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

EUR ECB’s hawkishness relying on skirting recession 

USD Still no sign of the labour market cracking as yet, which will support US rate hike expectations and USD   

JPY BoJ move spurs more questions than answers but its JPY supportive, at least for now   

GBP Taking a breather after big rally off the late-September lows          

 
Overnight comment – JPY starts the year on the front foot  

Japan remains closed for the New Year celebrations but most Asian equity markets 
eventually followed European equities higher today after a soft start. The spot gold price 
pushed up to a six-month high. The yen continues to outperform in the wake of the BoJ’s 
surprise move on 20 December. USD/JPY pushed as low as 129.52 mid-session, its 
lowest since May last year but currently sits around 129.85.    

 
Asian manufacturing PMI data were mixed but in general little changed from the previous 
month and most remain a little below the 50 level indicating the sector continues to 
struggle. The Caixin PMI in China dropped from 49.4 to 49.0. China’s exit from the zero-

Covid policy will be bumpy, with the current surge in Covid cases no surprise. The surge 
may have led to the Chinese economy contracting in the final quarter of 2022.   
 
The first German state CPI print came in down 1.0%MoM leaving the YoY rate down at 
8.7% from 10.4%. NRW is one of the bigger states and the data suggest downside risks 
for the national figure due later today. Winter has remained mild to date and gas usage 
has thus been limited. Gas storage levels are well above the 10-year average as the year 
starts. European gas prices continue to drop and are now back at levels last seen in 
February 2022. EUR/USD was rangebound in the Asian session, consolidating 
yesterday’s dip. The pair trade around 1.0650 as Europe opens. GBP/USD was 
similarly rangebound trading around 1.2060, as economists expect that the UK will be 

the weakest G7 economy in 2023. The current slew of public sector strikes will certainly 
not help on that front.  

          

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

UK – manufacturing PMI, final (DI, Dec)  44.7/44.7 

US – manufacturing PMI, final (DI, Dec) 46.2/46.2 

US – Construction spending (%MoM, Nov)  -0.4/-0.3 

   Source: Bloomberg 

 
Europe. Data in Europe today is dominated by Germany with both the labour market 

report and the CPI due. Whilst the German/eurozone labour markets are not as strong 
as the US labour market, they is still a source of concern for the ECB. Wages are running 
well ahead of what the central bank sees as consistent with 2% inflation. Only yesterday, 
the ECB’s Nagel called for the ECB to take more action noting “There is a distinct risk of 
stronger second-round effects because the higher wage deals that are being reached 
could prolong the prevailing period of high inflation rates”. There should be some relief 
on the inflation front, with the German CPI dropping further, led by energy.   
  
US. The US data schedule is light today with just the final manufacturing PMI and 

construction spending due. The US data flow picks up tomorrow with the manufacturing 
ISM, JOLTS job openings, vehicle sales and the FOMC minutes from the December 14 
meeting. It’s a heavy data week in the US culminating in non-farm payrolls on Friday.    

Market Summary 
(Source: Bloomberg)  
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Currency comment(s) 
 
BoJ surprise likely to keep helping JPY at least until the new Governor is announced 

The biggest development in the G10 since the last publication of this report on 18 December has been the BoJ. On 20 
December the BoJ surprised investors by widening the trading band around the 0.0% target for 10yr JGB yields from +/-25bp 
to +/-50bp. Given that JGB yields had been pushing up against the +0.25% level in the preceding months, this is a de facto 
rate hike regardless of what Governor Kuroda says. At the same time the Bank increased its regular JGB purchases and re-
iterated its willingness to conduct daily unlimited fixed-rate buying operations at 0.5% as required to ensure the new trading 
band holds. The widening of the Yield Curve Control (YCC) trading band has encouraged further speculation that additional 
widening or even the end of YCC is on the horizon and as such the BoJ has been forced into additional buying. There is no 
easy way out of YCC. It looks like the BoJ is taking the slow route in contrast to the RBA’s “ripping the band aid off/allowing it 
to just fall off” approach. Japan has had YCC for much longer than Australia had and low rates are more deeply embedded in 
the financial fabric. The slower approach lessens the likelihood of financial accidents but it also involves the BoJ in buying 
more bonds to defend the upper end of the target range, even as it prepares to tighten, which is contradictory.     
 
JPY is the best preforming G10 currency by some margin in the wake of the surprise BoJ move, up by over 5% against the 
US dollar. The post-meeting jump in the yen pushed USD/JPY decisively below the 200-day moving average for the first time 
since early 2021. We expect investors, especially overseas ones, will continue to challenge the BoJ. The Nikkei reported that 
the BoJ is mulling a change to its inflation forecasts for FY22, 23 and 24 from 2.9%, 1.6% and 1.6% to 3.0%, 1.6~2.0% and 
~2.0%, respectively. Such an upward move would allow the BoJ to abandon negative interest rates. Recall how fast the ECB 
moved once its forecasts suggested that inflation would be around target in the medium term. Indeed, we now expect that the 
Bank will abandon negative rates in the April-July period. The move will likely be preceded by a policy review.  
 
We expect that amid wide uncertainty about monetary policy the yen will remain firm. The announcement of the new Governor 
and the outcome of the policy review will both drive speculation. Note that H1 ‘23 will see Japanese CPI drop very sharply as 
a result of government policy. We remain somewhat downbeat about the economy’s ability to sustainably generate 2% inflation 
and in H2 23, when much of the heat has died down, Japan will have below target inflation and we see limited prospects of 
any additional rate rises. Japan will be stuck with its policy rate at 0.0% while other G10 countries will have much higher rates. 
Japanese monetary policy will the become much less of a driver for the yen but H2 23 will see speculation about rate cuts 
elsewhere across the G10. We are generally in the camp that sees G10 central banks hanging tough in H2 23 and only cutting 
in 2024 but the odd rate cut in late 2023 is possible. Our monthly forecast update publication is due this week and it will have 
updated currency forecasts. Given that our end 2023 forecast of USD/JPY 130 already included expectations of heavy 
speculation of a BoJ policy change and some easing of US rate expectations, the initial instinct is that the downward revision 
to USD/JPY by end 2023 will be somewhat limited.      
            
 

Policy rate expectations higher, more volatile in wake of BoJ meeting. JPY supported 

  

Source: Bloomberg 

 

Source : Current - Bloomberg: Forecasts – Mizuho 
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