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 US Fed to surprise markets 
 
The outcome of the FOMC's upcoming meeting is uncertain and will therefor 
receive a lot of attention. The crucial question will be how the Federal 
Reserve will react to the escalation of the trade war with China and thus to 
the increased downside risks for the US economy. The markets have 
already clearly positioned themselves and are pricing in at least two rate 
cuts of 25 basis points each by the end of the year. In our view, there is a 
high risk that these expectations will be disappointed and that volatility in the 
markets will pick up immediately after the meeting.  
 
The markets are already giving a high probability of a rate cut in July, i.e. at 
the next meeting. In order to confirm these expectations, the FOMC would 
have to provide clear indications in this direction as early as next week. We 
think this is unlikely, as such a turnaround in monetary policy would not be 
justified by the developments of recent weeks. In April, both the FOMC 
statement and the decision-maker survey had signaled unchanged interest 
rates through to the end of the year. The April data still showed a solid 
economy, but the situation worsened in May. Whether this was a reaction to 
the volatile stock markets, as we believe it was, or the beginning of an 
economic slowdown, cannot be estimated at the moment, all the more so as 
nobody knows how the trade war will develop. But in this environment, the 
announcement of a cut in interest rates would be premature.  
 
We expect the FOMC statement to contain some changed wording that 
takes into account the uncertain environment, but we do not expect any 
clear indications of an interest rate cut. We assume much more that the 
body will continue to wait and only signal its willingness to act should it 
become necessary. Fed Chairman Powell's speech a little more than a week 
ago contained just such a phrase and was intended to prepare markets, in 
our view. It is more difficult to predict how the dot plot will turn out. In April, 
the vast majority of respondents had assumed that interest rates would 
remain unchanged; some had assumed an interest rate hike and a few had 
assumed two interest rate hikes by the end of the year. So, in order to 
confirm the market expectations, the forecasts of the decision-makers would 
have to shift to an extent that we consider unrealistic.  
 
We expect the trade conflict between the US and China to ease over the 
coming months, especially as a slowdown in the economy is not in the 
interest of President Trump, who will be standing for re-election next year. 
We therefore assume that economic data will improve again and that the 
Fed Funds rate will remain unchanged. 
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EZ Manufacturing PMI vs. Industrial 
Production y/y 
 

 
 
Source: Bloomberg, Erste Group Research 

 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 

EZ – manufacturing sentiment should slightly improve 

Next week (June 21), a first flash estimate of the industry sentiment for the 
Eurozone, Germany and France will be released. In May, sentiment clouded 
slightly after the intensification of the trade conflict between the US and 
China. In particular, the situation for intermediate and capital goods 
continued to weaken, while there was a slight improvement for consumer 
goods. At the country level, Germany, Austria and Italy were the worst 
performers in the Eurozone in May. For Spain and France, on the other 
hand, the data indicates slight growth in industrial activity. 

After the recent rise in risk appetite on the capital markets, we expect a 
slight improvement in the mood in the Eurozone manufacturing sector in 
June following the weak figures in May. Nevertheless, the Eurozone's 
manufacturing sentiment will continue to suffer in the coming months from 
the global trade conflict (auto tariffs against Europe possible) and the 
unresolved Brexit question. Therefore, a possible meeting of Trump and Xi 
on the fringes of the G-20 summit in Japan on June 28-29 would be of 
particular importance. Since Trump has to face re-election at the end of 
2020, we assume that there should at least be progress in the second half of 
2019 in the trade conflict, so that Trump can present his electorate with 
success in 2020. In view of the political turmoil in the United Kingdom, 
however, we expect a hard Brexit at the end of October, which we believe 
will hit the Eurozone economy particularly in 4Q19 and 1Q20. 
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Economic calendar 
 

 
 
Source: Bloomberg, Erste Group Research 
 
 
 
 

Central bank events 
 
 

 
 

