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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 – Elevated UK CPI boosts GBP    

The buoyant investor sentiment in the US carried over into the Asian session, with Asian 
equity markets up across the board, with Japan in the lead, playing catch-up after 
yesterday’s holiday. Other asset classes appeared more circumspect, with UST yields 
little changed in Asian trade, while commodities and currencies drifted. Brent crude 
futures nudged a little lower and sit just below $75/barrel. The DXY index was little 
changed in Asian trade. USD/JPY sits around 132.50 as European trade gets 
underway.   

 
In the Eurozone there is a slew of ECB speakers today. The Bundesbank’s Nagel kicked 
things off speaking to the FT. He noted that inflation pressures were strong and broad-
based. He called inflation stubborn and said the ECB had to be even more stubborn to 
defeat inflation. EUR/USD sits around 1.0765 as European trade gets underway.    

 
UK February CPI came in a lot hotter than expected at 10.4%YoY up from 10.1%YoY in 
January and well above the consensus forecast of 9.9%YoY. Core CPI also pushed 
higher, rising from 5.8%YoY to 6.2%YoY. Again expectations had been for a modest 
decline. The weights for the CPI were re-balanced this month as they usually are in 
February. The jump in the CPI will boost expectation that the BoE will go ahead with a 
25bp hike (see Currency Comment). GBP/USD jumped in the wake of the release and 
sits around 1.2260 as European trade gets underway.      

              

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – Current account, sa (€bn, Jan) --/15.9 

UK – CPI (%YoY, Feb) 9.9/10.1 

UK – Core CPI (%YoY, Feb) 5.7/5.8 

UK – CBI Industrial trends survey, orders (DI, Mar) -15/-16 

US – FOMC meeting (% mid-point) 4.875/4.625 

   Source: Bloomberg 

 
Europe. The Eurozone current account is not usually a market mover given the lag with 

which the data are published. Nonetheless, the trade balance and portfolio flows data 
within the report provide a solid backing for EUR’s bounce off the lows in Q4 last year. In 
the UK, the CPI for February and the CBI industrial trends survey for March are due. The 
latter is one of the first manufacturing surveys in the month. For the ECB there is a heavy 
roster of speakers including Lagarde, Villeroy, Lane, Rehn, Wuncsh, Panetta, and Nagel.  
  
US. In the US it’s all eyes on the Fed. As we noted yesterday, we expect that the Fed will 

hike 25bp but provide limited guidance on the outlook given current uncertainty. Some 
dissents against a hike seem likely and we expect the decision to be a close call. Chair 
Powell is expected to try to separate the financial stability issues from the fight against 
inflation.       

Market Summary 
(Source: Bloomberg)  
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Currency comment(s) 
 
BoE preview – End of the hiking cycle seems near  

The BoE’s forecasts from February could be for a different economy from the Office of Budget Responsibility (OBR) forecasts 
delivered just six weeks later. The BoE sees GDP at -0.5% and -0.3% in 2023 and 2024, respectively. The figures for the OBR 
see a 0.2% drop in 2023 but a 1.8% rise in 2024. On the inflation front the BoE’s forecasts are 4.0% and 1.5% for 2023 and 
2024. The OBR figures are 6.1% and 0.9%. Both the OBR and the BoE see inflation well below target in 2024 and 2025 hinting 
that policy is already tight enough. The private sector consensus is less downbeat on inflation seeing it remaining at 2.4% in 
2024 and 2.0% in 2025. The Bank’s forecasts have not been an especially good guide to policy in the current hiking cycle. 
Indeed, in the last press conference Governor Bailey suggested that it was not the forecast themselves but the risks to the 
forecast that were driving policy. So despite the BoE’s downbeat inflation outlook, the fact that the risks to the forecast were 
mainly in the upside drove a 50bp hike in February. At the time we were a little surprised that no-one voted for a 25bp hike, 
given the Bank forecasts.             
 
Gas prices have continued to fall and the government has maintained the Energy Price Cap, which will prevent an increase in 
the energy contribution in the CPI from April. These will help lower the inflation profile over the forecast horizon. In contrast, 
the budget just last week saw a little more spending than anticipated and will push activity a little higher in the short term, thus 
increasing inflation risks. At the same time the budget did make efforts to boost labour supply. The OBR noted “persistent 
supply-side challenges continue to weigh on future growth prospects. Against this backdrop, the Chancellor has spent two-
thirds of the improvement in the fiscal outlook on his Budget measures, providing more support with energy bills and business 
investment in the near term, while boosting labour supply in the medium term. This lowers inflation this year and, more 
significantly, sustainably raises employment and output in the medium term”.  
 
We see a 25bp hike with a split decision. We expect there will be at least 2 dissents - the usual suspects - Tenreyro and 
Dhingra. We expect they will both vote for no change but it is possible that one or both might vote for a cut. It is also possible 
that there will be more dissenters voting for policy to remain unchanged although the elevated CPI print this morning makes 
additional dissenters less likely. The main surprise in the data in recent weeks, today’s CPI aside, has been the PMIs, which 
hint at a pick up in activity. We expect that the current stress in the banking sector will have a minor but negative impact on 
the growth outlook, which in turn might nudge CPI forecasts lower late in the forecast horizon. However, like other central 
banks, we expect that BoE to try and separate financial and price stability and stress that its remains committed to brining 
inflation down.  

          

Market pricing of the BoE policy rate has plunged.   Gilt yields hint at GBP remaining firm 

  

Source: Bloomberg  
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