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

EUR Looking at the fiscal contribution to activity in 2022, as EU Commission releases forecasts  

USD Looking at the hit to demand in early Q2, even as the Fed looks set for another 50bp in June and July   

JPY Japan’s “inflation surge” to be short-lived, as CPI pushes up above 2% on base effects 

GBP Heavy data week to show BoE potentially underestimating labour market strength. CPI surge coming    

 

Overnight comment  
Asian stocks mostly opened a little firmer in the wake of the US surge on Friday. The soft 
Chinese data took a little steam out of the equity markets, with USD/JPY dipping below 
129.0 after the reports hit the wires.  

 
In the UK, the government confirmed it is looking to pass legislation to unilaterally alter 
the Northern Ireland protocol. It insists these plans are simply an insurance policy in 
case negotiations with the EU fail to make progress. Nonetheless the raise the likelihood 
of EU retaliation to the extent that the UK goes ahead with altering the protocol. PM 
Johnson will be visiting Northern Ireland today. EUR/USD was little changed through 
the Asian session hovering just above the 1.04 level while GBP/USD dipped a 
little, pushing down below 1.2240.   

 
Today’s Chinese data were weak across the board, with retail sales falling 11.1%YoY 
and industrial production dropping 2.9%YoY. Fixed asset investment was also weaker 
than expected. Over the weekend China lowered mortgage rates for first time buyers 
and announced some steps to ease the lockdown in Shanghai. Chinese stocks were 
initially firm but gave up the gains after the data. USD/CNH pushed back above the 
6.80 level.   

 
 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – Trade balance, sa (€bn, Mar) --/-9.4 

US – Empire m’fact index (DI, May)  

   Source: Bloomberg 

 
 
Eurozone/UK. It will be quiet on the data front across Europe today. There will be a 

good opportunity to get a feel for where the consensus sits with Bloomberg publishing its 
consensus surveys for both the eurozone and the UK this morning. It will also be a good 
morning for looking at fiscal policy which has been changing rapidly amid additional 
spending commitments in the wake of the Russian invasion of Ukraine. The EU 
Commission will publish its latest forecast including fiscal forecasts for the eurozone. 
The press report that eurozone GDP will be estimated at 2.7%, down from 4.0% 
previously. Inflation is seen averaging over 6% in 2022 and at 2.7% in 2023. Importantly 
from a policy perspective, the labour market is expected to continue to strengthen, 
despite the slower growth. The energy surge is likely to be reflected in today’s eurozone 
trade data, pushing the deficit to a record low. The ECB’s Villeroy, Panetta and Lane are 
due to speak and are likely to line up behind a July hike. The BoE’s Bailey, Ramsden, 
Haskel and Saunders all speak at the Treasury Select Committee.                
 
US. It is a quiet start to the week in terms of data in the US with just the Empire 

manufacturing index and TICS data due. The Empire manufacturing index is the first 
regional Fed survey and should show signs of slowing. The Fed’s Williams is also due to 
speak.                

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
 

Brief observations on recent developments 
The composite Global PMI showed slower growth for both output and new orders and faster inflation for both input and output 
prices. The stagflationary backdrop continues to gather steam amid a rapid tightening of central bank policy and a rapid 

tightening of financial conditions. 
 
This tightening of financial conditions is mainly a US affair as currencies drive quite a lot of the move and the 
greenback has not blinked, even as US equities lead the way lower. This makes intuitive sense as US equity valuations 
were the most extreme. The Fed put still exists but with inflation still way above target, it is still way below current US 
equity market levels. Tighter financial conditions are a feature not a bug for the Fed in the current hiking cycle. US 
mortgage rates at 5.3%, the highest since 2009, suggest the Fed is having some success in tightening financial 
conditions.  
 
The surging USD has led to talk of reverse currency wars. Given that over 50% of central bank FX reserves are in US 
dollars, this implies slightly higher UST yields as overseas central banks unload UST holdings to provide the 
wherewithal to support their own currencies.              
 
Still no sign of Japanese investors looking to buy overseas bonds in the latest MoF data. The start of the fiscal year is usually 
a time of net outflows from JPY into overseas assets but not this year. The four-week moving average of net foreign bond 
purchases is not too far from record lows at around -¥800bn. However, with recession risks building in the US, we would not 
be surprised to see a move away from the heavy selling of the last few months to a more neutral stance in coming weeks. 
 
Back in early March we suggested that the backdrop for JPY as a safe haven was not especially promising. We were more 
right that we knew. That said it looks as if the surge in UST yields may be close to peaking. This removes one major drag on 
JPY and boosts its safe haven prospects.  
 
Outbound FDI from Japan in Q1 has been weak, which we attribute to the on-going restrictions on business, due to the 
government’s Covid caution. We expect to see some normalisation as the restrictions ease. It remains to be seen if Japanese 
businesses see the weak yen as a hurdle to investing overseas/buying overseas assets.  
 
Recent ECB commentary suggests increasing risks of a rate hike in July, with President Lagarde’s comments on 11 May 
suggesting the majority lining up behind an interest rate hike immediately bond buying ends at the very start of Q3. This 
assumes incoming data in the next few month’s play ball. The main risks for the ECB are around the Ukraine conflict. For now 
it looks highly inflationary but if it threatens the macro outlook, the ECB may find itself in the position where sharply slowing 
growth limits the need for tighter policy – which looks to be the situation that the BoE feels that it is currently in. Despite the 
slightly weaker-than-expected UK GDP, we continue to expect the BoE will hike in mid-June and again in August. A 
November hike looks possible too. On-going Brexit brinksmanship is one factor weighing on GBP (and to a much lesser 
extent EUR), as Johnson’s government seeks to rip up parts of the Northern Ireland protocol.   
 

US leading the surge in financial conditions….        ….as the greenback continues to soar 

  

Source: Bloomberg 
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USD/JPY 130 130 126 123 120

EUR/USD 1.05 1.05 1.07 1.09 1.10
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EUR/JPY 137 137 135 134 132
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