
levels. Like other oil exporters, Norway’s economy is benefiting from the recent uptick in
crude prices and this will likely show in January’s GDP figure.

The day is then wrapped up by a speech from Reserve Bank of Australia Governor Philip
Lowe at 22:00 GMT. Lowe is set to speak at the Australian Financial Review Business Summit,
with the discussion centered around “ The Recovery, Investment and Monetary Policy”, but
comes shortly after the RBA decided to step up QE purchases to cap spiking back-end yields.

Wednesday – 10/03
US February CPI data is released at 13:30 GMT and is expected to show a 0.4% MoM rise in
headline inflation. The measure is the last guage before base effects begin to add a lot of
noise to the data, meaning markets are likely to disregard any big readings in upcoming
reports. Inflation data remains important despite the Fed’s shift towards an average inflation
target, however, as rising US yields are based around rising inflation expectations. Expect an
upwards surprise in the CPI report to result in a rise in the US 10-year as markets look to
force the Fed into a decision ahead of the following week’s meeting.
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In the coming months, Norway will 
continue to benefit from the 

tailwinds coming from oil prices as 
OPEC+ decided this week to hold 
production at current levels until 
April, sending crude prices flying. 

Q4 GDP data from South Africa is then
released at 9:30 GMT and is likely to see
the economic recovery continue but at a
slower pace than the record breaking Q3.
This is due to subsequent waves of Covid-
19 slowing the scaling back of restrictions
and weaker than expected labour market
data. Expectations see a 5.6% annualised
reading being printed in Q4, down from
Q3’s 66.1%.



Focus remains in North America, with the Bank of Canada rate decision at 15:00 GMT. The
Bank of Canada faces a similar problem to the Fed, albeit slightly different as rising yields
correspond with increasing bets of rate hikes. A preview on the BoC meeting is provided on
page 4.

Thursday – 11/03
The ECB will come out with their monetary policy decision and a fresh set of economic
projections at 12:45 GMT. ECB President Christine Lagarde will undoubtedly discuss the
recent bond rout and the nature of the inflationary pressures, while journalists won’t let the
ECB’s recent slowdown in asset purchases go unnoticed. A preview of the ECB meeting is
provided below. US jobless claims data is then released at 13:30 GMT and comes at a time
when fresh fiscal stimulus is expected to have been approved, as the expiry date of the
unemployment benefits is around the corner. The claims should continue to gradually slow
down as the vaccination campaign progresses at a fast pace and prospects for upcoming
economic reopening increase labour demand. However, while the stimulus bill underpins
expectations of sharp economic and inflation recovery this year, recent comments by the Fed
have highlighted that there is still a long road to full employment recovery. BoC Deputy
Governor Schembri then presents an economic update at 18:30 GMT. With no press
conference at Wednesday’s meeting, Schembri’s speech will draw focus especially if the BoC
alter their policy statement. However, we don’t expect any big moves from the central bank
this time around, with the focus shifted to April’s meeting for a more material change in
policy.

Friday – 12/03
Friday is likely to start with a negative data print as UK January GDP data is released at 07:00
GMT. With the UK economy subject to national lockdown measures in January, the data is
expected to print at -5%. While this is lighter than that seen back in Spring, largely due to the
adaptation of businesses to lockdown measures and the manufacturing/ construction sectors
remaining open, the impact of the nationwide measures will be larger than that of
November’s.

Canada’s February labour force survey is then released at 13:30 GMT and rounds off the
week. Expectations haven’t been submitted to Bloomberg yet, but we expect the net
employment change to be positive following January’s 212.8k slide. The rationale is twofold.
Firstly, full-time employment continues to rise despite tighter lockdown measures, meaning
job losses are concentrated to part-time workers. Secondly, part-time employment tends to
be more responsive to lockdown measures, which began to ease in February.
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“The closure of schools and a more transmissible virus strain is likely 
to drag further on UK GDP.”



The extent to which February’s data shows the return on part-time employees largely
depends on the surveying period in question.

