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发言人1   00:00
Hello, and welcome to the golden sex weekend mcc ro call. It's mark Wilson. I will be a host for this weekends call along with my colleague adam crook. 

发言人1   00:08
Our current plan is that will take a two week break from the weekend macro o call for the next couple of weeks and will return again the end of August. As always, if markets and news sfo interrup that break and the magnitude of unexpected events warrant IT than we will, of course, h change that plan ah. But the plan is this will be the last for the next couple of weeks as we get into the quite period of August. 

发言人1   00:31
So for this weekend's school, we're going to hit on key current issues and themes that we think will dominate August trading. We're onna. Start with benisse. 

发言人1   00:39
Neither our cheap U. S. Sec stretches to run through earnings progress in the us. What i'm going to be joined by AManda lon, our chief credit strategies, to discuss the implications of the huge pickup in hypo scale credit issuance and then to know archiva XY strategies is gonna a discuss the market volatility we ve seen in asia and the outlook from there. 

发言人1   01:03
Before we take the sliding more macros, dance my k hall join to discuss the effects outlook for the rest of year. Mike Mitchell, ahead of us treasury trading, will discuss what we've seen in this recent cell in U. S. 

发言人1   01:17
Fixed income and an outlet for the rest the year. And then Joseph breaks from U. S. Economics will join to run through our expectations for upcoming data and Jackson hole. 

发言人1   01:26
Before we get into IT, as always, can I just remind listeners that this call is for clients of government sex. Only if anyone else is on species of the press, please can ask you to leave now. And with that will go to our first speaker bench. 

发言人1   01:39
Neither achieve US, C, T stress just, uh, then we've seen some pretty extreme single stock volatility and also seen a very sharp momentum on winter the last month. What are the fundamentals telling us about the outlook for US, X as we come out of earning season? Well, first, forget to the fundamentals on the technicals. 

发言人1   01:57
I think it's striking how closely we've even been following the historical pattern of momentum rallies and consolidation, and that includes even the rebound in the last week or two. And if we continue to follow that pattern, that would suggest a stabilization and a upward path from here, but not with the vertical that we enjoyed in the second quarter. And I think positioning sends a similar signal. 

发言人1   02:18
They've had a lot of cross currents in terms of flows. But to me, digesting at all the bottom line is that positioning has declined a lot from an extremely elevated level. And so I would say it's cleaner but not depressed on the fundamentals. 

发言人1   02:31
I think the earning season clearly pointed to resounding strength, and that is true both for a inari and broadly for corporate america. We're now most of the way through the season's still waiting on in videos in about a month. But so far, SM, P, five hundred earnings are tracking up about thirty percent year over year. 

发言人1   02:49
Now the number you see on your screen may be closer to fifty percent that is being inflated by some of the private equity stakes owned by the largest tech companies. But even if you pull that out, thirty percent is clearly quite incredible. Now about half of that is being driven by AI infrastructure spending. 

发言人1   03:06
But even if we just look at the media, SP five hundred company earning growth is tracking up fourteen percent in the second quarter, and all of those numbers are above consensus and above growth rates in the first quarter. And in fact, most of them are the strongest growth we have scene since the post code to rebound in twenty twenty one. Now lively, all that is backward looking. 

发言人1   03:24
But four divisions are also very strong. If you look across most sectors and most stocks in the market, animals seven, raising their estimates for twenty twenty six and twenty twenty seven earnings over the last few weeks as he is zoom ing into AI, and the data also look pretty strong. We came into the quarter expecting minimal revisions to capex spending, and that was wrong. 

发言人1   03:45
You know the twenty twenty six estimates have generally remained about the same. They're pointing to about eight hundred billion dollars of hyper schalit capex this year, but the twenty twenty seven numbers have actually been lifted by about one hundred fifty billion dollars in the last few weeks. They're now pointing to one point one trillion dollars of spending next year, which is about thirty five percent growth. 

发言人1   04:04
And based on my conversations with investors, I would say the byline consensus is, is abstention ally higher than that self side consensus? The biggest story this quarter, in my view was, was the hyper scale reports and the increasing signs of re from those releases. If you look across the complex, a continued acceleration in revenue growth that really began a quarter two ago, and I think that sounds a positive signal both for the earnings power of those companies but also for the sustainability of the investment spending that is feeling so much of the earning strength across the market. 

