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It’s a marathon not a sprint: 
 
1) The market has gone through an interesting process over the past year of never being able 

to see much DM monetary tightening (we are all Japan now) to seeing much of it being 
front-loaded in 2022 (a sprint to neutral). In my view, we remain on course for a multi-cycle 
“normalization” higher. I use the term “normalization” to denote a return to interest 
rates and bond yield levels that we were used to seeing before a decade of financial 
repression. I am not sure where the peak will be for this cycle (my working assumption 
remains 4% or so in the English-speaking countries and 2%-3% in Continental Europe). I am 
more certain, however, that the trough after the next recession/dip will be higher, as will 
the peak in the following expansion (this will reflect inflation settling sustainably higher 
than the magic 2%). This outlook warrants medium-term caution on longer-dated bonds. 

2) Central banks vary in their willingness to provide expected paths for their policy rate. 
Some (RBNZ, Riksbank, Norges and the Fed) provide explicit paths which, for better or 
worse, are viewed by the market as “plans”. Others (ECB, BoJ, BoC and RBA) have 
emphasized conditional guidance (we won’t do x until y happens). These statements are 
backed up with forecasts which can be used to infer when the requisite conditions will 
be met. The most mercurial is the BoE, which is very leery to provide any guidance. Its 
use of forward market rates can be seen as something of a teaser when combined with its 
macro forecasts, although that leaves open the question of appropriate time horizon. In the 
May MPR, inflation (conditional on then forward rates) was projected as over target—
generally dramatically so—through mid-2024, but then to drop below target in 2025. For a 
Bank required to meet its target of 2% at all times, the issue is how to weight those errors? 

3) New Zealand (RBNZ) provided its latest expected forward path for rates in today’s 
Monetary Policy Statement, which accompanied the decision to hike the OCR by 50bp, 
to 2% (Chart 1). In the last path (Feb), rates were expected to rise to 2.2% at the end of 2022; 
now, they are expected to be 3.4% (my view). The peak is seen at 4% in mid-2023, which is 
lower than I’m currently projecting (as per 1) above), although I would not make a big deal 
about this difference. Interestingly, NZD did not gain on this relative RBNZ hawkishness. 
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4) The flow of May European confidence data continues to reflect remarkably robust 
producer sentiment amid very weak consumer sentiment (Chart 2). The latest example 
today came from Sweden, where the NIER’s economic tendency indicator (ETI) rose, with 
gains in the business sector components of the index (especially manufacturing) offsetting 
the weakness from consumer sentiment (which has a 20% weigh in the overall ETI).  Viewed 
over the longer-run, Swedish business (very exposed both to Baltic uncertainties, but also 
world trade more generally) remains on the bullish side of average—not what I expected 
when Russian invaded Ukraine in late Feb. 

5) World trade growth weakened in 22Q1, after a surge in 21Q4, according to data released 
today by the Dutch CPB (Chart 3). March world trade volumes fell 0.2%m/m, sa. For 22Q1 
overall, they were up 3.1%q/q, saar, a sharp slowing from the 11.6%q/q, saar, growth rate of 
21Q4. The main change came from China, where C-19 damage (especially on the import 
side) was very evident in Mar and will be even more so in the Apr data when the CPB 
publishes that next month. 

6) US Apr core durable goods orders were reported up 0.3%m/m, sa, in Apr. The %3m/3m, 
saar (nominal) growth rate slowed to 6.5%, which was the weakest since Jul ’20—
pointing to greater corporate caution. Shipments remained stronger (up 0.8%m/m, sa, 
12.1%, 3m/3m, saar) although are also softening (with more to come). Late last month, there 
were significant downward (benchmark) revisions to the core orders data, leaving the 
capex cycle in this expansion looking less impressive than previously, albeit still much 
better than that in 2010-13 (Chart 4). 

  

7) Russia catches a variant of Dutch Disease. The CBR will hold an early MPC meeting 
tomorrow and, presumably, cut rates again significantly. Pre-war, the policy rate was 9.5%; 
it was hiked to 20% as inflation surged but has since been cut to 14%. The weekly CPI stopped 
rising through May and the RUB basket (USD/EUR) is now about 25% stronger than it was 
on the eve of the war (again, not something I had been projecting in late Feb). This is a 
reminder of the power of the balance of current payments to shape FX in a world of 
collapsed capital flows: with an inability to spend hard currency in the west, Russia is 
struggling to absorb the (high) proceeds of its energy and other commodity exports. 
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While we make every effort to ensure that the analysis in this note is as accurate as possible, we do not guarantee that the information contained 
is either complete or correct. The material has been provided for informational and educational purposes only. The information is not intended 
to provide or constitute investment, accounting, tax, or legal advice. 
 
A guide to common acronyms in the Daily Comment: C-19: COVID-19; IP: industrial production; m/m: change from last month; CPI: consumer 
prices; PPI: producer prices; q/q: change from last quarter; oya: over a year ago (what many incorrectly call y/y or year-on-year; I use this to 
compare quarters or months in a given year with the same quarter or month a year earlier; y/y is used only when comparing one year with 
another); sa: seasonally adjusted; saar: seasonally adjusted annual rate (the way we are used to looking at growth); DM: developed markets (the 
others are EM: emerging markets); PMI: purchasing managers’ index; FX: foreign exchange; sd: standard deviation (I use this measure to 
normalize similar variables which are expressed in different units in order to help cross-country comparison; the results are also known as z-
scores).  


