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

EUR Falling gas prices boosting sentiment for eurozone assets and EUR  

USD Housing under pressure but elsewhere in the economic data to be less downbeat   

JPY BoJ to leave YCC & policy rate unchanged, but operational tweaks possible    

GBP Heavy data week. Firm labour market to keep the BoE in hiking mode          

 

Overnight comment – USD recovers into European open   

JGB yields remain a major focus in Japan, so much so that the Chief Cabinet 
Secretary has “No comment” on them. Ahead of Wednesday’s BoJ meeting 1-
week implied USD/JPY volatility is at a three-year high. The BoJ was again a 
heavy buyer with today’s un-limited JGB buying operating seeing purchases of 
¥714.5bn, after record buying on Thursday and Friday. The PPI was a little 
higher than expected, while Japanese stocks underperformed and pushed lower 
on the day. USD/JPY initially pushed lower but reversed course mid-
session and sits at 127.90 as Europe opens.       
 
China’s one-year medium-term lending rate was left unchanged as expected. 
New home prices in China edged lower in December for a 16th consecutive 
month. Tomorrow’s data in China include Q4 GDP as well as retail sales and 
industrial production for December, the unemployment rate and fixed asset 
investment. Chinese shares were mainly higher on the day and USD/CNH 
nudged higher to 6.7160.  
 
Bloomberg’s monthly survey of economists for the Eurozone reflected the 
plunge in oil prices and the subsequent uptick in confidence about the regions 
prospects. The median estimate for annual 2023 GDP was revised from -0.1% 
in December to 0.0%, while annual 2023 CPI was revised lower from 6.1% to 
5.9%. Interestingly 2024 CPI was revised higher from 2.2% to 2.3%. EUR/USD 
initially pushed higher in the Asian session but sits little changed around 
1.0830 as Europe opens. In the UK it was a quiet start to the session with GBP 
tracking EUR higher and them coming off as the European open approached. 
GBP/USD sits at 1.2230 as Europe opens.  
 
              

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

No major data today -- 

   Source: Bloomberg 

 
Europe. There are no major data releases in either the eurozone or the UK 
today. Indeed, it will be a quiet week for data in the eurozone. The ECB’s de Cos 
speaks today, while the BoE’s Baily speaks on financial stability. The absence 
of data will leave the airwaves free for the World Economic Forum taking place 
in Davos, which starts this evening. Bloomberg releases its monthly surveys of 
economists for both the UK and the Eurozone today.  
  
US. US markets are closed for Martin Luther King day. 
          

Market Summary 
(Source: Bloomberg)  
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Currency comment(s) 
 
Central banks likely to diversify out of USD in 2023  
We see few credible challengers to the USD as the world’s No 1 reserve currency in coming years. As of end Q3 
2022, USD reserves were 55.5% of total fx reserves, far in excess of the 18.3% allocated to EUR. JPY (4.9%) 
and GBP (4.3%) are third and fourth, while the reminbi, often touted as a potential usurper of the greenback’s 
reserve crown alongside EUR, has a mere 2.6%.  
 
That said we believe reserve allocators will be less inclined to add to USD reserves this year and that the US 
share of reserves will decline this year. Firstly, while we expect that intervention to sell USD and support their own 
currencies has likely peaked but USD selling intervention will nonetheless remain a minor negative for USD in 
2023. Second, and related to the first point, the US dollar remains highly valued and there is plenty of evidence 
that the cycle has turned. If we look at the chart below right, we can see that even in Japan interest rates are now 
expected to turn positive. Indeed, the chart shows that markets are pricing more cumulative hikes in Japan than 
anywhere else in the G10 in the coming 3 years. Japanese rates are seen continuing to edge higher while they 
decline elsewhere. Indeed, in the US policy rates are expected to peak in summer and be declining by autumn. 
The bulk of fx reserves are held in highly liquid assets such as bonds but some reserve managers hold less liquid 
assets. Here too we suspect there will be a bias against US assets. Finally, it seems likely that geo-political 
concerns will mean that some holders of reserves will continue to have an incentive to hold non-USD assets.         
 
We do not see any of the above factors as weighting heavily on the US dollar. Rather, a less positive assessment 
by fx reserve allocators is just one more factor to add to the list of factors that we expect to weigh on the greenback 
in 2023.   
   
            
 

USD looking less attractive to reserve managers… …as rate expectations elsewhere catch up  

  

Source: Bloomberg 
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Japan (0.63%)

Switzerland (0.34%)

EUR (0.27%)

Australia (0.19%)

Sweden (0.19%)

UK (-0.17%)

New Zealand (-0.68%)

Norway (-0.76%)

USD (-1.62%)

Canada (-1.93%)

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

USD/JPY 131 127 123 121 121

EUR/USD 1.06 1.05 1.06 1.08 1.10

GBP/USD 1.21 1.21 1.23 1.27 1.31

EUR/GBP 0.88 0.87 0.86 0.85 0.84

EUR/JPY 139 133 130 131 133

GBP/JPY 159 154 151 154 159
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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 

promote the independence of investment research and is not subject to any prohibition on dealing ahead of the dissemination of investment 

research.  

 

This publication is not a “research report” as defined in Commodity Futures Trading Commission (“CFTC”) Regulations 1.71 and 23.605 
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or market conditions and statistical summaries of multiple companies’ financial data, which may include lists of current ratings. 
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financial situation or needs of any particular investor. It is not intended for persons who are Retail Clients within the meaning of the United 
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strategy, nor a disclosure document under applicable laws, rules, regulations or guidelines. These materials and the content of any related 
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general rule you will not have a right to terminate early any transaction entered into – if you wish to do so, losses may be incurred by you Mizuho 

shall have no liability for any losses you may incur as a result of relying on the information herein or in any related presentation. 

 

The information contained in this publication may not be current due to, among other things, changes in the financial markets or economic 

environment. Mizuho has no obligation to update any information contained in this publication. Past performance is not indicative of future 
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This Publication has not been nor will be submitted to, or reviewed by, any regulatory authority.  Without limiting the generality of the foregoing, 
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any inducement to enter into any contract or commitment whatsoever.  A recipient must complete its own independent analysis of the financial 

instrument, product or service and receive all information it requires to make its own decision, investment or otherwise, including, where applicable, 

a review of any prospectus, prospectus supplement, offering circular or memorandum describing such item. The information contained in this 

Publication has been obtained from public sources and such information is believed to be correct and reliable but has not been independently 
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