发言人1   04:34
Now all that said, if you think about the go forward, there's still clearly plenty sources of risk. And the most obvious are on the micro front of payroll was surprised and maybe suggest that the the rates pressure is less of wrist than expected. But we still have tremendous uncertainty from geopolitics and from domestic politics. 

发言人1   04:51
We should remember that the mid terms are less than one hundred days away, and we're also having a lot of discussions with equity investors about the potential supply headwinds from equisure ance. But at the end of the day, earnings are the most important driver of stocks, and the fundamental growth backdrop still looks very thanks, then. And in the run up to mid terms, x have typically traded sideways before then raly afterward as we get past that event. 

发言人1   05:16
Uh, how you thinking about this preelection period, uh, this year? And is that a risk of a more meaningful dating over the next two, three months just given how strong markets have been? The mitral elections are starting to come up more in our conversations, and that is very much in line with his vocal pattern. 

发言人1   05:36
Usually in August is when we start to see an increase in survey measures of political uncertainty. And as a result of that, we also usually start to see an increase and realized and applied equity volatility. We start to see some, some drags on fun flows and as a result, tend to see, as you imagine, stocks trade side ways for the next few months. 

发言人1   05:55
That is generally a seasonal pattern is particularly pronounced in the term election years. So the good news is that the political implications for the equity market this cycle look limited, looks certainly less less relevant than in past cycles. That is in part because prediction markets are pointing to a very high likelihood of divided government, and also in part because recent political utility has been more about executive action than about legislative action into that point. 

发言人1   06:20
When we look across the equity market, we're not seeing much recent relationship between prediction market odds of outcomes and equity irritations. And that's true even in parts of the equity market that are usually very sensitive to politics, say, in my conversations with investors, the focus has really been more on potential signals from this election cycle for the presidential elections like going two years in twenty twenty eight. And the implication of that is that you know a an outcome could create some immediate short term volatility, particularly in the in the AI space where investors are thinking about regulatory policy. 

发言人1   06:52
But if the main implication of this election is for policy in two plus years, I think any Price impact is not likely to let. And in fact, if we were to see a short move, I would probably use that as an opportunity to take the other side of IT. In the bottom line for music, it's it's impossible to ignore them in terms. 

发言人1   07:08
It's going to be a topic of conversation for the next couple of months. And on the margin, IT probably adds to the list of reasons to own index volatility. Here, elisa includes the fact that we're back at the bottom of the recent range and that index follow embedding record low apply correlations across the us equity market. 

发言人1   07:24
But at the end the day, I don't think mid terms are going to be the primary driver of stocks over the next couple months. And then finally, uh, just for focus on earnings, you to learnings happy, really strong twenty, twenty seven estimates are going higher. I yet the markets reaction to earnings beats specifically in tech has been quite weak. 

发言人1   07:45
Is this empty a positioning and d risking issue? Or you think the market is starting to question the durability of the AI driven earnings in protest earnings growth that we see in two and seven? Talking to clients, I think the consensus is that one hundred percent of the vote today over the last few weeks is entirely technical. 

发言人1   08:04
I don't think that's quite right. Agree that most appears driven by positioning and technicals rather than fundamentals. And likewise, if you look at the poor performance of some of the text dogs that have report in the last couple weeks, despite strong results, some of them are sold off. 

发言人1   08:17
I think that reflects mostly a combination of the d leveraging that took place and also just elevated expections and elevated position and going into those prints. But II think it's a mistake to completely disregard fundamentals that clearly been seeds of concern in my conversations. That includes competition from china, the project tory of demand and and token consumption. 

发言人1   08:38
And then of course, the impact of of interest rates and wider credit reads on the AI built out this said, as I mentioned earlier, the hyper scale of earnings reports in the last couple weeks really reaffirm the strength of the undammed tal outlook for the AI trade. So I think it's easy and retrospect to say this was all technicals. And and at this point, I don't hear much concern in my conversations about growth in two thousand, thousand, thousand and seven. 

