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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 – JPY vol rises ahead of BoJ meeting    

UST yields pushed higher in the Asian session. Asian equities and US equity futures were 
broadly lower. Japanese equities were an exception and nudged higher ahead the 
conclusion of the BoJ meeting tomorrow (see Currency comment section for preview). 
USD/JPY 1-week implied vol continued to push higher. USD/JPY nudged higher to sit 
around 128.90 as Europe opens. Chinese data were better than expected with GDP flat 

in Q4 vs expectations of a 1.1%QoQ decline, while the monthly activity data for December 
were also better than expected providing a solid base effect for activity in Q1. Chinese 
data also showed the population declined in 2022. USD/CNH pushed up above 6.78. 

EZ gas prices hit 16-month low yesterday and are down over 25% YTD. Paschal 
Donohoe, head of the Eurogroup of European finance ministers said that the eurozone 
economy was resilient and would likely avoid recession. In an FT interview ECB Chief 
Economist Lane said that rates needed to go into restrictive territory and that risks “were 
not yet two-sided”. EUR/USD sits around 1.0820 as Europe opens. UK labour market 

data were mixed. Payrolled employees rose only 28k and November was revised down 
too. The claimant count unemployment rate nudged higher. Employment growth seems 
to be slowing but wages growth pushed higher in December, rising from 6.2%YoY to 
6.4%YoY. GBP/USD was little changed after the data and sits around 1.2195.  

            

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

GE – ZEW survey (DI, Jan) -15.0/-23.3 

UK – Payrolled employees (k, Dec) 60/107 

UK – Unemployment (3m%, Nov) 3.7/3.7 

UK – Average hourly earnings (3m%YoY, Nov) 6.2/6.3 

US – Empire m’fact index (DI, Jan) -8.6/11.2 

   Source: Bloomberg 

 
Europe. The ZEW survey for Germany is due today. Just a few months ago the 

expectations index for Germany was close to record lows (2008 at -63.9). It is testament 
to the improved outlook that it now sits at -23.3 and is expected to push higher still in 
January. In the UK this week’s heavy data schedule gets underway with the release of 
the labour market report. The UK labour market remains tight although the data suggest 
that the extreme tightness is easing in recent months, albeit quite slowly. The market is 
pricing in 43bp of hikes for the 2 February BoE meeting, implying that a 50bp hike is a lot 
more likely than a 25bp hike, which aligns with our expectations. The labour market, 
inflation and retail sales reports all have the potential to shift pricing.   
  
US. It’s a quiet start to the week on the data front with just the Empire State manufacturing 

index for January. One point of interest in the release is the supply side indices, which 
are normalising rapidly. Earnings season start to build today, with the focus on financials, 
especially securities companies. The Fed’s Williams is due to speak.  
          

Market Summary 
(Source: Bloomberg)  
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Currency comment(s) 
 
BoJ to take a breath – From NIRP back to ZIRP but just not this week 

There is good reason for traders to be nervous ahead of Wednesday’s BoJ meeting. At the December policy meeting, the BoJ 
ostensibly acted out of concern for market functioning and market functioning is now undeniably worse. Reviewing the impact 
of recent market developments at the meeting and making changes if necessary, as suggested by the Yomiuri newspaper last 
week, makes sense. Most observers see the fingerprints of the government in the December decision, adding another layer 
of uncertainty. 1-week USD/JPY implied volatility is near multi-year highs. However, we do not believe that the government is 
actively seeking significantly tighter monetary policy. Rather it can see inflation is set to decline and wants to do something 
that helps it claim some of the credit to boost its low poll ratings.    
 
We expect that the BoJ will leave its main policy levers unchanged at the meeting on Wednesday. If the BoJ were to widen 
the YCC band by a further 25bp to 75bp, we expect that JGB yields would immediately trade at the new upper limit. It would 
be another de facto tightening, which we assume the BoJ is keen to avoid. If the BoJ were to widen the band by more than 
25bp, it would be a de facto dismantling of YCC. A +/-100bp band for 10yr JGBs would be almost meaningless. One reason 
why the BoJ widened the bands in December was to allow domestic market participants time to adjust. YCC can end quickly, 
like the RBA, or slowly like the BoJ looks to be doing. If the BoJ was to abandon YCC now, we expect that domestic economic 
agents may not have had enough time to prepare themselves, which we see as one reason for the BoJ adopting the slow exit 
path. This is especially the case as YCC has been in place for such a long time in Japan. If the BoJ does tweak YCC then 
shortening the maturity of operations seems like the most likely option.   
 
The BoJ is short of good options, which is another reason why doing nothing is a likely outcome. Finally, one further good 
reason for delay is that the upcoming policy review and possible re-writing of the BoJ/Government accord are best done by a 
new Governor, who should own these developments over the medium term. The new Governor will be in place for the April 
policy meeting. We see the most logical course of developments as the new Governor announcing the policy review in April 
and concluding it over the summer, allowing an eventual exit from YCC and negative rates mid-year. It should be the new 
Governor (most likely Amamiya) that drives the exit from the BoJ’s ultra-loose policy settings. That said we do not expect that 
(s)he will get very far given our expectations for both near-term wage developments and inflation over the medium term.  
 
The BoJ will also release new forecasts alongside its policy decision. These will likely detail higher inflation. The JCER 
consensus estimate for FY23 core (ex fresh food) CPI rose from 1.25% in October to 1.79% in January. Note the FY24 JCER 
consensus forecast for core CPI is just 1.15% - quite a sharp drop. Japan’s macro forecasters continue to give the BoJ the 
thumbs down with regard to hitting the CPI forecast on a sustained basis. The JCER consensus sees core CPI sitting at just 
1.00% in Q1 25. We expect that the BoJ will raise its CPI forecast for FY23 from 1.6% at present to 1.8% and for FY24 from 
1.6% to 1.9%. Both the BoJ’s FY23 and FY24 core CPI forecasts will be close to the 2% target that will help build expectations 
of an eventual policy change.  
 
To the extent that our forecasts for the upcoming policy meeting are correct, we would expect that the yen would give up some 
of it recent gains. However, the expectation of an eventual exit from NIRP is not likely to take much of a hit, limiting the scale 
of any sell-off in the yen. We expect that over the course of 2023 the BoJ will struggle to validate the 30bp of hikes priced in. 
But we also see US short-term yields moving lower in H2 ’23 and expect that the 2yr UST/JGB yield gap will narrow, limiting 
any softness in JPY as the BoJ underperforms market expectations in H2. We continue to see USD/JPY around the 120 level 
by year end.  
   
            
 

 

 

Source : Current - Bloomberg: Forecasts – Mizuho 

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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