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Currency Main focus of the week (S-T view)
EUR Mild profit taking in prospect. Drifting lower
UsD Rebound in UST yields likely to lift USD
JPY JPY set to run into profit taking
GBP Risk rebound to lift GBP

Overnight comment — What repatriation?

US Treasury investors showed limited appetite for yesterday’s 10yr auction, adding to the
momentum for higher yields after the stunning push lower in late July and early August. Markets are
now pricing in “just” 46bp of cuts for the September Fed meeting, down from a peak of 61bp on
Monday. Blue-chip companies also rushed to take advantage of the low yield environment, with
issuance topping $30bn, the biggest issuance day in the ear to date. The weak auction seemed to
unnerve equity investors and US stocks closed lower too. In the Asian session, tech shares led
markets lower, with the Taiex down 2.0% and the Topix down 1.1%. UST yields edged lower during
Asian trade and the DXY index was also fractionally lower.

MoF’s weekly flows data for the week ending 2 August, which includes payrolls and the BoJ/Fed
meetings showed Japanese investors as heavy buyers of US stocks, which we suspect will be driven
by trust banks buying into weakness. The ¥1291bn of overseas equity purchases was the largest in
the last 2 decades. Japanese investors were also net buyers of overseas bonds to the tune of
¥670bn. Note no sign of mass repatriation of overseas assets here! Overseas investors were net
sellers of both Japanese stocks and bonds in the wake of the BoJ meeting. The monthly economy
watchers’ survey for July (survey dates 25 July~end of the month) showed a marginal improvement
in sentiment. It sems likely that it will decline next month. Today’s 30yr auction saw solid demand
with the bid/cover rising to 3.47x from 2.97x. The JGB yield curve bull flattened. USD/JPY was a
little lower in early trade as the summary of opinions of the 31 July BoJ meeting saw 1 member
suggested that the natural rate was around the 1.0% level. However, by the end of the session,
the USD/JPY was only alittle lower around the 146.15 level. Japanese civil servants will receive
their largest pay rise since the early 1990s.

Yesterday, the ECB’s Rehn noted that recent market moves seemed like an over-reaction due to
uncertainty and low liquidity. Note that European gas prices jumped to their highest levels this year
on concern over the war in Ukraine disrupting pipeline supplies. EUR nudged higher though the
Asian session to sit around the 1.0940 level.

In the UK the RICS house price balance eased back a little in July but the broader survey was quite
upbeat with expectations for both prices and activity moving higher in the wake of the recent BoE
cut. The July REC Report on Jobs (survey dates 11-25 July) suggested that the labour market
continued to soften, even if rates of pay are still high and the softening is marginal. Yesterday the
ONS revised up GDP for end 2022 by just under 1.0pp. GBP/USD nudged higher through Asian
trade and sits around 1.2710 as Europe opens.

Today’s Major Events and Data Releases

Events over coming 24 hours Survey/Prev
UK — RICS house price balance (DI, Jul) -11/-17
US — Weekly jobless claims (k) 240/249

Source: Bloomberg

Europe. In the UK, the RICS housing report and the REC report on Jobs are due. It remains to be
seen if fundamentals will have much impact amid recent volatility. With sentiment surveys, it will pay
to carefully look for the survey dates

US. Weekly jobless claims are the highlight. Given recent focus on the labour market, the potential
market impact is high, especially if the report is notably weak.

Market data
(Source: Bloomberg)
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