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

EUR Elevated CPI to keep ECB’s July hike on track  

USD Looking for data to support an autumn pause for the Fed 

JPY Too early for the data to show economic rebound underway 

GBP Thin trade likely in a holiday-shortened week    

 

Overnight comment  
Equity markets across Asian were mixed, as UST yields jumped across the curve. 
Shares in Japan and India led the declines, while China led the gains. Waller’s 
comments yesterday on pushing for 50bp hikes at several meetings and his desire to 
push the policy rate above neutral by year end places him firmly in the hawkish camp on 
the FOMC but the fact that he indicated his preferences were roughly in line with current 
market pricing (~2.75% for Dec-22) robbed his comments of much of their punch. Brent 
futures continued to push higher, hitting a high above $123/barrel as Europe finally 
agreed the terms of their Russian crude embargo and investors digested recent 
progress on Chinese re-opening. The higher energy costs and the jump in UST 
yields weighed on JPY and USD/JPY pushed up above 128.25 early in the session 
but eventually settled around 127.85. The US dollar was firmer across the board, with 
EUR/USD off overnight highs and trading around 1.0750, as Europe opens, while 
GBP/USD was just a little above 1.2610. 
 

Industrial production data in Japan were soft but other reports held up better, as 
consumer confidence edged higher (see currency comment section for more detail). 
Data across the rest of Asian were mixed, with the Chinese PMIs firmer than expected, 
especially in non-manufacturing sector, while South Korean industrial production data 
were very soft. New Zealand business confidence data were weak too.  
 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – CPI (%YoY, May) 7.8/7.5 

EZ – Core CPI (%YoY, May) 3.5/3.5 

UK – M4 ex OIFCs (3m% saar, Apr) --/5.7 

US – House prices (%YoY, Mar) 19.8/20.2 

US – Consumer confidence (DI, May) 103.8/107.3 

   Source: Bloomberg 

 
Eurozone/UK. Eurozone CPI is the main focus today. After a large upside surprise in 

Germany and a smaller one in Spain yesterday, the risks to the eurozone consensus 
forecast of 7.8%YoY are firmly on the upside. The scale of the upside risks will be 
determined by the French CPI data just ahead of the eurozone release. The 5yr 5yr 
forward inflation swap rate has eased off its early May highs suggesting the ECB’s 
hawkish rhetoric is having some success getting inflation expectations under control. 
The ECB’s Villerory, Visco and Makhlouf are all scheduled to speak. We would not 
expect too much divergence from Lane’s comment yesterday on 25bp hikes being the 
benchmark for the ECB.         
 
US. Spending data are decent even as confidence drops towards multi-year lows. 

Consumer confidence is seen dropping further amid record gasoline prices and surging 
prices in other areas too. The housing market is showing signs of slowing and house 
prices will start to dip too but at nearly 20%YoY they remain robust.  

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
 
Japan economy to catch up in coming months as Japan learns to live with Covid 

Japan opening up to tourists for the first time in 2 years looks to be grabbing the headlines as the government allows small 
groups from 98 countries to visit as members of a supervised tour group. In and of itself the steps on allowing foreign tourists 
will make limited difference to the economic outlook. Pre-Covid the bulk of Japanese tourists came from China, South Korea 
and Taiwan – all countries that have taken a cautious attitude to Covid. We think that the bigger significance is that it shows 
that Japan is slowly moving to a policy of living with Covid. In turn, we expect that consumption will see a mild post-lockdown 
boost in Q2. After the drop in Q1 GDP we expect that Japanese GDP will rise over 1.0%QoQ – which may be the fastest in 
the G4.  
 
Japan has lagged developed world economies during Covid. Policy, both fiscal and monetary, in Japan was so loose when 
Covid struck that there was limited scope to ease alot further, certainly on a relative basis. This year was supposed to be the 
year that Japan caught up as fiscal policy elsewhere was tightened sharply but the government’s Covid caution has delayed 
the recovery, which is now just starting to get underway. 
 
Industrial production dropped 1.3%MoM in April, falling a little more than expected. Companies projected a 4.8%MoM 
increase in May and an 8.9%MoM increase in June. These figures are always overly optimistic but if we conservatively 
assume only a quarter of the projected output, then we still get a quarterly increase of over 1%QoQ for the second quarter, 
which would be a solid contribution to activity. Consumer confidence also ticked higher in May, with minor improvements 
across all sub-indices. This is the second consecutive rise in confidence and also implies slightly better conditions in Q2 as 
Covid restrictions ease and the economy re-opens. The labour market also continues to improve, with the unemployment rate 
edging lower in April and job offers/applicants edging higher.     
 
Japan’s recovery will be helped by the progress towards re-opening in China and the easing of supply chain strains. It will 
also be helped by the easing of financial conditions in Japan, primarily driven by the weaker currency. With the recovery now 
underway and the CPI currently above 2%, it is easier to speculate on some movement in monetary policy in Japan. This is 
not something we subscribe to at least in coming quarters but we can see that the conditions such speculation are falling into 
place, especially with Governor Kuroda due to be replaced in spring 2023. We expect the bulk of the policy spread support to 
come from the UST side of the yield spread but in current circumstances JPY can do with all the support it can get and it may 
get a little more than it has been from the JGB side of the equation than it has been used to in recent years. The recovery will 
also help equity market sentiment, potentially driving inflows from overseas. We continue to believe that USD/JPY peaked in 
early May and that the pair will push lower into year end.   
       
 

Catch up is coming for Japan economy…            …which will help support JPY 

  

Source: Bloomberg 
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