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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 shares shrugged off the declines in the US and moved higher led by the tech 
sector, especially in China and HK. UST yields pushed higher in the Asian session but 
10yr yields continue to struggle to decisively break above the 3% level and look to be 
near the high end of their range for now. Despite the uptick in UST yields, the 
greenback was under modest pressure, with EUR/USD moving up above 1.0450 
USD/JPY was little changed around 129.30. Brent crude moved above $114, giving 

NOK a lift. The RBA minutes showed the Board considered 3 options for the size of its 
first rate hike. Policy was judged to be very stimulatory, leading to a 15bp hike being 
dismissed. The hawkish implications helped push AUD/USD back above 0.70.    

 
GBP/USD was firm during the Asian session and pushed higher still in the wake of the 
solid UK unemployment data. The unemployment rate continues to grind lower – both 
the claimant count rate and the official ILO measure. Average earnings jumped from an 
upwardly revised 5.6%YoY to 7.0%YoY- one of the highest readings in the last 2 
decades. The more timely payrolled employees was up a very large 121k, although the 
ONS suggested that this was an upper bound and was likely to be revised lower as 
additional data comes in. Vacancies continued to rise. A strong report in almost all 
aspects. The strength of the labour market suggests that the UK is well placed going 
onto the cost of living squeeze in coming months and that the BoE’s pessimism is 
overdone. Note that French unemployment also continued to push lower too. In the 
wake of the report GBP/USD pushed up above 1.2380.  

 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

UK – Unemployment (3m%, Mar) 3.8/3.8 

UK – Average earnings (3m%YoY, Mar)  

FR- Unemployment (%, Q1) 7.4/7.4 

US – Retail sales (%MoM, Apr) 1.0/0.7 

US – Industrial production (%MoM, Apr) 0.5/0.9 

US – NAHB index (DI, May) 75/77 

   Source: Bloomberg 

 
Eurozone/UK. The UK labour market and French unemployment data are both due.   

 
US. It will be a busy session for the US, with 2 of the key monthly activity indicators in the 

form of retail sales and industrial production, as well as the NAHB index. Housing is one 
of the more interest rate sensitive sectors, although Covid may have caused some 
structural changes in demand. The surge in mortgage rates will have an impact. The 
index is already well off its recent high of 84 in Dec 2021 and is expected to decline 
further in May – possibly to a post-Covid lows (which would still be a 2-decade high 
outside the Covid period). Housing is slowing but it is still pretty robust.  
                 

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

BoE very downbeat on the outlook 
One reason why GBP has been under pressure is that the Bank of England has been quite downbeat about the economic 
outlook. Granted some of the pessimism was technical, related to the Bank’s assumptions on energy prices, which are 
assumed to flatten out after six months. Using the full futures curve, which is downward sloping at present, would have 
boosted activity at the back end of the forecast horizon quite sharply but these details tend to get lost. The Bank’s forecast of 
-0.3% for 2023 GDP looks unduly low. The Bloomberg consensus forecast from its survey released earlier in the week is for 
2023 GDP to be 1.4%, down from 1.7% last month and down from 2.1% in February. Clearly the outlook has deteriorated but 
whilst the consensus forecast is down 0.7pp since February, the Bank’s forecast is down a much larger 1.5pp. It is possible 
that the Bank’s pessimism is justified but to the extent that it is correct, other central banks will likely need to make the sharp 
downward adjustments that the BoE seems to have already made.    
 
We note that the EU Commission’s forecasts for the UK, released yesterday as part of its semi-annual forecast round, have 
the UK unemployment rate at 4.0% in both 2022 and 2023, while Eurozone unemployment falls from 7.7% in 2021 to 7.3% in 
2022 and 7.0% in 2023. In contrast the BoE unemployment forecast sees unemployment rise over a full percentage point 
from its 2022 lows by the end of the forecast horizon. The EU Commission forecasts imply UK GDP will be close to potential 
GDP in 2023, while the Eurozone will have a small positive output gap. Again this is in contrast to the BoE forecast of below 
trend growth which sees a significantly negative output gap open up by the end of the forecast horizon.  
  
Today’s labour market data imply that the UK labour market is robust going into the cost of living squeeze. It also suggests 
that the risks of rising inflation seeping into pay bargaining are rising. This adds to the likelihood that the BoE will push rates 
higher for a 5th consecutive meeting at it 16 June meeting and again in August taking the policy rate to 1.5%. A further hike to 
1.75% in November seems likely. OIS pricing sees the BoE policy rate at 2.13% by year end and we do not see the BoE 
pushing rates this high. However, we expect that most G10 central banks will fail to fully deliver on current market pricing by 
December. We continue to expect that GBP will recover against the US dollar through H2.    
    
 

UK labour market - tight going into the cost of living crisis. BoE’s wider output gap pushes unemployment higher 

  

Source: Bloomberg. BoE 
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