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USD/JPY 2019 H2 Review 

USD/JPY recovered to 108/109 area after printing its year-to-date low of 
104.46 in late August. The China-US trade war and Fed’s rate cut cycle were 
the main drivers of USD/JPY in the H2-2019. Trump broke the agreement on 
the ceasefire at G20 and raised tariffs on China in early August. The 
tit-for-tat tariffs and mounting fears of no-deal Brexit fueled safe-haven 
demand and sank USD/JPY. Moreover, the beginning of Fed’s rate cut cycle 
in July amid the risk-off mood also sent 10Y UST yield lower to its 3-year low 
of 1.427% and lowered return of long USD/JPY carry trade. Dramatically, the 
positive development of China-US trade talks, receding fears of no-deal 
Brexit and the pause of Fed’s insurance rate cut cycle lifted USD/JPY back 
to 108/109 area. BoJ’s monetary policy was little changed while negative 
impact of the consumption tax hike to 10% in October was relatively modest.  

USD/JPY 2020 H1 Preview 

We expect USD/JPY to fall to 103 level gradually given our soft USD view 
and deteriorating global growth outlook (See Fig. 1). In our view, the Fed’s 

 Fig. 1: Trade war and soft USD to drive USD/JPY lower 

 

 

Source: Bloomberg, Mizuho Bank (*as of 19 Nov. 2019) 
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insurance rate-cut cycle is paused but not yet over (See Fig. 2). The Fed 
should still keep its easing bias and is ready to cut its policy rates again 
when US data deteriorate. Indeed, the collapsing leading indicator of ISM 
PMI mfg. pointed to deteriorating US outlook after a decade long expansion 
in H1-2020. While no-deal Brexit risk had receded, China-US trade tensions 
will probably linger. As conflicts between China and US are structural and 
broad-based, it would be difficult for both sides to reach a comprehensive 
deal before their economies worsened. US President Trump’s re-election 
campaign will fuel uncertainties over the trade talks as well. With weakening 
global outlook, global easing cycle will likely continue, boosting safe-haven 
demand. The BoJ’s room for monetary easing will likely prove to be limited, 
and the divergence of monetary policy between the BoJ and other central 
banks will lead to stronger JPY.  

 Fig. 2: Markets expect the Fed to cut rates again after the pause 

 

 

Source: Bloomberg 

USD/CNH 2019 H2 Review 

The CNH broke above the key psychological level of 7 after Trump’s tariff 
hike and currency manipulator labelling in August. Importantly, the PBoC 
relaxed its grip on the CNY fixing and granted green light to RMB breaking 
above 7. Alongside the USD strength, the CNH dropped as much as to its 
record low of 7.1965 level in September. Dramatically, China and US 
managed to resume the trade talks and reached a partial agreement to 
suspend the US tariffs hike in mid-October. The mounting expectation of 
Xi-Trump meeting to sign the deal, with the possibilities of rolling back 
existing tariffs, sent the CNH back to below 7 briefly. However, uncertainties 
over Xi-Trump meeting heightened after the cancelation of APEC Summit in 
Chile and the CNH weakened to around 7 handle. Meanwhile, China Q3 
GDP growth decelerated to its record low of 6.0%YoY amid the China-US 
trade war. The fiscal stimulus of taxes and fares cut had been abating and 
the PBoC delivered Required Reserves Ratio (RRR) cut and Medium 
Lending Facility (MLF) yield to support growth.  
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USD/CNH 2020 H1 Preview 

The CNH is expected to fluctuate at around 7 handle in 2020-H1 (Fig. 3).  

 Fig. 3: CNH to fluctuate at around 7 for a while 

 

 

 Source: Bloomberg, Mizuho Bank (*as of 19 Nov. 2019) 

The China-US trade war is set to remain as the primary FX driver in the 
coming year. While China-US trade tensions will probably linger, both sides 
may attempt to avert the full-blown trade war and continue the trade 
negotiations. Notably, the deteriorating China and US growth and Trump’s 
re-election campaign created room for trade negotiations. In the US 
President election year, Trump will try to prevent US economy from falling 
into recession and bargain a deal favouring the US farmers to consolidate 
his support in US agricultural states. Hence, the China-US trade talks’ 
prospect looks less negative in the coming year. Regarding monetary policy, 
China economic growth will remain under pressure and probably decelerate 
to sub-6% given the lingering trade war and changing China growth structure. 
We expect the PBoC to keep its prudent stance with easing bias, and the 
RRR and policy rates will go lower gradually in order to anchor RMB 
expectation (Fig. 4).  

 Fig. 4: PBoC began its rate cut cycle 
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Disclaimer & Confidentiality 
1. Legal and accounting advice: The information contained herein does not incorporate advice on legal, 

accounting or tax issues. You should obtain your own independent professional advice on the legal, 
accounting and tax aspects of this information. 

2. Confidentiality: The information contained herein is given for general informational purposes only and shall 
be kept strictly confidential. This information is intended for your company’s internal use only, and the 
disclosure to any third party is strictly prohibited. 

3. Copyright: The information contained herein is, as a general rule, the intellectual property of MHBK, and 
may not be copied, duplicated, quoted, reproduced, translated, or lent, in whole or in part, in any form or 
by any means for any purpose whatsoever without prior consent. 

4. Limitation of liability: 
(a) The information contained herein was obtained from information sources deemed reliable by MHBK 

but in no way is the accuracy, reliability or integrity of such information guaranteed. MHBK disclaims 
any liability whatsoever for any damage arising out of or relating to this information. Moreover, the 
analysis herein is hypothetical and is not intended as an indication of the certainty or completeness of 
the results thereof. 

(b) Please note that information to be disclosed hereafter, appraisals, the opinions of credit rating 
agencies, and/or changes in the system and/or financial environment may necessitate substantial 
modification to the relevant processes and/or schemes, which may have the effect of rendering the 
analysis herein ineffectual. Further, this information is not intended to be an exhaustive statement of 
the risks to which your company is exposed. 

5. The information contained herein does not constitute a solicitation or offer by MHBK to buy or sell any 
financial instruments or to provide investment advice or service. 


