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

EUR Focus on France ahead of the 2nd round of the presidential elections on 24 April. Implications for all the EU  

USD Beige Book to underscore prospects of aggressive action at 4 May FOMC meeting 

JPY MoF/BoJ still on intervention watch as USD/JPY surges above 125  

GBP Heavy data week – Focus on UK consumers as they enter the historic income squeeze  

 

Overnight comment  
USD/JPY held steady around 128.15 in the wake of Finance Minister Suzuki 
confirming that the G7 statement on FX was still in force. He noted “Foreign 

exchange rates are decided by markets…We’ll collaborate closely on any actions taken 
in the foreign exchange market, and agree that excessive and disorderly moves in the 
foreign exchange market can have negative effects on the stability of economies and 
financial markets”. It doesn’t sound like intervention is imminent. Late Wednesday, the 
IMF noted that recent yen weakness was “in line with fundamentals” suggesting that it 
would be difficult to drum up support from other governments for currency market 
intervention. No bonds were bought at the today’s BoJ fixed-rate buying operation.    
 
Neither Macron nor Le Pen were able to land any decisive blows in yesterday evening ’s 
TV debate, which suits Macron as he is ahead in the polls. EUR/USD was little 
changed through the debate, dipped a little through the Asian session but 
recovered to sit around 1.0850 helped by comments from Belgium’s Wunsch on the 
possibility of pushing rates above zero by year end. EUR/CHF continued to push 
higher, moving back above 1.03.  

 
Weekly MoF data showed Japanese investors still shying away from overseas bond 
markets early in the fiscal year. At ¥73bn, net sales of foreign bonds were modest. We 
expect that Japanese investors will remain hesitant, at least until the elevated volatility in 
overseas bonds markets dies down. Japanese investors were very modest buyers of 
overseas equities last week (¥58bn).    
 
Yesterday Evans and Daly, both FOMC doves, spoke yesterday. Both are looking for 
rates to be around neutral (2.5%) by year end, which is more or less what markets are 
pricing (2.6%). Much of the debate on Fed policy in the near term looks settled and it is 
hard to see the front end pricing in much more in terms of rate hikes this year. 
This may take some of the steam out of the recent USD rally.  

 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – CPI , final (%YoY, Mar) 7.5/7.5 (p) 

EZ – Consumer confidence (DI, Apr) -20.0/-18.7 

US – Philly Fed index (DI, Apr) 21.7/27.4 

US – Weekly jobless claims (k) 180/185 

   Source: Bloomberg 

 
Eurozone/UK. The final CPI report includes a lot more details and will help assess the 

drivers of inflation. With energy bills soaring and the cost of living crisis spreading across 
the continent consumer confidence is seen pushing lower. Both Bailey and Mann speak 
today.  
 
US. Lagarde and Powell speak on an IMF panel on the global economy.  

       

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
 
BoJ to make large forecast revisions but policy change less likely  
The BoJ meeting concludes on Thursday 28 April. There will be plenty for the Board to chew over, not least the plunge 
in the yen in recent sessions. The BoJ is partially complicit. It has repeatedly sought to underscore that is has no 
intention to join in the global scrabble to tighten monetary policy via unlimited 10yr fixed-rate operations defending the 
0.25% level for 10yr JGBs. The BoJ is clear that with inflation still far below target, it does not want yields to rise and 
this has contributed to the policy divergence theme, which is partially responsible for dragging JPY lower.  
  
The BoJ continues to see the weak yen as a positive development for the economy, although earlier this week there 
was a mild change of tone from Kuroda, when he noted that recent moves had been “very rapid”. Verbal intervention is 
likely to be a more or less daily occurrences in coming weeks.   
 
The BoJ is set to release new forecasts next week. Since the BoJ’s January forecast run, consensus GDP forecasts 
have dropped sharply, as Covid restrictions remained in force through the bulk of Q1. The Q1 GDP forecast has 
declined steadily through the first quarter as the post-Covid rebound has been pushed further and further into the 
future. Q1 GDP is now seen as fractionally negative having been as high as 1.1%QoQ at the start of January. The 
FY22 GDP forecast has also dropped and the JCER consensus now sits at 2.3%, down from 3.6% in January. The 
consensus FY23 GDP forecast is now 2.3%, up from 1.9%. The Covid recovery is both later and weaker. The 
consensus CPI forecast for FY22 has pushed higher and now sits at 1.6%, up from 1.0% in January (recall that the BoJ 
CPI target is CPI “ex fresh food” and thus energy prices are included and are the main driver of the higher CPI 
forecast). Indeed, FY23 CPI is seen at just 0.81%, up only slightly from 0.65% in January. The inflation target remains 
out of reach at longer-term horizons, even after the drag from mobile phones falls out of the equation.      
 
In general, we think the implications of below target medium-term inflation and slower growth would imply a desire to 
keep policy loose and maintain current YCC settings. However, with the yen under considerable pressure, we see 
more chance of a BoJ policy change at this meeting that at any time over the past 18 months. Granted, we still see the 
likelihood of a policy change as very low but the BoJ is certainly under pressure.  
 
With UST yields soaring, it may make sense to allow JGB yields to edge higher. This could be either via shortening the 
YCC target from 10yrs to 5yrs, or via widening the band around the 10yr point from the current +/- 25bp. It might 
provide some temporary respite for the yen. It would certainly introduce some two way risk and push volatility higher. 
But we see the BoJ’s defence of YCC as consistent with persistent low-flation. Unless the medium-term CPI forecast 
gets considerably closer to 2.0%, it doesn’t make sense for the BoJ to give up on YCC.         
 

No sharp rise in longer-term CPI forecasts, means BoJ keeps Japan’s yields low and 2yr yield spread wide 

  

Source: Bloomberg 
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EUR/JPY 135 136 134 134 132
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