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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  
In the wake of the surge in US stocks on Thursday (S&P +2.5%) Asian equites were 
higher across the board, especially in the tech sector, trimming the declines for the 
week. UST yields edged off overnight highs and the DXY index gave back some of its 
recent gains. Despite today’s dip it has been an excellent week for the greenback, up 
between 1~3% against most of its G10 counterparts. USD/JPY pushed down below 
130.50, with the Japanese market closed for the first of the Golden Week holidays when 

liquidity can be thin. The surge in the US dollar this past week has pushed FX volatility to 
its highest since March 2020, passing the recent peak in the wake of the Russian 
invasion of Ukraine.  
 
Record LNG imports to Europe are stretching existing infrastructure capacity, especially 
in the UK. UK gas futures are down over 45% in the month to date, while in Europe 
Dutch gas futures are down 20%, despite the Russian threat to cut Polish gas supplies. 
Whilst much of the imported LNG comes from the US and thus will boost US exports, we 
judge its impact on easing the hit to European consumers as more important and expect 
that it will give EUR and GBP a lift. EUR/USD edged back above 1.0535 overnight.         

 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – GDP (%QoQ, Q1) 0.3/0.3 

EZ – CPI (%YoY, Apr) 3.2/2.9 

EZ – M3 (%YoY, Apr) 6.2/6.3 

US – Personal income (%MoM, Mar) 0.4/0.5 

US – U Mich Consumer confidence, final (DI, Apr) 65.7/65.7 (p) 

   Source: Bloomberg 

 
Eurozone/UK. There are a lot of cross currents running through the Q1 GDP data as the 

eurozone recovered from Covid. Supply chain strains likely lingered too, weighing on 
production in the quarter. At the same time fiscal stimulus may support GDP, especially 
in Italy. Elsewhere the boost from government spending is likely a Q2 affair. While 
German CPI was a little higher than forecast yesterday (7.8%YoY vs 7.6%YoY forecast), 
Spanish CPI was way lower (8.3%YoY vs 9.0%YoY expected) and thus the risks for the 
Eurozone CPI are on the downside and it is possible that the eurozone CPI peaked in 
March. The volatility of Dutch gas futures, which have moved in a ~40% range this week, 
this week underscores the difficulty of forecasting inflation in the eurozone.      
 
US. The employment costs index is one of the Fed’s favourite indicators of wage 

pressures. It is les impacted by the mix of employment than average hourly earnings 
with will be released next week alongside the payrolls report. The release contains data 
on total compensation, total wages and private sector wages and it is the latter than will 
attract most interest. Wages will likely accelerate a little above 5.0%YoY seen in Q4. The 
income and spending data have already fed into the GDP release on Thursday and the 
main interest is to track the month to month momentum at the end of the quarter.   

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
 
Weak Q1 GDP no barrier to tighter Fed policy 
Despite the drop in Q1 GDP in the US, the Federal Reserve is unlikely to blink. We continue to expect that the Fed will 
hike 50bp at its 4 May FOMC meeting and that it will get its programme to shrink the balance sheet underway. The 
1.4% saar drop in US GDP for Q1 was mainly a function of a large negative contribution from net trade (3.2pp). 
Inventories also made a negative contribution of 0.84pp. In Q4 21, inventories made a huge positive contribution 
(5.32pp) and some unwinding was always a risk. Private consumption was a little weaker than expected at 2.7% saar, 
while investment was also positive at 2.3% saar. We expect that much of the weakness in Q1 will be reversed in Q2 
and for now we leave our annual GDP forecast unchanged at 3.0%. Our forecasts have growth well below trend by Q4 
2022 – somewhere below 2%YoY. Thursday’s GDP report does suggest downside risks but for now we leave the 
forecast unchanged.     
 
Recent Fed commentary has made it clear that growth is not really an issue. The primary concern is to get inflation to 
start to drop and then to get it back much closer to target. There seems to be a strong consensus on the FOMC on 
getting rates back to neutral by year end at the latest, while shrinking the balance sheet at speed, with minimal 
objections from even the most dovish members. The bulk of the Committee look to be on board with the need to start 
rapidly and we expect a further 50bp hike in June.  
 
Our forecasts see a slower pace of hiking in H2 and we see the policy rate at just 1.875% by year end, as the Fed takes 
its foot off the gas as both growth and inflation slow. Fed funds futures are pricing in a policy rate of 2.75% by year end. 
Thus we see plenty of scope for US rate expectations to ease in the back half of the year. In the eurozone, the ECB is 
keen to get rates off back into positive territory and we look for the depo rate to be at zero by year end. With the market 
pricing a policy rate of around 0.30% by year end, the scope for disappointment in front end Eurozone rates looks a lot 
more limited. The surge in front end USD pricing has been a major factor driving USD higher in recent weeks and it 
looks to be running out of steam.   
 
 

Higher short-term UST yeilds have been dragging USD higher                       

 

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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is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the Prudential Regulation Authority. 
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