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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 – Rising recession bets 

Weak US retail sales and industrial production data saw US equities and interest rates 
decline, dragging the greenback lower. Fed commentary was mixed with Bullard (policy 
has to stay on the tighter side during 2023) and Mester (I just think we need to keep 
going) still on the hawkish side, while Logan (slowing rate hike pace further ensures best 
decisions) seemed to be in the 25bp camp and Harker was explicitly so. The Beige Book 
also noted signs of easing price pressures (On balance, contacts across districts said 
they expected future price growth to moderate further in the year ahead). Energy prices 
softened with Brent dipping below $84 in the Asian session. Japan’s trade data came in 

on the weak side as exports slowed. The seasonally-adjusted trade deficit was ¥1724bn. 
In the short run, exports may be a little weak due to the slowdown in China but a pick up 
later in the year seems likely. The weekly MoF data showed large selling of Japanese 
bonds by overseas investors. AUD was particularly weak amid the dip in sentiment, 
soft commodity prices and a weak employment report, while JPY outperformed 
amid lingering expectations of on-going BoJ moves. USD/JPY sits around 128.10.  
 
EUR was little changed though the Asian session. EUR/GBP sits around 1.0790 as 
Europe opens. GBP/USD didn’t react to very weak RICS house price data (-42 vs 
consensus of -30) and sits at 1.2330 as Europe opens.   

              

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – Current account, sa (€bn, Nov)  --/-0.4 

UK – RICS house prices (DI, Dec) -30/-25 

UK – Bank lending survey -- 

US – Housing starts (%MoM, Dec) -4.8/-0.5 

US – Philly Fed (DI, Jan) -11/-13.7 

US – Jobless claims (k) 214/205 

   Source: Bloomberg 

 
Europe. The data highlight in the Eurozone is the current account. It is not usually a 

market mover but the recovery in the seasonally-adjusted current account, driven by 
moves in energy prices, has played role in EUR’s rebound from sub-parity levels late last 
year. The report also details the portfolio flows, which have been swinging the eurozone’s 
favour. Lagarde and Knot speak while the ECB publishes its account of the Dec meeting.   
  
US. The US highlight of the US data schedule will be the Philly Fed survey. Late Dec data 

(ISM non-m’fact) and early Jan data have been very poor and so investors will be 
watching the Philly Fed index for confirmation or otherwise. It a lot to hang on a regional 
manufacturing index but the backdrop seems set up for it to carry more weight than usual. 
The Fed’s Collins, Brainard and Williams all speak. Brainard is a leading dove and helped 

push the reset at the end of 2022 that resulted in the step down from 75bp hikes.          

Market Summary 
(Source: Bloomberg)  
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Currency comment(s) 
 
Eurozone portfolio flows turning into a positive for EUR 

Today’s current account will detail the latest developments covering November. From a market perspective, the data badly 
lag which is one reason why the report tends not to garner much market attention. Nonetheless, the data are still of interest. 
The charts in the top row detail the net portfolio flows by overseas investors on the left and by eurozone investors on the right. 
Overseas investors have been net sellers of eurozone fixed interest since Covid but the selling pressure looks to be dwindling 
as rate turn positive. At the same time, at least on a 12m rolling basis, they have been increasingly negative on eurozone 
equities. However, the latest data point suggests a turnaround and we will be watching today’s report to confirm that oversea 
investors are becoming more positive on eurozone equities. This would certainly tally with survey evidence that investors are 
downbeat on US equities and upbeat on equities elsewhere. Eurozone investors have been slowly becoming more positive 
on eurozone assets both equities and debt. Again, on the debt side, we attribute this to the end of negative interest rates. 
Eurozone investors have also been negative on eurozone equities during the Covid period and this seems to be coming to an 
end.  
 
The chart on the bottom left combines the top two charts to get overall net portfolio flows and the chart on the bottom right 
details the portfolio balance vs EUR/USD. Developments in the portfolio balance have not been well correlated with EUR/USD 
since 2018. Whilst this may be the case and warns against betting the farm on the swing in the portfolio flows, the recent data 
chime with the firmer EUR and we expect that they will continue to move in EUR’s favour and support a firmer EUR through 
2023.  
            

Portfolio flows shifting in EUR’s favour 

  

  

Source: Bloomberg 

 

Source : Current - Bloomberg: Forecasts – Mizuho 
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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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