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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  
Yesterday’s surge in front-end USD rates that saw 2yr yields push above 2.7% 
supported the greenback and the US dollar broadly held its gains in the Asian 
session. EUR/USD trade around 1.0850, while USD/JPY edged below 128.0 amid 

news that Fin Min Suzuki had discussed intervention will US Treasury Secretary Yellen. 
Asian stocks tracked US stocks lower. As Fed Chair Powell has noted, the Fed is 
actively trying to tighten financial conditions – it’s a feature not a bug!    
 
Japan’s composite PMI edged up from 50.3 to 50.9 but it still lags those elsewhere as 
Japan hung onto Covid restrictions for much longer. Ex fresh food and energy CPI in 

Japan came in at -0.7%YoY. Even taking the drag from mobile phone charges that will 
start to drop out next month, into account, Japanese core inflation continues to support 
the BoJ case that Japan’s inflation backdrop is different and no tightening in policy is 
required. The Australian PMI pushed up to 56.2 from 55.1 suggesting healthy growth 
continues, although it didn’t provide any support for AUD, which pushed down 
below 0.7350. UK consumer confidence fell close to a record low in April falling to -38 
from -31 in March. GBP/USD edged a little lower, pushing down towards the 1.30 level 
overnight, pushing below it after the weak retail sales data for March was released 
at 7.00am BST. GBP/USD dropped as low as 1.2960. 

 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – Composite PMI, flash (DI, Apr) 53.9/54.9 

EZ – Current account, sa (DI, Apr) --/22.6 

UK – Composite PMI, flash (DI, Apr) 58.7/60.9 

UK – Retail sales (%MoM, Mar) -0.3/-0.3 

US – Composite PMI, flash (DI, Apr) 57.9/57.7 

   Source: Bloomberg 

 
Eurozone/UK. After a dearth of data this week, there is plenty for investors to ponder 

today. The flash PMI data allow cross country comparisons and also contain quite a lot 
of supply side information. Supply-side strains are lingering longer than expected this 
year and with the renewed lockdowns in China in spring they seem likely to continue 
lingering. The UK and Eurozone reports will likely show some reaction to the Russian 
invasion of Ukraine. Price indices will likely push even higher. The demand side 
indicators will also be of interest to see how activity is holding up in early Q2. We expect 
that it will be showing signs of weakening, especially in the UK where tax rises at the 
start of the month should hit consumer-related activities. The EZ current account data for 
February is due. Here we are mainly focused on the portfolio flows. We are especially 
interested in the impact of higher eurozone yields, which is mainly a march 
developments and as such will not be visible in today’s report.  
 
US. The US flash PMI is less watched than those elsewhere due to the prevalence of 

similar indicators at both regional and the national level.         

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
 
Arms race at the front end 
The surge in inflation in the wake of the Russian invasion of Ukraine looks to have caught central banks on the hop and 
they have come out swinging. Inflation and inflation expectations were already elevated before the invasion and solid 
labour markets and surging commodity prices have pushed inflation expectations higher still in recent weeks. 
Yesterday, the eurozone 5yr 5yr forward inflation swap traded at 2.44%, its highest yield in over a decade. Its US 
counterpart is also close to a decade high at 2.8%.  
 
Yesterday morning ECB commentary from Belgian’s Wunsch and Vice President De Guindos helped push ECB rate 
expectations higher. This week’s ECB reaction is quite odd given that these policy makers had an opportunity to lay 
down a hawkish marker at last week’s policy meeting. As it was, at last week’s ECB meeting Lagarde mainly re-iterated 
the March stance. The ECB was not especially dovish last week, although it was dovish in relation to other central 
banks which seem to be competing to tighten as fast as possible in coming months. It is almost as if the ECB’s hawks 
fear that if they don’t try to compete then there is a chance that the euro will suffer the same fate as the yen and drop 
precipitously, adding to inflation pressures. In the wake of the hawkish commentary yesterday, eurozone money 
markets are pricing in over 80bp of hikes in the depo rate by year end.  
 
The ECB’s hawks were not the only policymakers flexing their muscles yesterday. The BoE’s Mann said she was 
looking at whether a bigger than 25bp move was needed to keep inflation expectations in the UK in check. In the wake 
of her comments, 2yr Gilt yields pushed above 1.7% to their highest since 2009. The market currently has 36bp priced 
in for the upcoming 5 May meeting. We continue to expect a 25bp hike from the BoE, with a 3-way split possible, as the 
Bank weighs multi-year highs for current inflation against a below-target projection for the CPI at the back end of the 
forecast horizon. As Mann noted, more now may mean fewer hikes later.     
 
Last week the leading Fed hawk St Louis Fed’s Bullard discussed a 75bp hike. Overnight Fed Chair Powell endorsed a 
50bo hike in May and said the labour market was unsustainably hot. He also appeared to suggest that 50bp was likely 
for June stressing the comment from the minutes that “one or more” 50bp rate hikes may be appropriate. US Fed fund 
futures are now pricing in 3 consecutive 50bp moves, with the policy rate ~2.75% by year end. As discussed in 
yesterday’s Daily Currency Watch, the BoJ is determined to stay out of this “arms race”.  
 
In coming months, the data are likely to be weak, especially in Europe, where the surge in energy prices and the 
squeeze on incomes is largest. We look for the arms race to calm down by summer as 1) peak inflation passes; 2) 
central banks have some hikes in the bank and are consequently more uncertain about future action (the early hikes 
are the easy ones); and 3) the data soften.    
 

Surging inflation expectations have put policymakers on the defensive and 2yr yields have soared 

  

Source: Bloomberg 
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FX forecasts (as of 4 Apr) Current Q2 22 Q3 22 Q4 22 Q1 23

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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