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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  
US equites closed a little lower amid increasing concerns over rising prices. UST broadly 
maintained yesterday’s move higher through the Asian session ahead of the start of the 
reduction of the Fed’s balance sheet. Asian equities were mixed, with China leading the 
declines and Japan the gains. Japanese shares were buoyed by the drop in the yen 
with USD/JPY pushing up towards 129.40, a two-week high. Overnight data in the 

UK were firm with the shop price index continuing to nudge higher in May and house 
prices up a little more than expected. Still the trend of USD strength kept GBP/USD 
pushing back towards Tuesday’s lows, with the pair starting the European 
session around 1.26. EUR/USD traced a similar path with the pair sitting at 1.0720 
as European markets open.    

 
Japan’s capex data for Q1 that feed into the second estimate of GDP were a little weaker 
than forecast. The manufacturing PMI across Asia were mixed. Given the dominance of 
China, the improvement from 46.0 to 48.1 means an improvement for the region as a 
whole, even if it is not firing on all cylinders, as it emerges from lockdowns. The jump in 
eurozone inflation has put fixed income markets on the back foot and in turn risk appetite 
has softened, leading to a firmer US dollar and a pick up in FX volatility.   
 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – Unemployment (%, Apr) 6.8/6.8 

US – ISM m’fact (DI, May) 54.5/55.4 

US – JOLTS job openings (k, Mar) 11400/11549 

US – Beige book -- 

US – Vehicle sales (mn, saar, May) 14.30/14.29 

   Source: Bloomberg 

 
Eurozone/UK. Unemployment in the eurozone is expected to remain unchanged. Whilst 

surging inflation has resulted from a surfeit of pandemic stimulus, the flip side is strong 
labour markets. We note that the drop in German unemployment was one of the smallest 
since the pandemic recovery began, suggesting labour market improvements are close 
to coming to an end. The difficult conditions expected through the summer seem an 
unpromising backdrop for further declines in the unemployment rate.           
 
US. The pace hots up in the back half of the week. It will be a busy session for both data 

and policy. On the data front JOLTS have been a key focus as they provide information 
on job opening and quits. With the inflationary signals from the labour market an 
increasing focus not just at the Fed but more broadly, the JOLTS report has pushed up 
the rankings in the monthly data reports. Vehicle sales are a key activity report – one of 
the earliest in the month. The May ISM manufacturing report is also due. Here both the 
demand and supply side indices are under scrutiny. On the policy front the Fed’s Beige 
Book is released, which provides the backdrop for the 15 June FOMC meeting. It is likely 
to detail widespread cost pressures and a firm labour market.   

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
 
Slower growth, higher inflation 

We will publish our latest monthly G4 Forecast Update later today. It will feature slower growth and higher inflation in 2022 
almost across the board. The consequences of the Russian invasion of the Ukraine now clearer. In addition, supply chain 
strains have proved more elevated and more prolonged amid on-going lockdowns in China. These now look to be easing but 
they have pushed the peak for inflation higher and later pushing up the annual average figures for 2022. OPEC discipline has 
remained solid and US shale producers have been slower than expected in ramping up output, leaving the bias for oil prices a 
little higher heading into the back half of the year. In addition, it looks like most of the fiscal action for 2022 is now in. The lag 
with which fiscal policy works can vary depending on the type of stimulus. The recently announced support package in the UK 
is likely to be mainly spent within the current year but it is fair to assume that the bulk of any support measures announced in 
H2 2022 will impact 2023 activity more than the current year. Fiscal stimulus has been a key driver of our less downbeat 
forecasts, offsetting much of the worst of the drop in activity in the eurozone and the UK. In contrast in the US, it’s a clear 
negative for growth in 2022, especially given the split Congress and the failure of President Biden’s Build Back Better 
programme.  
 
Policy, both fiscal and monetary, is the main drag in the US. Generally monetary policy works with a lag but in a world where 
forward guidance plays a larger role, the impact of rate hikes starts well before they are actually announced. Recent housing 
data in the US have been soft suggesting that higher rates are already weighing on demand. The Fed is keen to tighten US 
financial conditions and it has made a lot of progress, with the firmer US dollar adding to the tightening. The impact of policy 
will be increasingly evident as H2 unfolds and we expect that Q4/Q4 GDP growth will be around 1.0%. We suspect that the 
Fed would like to see financial conditions tighten further and we see further downside for risk assets in coming months, as the 
Fed hikes through autumn before taking a pause in Q4.  
 
In the eurozone and the UK, the primary drag on activity is the surge in energy costs and its impact on consumption. We see 
the eurozone as having some momentum from the re-opening that will keep growth positive in Q2, while in the UK growth is 
likely to be flat to slightly negative. Savings rates are high and unemployment low – providing some offset to the surge in 
costs and government support has been forthcoming too. We also suspect that employers will tend to hang onto employees 
rather than let them go as demand softens. This reflects the judgement that employers will see the cost of living crisis as a 
short-term development and the fact that many have struggled to find workers during the pandemic recovery and are wary of 
having to undergo the process a second time in rapid succession. The BoE’s forecasts look very downbeat, especially on a 
relative basis. Its view on the widening output gap at the back end of the forecast horizon suggest that it believes the cost of 
living crisis will do most of the heavy lifting in slowing the economy. We look for the BoE to have to keep its foot on the breaks 
through H2 and into 2023. At the same time we expect that the ECB is likely to get hikes underway in H2. With risk appetite 
soft in coming months, EUR and GBP are likely to drift sideways before pushing higher into year end.  
       
 

US financial conditions have tightened the most…    …with the stronger US dollar an important contributor 

  

Source: Bloomberg 
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 Currency (lhs) 2yr yields (rhs)

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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