
 
 
 
 
Mizuho Global Weekly Mizuho Bank, Ltd.  1 / 3 
 

 

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 – Powell’s hawkishness keeps DXY strong in Asian session  

The UST curve inverted over 100bp in the wake of Powell’s speech yesterday, with 2yr 
UST yields pushing above 5.0%. The 2x10s inversion is the deepest since 1981. Most 
Asian equites tracked US equities lower, with Japan an exception, and safe haven 
demand saw the greenback outperform through most of the Asian session, only running 
out of steam late in the day. FX volatility picked up in the wake of Powell’s speech.      
 
In Japan, bank lending nudged a little higher in February with the YoY rate pushing up to 
3.3%, while the economy watchers’ survey for February was also firmer than expected, 
with the current index jumping 3.5 points to 52.0 and the outlook index up 1.5 points to 
50.8. Both indices are towards the high end of the range since early 2020. The Japanese 
current account was much weaker than expected, with the non seasonally-adjusted deficit 
at ¥1976bn driven by a record trade deficit in January. MoF also released its International 
Transaction in Securities data for February. The weekly data showed heavy buying of 
foreign bonds and the monthly report detailed that it was mainly banks as the buyers. 
USD/JPY tracked UST yields for much of the session pushing higher for most of the 
session, only to reverse a little late in the day. The pair sits around 137.50.     

 
German industrial production surged in January, jumping 3.5%MoM, while German retail 
sales were a lot weaker than expected. EUR/USD was mainly driven but the USD side 
and the pair sits around 1.0540. In the UK, the Report on Jobs for February suggested 

some modest softening in the labour market, while former BoE Chief Economist Haldane 
suggested the BoE should move cautiously on interest rates. GBP/USD sits around 
1.1825 as Europe opens.   

              

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

US – JOLTS openings (k, Feb) 10584/11012 

US – ADP employment change (k, Feb)  200/106 

   Source: Bloomberg 

 
Europe. Second estimate of eurozone GDP is not usually significantly different from the 

first estimate. The BoE’s Dhingra speaks on inflation during a terms of trade shock. 
Dhingra is one of the BoE’s leading doves and it would be a surprise if her comments 
were not dovish.              
  
US. The labour market is in focus today with ADP and JOLTS. The ADP report has had 

a limited correlation with payrolls of late. From July 2020 through the latest report, the 
initial ADP number’s correlation with the initial private payroll number has been just 0.2. 
Oddly the forecast for ADP has had a much better correlation with private payrolls. The 
JOLTS data have also been a key focus for the Fed. Last month openings surprised by 
rising further but are expected to drop back in January. Powell will testify to the House 
Financial Services Committee. To the extent that he sees errors in the market 
interpretation of yesterday’s commentary, he has an opportunity to correct them.  
 

Market Summary 
(Source: Bloomberg)  
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Currency comment(s) 
 
Lane vs Holzmann 

Earlier this week Robert Holzmann, head of the Austrian central bank and well-known hawk called for four more 50bp hikes 
and ramping up plans to shrink the balance sheet. On the same day, Chief Economist Philip Lane warned against hiking on 
autopilot.     
 
Firstly, it should be noted that the ECB is widely expected to hike all its policy rate by 50bp at the 16 March meeting. Although 
many central banks have slowed to 25bp hikes the ECB, being a late starter in the hiking process, is not there yet. Holzmann’s 
call is very aggressive but it’s a little less aggressive than it seems at first glance. Holzmann noted “I assume that core inflation 
will not weaken significantly in the first half of the year and will remain around the current level….In that case, I expect we’ll 
hike rates by half a percentage point four more times this year”. He also noted that the current level of interest rates was not 
restrictive saying “Even if we now raise interest rates three times by 0.5 percentage points, we are only at a deposit rate of 
4.0%...Only there would we roughly get into the restrictive area”. A depo rate of 4.0% means a repo rate of 4.5%, which would 
be a record high for the eurozone. This either means that policy in the eurozone has been overly loose since the start of the 
euro (which is certainly not reflected in eurozone inflation) or that the neutral rate has risen a lot in recent years, which is a 
more likely prospect. That said, we do not see it as high as Holzmann does.  
 
Holzmann also wanted to start a discussion on shrinking the balance sheet faster, by winding down PEPP re-investment, 
which the ECB has currently pledged to leave in place until end 2024. The ECB values the flexibility of the PEPP and may 
prefer to allow the APP to wind down faster rather than look at PEPP earlier than scheduled. Holzmann’s four hikes would 
cover the meetings through to late July - four and a half months hence. The macro outlook has changed quite sharply in the 
two and a half months so far this year and may do so again. Pre-committing to such an aggressive series of hikes would signal 
that the central bank sees itself as a long way behind the curve.      
 
In contrast, Chief Economist Lane noted that what happens in May will be data dependent. We suspect that the data would 
have to be very good for Lane to support a 50bp hike in May, especially given how much financial conditions have tightened. 
Lane also highlighted the impact of the tightening that had already occurred, which has been a feature of commentary of more 
cautious/dovish central bankers for some months now. The speed of the hiking cycle has been extremely rapid. Lane 
highlighted a number of factors that will drive policy at upcoming meetings including the Stability Programme updates submitted 
in April that will lay out likely fiscal developments, as well as Q1 GDP. In terms of their influence in ECB decision making, Lane 
is significantly more influential. We expect that he will be leading the debate on slowing the pace of hiking to 25bp increments 
and that he will be successful. We see 25bp hikes in May and June, following the 50bp hike in March and then a pause. By 
June core inflation should be declining more obviously, allowing the Board to pause. During the pause, which we expect to be 
prolonged, the balance sheet will continue to shrink and real rates will rise as inflation comes lower. The decline in consumer 
inflation expectation in the ECB’s monthly survey also suggests less urgency to hike rates aggressively. Consumers see the 
CPI at 2.5% in 3 years’ time, down from 3.0% last month.        

          

Financial conditions are already tight…             …while inflation expectations are high.                                 

  

Source: Bloomberg  
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