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Key events in developed markets next
week
Central banks in developed markets are unlikely to shift to a more
hawkish stance this week. The US jobs market is still suffering from an
insufficient supply of labour, and the Bank of England is waiting of
clearer signs of growth

Source: Shutterstock

US: No shift in policy stance expected until the jobs market
improves

The first week of August sees the release of a couple of key data points that will help to determine
whether the Federal Reserve will be pushed into an earlier tapering of its quantitative easing. The
Fed persists with its transitory description of inflation pressures and has made it clear we won't see
a shift in its policy stance until there is further significant improvement in the jobs market. With six
million fewer Americans in work than before the pandemic started, a big rise in non-farm payrolls
will go some way to raising expectations of earlier Fed action. 

Firms are desperate to hire in order to take advantage of the stimulus-fuelled growth environment,
but the issues have been finding suitable staff that are willing and able to do the work. For
example, the National Federation of Independent Businesses reports that a record proportion of
small businesses have vacancies they cannot fill, and this is stifling the recovery. 

Reasons for this include childcare issues, worries about returning to work amid the ongoing
pandemic, early retirement and extended and uprated unemployment benefits that may have
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diminished the financial attractiveness of going to work. 

With many states having ceased these extra unemployment benefits, the pool of available workers
should in theory be on the rise and we are hopeful that we can see payroll growth around the 900k
mark. As schools return to in person tuition in September this pool should increase further, and we
expect to see significant jobs growth that will be the catalyst for an eventual December QE taper
announcement.

We will also see the ISM manufacturing index which should report strong demand, but again
highlight the supply side strains in the economy that are limiting output growth. Extended supplier
delivery times, a massive backlog of orders and low customer inventories are all indicative of the
supply chain problems bedeviling the US economy. With price rises continuing, companies are able
to pass them on to customers given this environment. This is a key factor that leads us to believe
inflation pressures will be more persistent than many at the Fed do - hence our expectation of the
first interest rate rises coming through in late 2022.

UK: Bank of England unlikely to turn more hawkish, despite
recent comments

We expect the Bank of England to strike a cautiously optimistic tone next week – though crucially
we’re unlikely to get any fresh hints on the possible timing of future hikes. Nor are we likely to see
an early end to the Bank’s QE programme – something that newly-turned BoE hawk Michael
Saunders has recently advocated.

While the Bank is likely to raise its inflation forecast for this year, the near-term growth outlook has
become clouded by the rise in Covid-19 prevalence. Meanwhile markets are already pricing a
modest amount of tightening over the next year or two, and that suggests little need for the Bank
to signal a more concrete timeline for rate hikes just yet.

Developed Markets Economic Calendar
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Key events in EMEA next week
Look out for increased FX purchases in Russia, signs of strong
economic activity in Hungary, and persistent inflation in Turkey

Source: Shutterstock

Russia: Important data releases for FX and rates markets
On Wednesday, the Russian Finance Ministry is likely to announce an increase in monthly FX
purchases from US$4.0 bn in July to US$4.3-4.5 bn for August, reflecting higher oil prices. Higher FX
purchases combined with the possible conversion of corporate dividends, an acceleration of
merchandise imports, and the reopening of outward tourism could make August a difficult month
for the ruble. At the same time, some support may come from portfolio inflows into the local
currency public debt (OFZ) following the recent Bank of Russia key rate decision. Also, the recent
discussion on the potential US$12 bn investment out of the local sovereign wealth fund (NWF) into
Gazprom projects in 2021-23, combined with the earlier three-year plans to invest US$19 bn into
other local infrastructure projects could potentially lead to a cut in FX purchases by up to $10 bn
per year, starting in 2021. This could be a potential catalyst for some improvement in the mood
towards the ruble in the medium term.

On Thursday, CPI for July will be reported. We expect a slight pickup in the annual rate to 6.6%
year-on-year vs. 6.5% YoY a month prior. According to the weekly data, since mid-July, price
growth has stopped due to seasonal factors related to deflation in the fruit and vegetable
segment, while upward price pressures in gasoline and other important items remain. As a result,
while we do believe that inflation is approaching its peak, the risks of further negative surprises
remain for the medium term. For now, the CPI trajectory seems to confirm our expectations of a

https://think.ing.com/snaps/russia-key-rate-review-july/
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key rate ceiling in the 6.5-7.0% range, to be reached soon, though upside risks to that view remain.

