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Currency Main focus of the week (S-T view) 

EUR Markets looking for evidence of slowing inflation to keep a 50bp hike off the table in September 

USD Fed set to keep its pedal to the metal amid elevated inflation backdrop. FOMC forecasts in focus 

JPY Back on intervention watch after Friday’s joint statement 

GBP BoE to hike. Probably 25bp but 50bp can’t be ruled out amid a general G10 central bank dash for neutral    

 

Overnight comment  
USD/JPY rose as high as 135.19, its highest since 1998, while 10yr JGB yields 
pushed above 0.25%, the upper end of the BoJ’s target range, amid global pressure 
on yields in the wake of Friday’s jump in the US CPI. UST yields pushed higher across 
the curve during Asian trade with 2yrs peaking at 3.19%, their highest since 2007. 
In response the BoJ announced an additional ¥500bn buying op in the 5~10yr 
maturity bucket for tomorrow. Japan’s BSI quarterly survey for Q2, which is often 

seen as a leading indicator for the Tankan showed improvement at the overall level even 
as manufacturing weakened, reflecting the re-opening of the economy in recent weeks. 
 
The US dollar was firm amid a decline in risk appetite as China re-imposed restrictions in 
Beijing and Shanghai as Covid cases proved more persistent that expected. USD/CNH 
pushed back above the 6.750 level. EUR/USD dropped below 1.0480. Euro area 

investors have the results of yesterday’s first round of parliamentary elections to 
consider this morning. Pollsters estimate that Macron will win 275~310 seats, with 289 
needed for a majority. The main challenger will be the left-wing alliance led by 
Melenchon, which is predicted to win 180~210 seats. The final round of voting takes 
place next Sunday. The latest Bloomberg poll on the eurozone economy showed growth 
in 2022 at 2.6%YoY, down 0.2pp vs last month, while the CPI is seen up 0.3pp vs last 
month at 7.0%. 2023 CPI is also up 0.2pp at 2.8%. UK GDP data for April showed GDP 
falling for a second consecutive month, down 0.3%MoM vs expectations of a 0.1%MoM 
gain. GBP/USD pushed lower in the wake of the release, dipping below 1.2260.  

 
Friday’s IMM data showed minimal changes in speculative positioning in the week to 7 
June. USD positioning remains elevated but is almost unchanged in the past 2 weeks 
and is at similar levels to early January. It is fair to say that speculative investors have 
not been major drivers of recent currency movements. They have been cutting JPY 
shorts over the past month, perhaps sensing that yen weakness doesn’t have much 
further to run.     
 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

UK – GDP (%MoM, Apr) 0.1/-0.1 

   Source: Bloomberg 

 
Eurozone/UK. On the data front UK GDP for April is released at 7.00am UK time. 

Monday also sees the government bill on reforming the Northern Ireland Protocol 
published. There is plenty of opposition among Conservative MPs. In the wake of the 
party leadership vote, it is not guaranteed that the bill will pass. It will certainly be held up 
in the House of Lords There are no eurozone data but the ECBs Holzmann, Simkus and 
Guindos all speak.           
 
US. There are no data due in the US today and Fed speakers are in the quiet period 

ahead of the 15 June FOMC meeting, where the Fed is expected to hike by 50bp. In the 
wake of the inflation surprise on Friday, there is an outside chance of a 75bp move but it 
is more likely that the hawkishness will be expressed in the Dot Plot, which will see 
near-term rates move sharply higher.     

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
 
G10 central banks: Struggling to get real 

Early in the year many G10 central banks seemed to come to the conclusion that the recovery was firmer than expected and 
that supply chain strains were longer lasting. The upshot was that inflation was heading higher and policy was too loose. Then 
came the Russian Invasion of Ukraine. For a few weeks central banks looked a little unsure how to assess the impact but by 
mid-March most looked to have decided that it was going to add to their inflation problem and they have been running to catch 
up ever since. 
   
The bad news for those G10 central banks that are trying to bring inflation back down to target (the BoJ and SNB remain 
outliers. The BoJ is still trying to push inflation higher, while the SNB has inflation close to target and seems to have few plans 
to tighten for now) is that real interest rates have generally declined so far in the year to date. For most G10 central banks 
inflation has risen by more than they have hiked this year. It is possible to argue that this makes them even further behind the 
curve than they were at the start of the year.   
 
Obviously central banks are trying to hit the inflation target in ~2 years time rather than now but nonetheless, the fact that real 
rates are moving lower rather than higher adds to the impression that they have been asleep at the wheel and have some 
catching up to do.  
 
Given the fall in real rates it is no surprise that central banks continue to surprise on the upside. Last week both the RBA 
(50bp hike vs 25bp expected) and the ECB, which said it would hike 25bp in July (as expected) but could push the policy rate 
up by 50bp in September “if the medium-term outlook persists of deteriorates”. The hint of a 50bp hike was a hawkish step 

given that President Lagarde and Chief Economist Lane had appeared to rule out bigger steps in the run up to the meeting.   
 
This week the Fed and the BoE are expected to raise rates by 0.50% and 0.25% respectively. Both meetings see a risk of a 
larger move or firmer rhetoric. In the US, in the wake of Friday’s unwelcome inflation surprise that saw headline inflation hit a 
40-year high, the pressure on the Fed has risen. We still expect a 0.5% hike but it is possible that Powell will leave a 0.75% 
hike on the table for future meetings. In the UK, the Chancellor’s recent £15bn spending package will need to be taken into 
account. The fiscal loosening certainly reduces the recession risks. Although we expect a 25bp hike from the BoE, we expect 
that any dissents will be on the hawkish side. A 50bp hike is a low possibility. To date BoE rhetoric on inflation has been quite 
muted in relation to the Fed – there is certainly scope for the BoE to step up the hawkish talk.  
 
More broadly most G10 central banks will be looking to hike aggressively through Q3 and markets are priced accordingly. 
Indeed, we would argue that markets are pricing in too much action but the story of H1 was markets leading and central 
banks following and we expect that this has further to run in Q3. It will only be in Q4 that the pace of tightening starts to drop 
for most G10 central banks. The significant increase in policy rates in Q3 will drive financial conditions tighter and will likely 
keep risk assets under pressure. Downbeat financial market sentiment should support USD for much of the summer.           
 

Central banks are making limited progress on getting real policy rates higher 

 

Source: Bloomberg, Mizuho 
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G10
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Dec 21
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CPI

CPI 

change in 

2022

Policy rate 

change in 

2022

Real policy 

rate change 

in 2022

Euro 5.0 8.1 3.1 0.00 -3.10

UK 5.4 9.0 3.6 0.75 -2.85

Sweden 3.9 6.4 2.5 0.25 -2.25

Japan 0.8 2.5 1.7 0.00 -1.70

Switzerland 1.5 2.9 1.4 0.00 -1.40

US 7.0 8.6 1.6 0.75 -0.85

Australia 3.5 5.1 1.6 0.75 -0.85

Canada 4.8 6.8 2.0 1.25 -0.75

Norway 5.3 5.7 0.4 0.25 -0.15

NZ 5.9 6.9 1.0 1.25 0.25

FX forecasts (as of 1 Jun) Current Q2 22 Q3 22 Q4 22 Q1 23

USD/JPY 129 129 125 123 120

EUR/USD 1.07 1.07 1.07 1.09 1.10

GBP/USD 1.26 1.27 1.29 1.34 1.39

EUR/GBP 0.85 0.84 0.83 0.81 0.79

EUR/JPY 138 138 134 134 132

GBP/JPY 163 164 161 165 167
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