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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 and US equity futures pushed higher overnight. UST yields nudged a little 
higher but remain well below last week’s highs and oil prices edged a little higher too. It 
was a quiet session in terms of data. Today’s 5yr JGB auction, the first since last week’s 
elevated JGB volatility was poorly received but not spectacularly so. USD/JPY was little 
changed, trading just above 135.0 for most of the session. RBA Governor Lowe said 

he expected the Policy Board would have the same discussion at the July meeting (ie a 
25bp vs a 5-bp hike) which saw investors move to price out a 75bp hike. Lowe said he 
didn’t see the aggressive market pricing as likely but conceded that “the market has 
been a better judge of where interest rates are going that we have over the past few 
years”. AUD/USD ended the session little changed, trading around 0.6960.  

 
EUR continues to shrug off the poor French election results. EUR/USD was little 
changed around1.0520 as Europe opens. Yesterday, ECB Chief Economist Lane was 

cautious on the pace of hikes, even as he acknowledged that negative rates were clearly 
no longer appropriate.  
 
In the UK, GBP shrugged off the major strike action has closed much of the rail network. 
GBP/USD drifted fractionally higher through the Asian session to sit around 
1.2260 as Europe opens. Yesterday MPC member Catherine Mann gave an interesting 

speech, which touched on sterling’s weakness and its role in pushing her to vote for 
more aggressive policy tightening. She noted faster tightening in the US would weigh on 
GBP and add to inflation, which she saw as already too high and in danger of becoming 
embedded. She said the weak currency was one reason why she supported a faster 
pace of tightening.    
           

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – Current acount, sa (€bn, Apr) --/-1.6 

UK – CBI Industrial trends survey, orders (DI, Jun) 20/26 

US- Existing home sales (%MoM, May) -3.7/-2.4 

   Source: Bloomberg 

 
Eurozone/UK. The ECB’s large current account surplus has been a source of support 

for the euro for a long time, primarily on the back of a sizable trade surplus. In the past 
few quarters there have been some major changes, with the eurozone’s trade surplus 
dissolving into a record deficit as energy prices surge. For much of the past few decades 
trade flows have declined in importance and financial flows have become more dominant 
as drivers of fx rates. We believe that such is the scale of the swing in trade flows of late, 
that they have had a sizable impact in recent months. Conversely, the portfolio flows, on 
a 12-month moving basis have turned less negative for the euro. BoE Chief Economist 
Pill is scheduled to speak.                  
 
US. The housing market is already clearly softening as mortgage rates rise. It would be a 

surprise if existing home sales did not fall further. The Fed’s Barkin and Mester are 
scheduled to speak.     

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
 
Japanese investors remain hesitant to play in foreign bond markets 

April and May traditionally see a jump in foreign bond buying by Japanese investors as they put new money to work at the 
start of the new fiscal year. This year has been atypical. Japanese investors have remained heavy sellers of foreign bonds. 
The turn of the fiscal year has had limited impact and they continue the selling streak that has seen only 1 month of net 
purchases is the last six months. Since the start of November, Japanese investors have sold over ¥10trn in overseas bonds, 
with sales especially heavy in February to April.    
 
Asset markets have been highly volatile in recent month, especially US fixed income markets. During the last decade, the 
MOVE index of UST volatility has only been higher during the spring of 2020. It has been a wise decision by Japanese 
investors to stay away. USTs have returned -10% in the year to date.     
 
Banks dominate the selling 

It might be argued that Japanese investors have come under pressure to sell overseas assets to support the currency, 
especially in recent weeks. However, we see this as an unlikely development. The net sales of overseas assets have been 
dominated by banks. The bulk of their activity is funded in overseas repo markets and the FX impact is limited. Trust bank net 
buying over the past 6 months is approximately equal to lifers’ net sales, which also suggests limited currency impact.  
 
We expect that as foreign bond volatility eases and evidence of a peak in yields become more convincing Japanese investors 
will gradually edge back into overseas markets, given the pick up on offer. This might be an argument for expecting a weaker 
yen but we think that 1) the return to overseas markets will be modest and 2) that other factors will dominate. As US recession 
risks grow, we think that the expectations of Fed policy tightening will ease, stripping the US dollar of some of the interest rate 
support it has enjoyed in H1.      
 

Japanese investors continue to stay away from foreign bond markets amid elevated volatility  

  

Source: MoF, Bloomberg 

 

 

Source : Current - Bloomberg: Forecasts - Mizuho 
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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.  

 

This publication is not a “research report” as defined in Commodity Futures Trading Commission (“CFTC”) Regulations 1.71 and 23.605 

promulgated pursuant to the U.S. Commodity Exchange Act and is not intended to provide information upon which to base a decision to enter 

into a derivatives transaction regulated by the CFTC. Any discussion in this publication of derivatives is limited to commentary on economic, 

political, or market conditions and statistical summaries of multiple companies’ financial data, which may include lists of current ratings. 

 

This publication is not intended to be relied upon as advice to investors or potential investors and does not take into account investment 

objectives, financial situation or needs of any particular investor. It is not intended for persons who are Retail Clients within the meaning of the 

United Kingdom’s Financial Conduct Authority rules nor for persons who are restricted in accordance with US, Brazilian, Japanese, Singapore 

or any other applicable securities laws. This publication has been prepared for information purposes only and is not intended by Mizuho to 

market any financial instrument, product or service or serve as a recommendation to take or refrain from taking any particular course of action 

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 

or any of the assets, businesses or undertakings described herein, or any other financial instrument, nor is it an offer to participate in any trading 

or other strategy, nor a disclosure document under applicable laws, rules, regulations or guidelines. These materials and the content of any 

related presentation are confidential and proprietary and may not be passed on to any third party and are provided for informational purposes 

only. As a general rule you will not have a right to terminate early any transaction entered into – if you wish to do so, losses may be incurred by 

you Mizuho shall have no liability for any losses you may incur as a result of relying on the information herein or in any related presentation. 

 

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 

performance. 

 

This Publication has not been nor will be submitted to, or reviewed by, any regulatory authority.  Without limiting the generality of the foregoing, 

nothing contained herein is in any way intended by Mizuho to offer, solicit and/or market any financial instrument, product or service, or to act as 

any inducement to enter into any contract or commitment whatsoever.  A recipient must complete its own independent analysis of the financial 

instrument, product or service and receive all information it requires to make its own decision, investment or otherwise, including, where 

applicable, a review of any prospectus, prospectus supplement, offering circular or memorandum describing such item. The information 

contained in this Publication has been obtained from public sources and such information is believed to be correct and reliable but has not been 

independently verified. 
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