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

EUR Markets looking for evidence of slowing inflation to keep a 50bp hike off the table in September 

USD Fed set to keep its pedal to the metal amid elevated inflation backdrop. FOMC forecasts in focus 

JPY Back on intervention watch after Friday’s joint statement 

GBP BoE to hike. Probably 25bp but 50bp can’t be ruled out amid a general G10 central bank dash for neutral    

 

Overnight comment  
The Fed hiked the Funds rate by 75bp. Powell said that 75bp was possible in July as 
well but that such large hikes were unlikely to become the norm and may enable slower 
hikes subsequently. The Dot Plot saw the policy rate at the end of 2022 at 3.375%, up 
175bp from the current rate. The Fed now sees a modest rise in the unemployment rate 
but still expects a pretty sharp drop in inflation. Powell acknowledged that most 
participants were minded to push rates into mildly restrictive territory by year end. USTs 
and US stocks rallied and the lower UST yields dragged the greenback lower too.                
 
In the Asian session, Japan’s trade data showed the impact of soaring energy prices, 
with the deficit higher than expected but the dip in UST yields dominated any trade 
impact and USD/JPY was little changed around 134.30. The weekly MoF data 

Japanese investors continuing to avoid foreign bonds amid elevated volatility. Strong 
Australian unemployment data and a weak NZ GDP report seemed to have little impact 
on currency markets. In Europe EUR held most of the post-FOMC gains and opens 
European trade around 1.0430, while GBP/USD sits at 1.2150 ahead of today’s BoE 
meeting. USD/CHF sits at 0.9950 ahead of today’s SNB meeting.         
 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – New car registrations (%YoY, May) --/-20.6 

EZ – Labour costs (%YoY, Q1) --/1.9 

UK – BoE (%) 1.25/1.00 

US – Housing starts (%MoM, May) -1.6/-0.2 

US – Philly Fed index (DI, Jun) 5.0/2.6 

US – Weekly jobless claims (k) 217/229 

   Source: Bloomberg 

 
Eurozone/UK. Central banks remain in focus with both the BoE and the SNB meeting 

today. The SNB is expected to leave policy unchanged, although against the backdrop 
of the dash for neutral by G10 central banks, even the SNB is seen getting in on the act 
by year end. In contrast, the BoE’s hiking cycle is already well underway. We expect 
another 25bp hike today. There will likely be some dissent, mainly on the hawkish side 
but dovish dissents are also possible. A number of ECB speakers are lined up to speak 
at the Young Factor web event. In the wake of yesterday’s announcement on the 
acceleration of the anti-fragmentation tool, ECB commentary will be of great interest.                
 
US. Yesterday’s data hinted at softness, especially the retail sales report and today’s 

data may well do the same. The housing market is clearly hit hard by rising rates and 
further declines in housing starts in coming months seem a given. The Empire state 
index was weak and investors will be watching to see if the Philly fed follows suit. Finally 
claims have been edging erratically higher over the past couple of months in a sign that 
peak labour market strength is now behind us.   

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
 
Can the market force the BoJ to abandon Yield Curve Control? 

Perhaps the first question is “What does the BoJ think about that weak yen?”. Back in January, in its quarterly update on the  
Outlook for Economic Activity and Prices, the BoJ included a box which gave an assessment of the impact of a weak 
currency, concluding that on balance a weak yen is still good for Japan’s economy. The report noted “a depreciation would (1) 
increase the volume of goods exports through improved price competitiveness of Japanese exporting firms, (2) increase 
domestic corporate profits through a rise in the goods export value in yen terms, (3) increase services exports (consumption 
by overseas visitors to Japan), (4) increase net income receipts from abroad converted into yen (improving the income 
balance within the balance of payments), and (5) decrease domestic corporate profits or consumer purchasing power due to 
a rise in import costs”. Using a VAR model, the report concludes a there is a significant statistical relationship between a 
weaker yen and a rise in GDP, even as the channels through which the impact occurs has changes in recent years, with 
service exports playing a larger role, while the impact on goods exports has faded. The report notes the 3 following points 
need to be borne in mind. 1) Firms prefer exchange rate stability. Excessive volatility dampens investment; 2) As import 
penetration has risen the pass through to the CPI has risen and 3) Exchange rate movements can impact sentiment in either 
direction.  
 
