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

EUR ECB meeting the main focus. Update on macro outlook expected. Normalisation track re-affirmed 

USD Fed keen to control inflation – will the data play ball? CPI the focus this week. 

JPY Intervention watch after recent surge in USD/JPY above 125  

GBP Heavy data week – Inflation and employment reports to counter some of the BoE’s recent dovish rhetoric  

 

Overnight comment  
USD/JPY hovered just below the June 2015 high (125.86) for most of the session 
pushing up to 126.15 in early European trade (20-year high). Weak Japanese 

machinery orders data (-9.8%MoM) only add to the sense that the Japanese economy is 
trailing badly. Chinese trade data showed exports steady but imports weak, 
pushing the surplus sharply higher. CNH was little changed around the 6.3750 
level. China eased Covid restrictions in some cities. EUR/USD pushed off the lows to 

end the session around 1.0840. UST yields were little changed in Asian trade after 
dropping yesterday in the wake of the US CPI data, where the core gains was a little 
weaker than expected. Brent was also little changed in Asian trade, holding onto most of 
yesterday’s gains at $105. The UK CPI data were a little firmer than expected and 
pushed GBP/USD up to 1.3020. EUR/CHF moved higher through Asian trade, moving 

back above 1.01, having hit a low of 1.0089 yesterday.  
 
The RBNZ hiked 50bp, pushing the policy rate to 1.5%, a move that was only 70% priced 
ahead of the meeting. The Committee agreed it was “appropriate to continue to tighten 
at pace”. There was no change in the Committee view of the terminal rate and NZD 

initially spiked higher but ended the session lower and is the worst performing G10 
currency in the Asian session.  
 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

UK – CPI (%YoY, Mar) 6.7/6.2 

UK – Core CPI (%YoY, Mar) 5.3/5.2 

US – PPI (%YoY, Mar) 10.6/10.0 

US – Core PPI (%YoY, Mar) 8.4/8.4 

   Source: Bloomberg 

 
Eurozone/UK. The UK inflation data for March showed both headline and core CPI 

higher than expected. Headline CPI jumped to 7.0%YoY, up from 6.2% and core CPI hit 
5.7%YoY. UK prices will push even higher in April as the jump in utility bills feeds into the 
index. PPI prices also continue to push higher.     
 
US/Canada. The PPI report usually attracts much less attention than the CPI but 

nonetheless it still contains some useful data (eg healthcare services), helping with 
forecasts for the PCE deflator It also captures prices further up the price chain and thus 
tends to be a leading indicator for the CPI. US earnings season picks up the pace with 
some leading financial companies due to report.  
 
The BoC is expected to hike rates by 50bp and to announce the start of QT, via allowing 
maturing bonds to roll-off starting from May. The BoC is also due to release a new set of 
projections, with sharply higher CPI forecasts. The potential growth rate and range for 
the neutral policy rate are always points of interest, although neither are expected to 
change much this time round.     

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
 
Fiscal expansion has been highly successful – but at a cost 
As the chart below left details, developed economy labour markets have recovered sufficiently for the unemployment 
rate to drop back close to pre-Covid levels. In many countries the participation rate has declined a little mainly for 
health, retirement or lifestyle reasons, which slightly flatters the unemployment rate. Nonetheless, if you had asked 
most policy makers in summer 2020 about how rapidly they expected the labour market to recover, few would have 
dared to hope for such rapid progress. In a number of countries, vacancies have surged and are at record levels 
suggesting that the market is firmer than the unemployment rate alone suggests.  
 
It is clear that fiscal policy has been the primary driver of this rapid recovery. The Covid downturn saw politicians take a 
“whatever-it-takes” stance, with Biden’s early 2021 fiscal stimulus the primary exhibit on this front. Super-loose fiscal 
policy has to date been solidly supported by very loose monetary policy. We suspect that most policy makers see the 
huge fiscal expense as money well spent.     
 