Bank of Canada preview
Forward guidance needed but may not be provided
Economic developments since the January Bank of Canada meeting have largely been
positive; Q4 GDP surprised to the upside, the labour market added jobs in full time positions,
WTI has rallied over $12 per barrel, the loonie trades marginally lower and key regions are
scaling back lockdown measures. With the January rate statement including the clause “as
the Governing Council gains confidence in the strength of the recovery, the pace of net
purchases of Government of Canada bonds will be adjusted as required”, the emphasis is
now on what additional forward guidance the Bank will give with regards to its QE
programme amid an environment of rising yields. While we previously outlined that the
inclusion of this phrase brought forward our expectations of QE tapering to around Q4 2021,
with the recovery in its premature stages and rising yields real yields suggesting the market
expects rate hikes earlier than the BoC’s 2023 projection, we expect the next signal to be
dovish as opposed to hawkish. Given this, and the fact there is no press conference
scheduled for next week’s meeting, we believe the BoC will maintain its current policy stance
on Wednesday, while any changes are likely to lean on the dovish side in order to temper the
recent rise in market expectations. With volatility in fixed income markets rife at present,
Governor Macklem will want all communication channels to be in effect to relay the BoC’s
message of any material policy change. Without having that in his arsenal, the Governing
Council risks further bond market volatility by trying to guide market pricing. This would be
counterproductive.

While bond yields are rising across the board, real yields in Canada are rising faster than
the US. Market pricing suggests that the BoC will begin their hiking cycle earlier than the
Fed due to US central bank’s explicit average inflation target
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Developments since January’s meeting have been positive on net
Data since the January meeting has surprised to the upside relative to the Bank’s projections
in its January MPR. December’s GDP data release encapsulated this overall theme. While the
economy was broadly subject to tight lockdown conditions, it still grew by 0.1% MoM. With
upwards revisions to November’s reading too, the overall Q4 surprised expectations to the
upside by 2.3%, coming in at 9.6% annualised – double the BoC’s 4.8% annualised projection
in the January MPR. On top of this, the report suggested the Canadian economy grew by
0.5% MoM in January. This runs against the BoC’s expectations of a contraction in growth in
Q1, especially when you consider that growth restrictive lockdown measures were eased in
February.

However, the recent downturn in January’s labour market data was largely due to tighter
lockdown measures weighing on service sector activity. All job losses were concentrated in
part-time roles, while the economy actually added jobs in full-time employment.
Additionally, January’s labour market data was available prior to the Stats Can GDP
preliminary reading, suggesting that despite the job losses, the economy still expanded.
Further upside to the Q1 GDP reading may be evident should Friday’s February labour market
data show part-time jobs recovered in line with the easing of some restrictions in major
provinces that month.

On top of this, the recovery in oil prices has been much more dramatic than expected, while
the Canadian dollar hasn’t exhibited a strong rally since January’s meeting. Both factors are
positive for Canada’s trade balance, while additional stimulus and faster vaccine distribution
in the US adds another tailwind to the outlook for Canadian exports.

Bond markets now see earlier hiking by the Bank of Canada than the 
MPR suggests
All of the positive developments since January’s meeting, outlined above, have resulted in
Canadian bond yields keeping up with the rally in US Treasuries. However, there is one caveat
to this. Unlike in the US, Canadian real yields have been rising in conjunction with nominal
yields, suggesting markets anticipate higher rates from the BoC than the Fed in the short-
term. This is consistent across all market pricing, whether you look at swap curves, OIS
markets, or inflation indexed bonds. Not only does the market anticipate earlier
normalisation by the Bank of Canada, which we also expect in response to January’s meeting
(see here), but pricing also signals earlier interest rate hikes than the Bank did in January.

The Bank of Canada may look towards slack in the labour market to 
argue their point of keeping policy on hold at next week’s meeting. 

https://www.monexcanada.com/news-analysis/in-depth-analysis/loonie-gets-green-light-to-hit-fresh-highs-as-mini-rate-cuts-pushed-out-of-scope/


Fixed income markets price in higher rates from the BoC prior to 2023 liftoff date, while
swap pricing suggest earlier normalisation from the BoC compared to the Fed

Given these developments, the Bank of Canada may want to begin tempering expectations of
a rise in interest rates. As this is a more dominant driver of rising nominal yields in Canada
than in the US, it could be the first port of call for BoC communications in order to ease the
rise in back-end yields. Additionally, the rise in the back-end of the Canadian yield curve may
also warrant explicit discussion. Unlike other DM central banks, the BoC has been quiet on
the subject, despite it resulting in increasing mortgage rates. A more explicit shift towards an
average inflation target style regime, or an expansion in the forward guidance towards a
more holistic view on the recovery that includes the labour market goals and a level of
tolerance to an overshoot in inflation, would definitely put a lid on fixed income market
pricing in the short-term. This is possible with the BoC expected to conclude its policy review
this year, however, we don’t see it as a likely option. Instead, we anticipate the BoC to
increase the duration of its QE purchases further, while potentially signaling a prolonged
period of QE tapering or including more conditions to its rate lift-off. The former won’t
necessarily need to be signaled to markets in the press statement – one would need to watch
the QE purchasing data instead – while the latter would signal a material change in policy.