If the weak yen is hitting consumer and business sentiment and undermining activity (and thus taking the BoJ further away 
from its inflation goal), then it might make sense for the BoJ to tweak Yield Curve Control (or even abandon it) by allowing 
yields to rise, which in turn should support the yen to some extent. Also with Japan still largely closed to foreign tourism the 
benefits from the services export channel is not really working either at present. Our assessment is that the BoJ still believes 
that on balance a weak yen is a benefit to the economy, even if the weaker business and consumer sentiment make it less so 
than usual. Thus it makes sense for the BoJ to maintain Yield Curve Control (YCC) if it can. 
 
Can the BoJ buy the whole bond market?  

The next question is “Can the BoJ maintain YCC?”. The BoJ already owns ~43% of outstanding JGBs (including T-bills) and 
~48% of the JGB market when T-bills are excluded. The total JGB market including T-bills is ¥1219trn (excluding T-Bills - 
¥1074trn). As UST 10yr yields have soared, pushing up towards the 3.5% level in recent sessions, this has ramped up the 
pressure on the BoJ. The Bank has responded by both upping the scale of its regular JGB purchase operations and 
introducing additional JGB buying ops as well. Yesterday, it announced unlimited fixed-rate buying operation on consecutive 
days for the CTD issue, as yields in the 7yr sector jumped. The fact that futures and swaps are leading the challenge to the 
BoJ implies that it is mainly driven by overseas investors.  
 
This week the BoJ’s fixed-rate unlimited operations have seen a lot more offers to sell to the BoJ than usual and total 
purchases under the fixed rate method will likely be over ¥5trn by the end of the week. If sustained, this would be 
~¥20trn/month and ~¥240trn per year in addition to its regular purchases. If UST yields keep rising, or there are signs that 
Japanese inflation looks more sustained above 2%, then the BoJ may even be forced to step up the pace of purchases. We 
do not see the BoJ as constrained in the near term, leaving it with plenty of firepower to continue defending the upper end of 
the range for 10yr JGBs.  
 
The BoJ’s large portfolio means that roll offs are large. Refunding issuance in Japan is over ¥100trn per year and thus the 
BoJ needs to buy significant volumes just to keep its share of the JGB market steady. Net new issuance is ~¥40trn so that 
equates to another ¥20trn the BoJ needs to buy just to stand still with regard to maintaining its share of the JGB market. The 
YoY increase in the BoJ’s JGB holdings at the end of May 2022 was ~¥20trn. Ahead of the recent surge in UST yields, it 
looked like the BoJ may be heading towards actually seeing the balance sheet shrink but that seems unlikely now.  
 
Not only is core core CPI in Japan still far below target, there is a strong consensus that in the medium term the BoJ will 
continue to struggle to get inflation up to 2%. Note the Bloomberg survey of economic forecasts released earlier this week. 
The median forecast for headline CPI in 2023 was just 1.1% and for 2024 it was just 0.9%. At times during QQE with YCC the 
BoJ has been concerned with market functioning but we see this a very much secondary to achieving the inflation goal and for 
now the BoJ firmly believes that inflation will be below target in 2023 and 2024. As such, it is highly likely to maintain the 
current policy settings at its policy meeting tomorrow.   
 
   
 

 

Source : Current - Bloomberg: Forecasts - Mizuho 

FX forecasts (as of 1 Jun) Current Q2 22 Q3 22 Q4 22 Q1 23

USD/JPY 129 129 125 123 120

EUR/USD 1.07 1.07 1.07 1.09 1.10

GBP/USD 1.26 1.27 1.29 1.34 1.39

EUR/GBP 0.85 0.84 0.83 0.81 0.79

EUR/JPY 138 138 134 134 132

GBP/JPY 163 164 161 165 167



 
Mizuho Bank, Ltd. | Mizuho Daily Currency Watch 
 
 
 

 
 
 
 
 
Mizuho Daily Currency Watch Mizuho Bank, Ltd.   3 / 3 
 

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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