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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 – Rising UST yields lift the greenback 

Short-term UST yields pushed higher in the wake of the solid GDP data and 
decent earnings in consumer facing businesses. Both suggest that the traction 
on rate rises to date may be a little more limited than hoped, which in turn means 
that the Fed may need to keep policy more restrictive for longer. US equities 
help up well in the face of higher yields and the firmer US dollar. In the Asian 
session UST yields pushed higher still, especially at the long end. Equities 
moved higher too rounding out a positive week, while the DXY index moved off 
Thursday’s lows. Headline Tokyo CPI for January was a lot firmer than expected 
pushing up to 4.4%YoY. Core measures also pushed higher but were closer to 
expectations. There is a strong chance that this represents the peak. The BoJ 
announced another 5yr fund supply operation for 31 January. 30yr JGBs were 
weak. By the close USD/JPY had recovered the post CPI dip and was little 
changed, sitting around 130.10 as Europe opens.       
 
Both EUR and GBP drifted lower through the Asian session as UST yields 
moved higher. There was little of note overnight in Europe. The UK press note 
there will be no tax cuts in the upcoming budget, which is in line with prior 
expectations. EUR/USD sits at 1.0875 and GBP/USD at 1.2370.     
              

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – M3 (%YoY, Dec) 4.6/4.8 

Spain – GDP (%QoQ, Q4) 0.1/0.1 

US – Personal income (%MoM, Dec) 0.2/0.4 

US – Personal spending (%MoM, Dec) -0.1/0.1 

US – Core PCE deflator (%MoM, Dec) 0.3/0.2 

US – U Mich consumer sentiment, final (DI, Jan) 64.6/64.6 (p) 

   Source: Bloomberg 

 
Europe. M3 is now back to its pre-Covid growth rate but looks set to slow further 
in coming months as the eurozone skirts recession. Spanish GDP is the first 
GDP report in the eurozone. The fact that it likely remained +ve is a good sign.            
  
US. Yesterday’s GDP report implies much weaker personal consumption in 
December vs the current consensus forecast. The GDP report also suggested 
that forecasts for the core PCE will come in close to expectations around 
0.3%MoM. The data were on the firm side, even if they were firmer at the 
headline level than in detail. It biases the Fed to maintaining current guidance.      

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

BoE to hike 50bp at upcoming meeting  
In contrast to the Fed and the ECB, the BoE has put up very few speakers of late and those that have spoken 
have not been especially keen to comment on specific policy actions at upcoming meetings. Rather they have 
kept their commentary very general.  
 
The MPC is clearly split on the policy outlook, with 2 votes for no change and one for a 75bp hike at the December 
meeting, with the bulk of the committee voting for a 50bp hike. If there is going to be a surprise next week, it is 
most likely that the BoE will deliver it. Recent data have been mixed. GDP is running above the BoE expectations 
and wage and price data have also been on the firm side. Sentiment data have been soft. The recent flash PMI 
release saw the composite index remain below 50, while the CBI distributive trades survey implies a very weak 
consumer in January.  
 
We expect the BoE will hike 50bp on 2 February. That said, any shifts in individual votes seem most likely to be 
in the dovish direction. It is a super Thursday for the BoE, so there will be new forecasts and minutes as well as 
the policy decision. However, the BoE’s forecasts have not been an especially good guide to policy of late given 
the volatility of energy and fiscal policy. The BoE does not speculate on government policy so it will assume that 
the energy price cap is raised in April. We see a good chance that it is not, which will boost growth, lower near-
term price pressures but likely push inflation up at the back end of the forecast horizon. The Bank is expected to 
undertake a review of the supply side and may lower its estimate of potential growth as a result of falling labour 
market participation. Note that the press have reported that the Office of Budget Responsibility has revised down 
its estimate of potential growth from ~1.5% to ~1.2%. The BoE already has a lower estimate at ~0.9%, so any 
downward revision by the Bank will likely be smaller. This is another factor that may keep the BoE on the hawkish 
side of the debate. We look for the BoE to push rates higher in spring and see the policy rate peaking at 4.5%.           

          
            

Normalisation of UK real rates has lifted GBP      Negative real wage growth set to bottom out   

 
 

Source: Bloomberg 

 

 

Source : Current - Bloomberg: Forecasts – Mizuho 
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