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EUR braces for eventual QE taper
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LOOKING BACK
• Earnings season off to good start. With roughly 20% of S&P 500
companies having reported, the Q2 earnings season has gotten off to
a decent start, albeit at a moderate pace compared to Q1. Earnings
rose at an average 6.5% on 4.4% revenue growth. However, the Trump
administration’s failure to repeal “Obamacare” and anxiety over the
investigation into his links with Russia weighed on the USD Index,
which fell 1.4% last week.
• ECB keeps policy unchanged, delays taper talk. The ECB kept
interest rates and its monetary stimulus program unchanged at its July
monetary policy meeting. Draghi’s tone was less hawkish than in late
June, when he suggested the ECB may announce the gradual winding
down of its asset purchase program later on in the year. While stating
that the Eurozone economic recovery has been “robust,” the “last
thing that the Governing Council may want is an unwanted tightening
of the financing conditions”. Most Eurozone government bonds
benefited from the announcement while the EUR gained 1.7% against
the USD.
• UK CPI eases. UK government bonds rallied last week after data
showed that inflation softened in June. Headline CPI for June fell to
2.6% from 2.9% the previous month, while core CPI dropped to 2.4%
from 2.6%. The drop in inflation should provide the BoE with some
elbow room ahead of its next monetary policy meeting on August 3.
• Bank of Japan (BoJ) stays put, lowers inflation forecast. As broadly
expected, the BoJ kept its monetary policy unchanged, yet again
postponing the timing of its 2% inflation target while lowering its CPI
forecast for fiscal years 2017 and 2018. The BoJ affirmed its current
yield-curve control and asset purchase program and said that it now
expects to hit the 2% inflation target in fiscal year 2020. However,
the Bank expects the economy to expand 1.8% during fiscal 2017,
stronger than an earlier projection of 1.6%.
• China’s Q2 GDP growth beats forecasts. China’s Q2 GDP rose by
a better-than-expected 6.9%, matching the strong pace of Q1 and
underscoring the economy’s resilience, even as the government
continues to tighten policy and takes other steps to reduce systemic
risks. Consumption contributed roughly 63% to growth in the year’s
first half, providing evidence of China’s efforts to rebalance its economy
towards a more sustainable footing.
• IMF lowers 2017 Saudi GDP growth to 0.1% from 0.4%. The IMF
lowered Saudi’s 2017 GDP growth forecast to 0.1% from 0.4%, citing
OPEC production cuts, uncertainty over oil prices and the impact of
structural reforms the country is undertaking to diversify its economy.
The Fund lauded the Kingdom’s plans to reform its economy and
recommended a “more gradual phasing of reforms to allow households
and businesses more time to adjust”.

LOOKING FORWARD
• Global flash PMIs will be released on Monday while Germany reports
its Ifo business sentiment survey results on Tuesday and preliminary UK
Q2 GDP will be reported on Wednesday. The FOMC meets to set rates
on Thursday and also US Q2 GDP will be reported on the same day.
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