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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  
Overnight Barkin said the Fed should normalise as fast as it can “without breaking 
anything”. Its remains an open question if that is possible. Earlier in the week Larry 
Summer suggested a sharp rise in unemployment will be required to bring inflation back 
to target. After Tuesday’s bounce, risks assets are trading in more downbeat fashion 
today, with most Asian equity markets under pressure and the yen outperforming after 
hitting a new 40-year high yesterday. USD/JPY dipped to around 136.25 amid signs 

that the currency will play a bigger than usual role in the upcoming Upper House election 
on 10 July. Campaigning kicked off on Tuesday and recent polls have suggested that the 
issues of the weak yen and inflation are weighing on Kishida’s support.  
 
As risk assets declined the US dollar outperformed most other currencies, JPY aside.  
CHF also performed well and has broadly maintained its gains since the SNB’s 50bp 
hike last week. Oil prices dropped on recession fears with Brent trading below $112. 
Other commodities were soft too. NOK led the declines. EUR/USD slipped below 1.05 
as European trade opened. GBP/USD was also off overnight highs as Europe opened. 

The UK headline CPI pushed up to 9.1%YoY, a fresh 40-year high, while the core eased 
a fraction to 5.9%YoY. The PPI surprised in the upside suggesting pipeline pressures 
remain elevated. GBP/USD was little changed after the report and trades around 
1.2230 as Europe opens. 

           

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – Consumer confidence, (DI, May) -20.5/-21.1 

UK – CPI (%YoY, May) 9.1/9.0 

UK – Core CPI (%YoY, May) 6.0/6.2 

   Source: Bloomberg 

 
Eurozone/UK. The UK CPI for May is due, with the consensus forecast being for the 

headline rate to edge higher but for core inflation to edge lower a fraction lower. At 
around 6%, core inflation is still far above the Bank’s 2% target and suggests inflation is 
quite widespread. Yesterday Chief Economist Pill noted that if required he would 
sacrifice growth to bring down inflation. Pill reiterated the phrase from the BoE’s 
statement on the Bank being ready to act “more aggressively” if needed. Today’s CPI 
suggest that indeed more aggressive action is needed, at least in the short run. Deputy 
Governor Cunliffe speaks today but about financial stability and crypto markets.                     
 
US. The highlight of the US session is the Fed Chair’s semi-annual testimony to 

Congress. Given that Powell recently spoke in the wake of the FOMC meeting his written 
remarks seen unlikely to deviate too much from the tone at the press conference. We 
expect the questions to mainly fall into 2 categories -1) Is there a recession coming? And 
2) Why isn’t the Fed doing more to bring down inflation/how did we get here on inflation? 
With equity markets sliding into a bear market, it certainly seems like more difficult times 
are ahead. Of the 8 bear markets for US equities since 1970 (excluding the current bear 
market, as it is too early to know what happens this time round) 6 have been closely 
associated with a recession.         

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
 
Food prices adding to inflation pressure in the eurozone 

On Tuesday the ECB published an article on food prices as part of its economic bulletin. The article concluded that food 
prices are likely to remain elevated well into 2023. Food prices are making a record contribution to the euro area CPI at over 
1.4 percentage points (pp). The weight of food, alcohol and tobacco is a fraction over 20% of the CPI. As the chart below right 
illustrates, the usual contribution is in the region of 0.4pp and has been lower for much of the recent past. 
 
The report highlight that almost all input into food production are rising from the raw materials, to fertiliser and transport. Farm 
gate/wholesale prices are running at almost 50%YoY, while the PPI for domestic dales of fertiliser and basic chemicals is 
around 40%YoY. Much of the impact results from the Russian invasion of Ukraine and with limited prospects of a solution 
emerging a rapid return to the status quo ante in terms of food prices looks unlikely. Even if prices don’t push higher they look 
unlikely to decline. Food is likely to remain expensive well into 2023.  
 
One of the themes of 2022 has been the later and higher peak for inflation. The primary driver here has been developments in 
Ukraine but the on-going lockdown in China has also seen supply chain strains remain elevated rather than ease. Tomorrow’s 
flash PMI data contain significant useful information on the supply side, including on input and output prices and delivery 
times. Our expectation is that beyond agriculture these strains are starting to ease and we look for the CPI to peak in Q3. Until 
inflation peak, we expect that financial market will continue to aggressively price central bank action and that the Fed will lead 
on this front. This is a poor backdrop for risk assets and we see on-going safe haven demand as remaining supportive for the 
US dollar.     
 
     
 

Food prices have surged in recent months…          …and are making a record contribution to EZ CPI  

  

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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