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Yen continues to strengthen

Data-wise, the focus yesterday was on the flash PMls for July for
an early read on how economies are performing at the start of Q3.
The Eurozone PMIs missed to the downside of expectations. The
composite PMI reading of 50.1 (from 50.9) indicates a very meagre
pace of expansion. Growth was driven by services, although this
sector lost some momentum, while manufacturing fell further into
contractionary territory. The PMlIs though have tended to
overestate weakness in the EZ economy over recent quarters.

The UK PMlIs continued the economy’s recent trend of data
surprising to the upside. The composite rose to 52.7 in July. The
data suggest the UK economy has some upward momentum early
in Q3. In the US, the composite PMI, at 55, was also better than the
consensus, with a strong performance from ‘services’
compensating for some unexpected weakness in manufacturing.

The batch of survey data though had no noticeable currency
impact. Most of the majors have been confined to narrow ranges.
The one exception again has been the yen, which has continued to
strengthen in the lead up to next week’s BoJ meeting. USD/JPY
has moved below ¥153. Meanwhile, EUR/USD remains near the
midpoint of $1.08-1.09, GBP/USD is persisting just under the $1.29
threshold. EUR/GBP continues to trade in and around the 84p.

In overnight news the People’s Bank of China unexpectedly cut
rates. This follows on from yesterday’s rate cut from the Bank of
Canada, which was in line with expectations. Today’s macro
spotlight is very much on the US with some key releases due. This
includes core-PCE for Q2 (Fed'’s preferred inflation gauge) as well
as the first reading of Q2 GDP. The data pose some event risk for
the dollar.

John Fahey, Senior Economist, AIB
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Base Rate | 1-Mth 3-Mth 1-Yr 2-Yr 5-Yr 116 .
uUsD 5.38 5.46 5.54 5.02 451 4.11
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