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MACRO MARKETS DAILY 
Economic data today 

 Euro zone April Final CPI (exp. -0.2% YoY, prel. -0.2% YoY, last 0.0% YoY). 

According to Eurostat, the fall in April inflation was mainly due to the softening in 
services prices in the month (to 0.9% YoY from 1.4% YoY), a stabilization of 
inflation for non-energy industrial goods (at 0.5% YoY) and food (at 0.8% YoY) and 
a very modest moderation in the sharp decline in energy prices (to -8.6% YoY from 
-8.7% YoY). We would anticipate a rise in services inflation (44% of total) once the 
Easter calendar impact has disappeared, supported by the recovery of domestic 
demand that, together with the increase in oil prices, should take headline inflation 
up to an annual rate of above 1.0% in December. 

 UK March Unemployment Rate (fcst. 5.1%, last 5.1%) and Average Weekly 
Earnings (ex-bonus fcst. 2.4% 3MoY, last 2.2% 3MoY), April Claimant Count 
Rate (fcst. 2.1%, last 2.1%). We expect unemployment to be little changed, but 

wage growth to have picked up slightly. Today’s release covers the period prior to 
the National Living Wage taking effect, in April, but its phasing-in was already likely 
to be having some influence. Surveys suggest that job creation has slowed down, 
partly due to uncertainty ahead of the EU referendum, and we see the 3Mo3M 
employment change as likely to have turned slightly negative. 

 State Opening of UK Parliament, including the Queen’s Speech to outline the 

government’s programme for the coming year. 

 Bank of England Agents’ Summary of Business Conditions 

 Central bank speakers: The BoE’s Haldane. 

 Fed releases minutes to the April FOMC meeting. Comments from Fed 

members last week still pointed to further interest rates hikes this year, in our view. 
We expect the Fed to raise rates in June/July and again in 4Q16E. 

Rates Strategy 

 EUR Rates: EGB yields fell mostly yesterday, on the back of a poor performance 

by European equities after higher-than-expected inflation figures in the US (adding 
to the Fed’s case for raising rates sooner rather than later), halting the earlier govie 
losses and ending the day with slight gains. At the end of the day, 10y Bund yields 
were down and away from the 0.15% mark, closing around 0.131% (-1.1bp), with 
the 30y Bund performing similarly and closing around 0.834% (-1.4bp), while 
Germany’s 2y yield moved slightly higher (+0.4bp) to -0.514%. Periphery govies 
also had a good day, with yields tightening in most tenors. 10y SPGBs (-3.6bp to 
1.56%) performed better than Italy’s 10y BTPs (-2.5bp to 1.45%) and Portugal’s 
bonds (10y PGBs -7.1bp to 3.036%) outperformed its peers in that part of the 
curve.  

 Today, with the oil price nearing the $50/bbl mark, the market will be focusing on 
the minutes to the last FOMC meeting (in April), looking for clues as to when the 
Fed might hike rates for the first time this year. The minutes have gained in 
importance after yesterday’s US inflation figures and the lacklustre NFP numbers in 
the first week of May, amid continued global economy uncertainties.  

 EGB supply: Today, Germany is scheduled to sell €4bn, tapping its 10-year Bund 

(0.5% Feb’26). Portugal, in bills, will be placing up to €1.5bn in 182d and 364d 
short-dated paper. 

 UK rates: UK CPI and RPI came in below consensus yesterday morning, but the 

immediate market reaction was pretty small. As we noted yesterday, front-end 
inflation breakevens have been fairly soft of late and the market seemed braced for 
this outcome. Most breakevens tracked the nominal moves fairly closely over the 
session, with about 0.5bp of underperformance in 10y BEs. The UK nonetheless 
outperformed other swap and govie markets over the course of the day, including  
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during their sharp rally once US stock markets opened 
lower. But the 3-5y and 40y+ sectors were relatively 
weak yesterday. The 5s10s and 30s50s gilt curves are 
both now close to or below their averages over the last 
three months, which we see as examples of the current 
low-conviction and range-bound market. 

 UK supply: The DMO will auction £1.5bn of the 4.25% 

March 2036 gilt today. Please see our Auction Preview 
for full details.  This bond is at the cheap end of a very 
tight range versus its neighbours but looks pretty fair on 
the wider curve, given the steepening seen in 10s30s. 
There has been relative softness in the performance of 
30s-36s over the last two days, but this comes after a 
strong finish to last week. The 36s’ swap spread is in line 
with other long gilts, which we see as likely to continue 
slowly drifting wider. 20y linkers look fairly cheap on 
regression vs. nominals, but this is more extreme around 
30y thanks to next week’s IL46s’ syndication. 

FX Strategy 

 The USD remains firm ahead of the FOMC Minutes, 

released this evening, with the USD index edging back to 
94.80. Our central scenario remains that the Fed will hike 
rates twice in 2016, at the June/July meeting and later in 
Q4. Any support for this view stemming from the Minutes 
should be USD positive and allow the USD index to test 
its 14 April high of 95.20. 

 EUR/USD dropped below 1.1300 overnight and should 

come under more pressure from final April Eurozone CPI 
data, published this morning. Eurozone inflation is 
forecast to be unrevised at -0.2% YoY. In comparison, 
the US April headline CPI increased to 1.1% YoY from 
0.9%, suggesting that inflation differentials should also 
underpin USD sentiment against the EUR.  

 Sterling continues pulled in either direction by political 

uncertainty surrounding the EU referendum. 
Disappointing economic data have also been a drag on 
the Pound. The March employment data are expected to 
show unemployment unchanged at 5.1% YoY, with 
average earnings growth also stable.  

 However, the risks to the GBP appear asymmetric, with a 
downside surprise likely to weigh more on the currency 
than an upward surprise would provide a boost. Hence, 
Cable should face resistance at 1.4530, but may struggle 

for support until 1.4350 levels are reached. 

 USD/JPY was static even given a much better-than-

expected Q1-16 GDP print. The Japanese economy grew 
0.4% QoQ in the first quarter, compared to a downwardly 
revised -0.4% QoQ in Q4-15. Activity was boosted by 
private consumption, but investment and exports 
remained weak. The latter may help explain the soft tone 
in Japanese/Asian equities, which kept USD/JPY around 
109.00.

http://www.maestrolink.com/researchlibrary/santander/API/Document/pdf/1909-UKR160517-1
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EXPLANATION OF THE RECOMMENDATION SYSTEM 

DIRECTIONAL RECOMMENDATIONS IN BONDS DIRECTIONAL RECOMMENDATIONS IN SWAPS 

Rating Definition Rating Definition 
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at least 10bp in 3 months (decline in the yield 
rate), assuming a directional risk. 

Long / Receive 
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RELATIVE VALUE RECOMMENDATIONS 

Rating Definition 
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Rating Definition 
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