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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 – Inflation jump helps AUD outperform 

US equities closed little changed but US equity futures in the Asian session are clearly 
lower in the wake of earnings reports/commentary that disappointed. Those Asian equity 
markets that were open were mixed, with the Topix up 0.4%, while Australian and Indian 
shares pushed lower. UST yields nudged a little higher but remained firmly within 
Tuesday’s ranges, while the DXY index eased a little lower.  
 
The data focus in the Asian session was on Australian prices, which surprised to the 
upside, with the headline print rising to 8.4%YoY, well above the consensus of 7.7%YoY. 
On the back of the release, AUD/USD pushed up above 0.71 to its highest level 
since August as investors’ doubts about a 25bp hike at the 7 February RBA meeting 

dissipated. AUD was the best performing G10 currency in the Asian session. It was a 
quiet session in Japan, with 10yr JGB yields pushing higher. Kazuo Momma, a former 
BoJ chief economist, said that the BoJ would wait until August to judge wage trends, 
waiting for the data for Q2 to assess how trends had changed. This aligns with our view 
that the BoJ will not be in any rush to alter policy this year. USD/JPY was little changed 
around 130.30.   

 
In the absence of any market moving data EUR/USD drifted higher through the Asian 
session, pushing back up above 1.09 by the European open. The delayed PPI data 

in the UK showed declines in input and output prices in both Nov and Dec. Output prices 
have very clearly peaked. GBP/USD was little changed and sits around 1.2325 as 
Europe opens.     
              

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

GE – IFO Business climate (DI, Jan)  90.3/88.6 

UK – CBI Distributive trades, sales (DI, Jan) --/-5 

UK – PPI output (%YoY, Nov and Dec) -- 

   Source: Bloomberg 

 
Europe. Business sentiment continues to dominate the data calendar, with the IFO 

survey due in Germany. The eurozone flash PMI is higher for a third consecutive month, 
while the ZEW survey has put in a remarkable recovery. The recovery, driven by softer 
energy prices and lingering fiscal stimulus from 2022, that will be unwound a lot slower 
than energy prices have declined, suggest that the eurozone is on the edge of skirting 
recession. This is in sharp contrast to the widely expected contraction just a few months 
ago.            
  
US. Earnings remain the focus in the US in the absence of any Fed speak or data. 

Bloomberg data show earnings growth down ~3%YoY, while sales growth is up~7%YoY, 
with a little over 10% of the S&P having reported. Earnings growth for 2023 as a whole is 
forecast to be a little under 10%. The BoC meets today (see currency comment for 
preview) 
           

Market Summary 
(Source: Bloomberg)  
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Currency comment(s) 
 
BoC hiking cycle falters on higher mortgage costs and falling house prices 

The BoC meets later today and is widely expected to hike by 25bp to 4.50%, which would equal the highest for the policy rate 
since pre-GFC days. The move is only 80% priced. Given the multiple surprises the BoC sprung last year, a minority of survey 
respondents expect the BoC to stand pat. This is widely expected to be the peak in the policy rate, with the market pricing 
25bp cuts in both October and December. This begs the question – Will the BoC be the first G10 central bank to end its hiking 
cycle? Norges Bank paused this month but indicated that it would hike again at its next meeting.        
 
One reason the BoC may be the G10 central bank to blink is the high proportion of floating rate mortgages which means that 
tighter policy transmits more rapidly thorough to the consumer. It is not as heavily exposed to floating rate mortgages as 
Australia but it is a lot more exposed than the US. Furthermore, the rate hikes come against the backdrop of a clear property 
bubble. New house prices data from Statistic Canada have come off the peak sharply but data from the Canadian Real Estate 
Association (CREA) show overall prices down 15% since March- its fastest ever pace of decline. CREA data show Canadian 
house prices rose 54% between Mar-20 and Mar-22. They were already quite expensive before Covid. A housing crash will 
likely limit further hikes from the BoC. The chart below right underscores that the market is looking for the BoC to deliver the 
most rate cuts in the G10 in the coming 3 years.    
 
The BoC may be the first to stop hiking. The squeeze on the consumer via the housing market already looks significant. 
Looking at the chart on the bottom left, it highlights how well insulated US mortgage holders are on a relative basis from rate 
rises. The proportion of floating rate mortgages in the US is very low. This is one reason why we expect that the Fed will cut 
sooner rather than later, while market expectations of BoC cuts this year look more reasonable.  
  
          
            

Canada’s high exposure to floating rate mortgages has softened interest rate expectations lately. 

 
 

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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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 

promulgated pursuant to the U.S. Commodity Exchange Act and is not intended to provide information upon which to base a decision to enter into 

a derivatives transaction regulated by the CFTC. Any discussion in this publication of derivatives is limited to commentary on economic, political, 

or market conditions and statistical summaries of multiple companies’ financial data, which may include lists of current ratings. 

 

This publication is not intended to be relied upon as advice to investors or potential investors and does not take into account investment objectives, 

financial situation or needs of any particular investor. It is not intended for persons who are Retail Clients within the meaning of the United 

Kingdom’s Financial Conduct Authority rules nor for persons who are restricted in accordance with US, Brazilian, Japanese, Singapore or any 

other applicable securities laws. This publication has been prepared for information purposes only and is not intended by Mizuho to market any 

financial instrument, product or service or serve as a recommendation to take or refrain from taking any particular course of action or participate 

in any trading or other strategy. This publication is not an offer to buy or sell or a solicitation of any offer to buy or sell any security or any of the 

assets, businesses or undertakings described herein, or any other financial instrument, nor is it an offer to participate in any trading or other 

strategy, nor a disclosure document under applicable laws, rules, regulations or guidelines. These materials and the content of any related 

presentation are confidential and proprietary and may not be passed on to any third party and are provided for informational purposes only. As a 

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 

performance. 

 

This Publication has not been nor will be submitted to, or reviewed by, any regulatory authority.  Without limiting the generality of the foregoing, 

nothing contained herein is in any way intended by Mizuho to offer, solicit and/or market any financial instrument, product or service, or to act as 

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 

verified. 
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