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

EUR Signs of topping out. EUR needs solid earnings/upbeat sentiment to keep pushing higher near term   

USD Earnings to drive USD sentiment as Fed speakers fall quiet ahead of 1 Feb FOMC   

JPY BoJ likely to enjoy an easier week, but the speculators will be back in due course. A pause for JPY     

GBP GBP due a breather. Macro drivers unlikely to provide much support          

 
Overnight comment – PMIs nudging away from recessionary levels 

Amid a dearth of data, earnings and Fed speak, US equity markets continued where they 
left off on Friday, with tech leading the way, supported by broker upgrades in the sector. 
UST yields pushed higher and the DXY index bounced off its early Monday lows.  
 
In the Asian session, liquidity remained thin as the Chinese New Year break remains on-
going. Those equity markets that were open mainly pushed higher, with Japan’s Topix 
ending up 1.4%. UST yields drifted a little lower, while the DXY index gave back some of 
yesterday’s late gains. The Japanese PMI data for January showed a small uptick led by 
the services sector. In January, the composite PMI rose above 50.0 to 50.8 for the first 
time since October. The Australian composite PMI also edged higher to 48.2, also led by 
services. Perhaps it’s a little too early for manufacturing to be boosted by China’s re-
opening. USD/JPY unwound some of yesterday’s move higher and sits around 
129.80 as Europe opens.    

 
It was a quiet start to the European session with EUR/USD recouping some of 
yesterday’s dip in the Asian session to sit around 1.0895 as European trade gets 
underway. German consumer confidence improved but had limited impact. GBP/USD 
tracked EUR/USD for much of the Asian session and sits at 1.2405 as Europe 
opens. Poor UK public finance data also had limited impact. Warmer weather helped 

European natural gas prices drop at the open, which likely supported the bump higher in 
early European trade.   
              

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – Composite PMI, flash (DI, Jan)  49.8/49.3 

UK – Composite PMI, flash (DI, Jan) 48.9/49.0 

UK – CBI industrial trends – optimism (DI, Jan) --/-48 

US – Composite PMI, flash (DI, Jan) 47.0/45.0 

   Source: Bloomberg 

 
Europe. The focus today will be on the flash PMI data. The relationship with activity has 

been weaker through Covid, although they have been a valuable source of data on supply 
side pressures. However, with the supply side pressures normalising, the focus will likely 
gradually shift back to the demand side measures. The composite PMI for the eurozone 
hit 47.3 in October. A consensus like gain to 49.8 would be a third consecutive rise and 
points more to stagnation than contraction. The UK PMI bottomed at 48.2 also in October 
but the UK “recovery” looks a little weaker. Both the UK and the eurozone are benefitting 
from lower energy prices and the China re-opening.           
  
US. The US is well supplied with regional indices as well as the ISM reports which makes 

the US PMI data less of a market event. Nonetheless, here too the composite index is 
seen edging off the recent low. The Philly Fed non-manufacturing index and the 
Richmond Fed manufacturing index are also due, while the earnings card is fuller today.           

Market Summary 
(Source: Bloomberg)  
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Currency comment(s) 

 
Fed policy – erring on the side of caution 

Commentary on Friday from Christopher Waller made a 25bp hike at the 1 February FOMC meeting a near certainty. Big 
surprises in the data are likely required to shift the Fed away from such a step. Nor do we expect that there will be any changes 
to QT which continues to rumble away in the background. The statement will likely acknowledge the better global prospects 
and progress on inflation.       
 
Whilst there is unlikely to be any surprises to the near-term policy outlook, the longer-term view is less clear with a clear gap 
between FOMC rhetoric and market pricing. Recent Fed commentary, of which Waller’s comments are typical (Beyond that 
we still have a considerable way to go to our 2% inflation goal, and I expect to support continued tightening of monetary policy), 
suggest that the Fed still believes that the hiking cycle has legs and that the Dot Plot, published alongside the December 
meeting, broadly holds. In contrast, the market is looking for the policy rate to peak in March with just one more 25bp hike 
after a 25bp hike in February (the market is pricing a less than 50% chance of one further hike beyond March). Market pricing 
is looking for both the hikes in Q1 to be fully reversed by year end, with a less than 50% chance of a further cut which would 
leave the policy rate below where it currently is. Our forecasts are more in line with the stated Fed view rather than current 
market pricing and we look for 3 consecutive 25bp hikes at the next 3 meetings.   
 
We can see a number of reasons why the Fed might leave rates higher than the market is pricing. Firstly, we expect that after 
an alarming brush with near double-digit inflation, central bankers will be cautious on easing, placing a higher bar on looser 
policy than usual. Secondly, we expect that there will be a strong focus on core inflation rather than headline, which will be 
much slower to ease. Thirdly, we suspect that in the wake of the post-pandemic labour shortages, companies will be slower 
than usual to let people go meaning that unemployment rises a little more slowly than usual. Fourthly, the US dollar will not be 
a help in 2023 in contrast to 2022, when it kept import costs under control. Fifthly, US balance sheets look reasonably healthy, 
making the impact of prior Fed tightening slow to impact the economy. In US, fixed-rate mortgages are common and only new 
mortgages will be paying the higher rates. Companies too have termed out debt when rates were low and the higher Fed funds 
will take time to bite. Sixthly, financial conditions have eased quite sharply and are now close to average over the last decade 
so whilst the policy rate may be high its impact looks partially blunted by the market reaction. We feel the Fed will continue to 
lean against expectations of cuts until it is sure inflation is coming down. The main driver of policy will be inflation and growth 
but we look for the Fed’s reaction function to lag a little leaving gap between the last hike and the first cut at the longer end of 
recent cycles. 
 
We expect that the US dollar will struggle through 2023 but to the extent that our outlook for policy is correct, the declines in 
the US dollar will likely be modest.   
          
            

We doubt the Fed will cut rates in 2023…         …but we nonetheless expect DXY declines this year  

 
 

Source: Bloomberg 
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Source : Current - Bloomberg: Forecasts – Mizuho 
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