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

EUR Data vacuum post-ECB meeting could leave EUR lacking short-term support   

USD FOMC decision to drive greenback. 25bp hike to keep USD firm 

JPY Risk aversion likely to keep JPY firm    

GBP 25bp hike from the BoE to limit GBP downside   

 
Overnight comment – Swiss bank deal fails to calm markets. JPY firms    

Over the weekend Finma, the Swiss financial regulator, and the Swiss National Bank 
pushed through a takeover of the troubled CS group by UBS, the other major Swiss bank. 
The all-share deal will be ~CHF 3bn, with the SNB offering CHF 100bn in liquidity support 
to UBS as part of the deal. In the US the Biden administration is under pressure to 
increase the level of the deposit guarantee, which currently sits at $250k. The initial 
response in early Asian trade was positive but by the end of the session, Asian equities 
were lower alongside US equity futures and UST yields fell. The DXY index was little 
changed but the yen firmed, with USD/JPY down below 131.0. The yen’s 

outperformance makes sense given that JGB yields have limited scope to decline relative 
to yields in most other developed markets.  
 
Over the weekend the ECB speakers kept the focus on inflation. Rehn noted that inflation 
remains too hot and is not easing fast enough. He acknowledged last week’s turmoil 
saying “We are very aware of the market turmoil and will take measures as needed to 
ensure price stability and financial stability in the euro area” but the impression left is that 
inflation rather than financial stability remains the No 1 concern. On Saturday, Holzmann 
noted that he was “expecting a few more hikes”. Also on Saturday Wunsch said “We will 
have to see, in the coming days, what the impact of what is happening in the United 
States and with Credit Suisse will be. The base case is that the situation will stabilize and 
have no impact on the financial markets”. USD/CHF was stable in Asian trade showing 
limited impact from the banking deal. EUR/USD sits around 1.0670. UK house prices 
rose 0.8%MoM, leaving the YoY rate at 3.0%. GBP/USD traded firmly, with the pair 
pushing up above 1.2190 in early European trade.    

              

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – Trade balance, sa (€bn, Jan) --/-18.1 

UK – House prices (%MoM, Mar) --/0.0 

   Source: Bloomberg 

 
Europe. ECB president Lagarde speaks in the European parliament, addressing the 

Committee on Economic and Monetary affairs. It will be hard to avoid commenting on the 
European banking system. She is likely to repeat her support for the UBS/CS deal. 
Yesterday, she noted “The euro area banking sector is resilient, with strong capital and 
liquidity positions. In any case, our policy toolkit is fully equipped to provide liquidity 
support to the euro area financial system if needed and to preserve the smooth 
transmission of monetary policy”.  
  
US. There are no US data today and the Fed remains in the quiet period ahead of the 22 

March FOMC meeting. The focus will be on financial stability. With markets so unstable 
and the outlook so uncertain, it is likely that many FOMC members will be keeping an 
open mind with regard to this week’s policy decision. Are the Fed’s inflation and financial 
stability mandates in conflict at present? Will action to support financial stability worsen 
the inflation outlook?      

Market Summary 
(Source: Bloomberg)  
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Currency comment(s) 
 
Pausing not pivoting 

Recent troubles in the banking system have significantly boosted volatility in short-term interest rates. Indeed, the Move index, 
which tracks the volatility of US Treasury options, has pushed above the peak seen when Covid struck. This strikes us as 
excessive given that Covid was an existential threat to life as we know it. Equity and fx volatility remain significantly lower and 
well below the levels seen around the time Covid struck.   
  
Our baseline view on the banking crisis that erupted just over a week ago is that it is unlikely to prove systemic. Regulators 
have been aggressive in their response. In the short run, there will be uncertainty but the impact on the growth and inflation 
outlook will most likely be small and thus the impact on central bank policy will be small too. Indeed, it is possible that some 
central bankers will see recent events as policy finally getting some traction and tightening financial conditions via forcing 
markets to price in greater credit risk. In turn, this would allow central bankers to do a little less with policy rates.  
 
Bloomberg notes the Fed will be looking at 1) Banks’ cost of funding; 2) Gauges of financial system risk; 3) Gauges of private 
sector credit; and 4) Lower frequency indicators such as stress tests and the Senior Loan Officer Opinion Surveys. None of 
these metrics seem especially troubling yet. On the other hand, we note the comments from the Head of Finma saying that 
CS had to be forced to merge due to a lack of confidence rather than a lack of solvency – and confidence is clearly fragile.  
 
Nonetheless, we still expect the BoE and the Fed to follow the ECB and to hike this week. Inflation remains far too high in 
most developed countries and the level of stress in the financial system, as of now, is not sufficient to drive activity sufficiently 
low to sharply lower the likelihood of inflation remaining high in the medium term. However, we suspect that neither institution 
will commit to additional hikes for the time being, although the Fed’s Dot Plot may imply as much. We suspect Powell will 
underscore the uncertainty surrounding the outlook and imply that the conviction in the Dots is lower than usual.   
          

          

Surging interest rate volatility…                   …has yet to hit inflation expectations                                 

  

Source: Bloomberg  

 

 

Source : Current - Bloomberg: Forecasts – Mizuho 

0

50

100

150

200

0

2

4

6

8

10

12

14

16

18

20

Mar-11 Mar-14 Mar-17 Mar-20 Mar-23

Asset market volatility

FX vol MOVE (rhs)

0.50

1.00

1.50

2.00

2.50

3.00

3.50

4.00

4.50

Mar-20 Sep-20 Mar-21 Sep-21 Mar-22 Sep-22 Mar-23

5yr 5yr forward inflation swaps (%)

EUR US UK
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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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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.  
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