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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  
US equities were a little higher, led by the S&P. It was also a lacklustre session for Asian 
stocks, with most indices recording small gains to round out a difficult week. The Topix 

closed up 0.2% to trim the weekly decline to 2.4%. The weakness in equity markets 
comes despite the easing of energy prices this week with Brent futures ending the week 
around $100/barrel. European gas prices are also a little softer on the week. However, 
UST yields have been the primary driver of currency markets this week and EUR has 
benefited little from the dip in energy prices. EUR/USD was a little lower in the Asian 
session, dropping as low as 1.0855. It sits only slightly above the YTD low at 1.0806, 

with the first round of the French presidential election over the coming weekend. 
USD/JPY initially dipped as low as 123.67 but recouped the lost ground by the London 
open. EUR/GBP edged lower for much of the Asian session, hitting a 2-week low at 
0.8308 but moved off the lows at the European open.   

 
Japanese consumer confidence fell further in March to 32.8, well below its 
long-run average of 40.4. The willingness to buy durables index was especially weak. 

Government policy plays a role here and it is surprising that the government support is 
holding up so well given the damage Kishida’s policies are inflicting on the economy. 
Weak growth and poor sentiment are a contributing factor to the yen’s recent slide. The 
eco watchers’ survey, also for March, implied relief is coming as the outlook index 
bounced back above 50.    

 
MoF released its monthly International Transaction in Securities report covering March. 
The weekly data already showed heavy selling of overseas bonds and more moderate 
selling of overseas equites. The monthly report details which investor groups were 
behind the activity. Japanese investors sold ¥2.8trn in foreign bonds in March, led 
by banks (¥2744bn). Investment trusts (¥604bn) and lifers were also sellers (¥464bn), 

while trust banks were decent buyers (¥893bn). On the equity side trust banks led the 
selling (¥631bn). The February data, which contain a breakdown by currency, showed 
heavy selling of US bonds, with modest purchases elsewhere.      
 
 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

SP – Industrial production (%MoM, Feb) 0.5/-0.1 

   Source: Bloomberg 

 
 
Eurozone/UK. There are no first tier data in Europe today. The ECB’s De Cos, Centeno, 

Panetta and Makhlouf all speak today. Yesterday’s ECB minutes make clear there is 
much less agreement at the ECB on the way forward compared to the Fed where there 
is a clear intent to accelerate the pace of tightening and aggressively target inflation.        
 
US. There are no US data releases or Fed speakers scheduled today.   

 
 
     

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
 
Tapering in late 2017 did not set off a period of high volatility 
The Fed laid out its broad plans for balance sheet run off in the minutes of the March FOMC meeting. Last time round 
the Fed started slow. It ramped up the run-off only slowly. It initially stared shrinking the balance sheet by 
$10bn/quarter in Q4 2017 only increasing the pace of run-off by $10bn/quarter until it reached maximum pace of 
$50bn/quarter in Q4 2018. This pace was only sustained for 7 months before the Fed started to slow the pace and 
ended the run-off at the end of September 2019.  
 
The start of the shrinking of the balance sheet did not coincide with a period of high volatility in fx and bond markets, as 
illustrated in the chart below right. Indeed, in terms of volatility, it would be fair to say that markets remained calm, as 
the programme was ramped up gradually.    
 
This time round the Fed is going a lot faster and bond market volatility has already picked up sharply. FX volatility is off 
recent lows but cannot be said to be especially elevated. We see scope for a number of twists and turns in the policy 
debate in coming months, especially as inflation continues to look elevated. Against this backdrop, FX volatility is likely 
to remain above recent lows.  
          
 

 Central bank balance sheets to shrink in 2022…       …adding to rate and fx volatility 

  

Source: Wikipedia 

 

 

 

Source : Current - Bloomberg: Forecasts - Mizuho 
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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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political, or market conditions and statistical summaries of multiple companies’ financial data, which may include lists of current ratings. 
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