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Article Key events in developed markets this week 
The spotlight is on the Fed meeting next week in developed markets but 
we don't expect any major changes as officials have clearly stated that 
negative interest rates are not on the cards 

     US: The Fed isn't ready to go negative 
The US focus will be on Wednesday’s FOMC meeting. We do not expect any major new initiatives 
given the performance of financial markets and the fact credit continues to flow freely. Moreover, 
officials have made it clear they have no interest in negative rates, feeling it could actually impede 
credit flows, although they have not completely removed it as an option in the future. 
Nonetheless, the outlook for the economy remains uncertain. There are certainly bright spots, 
such as mortgage applications and car sales, but social distancing, consumer caution, high 
unemployment and political division mean the broader economy is facing many challenges. As 
Fed Chair Jerome Powell said last month, “the Fed has lending powers, not spending powers”. So in 
an environment where there is a collapse in demand with rising unemployment and state and 
local governments running out of cash, it requires the Federal government to step in. This means 
fiscal policy should carry the burden, potentially supported by a Fed QE strategy that would cap 
government borrowing costs as debt issuance surges. Yield curve targeting is unlikely to be 
seriously on the agenda at this FOMC meeting with longer-dated yields remaining low, but it could 
certainly emerge in the Autumn. Data-wise consumer price inflation should continue to ease given 
the lack of demand in the economy. The food component is likely to see further price pressures 
though given the dramatic switching away from food services towards grocery and the strains this 
has placed on supply chains. We will also have the University of Michigan measure of consumer 
confidence that should rise further given the re-openings and rising asset prices. 
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Asia week ahead: At the mercy of weak exports 
Big data week in China and Japan next week. The numerous trade 

releases will be gleaned for Asia’s export resilience, which seems to have   
ended 
 

 

      Export-led slowdown 
China’s May data flow begins on 7 June, with trade figures, and inflation and monetary indicators 
over the course of next week. The May Day holidays are expected to instil some slack in economic 
activity, but otherwise, data should indicate that Asia’s biggest economy is on the recovery path, 
thanks to stimulus policies. However, the recovery remains at the mercy of global demand that’s 
currently getting a pretty strong beating from the Covid-19 pandemic. This imparts a downside 
risk to our house forecast of only a modest dip in Chinese exports in May, by -1.7% year-on-year. 
The monetary data will be gleaned for signs the substantial stimulus is trickling down to support 
domestic demand. It’s also a big data week in Japan, crowded by April economic indicators, which 
should shed some light on GDP growth in the current quarter. No point guessing that it’s going to 
be any better than -0.9% QoQ (seasonally adjusted) in 1Q20, for which the second estimate is also 
due next week. Like China, Taiwan and the Philippines trade figures are also likely to show 
accelerating export weakness. The same goes for Malaysia and India's manufacturing releases 
after these countries saw the worst fall in exports by -24% YoY and 60% respectively in April. For a 
change, there are no significant policy events scheduled from regional economies next week, 
though don’t be surprised if something suddenly springs up in these uncertain times. 
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Article Key events in EMEA and Latam next week 
A data-heavy week in EMEA and Latam which should show the extent the 
pandemic has hammered industrial production in the Czech Republic and 
disrupted the supply-side in Hungary. Also, keep an eye out for Serbia's 
central bank meeting where we expect a 25bp rate cut 

 

     Hungary: Inflation to drop further 
For the next week, Hungarian budgetary and trade developments will show how Covid-19 has 
transformed internal and external balances. The budget might be helped by EU fund transfers, 
while the lockdown will provide a major negative impact on trade. We see year-on-year inflation 
dropping further in May on the back of base effects. The single most important factor behind the 
monthly price increase will be food prices due to supply shocks (weather and coronavirus-
related), while a minor fuel price increase in the month will be counterbalanced by other core 
product groups like durables. Albeit exciting from a macro point of view, we don't see this reading 
as a market mover or being an immediate game-changer for monetary policy. 

     Czech: Industrial production affected by shutdowns 
With the main carmakers being shut down for almost the entirety of April, the number of cars 
produced declined by 89% YoY. As such, strong fall of April industrial production is likely, 
though particular figure might be difficult to estimate and we expect a contraction of around 
25%. May CPI will be affected by the reduction in VAT, which is applicable for some services 
since May. 
Together with a high base, we should see a deceleration in YoY price growth towards 2.5%. The 
unemployment rate was rescheduled for earlier release on Friday the 5th instead of Monday 
and we expect just a minor increase to 3.6%. 
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