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

EUR ECB to firm up the July meeting for the start of tighter policy 

USD Looking for a peak in UST yields amid rising recession fears and the equity market slide 

JPY Solid approval ratings for PM Kishida means no change in government’s Covid caution 

GBP Government woes back in focus for GBP    

 

Overnight comment  
Risk appetite faded in the Asian session with China leading equity markets lower. UST 
yields were fractionally lower and the DXY index was fractionally higher in a lacklustre 
session for fx markets. The Japanese composite PMI edged a little higher to 51.4, led by 
services. For much of the Covid period, the PMIs in Japan have lagged those elsewhere 
and the nudge higher in Japan this month will likely contrast with a move lower in Europe 
and the US when their flash PMI reports are released later today. Japan’s Q2 GDP will 
likely contain a post-lockdown bounce, albeit a mild one but nonetheless it will contrast 
to slowing growth elsewhere. USD/JPY edged down towards 127.60.    

 
The 2yr UST/Gilt spread has narrowed over 35bp since mid-May, helping GBP off recent 
lows. GBP/USD was little changed at 1.2579. 2yr Bund yields have also 
underperformed USTs in recent sessions albeit by a lesser amount. EUR/USD was off 
the overnight high a little above 1.0670, as European trade gets underway.       
 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – PMI, m’fact – flash (DI, May) 54.7/55.5 

EZ – PMI, services – flash (DI, May) 57.4/57.7 

UK – PMI, m’fact – flash (DI, May) 55.0/55.8 

UK – PMI, services – flash (DI, May) 57.0/58.9 

US – PMI, m’fact – flash (DI, May) 57.8/59.2 

US – PMI, services – flash (DI, May) 55.3/55.7 

US – New home sales (%MoM, Apr) -1.7/-8.6 

   Source: Bloomberg 

 
Eurozone/UK. The PMI surveys will be the main focus on the data front. During the 

Covid crisis, the survey levels have had a weaker relationship with underlying activity. 
That said, if one was to take the headline levels at face value, you would be hard 
pressed to find evidence of an impending slump in either the UK or the eurozone. The 
surveys in both countries show significant supply side strains, which are dissipating 
much more slowly than anticipated at the start of the year against the backdrop of 
on-going Covid restrictions in China and the Russian invasion of Ukraine. As the most 
recent S&P eurozone PMI report noted “The eurozone economy has shown surprising 
resilience in the face of the Ukraine-Russia war, thanks to a renewed burst of service 
sector activity as virus containment measures were relaxed further during April”. Whilst 
the resilience of activity is a little surprising, the record/near record price pressures are 
much less of a surprise given recent events. Activity levels are expected to dip a little but 
still point to positive activity levels.  
 
US. The rise in US mortgage rates is hitting demand for new homes and sales are likely 

down for a 4th consecutive month in April. The US PMI data usually attract less attention 
given the wide range of other survey data in the US.                      

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

Global growth fears stalking markets 

Fears of weaker global growth have jumped over the past month and financial markets have responded accordingly. 
For much of the year to date, inflation has been the fear primary fear and breakeven rates have marched relentlessly 
higher, bonds have sold off sharply and equities have been doing OK.  
 
However, over the past month the fear has switched to stagflation or even recession. 10yr break even rates in the US 
now sit at 2.55%, having peaked in late April at 3.02%, which was their highest level in the current century. UK and German 
10yr break even rates are also off their highs, albeit less dramatically. Equity markets, especially in the US have declined 
sharply over the past month amid elevated volatility. Industrial commodity prices have also dropped over the past month.   
 
There have been multiple factors weighing on the economic outlook. One major factor is the renewed lockdowns in China and 
the authorities’ determination to pursue a zero-Covid strategy. For now we still see Chinese growth as coming in above 4.0% 
this year but the risks are that it will be lower, possibly a lot lower if the current Covid restrictions drag on deep into Q3.  
 
The other primary factor looks to be US growth expectations. These have dropped sharply since the release of Q1 GDP, 
which mechanically makes strong growth in 2022 less likely, even if the composition of activity suggested underlying demand 
was still quite strong. However, it is more than just a technical matter. The US is experiencing a delayed price shock on the 
energy front. In spring European energy prices surged, while US natural gas prices remained relatively subdued. However, as 
US natural gas exports have picked up, US prices have risen. US natural gas prices are up 50% since the end of March. Over 
the same period, Dutch natural gas futures are down over 50%. The energy price shock still remains significantly larger in 
Europe, but over the past two months it has moved quite sharply in Europe’s favour, which has buoyed European growth 
expectations (or at least prevented them deteriorating a lot more) and weighed on expectations of US activity.    
 
This weaker growth expectations have weighed on Fed funds pricing and these are little changed over the past month. The 
Fed has been among the most vocal of the G10 central banks in terms of its determination to get inflation down and get policy 
to neutral rapidly. It now looks as if the bulk of any Fed hikes in 2022 are priced in and there is even speculation about when 
the first cut will be. In contrast, elsewhere the policy debate is less settled. It is only recently that the ECB looks to have settled 
on a first hike in July, with Lagarde only this weekend confirming that a second hike is likely in September taking the depo rate 
to zero and the repo rate above zero. This week 2yr Bund yields hit a new high for the year, while 2yr UST yields are down 
~15bp from their early May peak. The 2yr UST Bund spread has narrowed 30bp over the last 2 weeks, while the 2yr UST/Gilt 
spread has narrowed 35bp. These moves have helped EUR and GBP off recent lows against the US dollar.  
 

      
 

Industrial metals sag in May amid fears of weaker growth, while Fed fund pricing has peaked out 

  

Source: Bloomberg 
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EUR/JPY 137 137 135 134 132
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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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