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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 – Wage woes making life difficult for the BoJ   

US stocks closed lower in the wake of Thursday’s strong labour market data. Asian stocks 
broadly declined to follow, although the Hang Seng did run into a little profit taking. Modest 
gains were the order of the day for both Asian equities and US equity futures. UST yields 
were little changed and the DXY index nudged higher, mainly against JPY. Wage data in 
Japan was very weak (real wages falling at fastest pace in 8 years) adding weight to 
press reports that the BoJ was keen to study the impact of the wider YCC band rather 
than push ahead with more changes to improve JGB market functioning at the upcoming 
January policy meeting. Market pricing of BoJ hikes in 2023 looks elevated to us and has 
ebbed through the week, dragging JPY lower. Yesterday’s newly issued 10yr JGB traded 
at 0.5% today, the new upper limit of the YCC band forcing the BoJ to defend the new 
upper limit. USD/JPY was already trending higher though the session but the news 
on the BoJ being in no rush pushed the pair above the 134.0 level.     

 
German factory orders slumped 5.7%MoM in November, while UK house prices fell 
further in December. Neither release had much impact and EUR/USD and GBP/USD 
sit around 1.0515 and 1.1900, respectively as European trade gets underway.      

              

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

GE – Factory orders (%MoM, Nov)  -0.5/0.8 

EZ – CPI (%YoY, Dec) 9.5/10.1 

EZ – Core CPI (%YoY, Dec)  5.1/5.0 

US – Non-farm payrolls (k, Dec) 200/263 

US – Unemployment rate (%, Dec) 3.7/3.7 

US – Average hourly earnings (%YoY, Dec) 5.0/5.1 

   Source: Bloomberg 

 
Europe. Eurozone inflation will surprise to the downside in the wake of large downside 

surprises in Germany and France – the block’s two largest economies. Commodity prices 
are off to a poor start to the year and will add to the downside pressure on pipeline inflation 
that we saw in the PPI yesterday. The outlook for headline CPI this year is benign. Core 
is a different matter. Core CPI is seen edging higher and will keep the hawks at the ECB 
awake at night. We expect that central bankers will be much more focused on core 
inflation this year. Much of the drop in headline CPI will be policy/subsidy driven.     
  
US. US labour markets are again in focus with non-farm payrolls due. The report is likely 

to show the labour market remains solid – too solid for the Fed which is hoping to generate 
some weakness. A consensus like 200k on payrolls suggests job growth at a pace that 
exceeds the natural growth of the labour force. Annual revisions may impact the 
household side of the survey, which always make interpretation more difficult. The 
services ISM is also due. The Fed’s Bostic, Barkin, Cook and George all speak today.      

Market Summary 
(Source: Bloomberg)  
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Currency comment(s) 
 
US labour market – good news is bad news! 

The price action in the wake of Thursday‘s US upbeat labour market data (ADP employment and weekly jobless claims) 
suggests that strong labour market data is no friend for US asset markets – pushing yields higher and equities lower. On the 
other hand this combination of more yield support and safe have demand is a good one for the US dollar - which outperformed 
all its G10 counterparts in the wake of the data. It is interesting to note that Wednesday’s strong JOLTS job openings data did 
not have anywhere near as much impact. Perhaps it was the cumulative effect. Perhaps it was the fact that Thursday’s data 
were backed up by FOMC officials reiterating the message from the December minutes. Esther George noted “I have raised 
my forecast over 5%...I see (the policy rate) staying there for some time, again, until we get the signals that inflation is really 
convincingly starting to fall back toward our 2% goal”…while Raphael Bostic noted “I appreciate recent reports that include 
signs of moderating price pressures, but there is still much work to do. I’m sure my central bank colleagues from around the 
world agree with me on this”.  
 
It is also worth noting that ahead of Thursday’s data, the market was only pricing in a ~65% chance of a 50bp rate hike at the 
1 February FOMC meeting, with a peak marginally below 5.0%. The market is much more confident that the ECB will hike 
50bp (~95%) and that the BoE will too (~90%). If we do indeed get 50bp all round as we expect, then this implies slightly 
higher relative short-term US yields and a firmer US dollar in the near term, which fits with our view of likely developments in 
Q1 23.     
 
The US economy looks to have put in a solid Q4. The Atlanta Fed nowcast for Q4 is just below 4% saar. The JOLTS data 
indicate that despite the rapid pace of rate hikes the economy, and especially the labour market, has not weakened much in 
recent months. The labour market is still too strong for comfort. The Fed will have to keep hiking (or leave policy in restrictive 
territory for longer) until the labour market cracks. 
 
The 3-month average of non-farm payrolls has moderated slightly to 272k – but is still well above the natural growth of the 
labour force and indicates on-going tightness. The 3-month pace of average hourly earnings growth is around 0.5%MoM (or 
5.8% annualized). This is also way too hot for comfort. The Atlanta Fed median wage tracker shows evidence of a peak but is 
still growing in the 6~7% annualized range, which well above the 3.5-4.0% area that is consistent with the Fed’s 2% inflation 
target. If rates are indeed to be cut in 2023, in line with current market expectations, then the labour market needs to soften 
significantly. The most recent signs are that this is not happening and as such rate cuts look unlikely.  
            

Labour market needs to soften faster…           …if H2 rates cuts are to materialise 

  

Source: Bloomberg 
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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 
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