发言人1   08:58
I would say there are always concerns about the landscape. You know, given how quickly the air races evolving, you never know about the unknown, unknown they could emerge. And there's certainly no lack of concern about growth in twenty, twenty eight and beyond about the long term economic gains that will crew as a result of ai. 

发言人1   09:15
But of course, this is a new either. We're almost four years into the eye trade now and the market has been skeptical about out year growth for most of the AI complex for most of the last few years. And I view that as as a healthy single. 

发言人1   09:27
I think that's a healthy single for the sustainability of this of this market run. That skeptical ism is a major reason why near term earnings and multiple are pretty low across the market and especially for that AI complex. And that tells me that as long as earnings remain healthy and I think they will, that were probably still middle this cycle. 

发言人1   09:45
And I think that's true both for the broad market and for the AI trade specifically. Great band. Thank you. Our next speaker, AManda yum. AMandas chief credit stretchest, AManda, the the hyper scale capex estimates for the next few years are really significant are in the mid trillions of dollars. 

发言人1   10:04
What's your expectation for the role of debt capital markets financing within this multi investment cycle? How much do you how much debt you expect to be issued? And which of the credit markets in segment duration ation to expect to do the heavy lifting? My thinking you, mark, for having me is it's great to join. I would say there are two important points to mention at a high level before we get into how much of a role the debt markets will play. 

发言人1   10:32
First and foremost, we expect this to be a multiyear issuance and investment cycle, which poses some additional considerations for the credit market because typically, when we see these periods of active release aging in the credit market, it's one time in nature, maybe for debt funded ma, there's a period of debt reduction on the other side, and companies have kind of time to grow into the capital structure after running temporarily elevated leverage. As you noted, this cycle is a bit different in that the capex investment cycle is more to year. The capex estimates have continued to be revised upward and IT almost feels to us like a permanent utilization of the capacity because these companies are, for the most part, very highly rated and and very low level. 

发言人1   11:19
So there's a lot of runway to add up to the capital structures. So I think that's really important to keep in mind as we think about how companies will think about managing our capital structure in this environment. The second key point to note is that a lot of cross asset investors that we speak to will look at the debt markets and able expect the US, IG. 

发言人1   11:41
Bond market to do the heavy lifting of this investment cycle. On the point that we've emphasized is the binding constraint, in our view, is more likely to be on the issue concentration limits side and the market sector constraint as opposed to a simple exercise on how much det companies could add while still staying. Invest, migrate. 

发言人1   12:03
If you take the first scenario of issue or concentration and market saturation within US, I, G, we actually have cancelled in something around five hundred and ten billion of incremental deck capacity for the hyper scale to issue in just the US, I, G ban market before they become the largest issuers in the credit index on par with some of the U. S. banks. 

发言人1   12:23
And that's kind of the upper limit that we feel comfortable with in the near term. Of course, it's certainly possible that credit investors could get comfortable running larger and issue or weights to those to those sectors. But until we see kind of evidence of that, that our Operating assumption, if you take the second scenario and you actually look at how much debt these companies could issue while still staying firmly within the bounds of investment, great rating. 

发言人1   12:49
So there were thinking something like two times net leverage or three times gross leverage, the upper bound for issuance is actually above two trillion, which is something that we outlined in a recent peace. So there's a wide range of scenarios, and I think a lot of investors will look at the hyper scale cohorts and see that um IT is very low lever, as I mentioned earlier, lots of capacity to add that. But that's that's not the path forward in our view, the path ford in our views a bit more nuon stand because this is a multiyear cycle and because the estimates are so large, as you mentioned, for capex, we expect a range of markets to participate here. 

发言人1   13:27
And so getting to the second part of your question, the way that we framed IT is thinking about the share of capex that is likely to be debt financed. And using twenty twenty five as an example, roughly twenty seven percent of capex was debt financing the hiper scale ers in that year of twenty twenty five issue to one hundred and eight billion of global debt for twenty twenty six were expecting about one third or thirty three percent of capex to be debt financed. So we're expecting something on the order of two hundred and fifty billion total of that issue in this year from just the hyper scale directly. 

