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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  
Asian markets remained calm with both Japan and China still on holiday. Investors are 
looking to the Fed meeting later today, as well as the slew of US data. Stocks in those 

Asian market that were open were mostly lower on the day but not significantly so. HK 
led the declines amid on-going concerns about Chinese tech stocks. USD/JPY traded in 
a very narrow range just above the 130 level.  

 
Bund yields are under pressure in early European trade in the wake of hawkish 
comments from the ECB’s Schnabel yesterday evening. She said “It’s not enough to talk 

now -- we have to act. From today’s perspective, I think a rate hike in July is possible”. 
The market is already close to being fully priced for a 25bp hike from the ECB in July so 
EUR didn’t get much of a lift from the comments. EUR/USD edged lower through the 
Asian session, ending around 1.0510. German trade data early today were also a little 

weaker than expected and we look for negative developments in the trade balance to 
continue to weigh on EUR in coming months as energy prices remain high. The EU is 
planning a complete phase out of Russian oil imports over the coming 6 months. These 
proposals will be the subject of further discussion at the EU level today.          
 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – Retail sales (%YoY, Mar) 1.8/5.0 

EZ – Composite PMI, final (DI, Apr) 55.8/55.8 (p) 

UK – M4 ex OIFCs (3m% saar, Mar) --/2.4 

US – ADP (k, Apr) 385/455 

US – ISM non-m’fact (DI, Apr) 58.5/58.3 

US – FOMC meeting (%, mid) 0.875/0.375 

   Source: Bloomberg 

 
Eurozone/UK. The final release of the composite PMI and retail sales are unlikely to 

trouble investors. The money supply data in the UK are of more interest. The surge in 
the monetary aggregates during Covid and the resulting surge in inflation have put the 
money supply data back in the spotlight.         
 
US. The FOMC is on a quest to rapidly get the policy rate to neutral. There is plenty of 

debate as to exactly where neutral is but it is clearly a long way from existing policy 
settings. Hence the 50bp hike expected at today’s meeting and the rapid ramping up of 
the Fed’s plans to shrink the balance sheet. At least one further 50bp hike is likely in 
June. The press conference will be closely watched for hints on future steps. The ADP 
report will likely confirm that the labour market remains very tight, while ISM 
non-manufacturing will likely hold up better than the manufacturing sector as demand 
switches back to the sector.           

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
Japanese investors shying away from overseas bonds for now but prospects for outflows improving 
Japanese investors have continued to sell foreign bonds in early FY22 as we anticipated they might. They remain 
reluctant to push into overseas fixed income markets as long as volatility remains elevated. The MOVE fixed income 
volatility index has continued to push higher through most of April and with the Fed looking at tightening in clips of 50bp 
it is no surprise that volatility is up. The recent weekly MoF data show no turnaround at the start of the new fiscal year. 
Japanese investors have been net sellers of foreign bonds for 11 of the last 13 weeks. As the top left chart shows the 
4-week moving average of Japanese foreign bond purchases is running deeply negative (-¥721bn) at levels rarely 
seen during the last decade. Japanese investors have also been sellers of overseas equities on a 4-week average 
basis. This is mainly driven by the last week of FY21 and the first week of FY22 suggesting the fiscal year end was a 
factor. The monthly data will be of interest to see if investment trusts are becoming less upbeat on overseas equities. 
They have been steady buyers for a long time.  
 
Recent lifer press interviews on asset allocation plans for H1 FY22, lifers remained non-committal on overseas bonds. 
Concerns over pending legislation seemed to be less of an issue but still remain in the background. The rising cost of 
hedging, which will go up in most developed world bond markets as policy rates push higher, was an issue for some 
companies. That said, if we look at the expected ranges the major lifers posted for USTs in H1 FY22, they were broadly 
in the 2.0~3.35% range. With 10yr UST yields pushing up towards the higher end of the range, we would expect that if 
volatility were to ease, then lifers would start to consider adding to existing holdings. From an FX perspective the 
degree of hedging of these flows will be important. Yes hedging is increasingly expensive but hedged yields still look 
attractive. In addition, when one factors in views on USD/JPY there is a case to be made for buying on a hedged basis. 
The major lifers were broadly looking for USD/JPY to trade in a 117~134 range in H1 FY22 and thus do not expect the 
yen to weaken much further, which implies now would be a good time to hedge from an FX perspective. With hedging 
cost in the eurozone a lot lower and set to rise less, Japanese investors may look more at eurozone fixed income 
assets in coming months.    
 

Japanese investors have been heavy net seller of overseas assets in recent weeks 

  

 

 

Source: Bloomberg, Reuters 

 

Source : Current - Bloomberg: Forecasts - Mizuho 
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Major lifers'   plans  for H1 FY22 - presumed market ranges 

Institution USD/JPY 10yr JGB (%) 10yr UST (%)

Lifer A 112~134 -0.25~0.25 1.9~3.8

Lifer B 110~135 -0.1~0.4 2.0~3.2

Lifer C 120~135 -0.1~0.25 2.0~3.5

Lifer D 120~130 0.0~0.25 2.3~3.0

Lifer E 117~132 0.1~0.3 2.25~3.25

Median 117~134 -0.1~0.25 2.0~3.25

Actual  H1 FY21 110.8~125.1 0.03~-0.25 1.33~2.55

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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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. 
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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 
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instrument, product or service and receive all information it requires to make its own decision, investment or otherwise, including, where 
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contained in this Publication has been obtained from public sources and such information is believed to be correct and reliable but has not been 
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