Hungary: Strong performance expected in retail sales and
industrial production

In Hungary, we expect June to show some strong improvement over the previous month in
economic activity. On one hand, this is supported by the reopening. On the other hand, the EURO
2020 itself and the fact that Budapest was a host with full stadiums and tourists should provide a
huge boost to consumption. We expect this to show up in retail sales, although last year’s high
base will mask this improvement. Regarding industry, surveys showed improving optimism, so we
expect another strong month in production, but yet again the high base will dampen the year-on-
year performance. Industry can build on this strong performance, so we see the PMI showing
further improvement ahead.

Turkey: Continued uptrend in inflation
July inflation in Turkey should maintain its uptrend, not only because of broad-based pricing
pressures in June amid the easing of pandemic control measures, but also because of recent
increases in natural gas and electricity prices which will have significant direct and indirect effects.
We expect 1.4% growth month-on-month, translating into 18.4% annual inflation, up from 17.5%
a month ago.

EMEA Economic Calendar
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Asia week ahead: Regional
manufacturing and inflation numbers in
focus
Next week features a stacked economic calendar in Asia with regional
manufacturing and inflation in focus and three central bank meetings

Source: Shutterstock

Regional PMIs
This week the focus shifts back to the manufacturing sector.

Market participants will be looking to see whether recent tighter mobility curbs have found their
way through to Asia’s manufacturing sector. We expect a pickup in China’s Caixin PMI
manufacturing to 51.5 (vs 51.0 consensus) as semiconductor chip production offsets slower output
from the automobile sector. Meanwhile, manufacturing activity for the rest of region is expected to
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remain in expansion mode, though Indonesia and Taiwan are both expected to see a less
pronounced pace of growth as recently imposed mobility restrictions start to weigh on overall
economic activity.     

Trade numbers still affected by base effects but new trends
emerging
We will also get trade data from Korea (1 August) and the Philippines (6 August).

Both reports will show base-effect induced trade growth for the period, but looking past the
“strong” growth rates, we notice rapidly rising imports in Korea and the Philippines as economic
activity picks up relative to 2020.  Surging imports in Korea could translate to a whittled down trade
surplus of $145 mn - a stark drop from $4.5 bn in June. A similar trend for the Philippines could lead
to a trade deficit of $2.2 bn. Accelerating imports, which could suggest a demand imbalance, may
strengthen the case for a rate hike by the Bank of Korea in the coming months – following their
guidance earlier this month.      

Central bank meetings and inflation reports out during the week
Three central bank policy meetings are also scheduled next week, although all of them will likely
leave policy settings as they are. 

The Reserve Bank of Australia (RBA) will probably leave all aspects of their current stance
unchanged despite a pickup in inflation in 2Q21. Market participants are still waiting to see whether
the price spike in Australia pushes into wages. That said, the latest batch of Covid-19 induced
lockdowns may encourage the RBA to take an even more dovish approach to previous guidance on
asset purchases later this year. Both the Bank of Thailand and the Reserve Bank of India are also
likely to be on hold.

India's central bank will most probably look past surging inflation (6.3% YoY in June) even though
price pressures are likely to stick around and threaten their 6% upper inflation limit for the
remainder of the year.  Inflation in the country is forecasted to remain at elevated levels in the
coming months, and we look to bring forward the timing of the first 25 basis points rate hike from
3Q22 to early 2022.

We'll also get several inflation reports from the region. Most of them should be subdued due
to lacklustre domestic demand as parts of Asia have recently tightened or extended the scope of
their movement restrictions. Indonesia’s July inflation should settle at 1.4%, below target yet again
after the authorities locked down most of the country to deal with the delta Covid variant, while
Philippine inflation should finally fall back within target at a relatively elevated 4% as supply
conditions for food items ease.     

Asia Economic Calendar
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