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

EUR Eurozone labour market to remain an inflation threat for the ECB  

USD Headline inflation to ease further, but core developments less benign   

JPY Impact of YCC tweak in the price. JPY needs more good news to keep pushing higher   

GBP A lack optimism surrounding the outlook to keep GBP soft for now          

 

Overnight comment – Central bankers see inflation risks remaining high   

US equities gave up the bulk of their gains into the close as two Fed speakers (Daly 
and Bostic - both non-voters) said that rates are likely to push above 5.0%, although 
both conceded a slower pace to arrive at that level may be appropriate. In the Asian 
session it was quiet in FX markets. Asian equities were mixed and UST yields were 
little changed. Today’s Japan data included the Tokyo CPI for December and 
household spending for November. Headline CPI pushed higher up to 4.0% as 
expected but in 2023 it will reverse course and push lower as government subsides 
knock over 1.0pp off the rate of growth. Household spending was very weak dropping 
1.2%YoY. The BoJ did not conduct any extra bond buying today for the first time 
since 28 December (with the exception of the day of the 10yr auction). USD/JPY 
was little changed sitting around 131.90 as Europe opens.   
 
Early data on UK spending in December was a little soft. BRC retail sales accelerated 
from 4.1%YoY in November to 6.5%YoY in December – both are below inflation 
indicating real terms declines. Credit and debit card spending data for December 
was also soft. Yesterday’s December KPMG/REC report on jobs in the UK showed 
the labour market softening a little, with permanent placements now declining. 
Yesterday, BoE Chief Economist Pill noted that the UK faces a combination of 
inflation pressures that will likely keep rates heading higher for now. The solid labour 
market and the low participation rate was one factor he noted. Yesterday also 
brought news of a minor breakthrough in Brexit talks on Northern Ireland, which 
bodes well for further progress. The news helped lift both GBP and EUR yesterday 
but overnight both are little changed against the US dollar. EUR/USD sits around 
1.0725, while GBP/USD sits around 1.2150, as the European trading session 
gets underway.        
              

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

US – NFIB small business confidence (DI, Dec)  91.5/91.9 

   Source: Bloomberg 

 
Europe. French and Spanish industrial production are due ahead of the eurozone 
measure on Friday. Bailey, Schnabel, Knot and de Cos speak all speak at Riksbank 
event.  
  
US. Fed Chair Powell speaks on central bank independence. One of the reasons 
that central banks were given a high degree of independence was that political 
authorities were not good at taking away the punchbowl when required. Rising debt 
burdens are likely to put central banks at odds with politicians in the current tightening 
cycle. Loose fiscal policy was a key driver of inflation in the 1970s and fiscal policy 
has been very loose so far in the current decade. The Bank of Canada’s Macklem 
also speaks. His comments will be of interest as the BoC may be among the first of 
the G10 central banks to bring its hiking cycle to an end.          

Market Summary 
(Source: Bloomberg)  
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Currency comment(s) 
 
ECB’s upbeat view of wages supports expectations of on-going rate hikes 
Monday’s eurozone labour market report showed unemployment unchanged at 6.5%, equalling the cycle low. In terms 
of the actual number of unemployed, the data showed a record low for the eurozone at 10.8mn, 2k lower than the 
previous month. Labour markets across the G10 are very tight even if leading indicators suggest some softening in 
coming quarters. The eurozone labour market would be even tighter if it were not for the pick-up in participation that 
has resulted from the pandemic.       
 
ECB Chief Economist Lane spoke over the weekend at the NABE’s conference on the global economic outlook. His 
most noteworthy comments were on the eurozone inflation outlook. He said that even if energy costs declined, it would 
not be conclusive for the overall inflation dynamic and that the impact of the series of shocks would feed into wages “for 
the next two or three years”. Yesterday, the press reported on an article due to be released in the ECB Bulletin on Friday 
that backs up Lane’s point. Indeed, it is highly likely that ECB staff undertook the work both for the article and for Lane’s 
speech.  
 
In the slide pack accompanying the speech Lane presents a forward looking wage tracker than sees 2023 wage 
agreements at roughly the same level as those in 2022, at around 4.0%. The article notes “looking ahead, wage growth 
over the next few quarters is expected to be very strong compared with historical patterns. This reflects robust labor 
markets that so far haven’t been substantially affected by the slowing of the economy, increases in national minimum 
wages and some catch-up between wages and high rates of inflation.” In short, the ECB expects labour markets to 
remain a source of inflation through all of 2023 and into 2024, supporting the case for tighter policy. 
 
Markets are currently pricing in a 48bp hike for the 2 February ECB meeting. The recent commentary from the ECB’s 
Lane, who is among the more dovish members of the ECB board, has helped keep ECB pricing firm even as Fed pricing 
for the early February FOMC meeting softened in the wake of payrolls and the weak ISM late last week. Market pricing 
suggests a strong likelihood that the ECB will out-hike the Fed in Q1 but also that US rate cuts by end 2024 will be 
significantly deeper. The relative rate picture is increasingly supportive for EUR.    
 
            

Eurozone labour market is tight…                …helping support expectations of ECB tightening 

  

Source: Bloomberg 

 

 

Source : Current - Bloomberg: Forecasts – Mizuho 
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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 
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