发言人1   14:01
They've already issued a one hundred and ninety four billion. And then on the twenty twenty seven and go forward, we actually expect the share of capex that his death finance to peak in twenty, twenty seven and thirty five percent that would equate to around four hundred billion of death issues directly from the hyper scale. It's really important to note that from our perspective, the key consideration from many investors that we speak to is also not just about the death that's coming from the hyper scale subsector, but it's about the debt that's coming from the greater AI ecosystem. 

发言人1   14:35
And if you just look at the twenty, twenty six AI related growth, dead issuance of five hundred billion that we've tracked across all of the markets that we cover. So ig high yelled all regions hyper sketchers have only represented around forty percent of a that figure. We've had data centers have issued a lot of that. 

发言人1   14:54
We've had other parts of the tech ecosystem issue that we've also had some AG sectors where we h assume around thirty percent of, for example, utilities issuance is AI related. So it's not just the hyper scale is competing for a place in credit portfolio managers, uh in investment uh strategies is the whole AI ecosystem that is that is navigating this. The last thing I will say is on the on the final part of your question, what markets will contribute if we think that USIG is going to bump up against issue or concentration constrains? What other markets can get in? In our view, the private markets play very large world here. 

发言人1   15:32
So there's four and a half trillion of dry powder across all private market strategies globally that includes private equity, private realize infrastructure and private credit. That's the market that has the ability and expertise to not do digital infrastructure transactions. We do believe that they will play a large role in the financing ecosystem over the years ahead, but I think IT will be a Normal waterfall of AA wide range of of capital markets participating. 

发言人1   16:01
So the traditional IG bond market project finance structures at that we've seen in both IG and high yield regional global bond markets and then as well as the private markets where they really do provide certainty of financing and certainty of execution, but typically at a higher cost. So that's the way that we're thinking about. IT and AManda, across the credit market, you've noted this growing specification between AI related sectors and everything else. 

发言人1   16:29
How have the demand signals for credit broadly trended so far this year and what you expect for the remainder of the year? So this has been, I think, one of the more notable by vacations that we've noticed at a very high level. Dispersion has been a pretty consistent theme across the credit market, which is a bit surprising for some investors because they will look at the title level of index press and just assume that everything must be clustering around and a given tight spread level, that's actually not the case. 

发言人1   16:58
We see this version across ratings buckets, across sectors um even across markets and much more so than than you would expect given the index level spreads. But the key point on this version that we've seen over the past several weeks in particular has been a bit of a by vocation between AI related sectors and everything else. And IT really points to that supply technical that I mentioned before. 

发言人1   17:24
When you have an expectation as an investor of a multiyear period of issuance, it's really important to race for implications for spread curves for spread wide as that supplies is digested. And as a result, it's not surprising that you see the by vacation um that that we highlighted. Um I would say there are two key points to keep in mind as IT relates to the go forward of the credit market over the rest of the year and into twenty twenty seven. 

发言人1   17:55
First and foremost, we do expect the demand signals for credit to be a pretty important mitigating factor to the period of episodes and digestion that we expect from elevated supplies. So for example, fun flows in most markets of credit remain constructive. Foreign demand has been robust for U. 

发言人1   18:15
S, L. A. credit. The elevated level of U. S. Treasuries and all in yields has allowed yield based investors to deploy in our market at a pretty consistent pace. Were closely watching rates volver, especially at the long end. But in general, that you'll base bit for credit has been a pretty important anchor on spreads, and that's something that we expect to persist. 

发言人1   18:39
So that's why our spread forecast only reflect a modest widening through the third quarter and in some modest modestly wider spread s over the coming quarters because that yield based demand for the rest of the market has been an important banker. The second part though is as IT relates to the AI theme, is is also important for investors to keep in mind, which is we are expecting steeper spread curbs and technology related sectors. We are expecting some periods of episodes and digestion. 

发言人1   19:09
Importantly, this is something that investors have already seen to vary degrees more pronounced in recent weeks. But again, because it's a multi year issue and cycle, we believe this will event flow based on capital market activity and sentiment in market. We're not concerned about access to capital for the scene, to be very clear as imagined earlier, because there is a lot of capital in the system. 

发言人1   19:31
But we do expect to have some technical and digestion on the credit market, which is why we see the case for spreads as modestly wider. And in fact, two weeks ago, we've highlighted that the risks store spread view are actually for more material spread widening um not tightening. And so that's important, we believe, for investors to keep in mind in this environment. 

