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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 BoJ fended off pressure to alter policy and left policy unchanged. Ahead of the 
announcement the 10yr JGB yields moved as high as 0.27%, prompting additional 
speculation that the BoJ would let the rope go. USD/JPY drifted higher into the 
announcement and then nudged higher again in its wake, ending the session just 
above the 134.0 level, almost fully reversing yesterday’s dip. There was a little 

volatility around the release of the statement which added “FX” and now says the BoJ 
“will closely watch financial and FX market's moves”. The BoJ routinely does this anyway 
and adding it to the statement means little. The BoJ left its assessment of the economy 
broadly unchanged and will continue with daily fixed-rate purchase operations. In a week 
where overseas central banks have forged ahead with rate hikes the BoJ will likely be 
content that USD/JPY is actually fractionally lower on the week.  
 
Asian stocks were mainly lower, tracking the declines in the US, although China was the 
exception. UST yields edged higher in Asian time after a sharp drop yesterday and the 
DXY index bounced off its lows. CHF maintains the bulk of yesterday’s gains and 
EUR/CHF is trading below 1.02. Yesterday’s SNB statement removed the comment on 

the Swiss franc being highly valued suggesting less willingness to intervene. EUR/USD 
was off its overnight high and is trading just above 1.05, as Europe opens. European gas 
prices edged off their highs yesterday but are still up sharply in the week, although 
monetary policy concerns have been more of a driver. Recall that the eurozone trade 
deficit surged to a record in April on a seasonally-adjusted basis.   
 
In the UK the REC survey showed the labour demand in the UK as remaining elevated, 
with vacancies at record levels in the week to 12 June. The data had little impact on 
GBP, which tracked EUR lower vs the US dollar through much of the Asian session. 
GBP/USD sits around 1.2270 as European trade gets underway. 
           
 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – CPI , final (%YoY, May) 8.1/8.1 (p) 

US – Industrial production (%MoM, May) 0.4/1.1 

US – Leading index (DI, Jun) -0.4/-0.3 

   Source: Bloomberg 
 

 
Eurozone/UK. The final release of the eurozone CPI contains useful details that allow 

analysts to strip out volatile factors and focus on core price pressures. These are much 
lower in the eurozone than the US but nonetheless rising rapidly.               
 
US. US data in the week to date to generally been on the soft side. In the industrial 

production report weak auto activity will likely be offset by firm mining output. The 
regional survey data for May suggest some slowdown in activity next month.     

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
 
G10 central banks – the dash for neutral and beyond 

It has been an interesting week for G10 central banks with the SNB coming with the biggest surprise with a 50bp hike, then 
the Fed with 75bp, at the high end of expectations, and the BoE more or less coming in as expected, with a 25bp hike. The 
BoE’s hike looks underpowered on a relative basis. Yes the BoE started hiking earlier than most other G10 central banks but 
most banks are now going in clips of 50bp given the scale of the inflation surge. The BoE hinted at being ready to do more but 
the sequencing here is wrong. Like the Fed and the SNB big hikes early in the cycle make more sense, then slowing to fine 
tune the policy rate later in the cycle. Small hikes followed by bigger hikes in future smacks of not doing enough this time 
round and sliding further behind the curve. Generally, G10 central banks look as if they feel they are behind the curve and are 
rushing to get policy up to neutral levels as a first step. Most are travelling quickly. Policy settings should not be stimulative 
when inflation is at multiples of the CPI target! Most G10 central banks have some way to go to get the neutral and further 
rapid rate hikes through Q3 look certain, especially as evidence of weakening inflation is slow to arrive. There are plenty of 
hints that price pressures are easing but as Fed Chair Powell notes he wants such evidence to be “clear and convincing” after 
inflation has defied expectations and continued to push higher in recent months.    
 
The surprise SNB hike has helped CHF to be the best performing G10 currency in the week to date. The ECB’s early move to 
bring forward the introduction of its spread widening tool has helped EUR push higher on the week. Commodity-related 
currencies have suffered this week amid rising recession fears. Industrial metals are 5~10% lower on the week as are oil 
prices. NOK is bringing up the rear in G10 terms in the week to date.  
 
The SNB hike leaves the BoJ even more as the clear outlier 

The BoJ shrugged off overseas pressure to abandon YCC and left policy unchanged. Despite the BoJ bucking the hiking 
trend JPY is one of the better performing G10 currencies in the week to date. We attribute this to 1) the fact that JPY has been 
such a huge under-performer over the past few months that further underperformance is unlikely and 2) rising US recession 
fears amid a sharp tightening of US financial conditions. Despite the Fed hike, UST yields are little changed on the week. For 
us this is a key support for JPY, especially in a week where Japan’s seasonally-adjusted trade deficit soared to a 
multi-decade low, amid a surge in energy prices.  
 
In his press conference Governor Kuroda said the thinking around YCC was unchanged and that he was not thinking about 
raising the 10-yr ceiling. However, he also noted that the recent rapid weakening of the yen was negative for the economy 
and that the BoJ will continue to monitor FX closely. It is not clear if it is the weakness itself or the speed of the weakness that 
is negative. We assume the latter and thus if the pace of weakening slows, a weakening currency again becomes a positive 
for the economy. If it’s the former, then the BoJ will be thinking more seriously about ending YCC, as it is becoming counter 
productive in the BoJ’s effort to hit the 2% price target. In this case the BoJ would need to weigh the negative impact of a 
weaker currency vs the negative impact of higher interest rates.     
 

Policy rates are surging…                          ….as inflation soars 

 
 

Source: Bloomberg 
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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
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