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

EUR Ukraine risks the main driver amid Russian “pull-back” 

USD Fed trying to get policy to neutral in a hurry. Front-loading rate hikes should keep USD supported 

JPY Intervention watch after last week’s surge in USD/JPY above 125  

GBP GBP under a little pressure amid BoE focus on downside risks   

 

Overnight comment  
The market continues to lead the RBA towards tighter policy, with the RBA finally 
dropping its “patient” stance and laying the ground work for a rate hike soon. The market 
is already fully priced for a first hike by June, with a series of hikes priced for H2. The 
policy rate was left unchanged but the hawkish statement saw AUD/USD jump above 
0.76 to its highest since June last year. Recall that AUD shorts, as measured by the 

weekly IMM data, remain sizable. We suspect not for long. The paring of these short 
positions as the RBA joins the G10 scramble to tighten policy will give AUD an extra lift.    
 
Asian equity markets were mixed, despite the US surge. The Topix ended down 0.2%. 
Crude edged higher at the prospect of more sanctions on Russia and EUR was one of 
the few G10 currencies that failed to make headway against the greenback as UST 
yields edged higer. EUR/USD hovered just below the 1.10 level for most of the Asian 
session. USD/JPY pushed lower. BoJ Governor Kuroda noted “If you look at moves in 
foreign exchange rates over the longer term such as the past decade, fluctuations have 
gotten smaller but as pointed out, the recent moves in foreign exchange rates seem 
somewhat rapid”. This is his first hint of concern about recent currency 
developments. USD/JPY briefly dipped below 122.50 in the wake of the remarks. 

However, that fact that he reiterated the view that a weak yen is still a positive for the 
economy suggests that it is the speed of the move rather than the level that mainly 
concerns him.  
 
 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

UK– new car registrations (%YoY, Mar) --/15.0 

UK – Composite PMI, final (DI, Mar) 59.7/59.7 (p) 

EZ – Composite PMI, final (DI, Mar) 54.5/54.5(p) 

US – Trade balance ($bn, Feb) -88.5/-89.7 

US – ISM non-m’fact index (DI, Mar) 58.4/56.5 

   Source: Bloomberg 

 
Eurozone/UK. New UK car registrations are one of the first hard data points of the 

month. UK auto sales are highly seasonal with purchases spiking in March and 
September when new registration plates are introduced. As such they are usually 
recorded in YoY terms. UK and Eurozone final composite PMI reports are also due.   
  
US. The February trade deficit will likely underscore that net trade will be a drag on Q1 

GDP. Slower overseas growth relative to US growth is the driver here, dragging the 
deficit sharply wider since mid-2021, as the impact of US fiscal stimulus made itself felt. 
The services ISM for March is also due. The fading impact of Omicron should see the 
index edge higher. The supply-side indices will also be of interest amid signs that the 
impact of Covid is lingering. Daly, Brainard and Williams are due to speak. All are among 
the Fed’s more dovish members.  

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
 
Intervention unlikely around current levels 

MoF is the entity responsible for currency market intervention in Japan. The BoJ is MoF’s agent in currency market 
intervention. The BoJ provides the market intelligence, the operational know-how ect ect but the decision lies with the 
political authorities. As such the BoJ’s view on currencies wrt intervention are very much secondary to MoF’s views. 
However, they are not totally irrelevant. We would argue that intervention works best when all the domestic interests 
are aligned. The BoJ’s re-iteration of its view that a weak yen is still a positive for the economy and is not likely to spur 
any monetary policy change, will only serve to weaken the impact should MoF decide to intervene to support the yen. If 
there was a higher likelihood of the BoJ being forced into tighter policy, then there would be a better chance that 
intervention would be successful in reversing the tone in markets. However, the BoJ’s recent intervention in the JGB 
market to underscore that its monetary policy settings remain unchanged make an unpromising backdrop for any 
currency market intervention.   
 
Is MoF likely to intervene? 
The first point we would note is that intervention episodes have been few and far between over the past 2 decades. 
Since spring 2004, there has only been one bout of intervention – in 2010/11 the bulk of which occurred after the 
Tohoku Earthquake in March 2011, as the yen surged below USD/JPY 80. MoF intervened to weaken the yen.  
 
Intervention to support the yen is even less common. The last time Japan intervened to support the yen was back in 
late 1997/98, during the Asian crisis, which was a period of extreme volatility for Japanese financial markets. USD/JPY 
jumped from 110 to 147 between Jun-97 and Aug-98 as equities slid and 10yr JGB yields plunged below 1.0%.   
 
In recent years Japan has seemed more reluctant to intervene and keener to abide by the G20 statement on exchange 
rates being determined by the market. Over the past 2 decades Japan’s trade has shifted more towards Asia. We 
sense that there is more to be gained from refraining from intervention and thus increasing the pressure on other Asian 
countries to do likewise. We would expect that Japan would receive limited support from its G7 counterparts if it were to 
intervene. Trump is no longer in the White House but we suspect that current US Fin Min Yellen would be quick to trot 
out the G20 communique and the US preference for market-determined exchange rates, which potentially further 
undermine the effectiveness of any intervention.  
 
There has been no sign that markets are disorderly. Both the yen and the Japanese economy are weak so it is hard to 
argue that the yen is too far out of line with fundamentals. Granted, the weak currency is causing the government some 
problems and there has been a lot of official commentary on the importance of currency stability but we see this as 
having a long way to go before MoF actually pulls the trigger.   
 

Intervention has been limited in the 21st century….     …even as JPY sinks, especially in real terms 

  

Source: Bloomberg 
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FX forecasts (as of 1 Apr) Current Q2 22 Q3 22 Q4 22 Q1 23

USD/JPY 123 126 125 123 120

EUR/USD 1.11 1.09 1.07 1.09 1.10

GBP/USD 1.31 1.33 1.34 1.36 1.39

EUR/GBP 0.85 0.82 0.80 0.80 0.79

EUR/JPY 137 137 134 134 132

GBP/JPY 161 168 168 167 167
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