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

EUR Details of the ECB’s spread narrowing tool and gas prices in focus 

USD Recession watch in the wake of the Fed steeping up the pace of tightening 

JPY Does the BoJ holding the line on 10yr JGBs mean a weaker yen? 

GBP Inflation to climb even higher before the next utility-driven jump in autumn. BoE is losing control of the inflation narrative   

 

Overnight comment  
Asian stocks remained under pressure amid rising concerns about the economic 
outlook. In Japan, the Cabinet approval rating dropped 5 points to 48% amid concerns 
about rising prices. PM Kishida will be hoping that his rating remains steady going into 
the 10 July Upper House election. 10yr JGB yields were stable around 0.23% while 
USD/JPY was little changed despite the drop in stocks, trading around the 135.0 
level as European market opened. 

 
It was a surprisingly busy weekend for policymakers. In the US, the Fed’s Mester said 
the Fed needed compelling evidence of inflation easing and that it would take a few 
years to get back to 2%. George said she felt 75bp added to uncertainty, hence her 
dissent in favour of 50bp. Waller said he believed recession fears were overblown and 
that there was an amazing amount of excess demand for labour and that the economy 
must slow. He said he expected to hike 75bp in July. The Fed’s rhetoric remains 
squarely focussed on inflation, thus boosting recession risks. The ECB’s Rehn spoke of 
the ECB’s determination to ensure unwarranted fragmentation.     
 
French elections showed President Macron losing his parliamentary majority, with both 
the hard left and the hard right gaining seats. With only 245 seats in the 577 seat 
assembly Macron will now need to look elsewhere for support. Governing will be more 
difficult in the wake of the results. EUR/USD shrugged off the result and pushed 
higher during Asian trade and the pair sits at 1.0527 as Europe opens.   

 
The IMM data for the week to 14 June, the day after the WSJ article on a 75bp hike but 
the day before the Fed meeting showed some decent changes. USD longs pushed 
higher. EUR longs were sharply pared and EUR positioning is now slightly negative. JPY 
shorts were also pared quite sharply, as were CHF shorts.  
           
 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – Construction output (%MoM, Apr) --/0.0 

   Source: Bloomberg 
 

 
Eurozone/UK. It promises to be a quiet start to the week in terms of data but investors 

will still have plenty to focus on from French politics, expectations for the ECB’s spread 
widening tool (which seem unlikely to be forthcoming until the July ECB meeting), the 
implications of the further restriction of Russian gas supplies into Europe last week and 
the tighter financial conditions across the globe as the G10 central banks keep up the 
pace on higher interest rates and equity markets remain soft. On the central bank front 
there is a long list of ECB speakers, including Lagarde, Lane, Visco, Centeno and 
Muller. As for the BoE, Haskel and Mann speak. Both voted for 50bp hikes on Thursday. 
Finally, the IG Metall board is expected to release its recommendation for wage 
negotiations that forms the basis of the regional chapters’ negotiation strategy.               
 
US. US markets are closed on Monday for the observance of the Juneteenth Holiday.     

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
 
Recession watch as industrial metals slide 

Copper is one of the most important industrial metals given its widespread usage across a number of sectors in the global 
economy. It is sometime referred to as Dr Copper and is seen as giving a health reading on the economy. The generic front 
copper future first dropped through its 50-week moving average in late 2021 but it dropped more decisively below in late April 
and last week dropped below its 100-week moving average. That said, it remains at an elevated level, with the 200-week 
moving average almost 20% below current prices. The range for copper since 2000 is 60~500 and at ~400, it is still quite 
expensive on a long-run basis. This is despite the major slowdown in the Chinese economy in 2022. Whilst it may be 
indicating weaker growth ahead, it is not screaming “recession” yet. The Bloomberg industrial metals sub-index is now 
virtually flat year to date, after spiking in Q1, although the volatility in nickel prices skewed it to the upside late in Q1. Most 
industrial metals are lower in the year to date, which is indicative of weakening demand.       
 
Surge in agriculture and energy primarily driven by supply side factors rather than strong demand 

The picture in agriculture and energy is very different. The drop in energy last week is driven by oil and natural gas. Note the 
Bloomberg energy index, in the chart below left, uses US natural gas futures. If it used European futures, it would be a 
different picture. US natural gas futures are down 15% in the month to date, while Dutch futures are up 25% over the same 
period. US natural gas was hit by problems at an export terminal, which means more gas will remain on the domestic market. 
Supply side factors have driven energy prices sharply higher in the year to date. It is only really during last week that the 
prospect of weaker demand hit prices, especially after the Fed’s 75bp hike. Nonetheless, supply is likely to be constrained for 
much H2 and prices are likely to remain elevated, even as demand eases. As with energy, the situation in Ukraine remains a 
key driver of agricultural prices, especially wheat, where both Russia and Ukraine are large exporters.  
 
The surge in food and energy prices, combined with the rapid tightening of monetary policy across most of the world’s major 
economies likely means that recession is coming. Bloomberg’s 24-month recession indictor suggests it is almost a certainty 
and there are very few instances in history where Fed has managed a soft landing. This time round it even harder as the 
inflation backdrop means the Fed (and most other G10 central banks) has to hike quickly.  
 
In the short run we expect central banks to keep their foot in the gas and for asset markets to remain vulnerable – a benign 
backdrop for the US dollar. However, we expect to see growing evidence of a growth recession in the US emerging through 
Q3. We expect that this will see US rates ease lower faster than those elsewhere and soften USD into year end.     
 

Weak industrial metals refelct the softening growth picture.  

  

Source: Bloomberg 
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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
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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 

promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment 

research.  
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or participate in any trading or other strategy. This publication is not an offer to buy or sell or a solicitation of any offer to buy or sell any security 
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related presentation are confidential and proprietary and may not be passed on to any third party and are provided for informational purposes 
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The information contained in this publication may not be current due to, among other things, changes in the financial markets or economic 

environment. Mizuho has no obligation to update any information contained in this publication. Past performance is not indicative of future 
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