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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 – Wages stirring in the East?   

US equities pushed steadily higher through the session, with the absence of any 
policy-related commentary in Powell’s remarks helping sentiment. In the Asian 
session, US equity futures were flat, UST yields nudged lower and the DXY 
index dipped a little. There was very little data out in the Asian session. The 
Japanese leading indicator came in as expected, dropping 1 point to 97.6, while 
Australian CPI data were on the firm side, helping AUD outperform slightly. 
The 30yr JGB auction met with solid demand, while the BoJ was actively buying 
across the curve. Wages in Japan remain a focus ahead of the spring wage 
negotiations and one of Japan’s major retailers said it would raise wages by as 
much as 40%. The company noted that total personnel costs are on track to rise 
~15% this year. For the economy, it is not the headline grabbing announcements 
that count but the average wage rise across the whole economy which will be 
much, much lower. Wages developments are a key input into BoJ policy 
expectations in coming months and as such are a major market focus. USD/JPY 
was little changed, hovering around the 132.25 level.     
 
The Bank of France projected Q4 GDP at 0.1%QoQ, which is above the current 
Bloomberg consensus of -0.1%QoQ. Given the slide in energy prices through 
the quarter, later forecasts are likely to be higher. The eurozone forecast for 
2022 in the World Bank economic outlook, released yesterday, was revised 
sharply higher as a result of the plunge in energy prices in H2. The ECB’s Villeroy 
this morning reiterated his statement that the ECB should aim to reach the 
terminal rate in the summer but noted that the ECB should be pragmatic about 
the pace of hikes. Finally, he said that France would avoid a hard landing. ECB 
speakers are adamant that a hard landing will be avoided and any recession in 
the zone will be modest. EUR/USD nudged higher during the Asian session 
to sit at 1.0755, while GBP/USD sits around 1.2170.           

              

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

No major data due  --/-- 

   Source: Bloomberg 

 
Europe. The ECB’s Holzmann, Villeroy, Rehn and de Cos all speak. ECB speak 
in the year to date has been at the hawkish end of the spectrum and Holzmann 
will maintain this tone. Spanish industrial production and Italian retail sales are 
due. There are no UK data or BoE speakers on the docket.  
  
US. It will be a very quiet session in the US with no Fed speakers scheduled and 
only MBA mortgage applications, leaving plenty of focus on tomorrow’s CPI data 
and Friday’s earnings in the financial sector.          

Market Summary 
(Source: Bloomberg)  
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Currency comment(s) 
 
Global macro risks receding is limited comfort for central banks in the inflation fight  
Over the past month the global outlook has brightened somewhat but we see this as being of limited benefit for 
asset markets as it simply means that central banks will keep policy tighter for longer.       
 
The two main drivers of the brighter outlook in recent months are 1) the ending of zero-Covid regulations in China 
and 2) the on-going plunge in European energy prices. However, in a world of above-target inflation, anything that 
supports growth will only lead to policy rates remaining higher for longer. Central banks are still in the demand-
destroying business. Monetary policy has limited impact on supply conditions in the short-term and thus if demand 
is too high then they have to work to restrain activity. Initially, the end of zero-Covid in China will hit demand as 
cases rise. With the Lunar New Year break coming Chinese cases may rise again, especially with transmissible 
new variants around. Granted, the XBB.1.5 variant does not seem to be prevalent in China yet but it has spread 
rapidly in other countries, most notably the US. However, it looks likely that Chinese growth will pick up later this 
year, adding pressure to commodity prices. This will reverse some of the recent dip in commodity prices, including 
energy prices. 
 
The drop in energy prices has been a boon for Europe, especially against the backdrop of a warm winter. The 
spectre of energy rationing now looks distant. We note in the World Bank annual forecasts, published on Tuesday, 
the GDP forecast for the Eurozone in 2022 was revised up 0.8pp vs the June projection – one of the few areas of 
the developed world to see its forecast for 2022 raised. Alas the 2023 forecast was revised sharply lower, partially 
as a result of the tighter policy that the ECB will be running this year. Comments from Lane and Schnabel in the 
year to date imply that the ECB has no intention of easing its foot off the gas anytime soon. Whilst comments from 
FOMC members this year have been a little less gung ho in terms of pushing rates higher, they too have shown 
no sympathy with those investors looking for rate cuts in 2023. The Fed seems determined to stay the course 
until the inflation battle is won. We see any G10 rate cuts in 2023 as minimal. 
 
Whilst we expect that the US dollar will soften in 2023, we see short-term US interest rates as having a bias to 
underperform in the near term given market expectations of rate cuts in H2 23, which contrast with our view that 
US policy rates will be maintained at their peak through H2 23. Relatively higher interest rates in the US would 
likely push equities lower and boost safe haven demand for the US dollar in the short term and we look for the 
greenback to only slowly relinquish its crown in 2023 rather than drop sharply in H1.  
            

2023 inflation forecasts close to a peak…         …longer-term expectations quite stable 

 
 

Source: Bloomberg 

 

 

0.0

1.0

2.0

3.0

4.0

5.0

6.0

7.0

8.0

Dec-21 Mar-22 Jun-22 Sep-22 Dec-22

Consensus annual CPI  forecasts for 2023

Eurozone UK US Japan

-1.0

0.0

1.0

2.0

3.0

4.0

Jan-15 Jan-17 Jan-19 Jan-21 Jan-23

5yr 5yr forward inflation swaps (%)

EUR USD GBP JPY

FX forecasts (as of 5 Jan) Current Q1 23 Q2 23 Q3 23 Q4 23

USD/JPY 131 127 123 121 121
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Source : Current - Bloomberg: Forecasts – Mizuho 
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