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

EUR Slow data week to leave the focus on ECB hawk talk   

USD Solid data to hint GDP accelerating, supporting higher UST yields and a firm currency 

JPY New BoJ Governor in the spotlight. Mild upside for JPY    

GBP Heavy data week to suggest it is too early for BoE to pause          

 
Overnight comment – Soaring UST yields lift DXY  

Late in the US session Bullard said he advocated a 50bp hike at the January and wanted 
to get to the 5.25~5.50% range as soon as possible, which pushed US stocks further onto 
the back foot. Earlier in the session Mester said she had seen a compelling case for a 
50bp hike in January. The S&P ended down 1.4%. In the Asian session, UST yields 
continued to push higher, dragging the DXY index higher, while Asian equities tracked 
their US counterparts lower. US equity futures are also lower.   
 
Despite the sell-off in UST, JGB yields were stable. The announcement of a somewhat 
more hawkish leadership at the BoJ has been swamped by the renewed upside march of 
UST yields and JPY is on course for its worst week in a month. The latest Bloomberg poll 
shows how much policy expectations have shifted since Ueda’s nomination. 70% of poll 
respondents now see a policy change by July, up from 54% last month. USD/JPY sits 
just below 134.90 as Europe opens.      

 
Yesterday the ECB’s Nagel reiterated that he didn’t see policy as restrictive. We see this 
as a minority view. ECB Chief Economist Lane’s comments, noting that much of the 
tightening to date has yet to have an impact, seem to be more conventional. EUR/USD 
continued to push lower through the overnight session to sit around 1.0635 as 
Europe opens. Late yesterday, BoE Chief Economist Pill noted that the pace of rate 

hikes may slow, saying that the risk of overtightening would rise if the BoE maintained 
50bp increments. It still implies that he sees additional hikes. GBP was also under 
pressure through the Asian session. Much better-than-expected retail sales had 
limited impact on the currency and GBP/USD sits around 1.1940 as trade gets 
underway in Europe.    

              

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

UK – Retail sales (%MoM, Jan) -0.3/-1.0 

EZ – Current account balance, sa (€bn, Dec) --/13.6 

   Source: Bloomberg 

 
Europe. The eurozone current account is not usually a market mover, especially given 

the lag, with which the data are published. Today’s data covers December. The portfolio 
flows data within the current account suggest that eurozone investors are becoming more 
enamoured of eurozone fixed income instruments, after shying away from them during 
the period of negative rates policy. The ECB’s Villeroy speaks on monetary policy and 
inflation.  
  
US. It will be quieter on the data front with just import prices and the leading index. We 

note that US import prices have peaked but the drop is muted. This is in sharp contrast 
to import prices in the eurozone and Japan, which are slowing sharply as their currencies 
appreciate. The surge in the US dollar in 2022 limited the gains in US import prices but 
that impact will likely reverse in 2023. The Fed’s Barkin discusses the US labour market, 
while Bowman speaks at a banking conference.      

Market Summary 
(Source: Bloomberg)  
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Currency comment(s) 
 
Firm US data in January - take the 3m average 

The recent slew of US data, mainly covering January, have been very strong. Central banks don’t like to put excessive weight 
on a single data point and often look at moving averages to judge the trend. In this spirit we take a look at what the 3m moving 
averages (3mma) of the latest releases say about the strength of the US economy. This is especially the case as in some 
series the seasonal adjustment has been changed, as is often the case at this time of year. Unusual weather patterns, to the 
extent they impact the data, will also be ironed out by looking at the 3mma.  
 
Starting with retail sales. The 3.0%MoM surge in January followed steep declines in November and December. The 3mma is 
just 0.3%. Rather than indicating re-acceleration, the strong print for January has rescued the series from indicating recession. 
Looking at the 3mma suggests an economy in a shallow growth trajectory. Industrial production and manufacturing output 
were flat on the month but the 3mma is weak for both series at -0.5%. The output/production numbers are recessionary but 
the retail sales numbers are not. The activity picture is mixed. On the housing front the hard data are soft. Starts are down 
2.8% on a 3mma basis. However, the NAHB index has risen in both January and February, with the latter gain especially 
noteworthy. The improvements point to a slowing in housing market deterioration. Weekly jobless claims are little changed at 
very firm levels over the past 3 weeks. We suspect that labour hoarding is limiting deterioration in the labour market.      
 
On the CPI front the 3mma figures for headline and core are 0.3% and 0.4%, respectively. We expect that central banks will 
be focusing on core inflation rather than headline inflation this year and we suspect that the Fed will find 0.4% too hot for 
comfort. On the PPI side the 3mma figures for headline and core are also 0.3% and 0.4%, respectively. The conclusion here 
is the same as for the CPI. Despite activity being mixed, inflation is too high.  
 
On the sentiment front, the 3m change in the Empire State is slightly negative and the level is soft. The NFIB is also down 
fractionally over the last 3m and the index level is weak. The 3m drop in the NY Fed services index is also minimal over 3 
months and index level is also soft. The Philly Fed index is the only sentiment index that has dropped sharply over the last 3 
months.  
 
The Fed’s December Dots now better reflect market pricing after this week’s data. Investors had been looking for as much as 
2x25bp cuts this year but now rates are seen peaking around 5.25%, with just 1x25bp cut priced in this year. The implied yield 
on the December Fed funds future has risen 65bp since the day before payrolls and now sits at 5.05%. Fed commentary this 
week has implied mild upside risks to the Dec Dot plot but we think for most policymakers – the December dot plot remains a 
good guide to likely policy developments in 2023. Policy complacency is less prevalent in the wake of the strong data in recent 
weeks.   
            

Terminal rate pricing has pushed higher this week, as the data suggest recession is less likely   

  

Source: Bloomberg 
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FX forecasts (as of 30 Jan) Current Q1 23 Q2 23 Q3 23 Q4 23

USD/JPY 130 128 123 120 120

EUR/USD 1.09 1.10 1.12 1.14 1.14

GBP/USD 1.24 1.25 1.29 1.31 1.33

EUR/GBP 0.88 0.88 0.87 0.87 0.86

EUR/JPY 142 141 138 137 137

GBP/JPY 161 160 159 157 160
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