However, the recovery in the labour market has not been a free option for governments. It is increasingly clear that the 
cost is higher inflation. One reason why we see inflation expectations being so elevated is that the expected tightening 
of fiscal policy in 2022 does not seem to be taking place against the backdrop of the Russian invasion of Ukraine. The 
Russian actions will likely drive higher defence and energy spending across much of the Europe and to a lesser extent 
in the US as well. It will also drive significant spending on shielding consumers from the impact of higher energy bills, 
again especially in Europe. This second fiscal shock in quick succession has investors questioning governments’ 
commitment to sound fiscal policies and wondering to what extent central bankers are willing to push inflation back 
towards target. Consensus forecast seem to imply that this can be achieved with almost no hit to the employment 
outlook. The Bloomberg consensus forecasts see unemployment the same or unchanged for the US (3.6%, 3.5%), the 
eurozone (6.9%, 6.9%) and the UK (4.0%, 4.0%) in 2022 and 2023 respectively. We doubt that central banks can bring 
down inflation back to target without causing some labour market disruption and look for unemployment to edge higher 
in late 2022 early 2023.   
 
Against the backdrop of tight labour markets and elevated inflation expectations, central banks are stepping up the 
pace of hiking. The RBNZ hiked 50bp earlier today, the BoC is expected to hike 50bp later today and the Fed is widely 
expected to hike 50bp in May. QT is also starting in many countries as well. The pace of tightening is rapid and 
increases the chances of an accident. G10 FX volatility has pushed higher at the start of 2022 and looks unlikely to 
drop back to 2021 levels.       
          
 

 The rapid recovery in labour markets has been a key factor in pushing inflation expectations higher 

  

Source: Bloomberg 

 

Source : Current - Bloomberg: Forecasts - Mizuho 
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USD/JPY 124 126 125 123 120

EUR/USD 1.09 1.08 1.07 1.09 1.10

GBP/USD 1.31 1.33 1.34 1.36 1.39

EUR/GBP 0.83 0.81 0.80 0.80 0.79

EUR/JPY 135 136 134 134 132

GBP/JPY 162 168 168 167 167
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This publication has been prepared by Mizuho Bank, Ltd. (“Mizuho”) and represents the views of the author(s). It has not been prepared by an 

independent research department and it has not been prepared in accordance with legal requirements in any country or jurisdiction designed to 

promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment 

research.  

 

This publication is not a “research report” as defined in Commodity Futures Trading Commission (“CFTC”) Regulations 1.71 and 23.605 

promulgated pursuant to the U.S. Commodity Exchange Act and is not intended to provide information upon which to base a decision to enter 

into a derivatives transaction regulated by the CFTC.  Any discussion in this publication of derivatives is limited to commentary on economic, 

political, or market conditions and statistical summaries of multiple companies’ financial data, which may include lists of current ratings. 

 

This publication is not intended to be relied upon as advice to investors or potential investors and does not take into account investment 

objectives, financial situation or needs of any particular investor. It is not intended for persons who are Retail Clients within the meaning of the 

United Kingdom’s Financial Conduct Authority rules nor for persons who are restricted in accordance with US, Brazilian, Japanese, Singapore 

or any other applicable securities laws. This publication has been prepared for information purposes only and is not intended by Mizuho to 

market any financial instrument, product or service or serve as a recommendation to take or refrain from taking any particular course of action 

or participate in any trading or other strategy. This publication is not an offer to buy or sell or a solicitation of any offer to buy or sell any security 

or any of the assets, businesses or undertakings described herein, or any other financial instrument, nor is it an offer to participate in any trading 

or other strategy, nor a disclosure document under applicable laws, rules, regulations or guidelines. These materials and the content of any 

related presentation are confidential and proprietary and may not be passed on to any third party and are provided for informational purposes 

only. As a general rule you will not have a right to terminate early any transaction entered into – if you wish to do so, losses may be incurred by 

you Mizuho shall have no liability for any losses you may incur as a result of relying on the information herein or in any related presentation. 

 

The information contained in this publication may not be current due to, among other things, changes in the financial markets or economic 

environment. Mizuho has no obligation to update any information contained in this publication. Past performance is not indicative of future 

performance. 

 

This Publication has not been nor will be submitted to, or reviewed by, any regulatory authority.  Without limiting the generality of the foregoing, 

nothing contained herein is in any way intended by Mizuho to offer, solicit and/or market any financial instrument, product or service, or to act as 

any inducement to enter into any contract or commitment whatsoever.  A recipient must complete its own independent analysis of the financial 

instrument, product or service and receive all information it requires to make its own decision, investment or otherwise, including, where 

applicable, a review of any prospectus, prospectus supplement, offering circular or memorandum describing such item. The information 

contained in this Publication has been obtained from public sources and such information is believed to be correct and reliable but has not been 

independently verified. 
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