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

EUR Data, policy vacuum ahead of ECB meeting – could leave EUR lacking short-term support   

USD Payrolls and Powell to set the tone for the greenback 

JPY BoJ to disappoint hopes of a final move from Kuroda. JPY firm into the meeting but softer afterwards    

GBP January GDP still soft but upside risks seem to be growing   

 

Overnight comment – Conservative Chinese growth forecast  

Over the weekend, China’s National People’s Congress set a growth target of ~5% 
for 2023, which is seen as somewhat modest given the Covid rebound and implies 
a smaller degree of stimulus this year. Asian-traded commodities nudged lower 
today. Asian equity markets were mainly higher, drawing support from the solid gains 
in the US on Friday. Chinese equities were the exception. Oil prices remained near 
Friday’s high. Late last week, the UAE denied that it was poised to quit OPEC 
pushing Brent futures upto $86/barrel. Over the weekend, Saudi Arabia raised prices 
for April for Asian and European customers. In Asian trade the front Brent contract 
sits ~$85.15. On Saturday the Fed’s Daly (non-voter and possible replacement for 
Brainard) spoke. She looks to be in the high for longer camp, noting “In order to put 
this episode of high inflation behind us, further policy tightening, maintained for a 
longer time, will likely be necessary”. She said she was ready to do more if it looked 
like inflation was accelerating and that her modal forecast was that the US avoids 
recession. UST yields continued to ease and the DXY index was soft.  
 
It was a quiet Asian session. USD/JPY sits around 135.70 after briefly spiking 
down below 135.50. Centano noted that the ECB should carefully assess the 
inflation outlook in March. He noted inflation was slightly below the ECB’s December 
forecast and said that he expected the March forecasts to be lower still. Certainly 
near-term CPI forecasts will be lower in the wake of the on-going fall in natural gas 
prices but the rock-solid labour market may push inflation higher at longer-term 
horizons and if it doesn’t push the actual forecast higher, it will certainly skew the 
risks. EUR/USD trades around 1.0650 as European trade gets underway. 
GBP/USD was less buoyant in the Asian session and sits at 1.2030.   
              

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

UK – New car registrations (%YoY, Feb) --/14.7 

EZ – Retail sales (%YoY, Jan) -1.5/-2.8 

   Source: Bloomberg 

 
Europe. It will be a quiet session in Europe. UK new car registrations are due in the 
UK, while in the Eurozone the sentix investor confidence index and eurozone retail 
sales are due. None of these reports tend to excite investors.         
  
US. Factory orders rarely move the needle for US markets and there are no 
scheduled Fed speakers on Monday. This leaves investors with plenty of time to mull 
the key events of the upcoming week, including Fed Chair Powell’s testimony to the 
Senate Banking Committee on Tuesday and payrolls on Friday. JOLTs are also due. 
Investors will no doubt recall the jolt from the last JOLTS report which came in strong. 
That said, with the Fed fund futures already pricing in a peak rate of just under 5.5%, 
there would need to be a decent upward revision to the Dots to push yields higher, 
rather than just a small revision.  

Market Summary 
(Source: Bloomberg)  
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Currency comment(s) 
 
Fed’s Monetary policy report – uncertainty ahead 
Ahead of Fed Chair Powell’s semi-annual testimony to Congress on 7 & 8 March, the Fed has published its Monetary 
Policy Report, which will provide much of the substance behind Powell’s commentary. The final section of the report 
underscores how uncertain the outlook remains.  
 
In general, we expect that interest rate volatility in 2023 will be lower than in 2022, as we expect that policy rates will 
move much less – 2yr UST moved in a nearly 4% range in 2022. The 2023 range will surely be smaller. That said the 
heavy sell-off in front-end rates since the bumper payrolls report on 3 February reminds us that volatility may be lower 
than in 2022 but it is not likely to be low relative to the post-GFC period, when short-term interest rates were frequently 
at zero. The report contains a table of the historical projection errors for a range of private sector and Fed forecasts for 
the variables in the Summary of Economic Projections (SEP). It shows that the average error for short-term rates is just 
+/-0.1% on a 12-month horizon but that jumps to +/-1.2% over 24 months. The +/-0.1% figure seems low but remember 
that for some of the last 20 years the Fed policy rate has been ~0.0% and inflation has been very low. Neither condition 
holds now.   
 
When the Fed members submit their forecasts for the SEP, they are also asked to submit on which side they think the 
risks lie and on the degree of uncertainty surrounding their forecasts relative to the average degree of uncertainty that 
has prevailed over the last 20 years. The monetary policy report turns these assessments into simple diffusion indices 
(number of responses “risks to the upside” – responses “risks to the downside”) scaled from +1.0~-1.0. The inflation 
risks are only marginally below 1.0 suggesting that the bulk of the FOMC see the risks to their core PCE forecasts as 
lying to the upside. Inflation risks peaked in Dec-21 (at 1.0) but have barely eased subsequently. Unemployment risks 
peaked in Sep-22 (at 1.0) and eased only slightly in December, while the risks to the growth forecast are near record 
lows and are only marginally above -1.0.      
 
On the assessment of uncertainty, the FOMC are again united - uncertainty is highly elevated and has been the case 
since the pandemic struck. The uncertainty DI are near record highs. Policymakers see uncertainty as high, which in 
turn means more chance that they will change their views on the outlook.       
 
Fed Chair Powell’s testimony on Tuesday may drive the market one way or another in the short run but uncertainty is 
likely to remain elevated for a while yet.   
          

The Fed’s uncertainty on the inflation outlook has been elevated for a prolonged period 

 

Source: Federal Reserve – The chart is the Diffusion Index (DI) for uncertainty surrounding the core PCE forecast.  

 

 

Source : Current - Bloomberg: Forecasts – Mizuho 

FX forecasts (as of 23 Feb) Current Q2 23 Q3 23 Q4 23 Q1 24

USD/JPY 135 129 124 122 120

EUR/USD 1.06 1.09 1.12 1.14 1.15

GBP/USD 1.20 1.23 1.28 1.30 1.32

EUR/GBP 0.88 0.89 0.88 0.88 0.87

EUR/JPY 143 141 139 139 138

GBP/JPY 162 159 159 159 158
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