European Central Bank preview
Trapped between loose forward guidance and market pressure on rising
yields
Volatility in currency markets has spiked recently on the back of a strong sell-off in bond
markets across advanced economies. With rising US yields leading the moves across the G10
space, USD has dominated the currency landscape over the last weeks. The euro has been hit
by this narrative, halting the currency’s rally that occurred at the beginning of the year. While
eurozone bond yields have also caught up with these dynamics, the move hasn’t been strong
enough to pare back the widening in spreads against US Treasuries. However, the underlying
narrative has already called the attention of ECB policymakers, who worry about the
offsetting effects of higher yields on monetary stimulus.
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Rising yields reflect implicit market expectations for higher inflation, tightening financial
conditions relative to currently depressed macroeconomic fundamentals. While steepening
yield curves are usually a sign of a reflationary economic environment, a faster rise in yields
than justified by the actual recovery may pose a challenge to the economic outlook.

was stressed at the previous meeting, added to the confusion after recent purchase data
showed net purchases fell during the time of bond market instability at the end of February.
The markets’ quest for further guidance has been partly answered when Philip Lane provided
two broad indications on what drives policy decisions, namely, the evolution of the GDP-
weighted bond yield and OIS curves, but questions over the use of PEPP remain.

Observed financial conditions have tightened on the back of rising inflation expectations
relative to 2-months prior
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The pressure is now on the 
ECB’s shoulders, as a silent 

reaction towards rising yields 
could put a question mark 

over the stance of monetary 
policy and the ECB’s overall 

credibility.

In the latest meeting…

The ECB remained at the side lines and refused
to give much new guidance on where the pace
of its bond purchases is heading. This was a
safe position to take for the ECB considering
the uncertain environment and slow going
vaccine roll out in the EU, but makes it
challenging for markets to assess the ECB’s
policy reaction function. President Christine
Lagarde reiterated the ECB is taking a holistic
approach to defining financing conditions and
does not target any specific yield or spread
levels, which left markets searching for
answers. However, the flexibility of PEPP, which
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If these indicators of financial conditions are meant to guide the design of policy tools, the
recent steepening of the curves has understandably attracted some attention. Lane himself
mentioned that the ECB is “closely monitoring the evolution of long-term nominal bond
yields”, signalling to markets that an increase in the PEPP purchases could be on the table.
Council member Isabel Schnabel backed him up by voicing concerns around the rising bond
yields in the eurozone. However, just when market jitters were somewhat calmed down by
these comments, the ECB came out and told Bloomberg they see “no need for drastic action
to curb bond yields”, begging the question of where this puts the ECB now and what markets
can expect from the asset purchases in the coming weeks. This statement follows suit with
the stance of the Fed, with Chair Powell understating the importance of the current bond
sell-off on Thursday.

Last week’s purchases pace slowed down, but the ECB blamed the effect of redemptions on
the slowdown. Taking these redemptions into consideration by assuming reinvestment,
however, total bond purchases still show a deceleration and suggest that the central bank
overlooked the upside pressure on yields by aggressive market repricing of inflation
expectations. This soft reaction contradicts the ultra-loose policy stance the ECB has held so
far, raising bets that the ECB will need to step up its game if it wants to avoid yields being
pushed up further. Intense attention will be placed on the upcoming policy meeting on March
11th, as markets seek to dissect whether or not the ECB will be up to its pledge of loose
monetary policy looking ahead. The policy review will be accompanied by the next batch of
macroeconomic projections, which should reflect the updated vaccination plans and
prospects of economic reopening later in the year. The ECB should highlight that the short-
term inflation outlook is subject to higher volatility due to base effects, whereas the longer-
term core inflation outlook should remain in line with previous forecasts.

ECB’s soft reaction to rising yields puts forward guidance under question

“With the ECB’s verbal intervention not providing much clarity, economists turn 
to the ECB’s weekly emergency bond-buying pace for further answers.”
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DISCLAIMER: This information has been prepared by Monex Canada Inc., an execution-only service provider.
The material is for general information purposes only, and does not take into account your personal
circumstances or objectives. Nothing in this material is, or should be considered to be, financial, investment or
other advice on which reliance should be placed. No representation or warranty is given as to the accuracy or
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.
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