Ctry Date Time Release Period Consens Prior

Eurozone

FR 21-Jun 9:15 PMI Index Jun P 50.6 Index

DE 21-Jun 9:30 PMI Index Jun P 45.0 Index 44.3 Index

EA 21-Jun 10:00 PMI Index Jun P 48.0 Index 47.7 Index

USA

14-Jun 14:30 Retail Sales mom May 0.7% -0.2%

China

Date Time Event

ECB

17-Jun 19:00

18-Jun 10:00

12:30

12:30

15:30

Fed

19-Jun 20:00 Monetary policy decision

20:30 Jerome Powell, press confernce

Mario Draghi, speech at the ECB Forum on Central Banking 2019, Sintra 

Portugal

Mario Draghi, speech at the ECB Forum on Central Banking 2019, Sintra 

Portugal

Philip Lane, panel at the ECB Forum on Central Banking 2019, Sintra 

Portugal

Mario Draghi, panel at the ECB Forum on Central Banking 2019, Sintra 

Portugal

Benoit Coeuré, panel at the ECB Forum on Central Banking 2019, Sintra 

Portugal
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Exchange rates EUR: USD, CHF, GBP and JPY 
Changes compared to last week 

Eurozone spreads vs. Germany 
10Y government bonds 

 

 

 

 
Source: Bloomberg, Erste Group Research Source: Bloomberg, Erste Group Research 

US Treasuries yield curve 
Changes compared to last week 

DE Bund yield curve 
Changes compared to last week 

 

 

 

 
Source: Bloomberg, Erste Group Research Source: Bloomberg, Erste Group Research 
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Forecasts1 
 
 
 

 
 

 
 

 
 
 
In case of changes to our forecasts compared to the previous issue, arrows show the direction of the change. 
Source: Bloomberg, Erste Group Research 

 
 
  

                                                      
1 Note: In accordance with regulations, we are obliged to issue the following statement: 
Forecasts are not a reliable indicator of future performance. 

GDP 2017 2018 2019 2020

Eurozone 2.4 1.8 1.1 1.0

US 2.3 2.9 2.5 2.1

Inflation 2017 2018 2019 2020

Eurozone 1.5 1.7 1.4 1.5

US 2.2 2.4 1.8 1.9

Interest rates current Sep.19 Dec.19 Mar.20 Jun.20

ECB MRR 0.00 0.00 0.00 0.00 0.00

3M Euribor -0.32 -0.30 -0.30 -0.30 -0.30

Germany Govt. 10Y -0.26 -0.30 -0.10 0.10 0.40

Swap 10Y 0.24 0.00 0.20 0.40 0.70

Interest rates current Sep.19 Dec.19 Mar.20 Jun.20

Fed Funds Target Rate* 2.37 2.38 2.38 2.38 2.38

3M Libor 2.43 2.70 2.70 2.70 2.70

US Govt. 10Y 2.06 2.40 2.50 2.50 2.50

EURUSD 1.13 1.10 1.13 1.15 1.18

*M id of target range
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Disclaimer 
 
This publication was prepared by Erste Group Bank AG or any of its consolidated subsidiaries (together with consolidated 
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marketing communication pursuant to  Art. 36 (2) delegated Regulation (EU) 2017/565 as no direct buying incentives were 
included in this publication, which is of information character. This publication does not constitute investment research pursuant 
to Art. 36 (1) delegated Regulation (EU) 2017/565. It has not been prepared in accordance with legal requirements designed to 
promote the independence of investment research and it is not subject to the prohibition on dealing ahead of the dissemination 
of investment research. The information only serves as non-binding and additional information and is based on the level of 
knowledge of the person in charge of drawing up the information on the respective date of its preparation. The content of the 
publication can be changed at any time without notice. This publication does not constitute or form part of, and should not be 
construed as, an offer, recommendation or invitation to subscribe for or purchase any securities, and neither this publication nor 
anything contained herein shall form the basis of or be relied on in connection with or act as an inducement to enter into any 
contract or inclusion of a security or financial product in a trading strategy. Information provided in this publication are based on 
publicly available sources which Erste Group considers as reliable, however, without verifying any such information by 
independent third persons. While all reasonable care has been taken to ensure that the facts stated herein are accurate and that 
the forecasts, opinions and expectations contained herein are fair and reasonable, Erste Group (including its representatives 
and employees) neither expressly nor tacitly makes any guarantee as to or assumes any liability for the up-to-dateness, 
completeness and correctness of the content of this publication. Erste Group may provide hyperlinks to websites of entities 
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publication or to otherwise notify a reader thereof in the event that any matter stated herein, or any opinion, projection, forecast 
or estimate set forth herein, changes or subsequently becomes inaccurate. The past performance of securities or financial 
instruments is not indicative for future results. No assurance can be given that any financial instrument or issuer described 
herein would yield favorable investment results or that particular price levels may be reached. Forecasts in this publication are 
based on assumptions which are supported by objective data. However, the used forecasts are not indicative for future 
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