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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  
Strong US data helped ease fears of a rapid slowdown boosting US equity markets and 
dragging UST yields higher. However, the higher UST yields did little to lift the 
greenback which was under pressure through Tuesday. The US dollar broadly held 
Tuesday’s decline in the Asian session. Overnight comments from Powell about being 
willing to push US rates above neutral if required and hinting that there may be some 
pain as the Fed worked to restore price stability had limited impact on markets. 
Currency moves were limited. USD/JPY dipped a little, briefly falling below the 
129.0 level late in the session. Japanese GDP was a little less downbeat than 

expected, with the economy dropping just 0.2%QoQ in Q1 in comparison to expectations 
of a 0.4%QoQ fall. Consumer spending was flat, while inventories contributed +0.2pp. 
 
AUD wages were a little on the soft side but the dip in AUD was short-lived, with 
AUD/USD pushing back up towards yesterday’s highs around 0.7030.  
 
Eurozone new car registrations remained soft, down 20.6%YoY. EUR/USD was off the 
overnight high above 1.0550, trading around 1.0520, as European markets open.   

 
UK inflation a touch weaker than expected at the headline level rising to 9.0%YoY, while 
core met expectations pushing up to 6.2%YoY. GBP pushed a little lower in the wake 
of the data, dipping below 1.2450.  

 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

UK – CPI (%, Apr) 9.1/7.0 

EZ – New car registrations (%YoY, Apr) --/-20.5 

US – Housing starts (%MoM, Apr) -1.9/0.3 

   Source: Bloomberg 

 
Eurozone/UK. The UK CPI and eurozone new car registrations are both due. It will be 

relatively quiet on the central bank front in Europe, with just the ECB’s Muller scheduled. 
He is likely to be hawkish as most ECB speakers have been in recent sessions. 
Yesterday Klass Knot, head of the Dutch central bank was the first ECB speaker to raise 
the prospect of a 50bp hike if the inflation data worsen between now and July. The OIS 
market is now pricing in over 100bp of ECB tightening this year and a hike in July, 
immediately after the end of QE at end June, is highly likely.     
 
US. Housing starts for April are due in the US. Yesterday’s plunge in the NAHB index 

suggests more difficult times are ahead for the sector as interest rates rise. On the US 
monetary policy front only Philly Fed President Harker is scheduled to speak. He is a 
hawk and is likely to reiterate Powell’s comments about being willing to push the policy 
rate above neutral if required and the necessity of tighter financial conditions.     
                 

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

Japan and US economies underperform in Q1. Japanese activity set to pick up, helping to support JPY 
With Japanese GDP now in we have data for Q1 activity across the G4. Japan was not the only country to suffer a decline in 
activity in the quarter, although the drop in the US (-0.4%QoQ) was of a very different nature, driven by external demand while 
domestic demand in the US remained firm. Indeed, the central bank actions in recent months offer up a sharp contrast, with 
the Fed leading the race to tighten with multiple 50bp hikes now expected even as the BoJ resolutely defends its current 
ultra-easy stance.  
 
This firmness of US domestic demand was underscored by yesterday’s upbeat retail sales and industrial production data at 
the start of Q2. In Japan, the decline in Q1 was mainly a function of Covid and caution on the part of the government that 
maintained its “lives over livelihoods” policies through most of the first quarter. As such, it was no surprise that activity was 
subdued. It also points to the likelihood of a firm rebound in Japan in Q2, as the economy re-opens. Consumption was not 
especially soft in Q1 and there was a modest inventory build that may be unwound in Q2 but the quarter should still be firm 
and we look for growth to be around 0.75%QoQ.  
 
The standout performer across the G4 in Q1 was the UK. However, the monthly data show that the bulk of activity came early 
in the quarter, with GDP almost flat in February and March. In the eurozone, GDP rose 0.3%QoQ. In terms of the recovery 
from the pre-Covid levels, the US economy remains far out in front, having hit the Q4 2019 level in Q2 2021 and pushed 
higher since. The Q1 22 level of GDP is up 2.8% vs Q4 19. The UK and eurozone are close together, with both hitting Q4 19 
levels in Q4 21. UK GDP is up 0.7% vs Q4 19 and the eurozone GDP is up 0.4%. In Japan, GDP is still lower by around 0.7%. 
Furthermore, this doesn’t take into account the large drop in Q4 2019 in Japan as the consumption tax was introduced. If the 
current levels are measured against Q3 2019 GDP – Japan looks even worse. It is down over 3%.     
 
So what about the prospects for Q2. We think that Japan has a good chance of recording the fastest quarterly growth in the 
G4, given that it should see some of the Covid caution reverse through the quarter. Our current forecast for Japan a little 
below 1.0%QoQ. The US is also likely to record solid growth in Q2. In Europe the cost of living crisis is likely to be a factor and 
slower growth is expected. We see eurozone growth as tepid but positive and we have pencilled in flat activity in the UK for 
Q2. Looking into the back half of the year we look for Japan to continue to catch up and we see YoY Q4 22 GDP as around 
2%. This less downbeat macro turn is one reason why we see less scope for JPY to weaken further. The Covid driven 
weakness has weighed on all things Japanese in recent months but the economy is set to perform much less poorly in the 
next few quarters. In turn, this should at least remove the easing bias from the BoJ. Indeed, with the CPI in Japan set to hit the 
BoJ’s 2% target as soon as this week, expectations for BoJ policy will shift to a tightening bias.    
  
    
 

Japan’s recovery has lagged…                      …weighing on JPY 

  

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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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 
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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 
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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 
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related presentation are confidential and proprietary and may not be passed on to any third party and are provided for informational purposes 
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