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

EUR French presidential elections the first hurdle. Inflation and growth data due. Has inflation peaked?  

USD Is the Fed behind the curve, as front end prices in aggressive action?   

JPY MoF/BoJ still on intervention watch as USD/JPY remains well above 125. BoJ to maintain policy settings  

GBP GBP under pressure amid historic income squeeze.   

 

Overnight comment  
Declining risk appetite dominated the Asian session. Asian equities dropped sharply 

tracking developments in the US on Friday. China led the declines with the CSI 300 
down almost 3% amid concerns surrounding the worsening Covid crisis in the country, 
as the authorities locked down parts of Beijing. USD/CNH pushed up towards 6.60 – 
the highest since November 2020. Commodities were soft amid fears over Chinese 
growth with Brent back below $104. Commodity currencies were under pressure, 
with AUD the worst performing G10 currency as AUD/USD pushed down towards 

0.7150. Safe havens were in demand with UST yields pushing lower and the yen and the 
Swiss franc holding in well against the US dollar. USD/JPY traded sideways around 
128.50. Despite strong UK house price data also GBP remained under pressure, 
with cable trading below 1.28. IMM data for the week to 19 April showed speculative 

GBP shorts as continuing to build for a 7th consecutive week, although in absolute terms 
positioning is not especially stretched.    
 
French President Macron was re-elected with a little over 58% of the vote. The win is 
comfortable but a lot less so than 5 years ago and the legislative elections in early June 
will be a lot more challenging. EUR/USD edged lower overnight but early in the 
European session dropped below 1.0740 to a new low for the year.   

  
 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

GE – IFO survey (DI, Apr) 88.1/90.8 

EZ – Construction output (%MoM, Feb) --/3.9 

UK – CBI industrial trends (DI, Apr) --/26 

   Source: Bloomberg 

 
Eurozone/UK. The CBI industrial trends survey contains one of the longest running 

series on out prices in the manufacturing sector. This series remains at very elevated 
levels and has shown no sign of easing in the year to date. Indeed, it has climbed 
further. Fiscal policy rarely draws the attention that monetary policy does. One reason 
why our forecasts are less downbeat than consensus is that fiscal policy will partially 
offset any downturn in Europe. Bloomberg reports that Germany will boost borrowing by 
€40bn this year taking total borrowing to €140bn, with the details expected on 
Wednesday. The same is happening across the eurozone and to a lesser extent the UK. 
Germany has already set aside a €100bn fund for defence spending, and some of those 
funds will be tapped this year adding to the deficit.     
 
US. There are no data due in the US but front end pricing of rate hikes and the peak 

pricing, which currently sits just below 3.5% in summer 2023 remain the key focus. This 
implies a very rapid pace of hiking, which has traditionally resulted in rising 
unemployment. The Fed may be forced to choose between bringing inflation back to 
target more slowly or forcing unemployment higher. The soft landing may no longer be 
an option.     
      

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
 
GBP under pressure. Longer-term prospects remain solid 
GBP/USD pushed below 1.30 last Friday and is again lower this morning dropping below 1.28. Cable is at its lowest 
level since October 2020, just before the virus was discovered. We see three things dragging GBP lower. Firstly, in an 
environment where central banks (especially the Fed) have been aggressive and investors have subsequently pushing 
expectations of central bank tightening sharply higher, the BoE stands out as relatively dovish. The BoC and the RBNZ 
have both hiked 50bp. The Fed is set to hike 50bp on 4 May. The RBA and the Riksbank could both hike in the next few 
weeks, although June seems more likely for both. For both this represents a much earlier start than looked likely just a 
few weeks ago. The ECB hawks last week hinted that a July hike was still possible. Of the G10 central banks only the 
BoJ is adamant that not tightening is necessary, while the SNB has been almost silent in recent weeks.  
 
BoE activity has been subdued by comparison. At the 17 March BoE meeting there was one vote to leave policy on 
hold, coming after 4 votes for a 50bp hike in February. This shift from a hawkish bias to a dovish bias has been 
underscored by commentary from Governor Bailey in the wake of the March meeting talking up the historic squeeze on 
incomes. Late last week that there was finally some commentary from the more hawkish side of the BoE. Catherine 
Mann asked if bigger hikes were required. It would not be a surprise if there was a 3-way split at the 5 May BoE 
meeting, although it would be a surprise if they don’t hike by 25bp. We expect that despite the historic cost of living 
squeeze, the BoE will need to keep hiking to keep inflation under control. We continue to look for 25bp hikes in May, 
August and November. Whilst the pace may seem slow, recall that the BoE has already hiked 3 times and is set to start 
active QT in the wake of the May meeting (assuming a 25bp hike as we do). This is less than the market has priced but 
that is not only going to be a problem specific to GBP. We see hiking expectations across the G10 as overly hawkish 
and expect that central banks will deliver less than is currently priced.  
 
In addition to the dovish BoE, UK data has been a little on the soft side, especially last week. The retail sales data for 
March were a lot weaker than expected and came after a slump in consumer confidence. Even with the weak March 
data, Q1 GDP in the UK is set to be solid, although it will lack momentum going into Q2. Whilst Q2 GDP may be close 
to flat we still see UK GDP as still on track to be in the region of 3.5~4.0% this year, in part due to a solid base effect.  
 
Thirdly, with the UK government under pressure ahead of the local elections on 5 May, amid a slew of “Partygate” 
allegations, PM Johnson has decided now would be a good time to ramp up tensions with the EU via legislation to “fix” 
the Northern Ireland Protocol that his government negotiated with the EU. The FT reports that that a bill to allow the UK 
to circumvent sections of the agreement will be put before parliament in the upcoming session. If true this would put the 
UK on a collision path with the EU, which would he a highly unwelcome distraction in the current circumstances and 
would be an additional weight on GBP. In the wake of the recent sell-off our Q2 GBP/USD forecast of 1.33 looks 
challenging but we still see GBP performing better in H2. The 12 target for GBP/USD of 1.39 is unchanged. 
 

Speculative investors have been –ve on GBP and the dovish BoE has weighed on GBP 

  

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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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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