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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 – BoJ holds its nerve, JPY sells off.    

The BoJ left policy unchanged. There were only very minor tweaks to the fund supply 
operations. The BoJ also released new forecasts. The ex fresh food and energy CPI in 
FY24 was unchanged from October at 1.6%, providing some support for the unchanged 
decision. The yen dropped sharply in the wake of the decision and JGB yields dropped. 
10yr JGB yields briefly dropped below 0.4%, while USD/JPY jumped above 131.50 but 
sits around 130.75 as Europe opens. Investors ignored the very weak machinery orders 

data in Japan and focused on the policy decision, leaving the Topix up 1.5% 
 
Yesterday a press report suggesting that the ECB will step down to 25bp hikes after a 
50bp hike in early February knocked EUR. Overnight EUR was little changed. As Europe 
opens, EUR/USD sits around 1.0810.   

 
The UK CPI rose 10.5%YoY in December, in line with expectations. At the same time 
core CPI was unchanged at 6.3%YoY, defying the consensus call for a slowdown to 
6.2%YoY. Alongside the firm wage data from yesterday, the stick core CPI print supports 
the case for a 50bp hike at the early February BoE meeting. Yesterday, a MNI article 
suggested the BoE is considering revising up its estimate of NAIRU, while also argues 
for higher rates in the UK. GBP/USD sits around 1.2320 as Europe opens.  

            

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

UK – CPI (%YoY, Dec) 10.5/10.7 

UK – Core CPI (%YoY, Dec) 6.2/6.3 

US – Retail sales (%MoM, Dec) -0.9/-0.6 

US – PPI (%MoM, Dec) -0.1/0.3 

US – Industrial production (%MoM, Dec) -0.1/-0.2 

   Source: Bloomberg 

 
Europe. In the eurozone, new auto registrations and construction spending are not likely 

to trouble investors. UK inflation is likely to ease.    
  
US. It is a busy session for data, much of which will have an impact on forecasts for US 

Q4 GDP. Retail sales in December will be negative for a second consecutive month but 
October’s 1.3%MoM jump and price declines mean that real spending in Q4 likely 
remains positive. In December we already know auto sales were down on the month as 
are gasoline prices. Ex-autos and gas, the decline in nominal spending will be a lot more 
muted. The PPI likely declined MoM due to falling commodity prices. Core PPI prices are 
likely a little less benign. Weak ISM indices hint at weak production in December. The 
NAHB index will be watched for signs of bottoming out in the real estate sector. The Fed’s 
Beige Book will be scrutinised for signs to support market pricing of a 25bp hike at the 
early Feb FOMC. The Fed’s Harker, Logan and Bostic all speak.     
          

Market Summary 
(Source: Bloomberg)  
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Currency comment(s) 
 
EUR/USD outlook on the mend amid improving economic prospects 

It has been an excellent start to the year for the Eurozone. The two major economic developments of recent months both 
support EUR.  
 
First up is the slump in European has prices. This is seeing recession bets easing off. It helps EUR on multiple fronts 1) 
Business confidence will improve – see yesterday’s ZEW survey which has gone from 30yrs lows to 30yr average in just 4 
months. In turn, this will boost corporate investment; 2) It has sharply lowered inflation, inflation expectations and inflation 
differentials and pushed real rates in favour of EUR and against the US dollar by a significant amount in a very short space of 
time – 1yr real rates have move almost 150bp in favour of EUR and against USD in the last month; 3) It will sharply lower EUR 
imports of energy and thus boost the Eurozone trade balance; and 4) As the US is one of the world’s largest natural gas 
exporters, it will weaken the US trade balance and thus weigh on USD. As inflation surged in 2023 EUR/USD briefly slid below 
parity but the turnaround in the outlook since then has been significant.         
 
The second change is the end of the zero-Covid policy in China. Germany has the deepest trading relationship with China and 
thus it will be one of the biggest beneficiaries. German exports to China as a % of GDP are ~3%, while the US is less than 
1%. The impact on Europe will be greater than the impact on the US. In addition, the perkier global outlook is robbing the 
greenback of the safe haven support that helped it outperform in 2023.   
 
There are other factors at play too. Eurozone portfolio flows are increasingly positive. We assume that certain asset managers 
have shied away from negative yielding debt in recent years and that they are now returning as yields rise above zero. We 
note that in the latest BofA fund manager survey investors are more underweight US stocks now than at any time since 2005. 
After years of outperformance, investors are looking for returns elsewhere. 
 
The policy outlook is also set to favour EUR. Our current forecasts see 100bp of rate hikes from both the FOMC and the ECB 
in 2023 but the bias is clearly for less in the US and for more in the eurozone. In addition, the ECB balance sheet is likely to 
shrink faster that the Fed’s balance sheet. Recent ECB commentary has been consistently hawkish, with even doves like Chief 
economist Lane talking up the prospect of more rate hikes, while a number of FOMC members are indicating comfort with a 
slower pace of rate hikes. Our current forecast for EUR/USD is 1.10 by end 2023, but a move above this level increasingly 
looks like it could happen in Q1.     
 
 

EUR catching up interest rates moves…          …especially in real rate space 

  

Source: Bloomberg 
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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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