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Rising US rates buoy dollar, euro resilient on hawkish ECB

The relentless march towards higher rates in the US continued last week. 

The key 10-year Treasury rate rose another 6 basis points to end the week above 2.90%. The sell-off in US fixed 

income is now spreading to other markets, with European yields moving higher as the long-awaited (by us, at 

least) hawkish turn in ECB communications begins to take place. On the back of this shift, the euro managed to 

hang on to the dollar and rally against all other G10 currencies, save the Swedish krona. Commodity and 

emerging market currencies had a rough go of it as the massive increase in rates worldwide begins to take its 

toll on risk assets and dent the rally in commodity prices. 

 

Over the weekend, Emmanuel Macron was re-elected as French president which, together with reports that the 

ECB is ready to move more aggressively in response to inflation, should be supporting the common currency. 

We have, however, seen a sharp sell-off in risk assets so far this morning at the expense of the safe havens, 

particularly the US dollar and Japanese yen. Investors are fretting over the possibility of a slowdown in global 

growth in response to fresh concerns over additional lockdowns in China and tighter monetary policy globally. 

 

Investor risk appetite looks likely to remain the main driver of currencies in the coming days. On the data front, 

the April flash inflation report in the Eurozone on Thursday is shaping up to be a key event of the trading week, 

though we will also see a slew of growth and inflation data points out of the US. An upward surprise in 

Eurozone inflation could see the headline number dangerously close to 8%. We think that this would help the 

case for a July hike, forcing further repricing of European rates and helping the common currency along.

CZK

The Czech koruna was able to end the week with small gains and was one of the best-performing EM 

currencies worldwide. The koruna defied the pattern of depreciation which saw some other EM currencies 

being pressured lower. Rising rate hike expectations in the US and sharply rising yields, particularly at the short 

end, did not hurt the currency. It seems that Czechia has high enough rates and a decent external position to 

be shielded from it and in previous similar episodes was also outperforming peers. 

This week in addition to external news we’ll focus on the advance GDP reading for the first quarter, out Friday.
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EUR

In spite of the volatility, the outlook turned somewhat more positive for the euro last week. The April PMIs were 

better than expected, suggesting that the Eurozone economy is weathering the impact of the Ukraine war 

rather well. Just as importantly, rhetoric out of the ECB has taken a hawkish turn. Remarks from both De 

Guindos and President Lagarde last week suggest that a July hike is possible, with both policymakers sounding 

increasingly alarmed by inflationary pressures. 

 

The April flash inflation print out on Thursday could seal the case for a July hike; a headline number near 8% is 

definitely possible, and the march higher in the core index should continue, making it increasingly difficult to 

blame the spike in energy prices.

Figure 1: G3 PMIs (2019 - 2022)

Source: Refinitiv Datastream Date: 25/04/2022

USD

Now that a 50 basis point hike is more or less priced in, not just for the next meeting of the Federal Reserve, 

but also the following two, some Fed officials are bringing up the possibility of a 75 basis point hike. 

 

We have been banging the table that markets were not pricing in sufficient Federal Reserve hikes for well over 

a year, but we think we are getting close to the point where enough is being priced in for the near term, and 

further increases in US bond yields should be limited to the longer end of the interest rate curve. For now, at 

least, the short-term rate differential between the US and the Eurozone appears to be stabilising, which means 

the dollar rally against European currencies may run out of steam soon.
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