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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 stepping 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  
USD/JPY dipped in the wake of comments by former Vice Minister of International 
Affairs Nakao who said unilateral intervention could not be ruled out. Data in Japan 
showed the recovery final picking up pace with the services PMI up 1.6 points to 54.2, 
dragging the composite index up 0.9 points to 53.2. MoF’s weekly data on international 
transaction in securities are usually watched for their data on Japanese investors in 
overseas markets (They continued to sell foreign bonds for a 4th consecutive week) but 
the main focus in this report got the week ending 17 June was the massive selling of 
Japanese bonds by overseas investors amid fears of the BoJ tweaking Yield Curve 
Control. At ¥4.8trn it was the largest ever week sales. A less weak than expected 20yr 
JGB auction helped ease concerns about rising yields while USD/JPY dipped as low as 
135.20 before edging back up to the 135.55 level as Europe opens.   

 
UST yields declined as Powell acknowledged recession risks in his testimony yesterday 
saying a soft landing would be very challenging but the edged up a fraction in the Asian 
session. Asian stocks were mixed and Brent bounced around the $110/barrel level 0 risk 
appetite was muted and so were currency markets. EUR/USD was little changed 
through the Asian session trading around 1.0570, while GBP/USD sits around 
1.2260 as Europe opens.   

           

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – Composite PMI, flash (DI, Jun) 54.0/54.8 

UK – Composite PMI, flash (DI, Jun) 52.4/53.1 

US – Composite PMI, flash (DI, Jun) 52.6/53.6 

US – Weekly jobless claims (k)  

   Source: Bloomberg 

 
Eurozone/UK. The flash PMI are expected to edge lower amid weaker demand and 
easing supply side pressures (See Currency Comment for additional details). In the UK 

the extra bank holiday in June could add downside pressure. The Turkish central bank is 
expected to leave policy unchanged, despite real interest rates being among the lowest 
in the world. Norway’s central bank is expected to hike with markets pricing a 50bp 
move. Economists expect only 25bp. This year markets have a much better track record.                      
 
US. Jobless claims are on the rise, although they are still at levels that suggest a very 

robust labour market. US unemployment has not declined for the past 2 labour market 
reports, hinting that 3.6% may be the bottom for unemployment in the current cycle. 
There is a lot of focus on how far unemployment will need to rise to have an impact on 
inflation and if this will drive the US economy into recession. The Sahm rule says that 
anytime the 3m average of the unemployment rate moves up by 0.5pp above last year’s 
low, the economy is in recession. The Fed’s forecasts which see unemployment 
averaging 3.7% in Q4 22, 3.9% in Q4 23 and 4.1% in Q4 24 imply that recession will be 
avoided, even as Powell noted “Financial conditions have tightened and priced in a 
string of rate increases and that’s appropriate…We need to go ahead and have them”.           

Market Summary  
(Source: Bloomberg)  
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Currency comment(s) 
 
Flash PMI data to highlight a peak in supply chain strains? 

The flash PMI data for June in a number of economies are due today. The PMI reports make for easy cross country 
comparisons and contains a good deal of information on the supply side. Usually the focus is on the demand side but since 
the pandemic the PMIs have been a good source of data on supply chain strains. The global manufacturing PMI for May 
nudged a fraction higher from 52.3 to 52.4 even as the production index remained below the 50 level for a second 
consecutive month. A small gain in new orders from 50.5 to 50.9 helped push the index higher. The report noted that 
excluding China the output index was 3 points higher at 52.7 but was slowing faster. This trend of improvement in China as 
the rest of the world slows seems likely to remain in place in June. The flash manufacturing PMI for Japan edged lower and 
was almost unchanged in Australia. 
 
The supply side in manufacturing eased fractionally in May and we expect that it will continue to ease in June. The report 
noted “Inflationary pressures remained elevated in May, with rates of increase in input costs and selling prices among the 
highest in the survey history (but slower than in April)”. Here we see scope for optimism on easing supply chain strains. Prices 
in both the Philly Fed and the UK’s CBI industrial trends survey finally look to have peaked. We expect that in today’s PMI 
reports there will be further evidence of that supply chain strains are finally easing even as they remain elevated. It has been 
a long wait amid the on-going lockdown in Asia, led by developments in China. The easing of lockdown restrictions in China 
should be the start of a slow but steady normalisation. Alongside an easing of supply side pressures in China, declining 
pressures from the demand side should also point to weaker price pressures going forward 
 
On the services side, which is experiencing a lot of re-opening pressures, the report noted “Input-price inflation accelerated to 
a 200-month high, leading to a further steep increase in average output charges”. On the activity front the global services PMI 
was unchanged, with only Russia and China in contraction territory. Again improvement in EM was offset by weaker DM 
activity.  
 
We see weaker DM activity as a feature of H2 as the sharp increase in policy tightening starts to bite. A recovery in China will 
be unable to offset such weakness. We look for the PMI data to push lower in H2 as recession risks rise.        
 
     
 

Peak supply chain strains in the rear view mirror?      Covid recovery running out of steam 

 
 

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.  

 

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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