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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 – BoJ speculation at fever pitch   

US equities edged higher, the UST curve eventually flattened and the DXY index (also 
eventually) declined during the US session in the wake of the CPI report that came in 
close to expectations. Fed speakers during yesterday’s US session were mixed with 
Bullard reiterating the need for speed but both Harker and Barkin appearing more 
comfortable with a slower pace of hikes in 2023. In the overnight session, investors 
continue to challenge the BoJ. The 10yr JGB yields briefly pushed up to 0.54% and 10yr 
swaps briefly rose above 1.0%. The BoJ again spent a record amount on JGB buying in 
fixed-rate operations buying ¥3.21trn after ¥2.81trn yesterday. The wider YCC band has 
not solved the distortions that the BoJ said it was introduced to fix and if anything has 
made market functioning worse. Hence the elevated levels of speculation that the BoJ 
will need to act again. We expect that the BoJ will leave policy unchanged at the January 
meeting. (see Currency Comment section for more detail). Against the backdrop of 
heavy speculation of another BoJ policy tweak the yen built on the post-CPI gains 
and pushed down to a low of 128.40.      

 
Yesterday the ECB’s Stournaras said he didn’t see signs of a wage price spiral. His 
comments had limited impact and post CPI USD weakness was the main driver. 
EUR/USD sits 1.0850 at the start of the European session. UK GDP was better than 

expected rising 0.1%MoM in November. GBP was volatile in the wake of yesterday’s CPI 
data but eventually moved higher. It dipped overnight but nudged higher again in the 
wake of the firm data. GBP/USD sits around 1.2220 as the European session opens.              

              

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – Industrial production (%MoM, Nov)  0.5/-2.0 

EZ – Trade balance, sa (€bn, Nov) -21.0/-28.3 

UK – GDP (%MoM, Nov) -0.2/0.5 

US – U Michigan Consumer sentiment (DI, Jan) 60.7/59.7 

   Source: Bloomberg 

 
Europe. The plunge in eurozone gas prices continues to show up in European data. 

Today, it will impact the trade data. Last year’s record trade deficit is shrinking rapidly 
against the backdrop pf plunging energy prices, which is another prop for EUR.    
  
US. The University of Michigan consumer sentiment report will be watched for the 

consumer inflation expectations data. It has been a benign start to the year for the CPI, 
with yesterday’s report showing both headline and core declining in YoY terms and 
energy prices easing further. The Fed’s Williams, Kashkari and Harker speak today. 
Harker spoke on Thursday and will not likely have much to add. We haven’t heard from 
Williams for a while. He is one of the heavyweights (with a dovish tendency) and as such 
any contribution that he has to make on the 25bp vs 50bp in February debate will be of 
interest. Earnings are also a major focus today as some of the major US financials report.         

Market Summary 
(Source: Bloomberg)  
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Currency comment(s) 
 
Spectre of political interference makes reading the BoJ tea leaves a more difficult task 

The BoJ surprised almost everyone when they widened the YCC band around the 0.0% target for 10yr JGBs at the 20 
December meeting. The latest Bloomberg survey (taken 5~11 January) shows that the BoJ move has shaken up expectations. 
In the December survey 8 (out of 44) respondents saw a move by June, while in the January survey that figure had risen to 
17 (out of 42). Whilst the materials published alongside the December decision make frequent reference to boosting market 
functioning, the fact that the BoJ decided to sharply increase JGB purchases suggested that it knew that investors would 
immediately seek a further widening of the bands. If the announcement of increased firepower was expected to dissuade 
investors from challenging the central bank, then the BoJ was, alas, sorely mistaken. The BoJ is buying bonds at a significantly 
increased pace, its share of JGBs owned is rising rapidly and market functioning is not improving. In this sense the Bank has 
failed to improve market functioning, which then lends credence to media reports that further tweaks are likely in January.      
 
One reason for the unanchoring of expectations surrounding BoJ is the role that political pressure seemed to play in the 
decision. BoJ policy in 2023 was always going to be complicated by politics as a new Governor and new Deputy Governors 
are due to be appointed in April and March, respectively. Nominations are due soon. Furthermore a policy review is due and 
there has been speculation of a re-writing of the BoJ-Government accord, in 2013, which may involve a downgrading of the 
2% target from a goal to more of a medium term aspiration. The Bloomberg survey also points to less certainty around the 
new Governor. Deputy Governor Amamiya remains the favourite (25 out of 37) in the January poll but by less. In December 
32 out of 46 saw Amamiya as the favourite. Hirohide Yamaguchi, who is seen as a hawkish choice, got 3 votes in January 
pushing him upto 3rd in the list. He got no votes in December. The fact that a hawkish candidate is moving up the list is another 
factor driving volatility.   
 
The BoJ has not set much store by JGB market functioning during the YCC period. Making policy subservient to JGB market 
functioning is letting the tail wag the dog. There has some indication in the press that the government wants the BoJ to be 
more “flexible” in implementing policy and this seems to have impacted the decision in December. More “flexible” policy would 
allow the impression of policy being tightened without much actual tightening taking place. It seems unlikely that the 
government genuinely wants significantly tighter policy.     
 
Despite the poor functioning of the JGB market we expect that the BoJ will leave the YCC bands and interest rates unchanged, 
although there may be operational tweaks. The January meeting also sees the BoJ release new forecasts. These will likely 
see the CPI nudged higher and closer to the 2.0% level that will ultimately allow an exit from the current ultra-loose policy 
settings.   
            

BoJ buying has surged in the wake of the Dec YCC decision and tightening expectations have risen  

 
 

Source: Bloomberg 
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USD/JPY 131 127 123 121 121

EUR/USD 1.06 1.05 1.06 1.08 1.10
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