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

EUR Judging the hit to activity from disengaging from Russian energy markets  

USD Fed set to step up the pace of tightening?   

JPY MoF/BoJ still on intervention watch in thin markets during Golden Week 

GBP BoE to hike but inflation forecast to be well below 2% at back end of forecast horizon   

 

Overnight comment  
With Japanese and Chinese markets closed Tuesday and Wednesday trading is likely to 
be thin during Asian time and potentially volatile. As it was USD/JPY flat-lined through 
the session just above the 130 level. 10yr UST yields briefly topped 3% yesterday, 
their highest since late 2018. It was a quiet session for most G10 currencies with 
EUR/USD trading mostly just above 1.05, while GBP/USD popped above 1.25. 

 
The RBA has joined the rush by G10 central banks to tighten policy. Like the Riksbank, 
at the start of the year the RBA did not anticipate any rate hikes this year. In recent 
weeks an imminent hike looked inevitable, as one after another G10 central bank hikes 
too the more hawkish option available. With rates at 0.1%, the RBA was expected to 
push the policy rate up to 0.25% but in the end the central bank chose the more 
aggressive option of a 25bp hike taking the policy rate to 0.35%. Governor Lowe noted 
that further rate hikes will be necessary in the months ahead. This potentially tees up a 
40bp hike at the next meeting. AUD/USD got a lift from the announcement pushing 
up towards 0.7120.          

 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – PPI (DI, Apr) 36.3/31.4 

EZ – Unemployment  (DI, Apr) 6.8/6.8 

US – JOLTs Job openings (k, Mar) 11200/11266 

US – Vehicle sales (%saar, Apr) 14.1/13.3 

   Source: Bloomberg 

 
Eurozone/UK. The data in the eurozone today will highlight the differing pressures on 

inflation in the region. The PPI is likely to surge above 35%YoY extending the recent run 
of record highs. This represents a huge jump in cost pressures for businesses across the 
region. Last month the index was up 31.4%YoY but ex energy it was only up 12.2%YoY. 
The bulk of the pressure is coming from energy and as the EU attempts to disengage 
from Russian energy markets energy price pressures are likely to remain significant. The 
dip in EUR is not helping but is not a major driver of the surge. The eurozone 
unemployment rate is below its pre-Covid level. At first glance one might think that this 
implies labour markets in the eurozone are as tight as they are in the UK or the US. 
Whilst it is certainly true that eurozone labour markets are recovering rapidly, the pace of 
that recovery, when judged by indicators like job openings, suggest the eurozone 
continues to lag. Eurozone labour markets suggest tighter policy may be warranted but 
there is no urgency.        
 
US. In the US job openings are near record levels, as the JOLTs data are likely to show. 

This implies that the labour market is much tighter than the official unemployment rate, 
which is already very close to its pre-Covid low, suggests. The weekly jobless claims 
data also suggest the labour market is very tight. Vehicle sales are one of the first hard 
indicators of consumer activity on the month. Production procurement problems continue 
and are weighing on spending on autos     

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
BoE meeting– a 4th consecutive hike, slower hikes in H2 
Since the last BoE meeting on 17 March, most G10 central banks have joined in the unseemly dash to tighten policy 
amid surging inflation pressures. The BoJ and the SNB, both of which have much lower inflation rates than the rest of 
the G10, have broadly sat this tightening surge out.  
 
The BoE also stands out in terms of its dovish rhetoric. Recall that the vote at the 17 March meeting was 8-1, with 
Cunliffe voting to leave policy unchanged. This was a surprise as there had been 4 votes for a 50bp hike in February. 
Subsequent to the meeting, the bulk of the limited commentary from the BoE has focused on the historic hit to incomes 
rather than the historic jump in inflation. Bailey’s 21 April comment is typical “We are walking a very tight line between 
tackling inflation and the output effects of the real income shock, and the risk that could create a recession.” Most G10 
central bank commentary is aimed squarely at bringing inflation down, while BoE commentary contains much more 
focus on the balance between squeezing inflation out the system and the risk of inducing recession.     
 
The upcoming meeting, at which the BoE will release new forecasts, contains a number of points of interest. The vote 
is often an indication of the bias for future meetings. In the year to date the vote has been somewhat volatile. We would 
argue that this is no surprise as the macro backdrop has been volatile too. We expect a split vote, with at least 1 vote 
for no change and probably 1 vote for a 50bp hike and the bulk of the Committee voting for a 25bp hike in the policy 
rate. Cunliffe seems likely to vote for no change. His 4 April comments suggest he is quite relaxed about UK inflation. 
“While I recognize the risk of second-round effects and that further tightening of monetary policy might be necessary, I 
am not at present convinced that we will inevitably have to lean heavily and constantly against an embedding of an 
inflationary psychology as we progress through this challenging period and as the impact of higher commodity prices 
on real household incomes depresses activity”. Mann and Saunders are the most likely candidates to vote for a 50bp 
hike, although we note that neither did so in March. If the Bank does hike as we expect, rates will be at 1.0%, the 
threshold that the Bank stated it would start looking at active quantitative tightening (QT). The Bank has been quiet 
about exactly how it will go about it and as such more details should be forthcoming at the upcoming meeting.     
 
The Bank will also produce new forecasts. In February, the Bank forecast a negative output gap and below target 
inflation at the back end of the forecast period. Since then trade-weighted sterling has nudged lower but market interest 
rates have pushed sharply higher. Taken together these moves mean that the CPI forecast is likely to undershoot the 
2% target by even more than it did in February. This implies that the Bank thinks that market pricing is overly 
aggressive. We concur but think that this is not just the case in the UK. We see plenty of scope for aggressive pricing 
elsewhere to unwind too. It may be that GBP remains soft in the wake of next week’s meeting but we expect that 
through H2, the UK labour market will remain firmer than the BoE expects and that it will gradually come round to the 
view that rates will have to keep pushing higher in H2. We look for the BoE policy rate to be at 1.5% by year end and for 
modest further hikes into 2023.  
 

UK yields are far below US yields partially driven by dovish BoE rhetoric                        

  

Source: Bloomberg 
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FX forecasts (as of 2 May) Current Q2 22 Q3 22 Q4 22 Q1 23

USD/JPY 130 130 126 123 120

EUR/USD 1.05 1.05 1.07 1.09 1.10

GBP/USD 1.26 1.27 1.31 1.34 1.39

EUR/GBP 0.83 0.83 0.82 0.81 0.79

EUR/JPY 137 137 135 134 132

GBP/JPY 164 165 165 165 167
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