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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 – Risk rebound helps USD    

The positive sentiment from Monday afternoon carried over into the Asian session. 
Most Asian equity markets moved higher. AT1 bonds also recovered some of 
Monday’s declines. The move higher in UST yields yesterday helped lift the DXY 
index off the lows in an uneventful session.  
 
Japanese markets were closed for the Vernal Equinox holiday. South Korean trade 
data showed exports very weak, falling 17.4%YoY in the first 20 days of March. The 
RBA minutes suggested that a pause in rate hikes at some stage was under 
consideration ahead of the emergence of worries over the banking systems in 
Europe and the US. AUD was among the worst-performing G10 currencies in the 
Asian session. USD/JPY ended the Asian session around the 131.65 level.  
 
Eurozone new car registrations were little changed in YoY terms coming in at 11.5%. 
It will be a quiet session on the data front allowing the focus to remain on the financial 
sector. De Cos underscored the lack of ECB guidance on future policy in a press 
interview published this morning noting “In a context of as much uncertainty as the 
current one, the most sensible thing to do is to emphasize that our future monetary 
policy decisions will depend on how the different sources of risks materialize, 
including those experienced in recent days in the financial markets”. EUR/USD 
trades around 1.0710 as European trade gets underway. The UK public finance 

data were a little worse than expected but had limited impact in currency markets. 
GBP/USD sits around 1.2250 as Europe opens.      
              

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – New car registrations (%YoY, Mar) --/11.3 

EZ – Construction output (%MoM, Jan) --/-2.5 

GE – ZEW survey (DI, Mar) 15.0/28.1 

US – Existing home sales (%MoM, Feb) 5.0/-0.7 

   Source: Bloomberg 

 
Europe. Eurozone new car registrations and construction output rarely move the 
needle. The ZEW survey is potentially more interesting but will be heavily dependent 
on the survey dates. Recall that the last set of UK public sector finance data were 
were better than expected and set the backdrop for the modest giveaway in the 
recent budget. Lagarde and Villeroy speak but both have already spoken this week.   
  
US. In the US the data schedule remain light and the Fed remains in the quiet period 

ahead of this week’s policy announcement. Existing home sales are seen up, 
reflecting a rise in pending home sales. The focus will remain on plans to beef up 
deposit insurance with a number of suggestions doing the rounds.    

Market Summary 
(Source: Bloomberg)  
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Currency comment(s) 
 
Fed preview – a difficult decision. A modest hike and limited guidance likely.  
The ructions in the US banking markets have left the Fed with a difficult decision. Inflation remains elevated but 
the unfolding “crisis” has hit inflation expectations hard, especially at the short end, as oil prices decline. 2yr US 
inflation swap pricing has dropped from a peak of 3.0% in early March in the wake of the strong data during 
February, to a little over 2.3% early this week. US inflation expectations are stable along the curve at a level that 
suggests the Fed will get inflation back under control. If the current banking sector problems prove mild, the Fed 
will have lost the opportunity to keep its foot on the gas. This might encourage investors to believe that the Powell 
put is back in action and financial conditions might loosen, with inflation expectations pushing higher. In contrast, 
if this is the start of GFC 2, then the Fed should be cutting rather than hiking. Markets are pricing in 17.5bp of 
hikes – a 70% chance of a 25bp hike. This is down from pricing in 43bp of hikes in early March, after Chair Powell 
hinted that he was prepared to accelerate the pace of hiking in his semi-annual testimony to Congress.      
 
We expect that the Fed will push ahead with a 25bp hike but it will be controversial and some FOMC members 
may vote against preferring to adopt a “Wait-and-see” approach. The regulatory response has been aggressive 
and we suspect sufficient. Central bankers are likely hoping that monetary policy can be separated from financial 
stability issues, as the ECB’s Lagrade attempted to do last week. This is no easy feat, especially once the central 
bank’s balance sheets are involved in supporting financial stability. The Fed’s balance sheet has already 
expanded significantly since early March. Nonetheless, just because separating the financial stability mandate 
and the inflation mandate is difficult doesn’t mean the Fed shouldn’t try. Our baseline view is that the crisis is 
serious but not systemic. Regardless of whether the Fed hikes or not, we expect that Powell will play down the 
dots. The Fed will produce new forecasts but Powell will likely highlight the uncertainty under which these 
forecasts were drawn up and play down their reliability as a guide to future policy. We think the crisis may trim a 
little off the peak in rates and might lead to slightly earlier cuts that we had anticipated. However, looking at our 
GDP forecasts for the US economy, in the absence of the crisis, we would likely have revised them a little higher, 
which in turn would have implied higher inflation risks and argued for tighter policy. Thus any changes to our 
expectations for US growth this year will be limited.   
          

          

Fed funds pricing has collapsed…                 …as the Fed expands its balance sheet                                   

  

Source: Bloomberg  
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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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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 
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research.  
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