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

EUR Soft PMI to add to downside pressures 

USD Jackson Hole to signal cuts are coming but higher front end UST yields should prove USD supportive 

JPY Ueda to stick to the hiking script. But JPY gains already looking stretched    

GBP Risk appetite to support GBP 

 
Overnight comment – Rehn hints at ECB cut in September 

US equities closed higher for an 8th consecutive session, the longest winning streak this year. The 
S&P is now just ~1.0% from its prior peak in mid-July. Asian equities followed suit, although Chinese 
shares lagged as the banks held lending rates unchanged, as widely expected. UST yields were a 
little higher in Asian trade, mainly in the longer maturities, while the DXY index edged a little higher 
in Asian trade, mainly due to JPY weakness.         
 
Yesterday, Takayuki Kobayashi (49) put his hat into the ring for the LDP leadership contest. Yoko 
Kamikawa (71) also said she would run. Today Shigeru Ishiba said he had almost secured the 
required 20 backers to stand in the contest A recent Kyodo poll showed 25% of respondents thought 
Ishiba (67) would be most suitable as new PM, followed by Koizumi (43) on 20%, with Takaichi (63) 
in third place on 10%. In our opinion, none of the three are likely to become PM. We do not expect 
Koizumi to run. At 43 we still see it as too early for him, while other two are not popular enough 
among Diet members, who we believe will be the key to winning the election, as they usually are 
when it goes to a second round, as seems likely given the number of candidates. The one candidate 
whose policies stand out is Takaichi. If she were to run and win, it is likely she would adopt pro-
growth policies including attempting to keep BoJ policy loose. Demand at today’s 20yr JGB auction 
was reasonable, with the curve ending a little steeper on the day. USD/JPY reversed much of 
yesterday’s drop, to sit around 147.10 as Europe opens.  
 
The ECB’s Rehn spoke yesterday noting “In my view, the recent increase in negative growth risks 
in the euro area has reinforced the case for a rate cut at the next ECB monetary policy meeting in 
September — provided that disinflation is indeed on track”. He seemed especially concerned about 
the manufacturing sector. We expect inflation progress will be sufficient for the ECB to deliver 
another 25bp cut in September. EUR/USD was little changed in Asian trade, broadly holding 
onto the bulk of yesterday’s gains to sit around 1.1075 as Europe opens. It was a quiet 
overnight session for GBP, with GBP/USD little changed for most of the session only to edge a 
little higher at the London open to sit around 1.3000.  

                 

Today’s Major Events and Data Releases 

Events over coming 24 hours Survey/Prev 

EZ – Current account balance, sa (€bn, Jun) --/36.7 

EZ – Construction output (%MoM, Jun) --/0.9 

EZ – CPI final (%YoY, Jul) 2.6/2.6 (p) 

   Source: Bloomberg 

 
Europe. Eurozone current account rarely receives much market attention in part because the data 
lags so much. The June current account is likely to track the trade balance higher. Weak imports will 
likely keep the trade balance elevated over the remainder of the year. In early summer ECB Chief 
Economist Lane gave a speech in London in which he noted his preference for the second estimate 
of the CPI, given its rich data set. The initial CPI print could be said to be like the speedometer 
denoting the speed, while the second estimate gives you more information on how the engine is 
performing at a given speed and whether there are underlying problems.    
 
US. The Philly Fed non-manufacturing index is rarely a market mover, although with Pennsylvania 
a key swing state in the November, it may get a little more focus than usual albeit from a political 
angle. Both Bostic and Barr (both voters) speak today but neither speech title seems especially 
promising in terms of policy-rich commentary. Barr speaks on cybersecurity and Bostic on innovating 
for inclusion. Yesterday, Kashkari (hawk, non-voter) suggested a 25bp cut in September would be 
appropriate. He implied that larger moves were not required and questioned how tight policy is. 

Market data 
(Source: Bloomberg)  
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