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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  
US equity markets ended down sharply amid weak earnings in the consumer sector, 
although the S&P above last week’s lows. Sentiment in the Asian session was poor, 

although it recovered somewhat through the session amid hopes of looser policy in 
China. In the Asian session UST yields reversed some of Wednesday’s decline.   
 
There was a slew of data out in Japan overnight. The trade data showed the 
seasonally-adjusted trade deficit at ¥1618bn, pushing down towards the early 2014 low, 
as both imports and exports both came in below expectations. The surge in commodity 
prices is a clear drag on the trade balance and the yen. The Chinese lockdowns will also 
weigh on the recovery in exports in coming months. USD/JPY bounced off the 
overnight low and pushed up above 128.50. The weekly MoF data showed Japanese 

investors buying foreign bonds for the first week in five but more broadly portfolio 
outflows from Japan remain lacklustre.  
 
EUR and GBP both pushed off yesterday’s lows vs USD in the Asian session, with 
EUR/USD trading around 1.0490 and cable around 1.2370 at the start of European 
trade.  

 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

UK – CBI industrial trends (DI, May) 12/14 

EZ – Current account, sa (€bn, Mar) --/-20.8 

EZ – Construction output (%MoM, Apr) --/1.9 

US – Jobless claims (k) 200/203 

US – Existing home sales (%MoM, Apr)  -2.1/-2.7 

US – Philly Fed survey (DI, May) 15.0/17.6 

   Source: Bloomberg 

 
Eurozone/UK. The average selling price in the CBI industrial trends survey is still very 

close to the March peak, suggesting that UK pipeline pressures remain elevated. In the 
Eurozone, the key data release will be the current account. Recall that the trade balance 
plunged to a record low in March and is trending lower on a 12m rolling basis. Both FDI 
and portfolio investment are negative on a 12m rolling basis, although portfolio 
investment is trending higher since autumn. There is a possibility that portfolio inflows 
into the eurozone pick up as negative yields disappear. The ECB minutes are due today 
and will be watched for any signs of discussions on the “crisis tool” that the ECB has 
been hinting about to ensure that sovereign yield spreads do not threaten the 
transmission of policy during the tightening cycle.    
 
US. The Philly Fed is the pick of the US data releases in the wake of the very soft Empire 

State index earlier in the week. We do not expect a similar decline in the Philly Fed 
index, as recent data have been quite upbeat.                     

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

To neutral and beyond! 
There is no doubt that central banks see a need to push rates at least up to neutral. With inflation far above target, stimulating 
the economy is no longer required. In his post-meeting press conference following the 4 May FOMC meeting, Chair Powell 
noted that neutral was somewhere between 2~3%. Speaking on Tuesday evening Powell noted “What we need to see is 
inflation coming down in a clear and convincing way, and we’re going to keep pushing until we see that”. He went on to say “If 
that involves moving past broadly understood levels of ‘neutral,’ we won’t hesitate at all to do that.” The Fed is clear that 

inflation is the No 1 threat and that it wants to get rates into the neutral zone, expeditiously. 50bp hikes at both June and July 
FOMC meetings are likely taking the policy rate up to the 1.75~2.00% zone. We currently expect that there will be an 
additional 25bp hike at the September meeting too. We see broad agreement across the FOMC on the dash to neutral.    
 
There is more disagreement beyond here. Firstly, whilst we expect that both inflation and growth will be slowing by late 
summer, it remains to be seen how “clear and convincing” this slowdown is. In addition, once inflation starts to slow, the Fed 
will need to take a view on how much tightening is enough. Financial conditions have tightened a lot, with the surge in the US 
dollar doing a lot of the work on this front. Monetary policy is a blunt tool and works with a lag. The recent rush to tighten 
policy in the past few months will have its biggest impact in 12~18 months time. The Fed is keen to better align supply, where 
the impact of its polices are somewhat limited, with demand, which is the primary focus of its efforts. Nonetheless, to the 
extent that supply side pressures ease, the Fed needs to do less on the demand side. Recent news from the supply side is 
not especially encouraging, amid the impact of on-going lockdowns in China and the Russian invasion of Ukraine. The NY 
Fed’s newly released Global Supply Chain Pressure Index, shows pressures have eased very little since peaking in 
December and the most recent reading for April showed the index edging higher again. The less confident the Fed is that 
supply side pressures will ease, the more likely it will have to do more on the demand side.    
 
This throws up the possibility that supply side pressures ease in 2023, as the peak impact of the current rapid policy 
tightening hits, which in turn would see inflation drop back rapidly, possibly below target. If the Fed goes too far too fast, rate 
cuts in 2023 are a possibility. The Fed funds strip peaks in June 2023, although current pricing of any cuts beyond that date is 
very modest for now.     
  
    
 

Supply side pressures slow to subside 

  

Source: NY Fed, 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 
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research.  
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