发言人1   19:52
great. AManda, thank you very much. Our next speaker, timo, head of asia HXY strategy, tim, is been a pretty wild ride in some asia markets. 

发言人1   20:03
And if we just focus on career to start, whether we ve had the sharp draw down and positioning resets, do you attribute that to a correction within a longer to boom market and we'll see a rebound from here? What do you think this is the start of a more prolonged downturn given a concentration around AI in the memory cycling career? That is the exact key question. 

发言人1   20:24
And up to put some numbers around, that cosme index fell thirty nine percent from its due twenty second high to the low ah we kill thursday and then ryde eighty percent on chilly thirty first. So we've had some some some some record volatility, uh, which of course posed the question that you've just ask. Now our bottle mind is that we think this is HR. 

发言人1   20:46
Correction with a large able market, but we cannot just assert that this got to be some logic around that. So there are really are five main points we make. The first is the drawed down is one that. Comes within the context of a crean market customer being being volatile. 

发言人1   21:06
We have shown in our research twenty or thirty year history the creative market, and we can see that there just the past two decades, there have been five times we've had drawdowns well in an excess of three percent. So that sort of short drawdown is painful, but it's not uncommon just to make that contextualized point. And furthermore, IT was clearly appliqued by the selling in particularly by leverage tf, that we told the investors had scale up in, in the last couple of months. 

发言人1   21:34
And i'll come to more that in in a moment. So I just want to wanted just setting the the context of this is uh, significant drowned, but IT is not unprecedented from a historical context. Now from a more political perspective, we have to really frame more argument around, I think, four key pillars. 

发言人1   21:50
The first one, of course, is the memory sector because that fifty percent or more, depending on which intake, look at of the market cap and our central case is that the memory cycle is likely to be stronger and to last longer than previous ones. And the reasons are the intersection of accelleration computer mand, driven by what we think will be a twenty four times increase and token usage by twenty thirty. And deep supply shortages as the market racist too, but cannot keep up with that, that growth in demand. 

发言人1   22:20
And we think that last until twenty thirty. And in the context of the memory sector, that leads to very strong pricing power and profitability given the high Operating leverage in the industry. And we think that current market pricing, especially after the drawdown where the leading semesters are trading literally at four times two and four earnings, we think that pricing doesn't reflect the the like the duration of the cycle. 

发言人1   22:42
Now there are a host of value concerns that we are having active conversations. 请关注公众号思维纪要社，更多纪要请加V西安20210130。Uh or about with regard to delete the mean cycle, had you trade that? 

发言人1   22:59
What about hyper scale capex about capital market funding? What about competition especially from from uh newer open NH source, a chinese models? Um I walk on the details on that, but our conclusion here is why we respect those. We think that they do not disrupt the long, large base case of for the for the same cycle. So that's that's pillar one two number two technical and the push line here is that position is down much cleaner and this IT follows a decline in liver gt FAUM. 

发言人1   23:29
The numbers on this or we went from fifty three billion of leverage ec products on korea, both in listed in korea and outside um at the peak on twenty twenty second to a low fifteen billion um uh and now at about twenty four with the market have recovered somewhat. So the deal gama hedges, which is where dealers had to either by your sell property, uh uh every single market closed in order to rebaLance their their hedges and make sure that the etf maintained the two excel verage uh, that is society very, very significantly. Additionally, we seen that customer traditional margin exposure has come down significantly, and that doesn't need to be stressed in the system in that regard. 

发言人1   24:12
There's been regular ory taking and also has been some moderation hetch one exposure. So I think the conclusion here is not that all the position has been has been eradicated, but he is not much, much cleaner and and the markets in a Better tech composition, that's something to number three. The other part of the market, d, the non memory segment is also attractive. 

发言人1   24:28
Many attractive themes there. Defense, ship building, power generation, corporate governance improvement is such a earnings with this group of the market expected go seventy one percent this year, twenty percent next evaluation to nine times learnings, which is the standard gate below the the long term mean and and and we think that, that attracted relative terms and absolute terms. So so that part of the market is also is also attractive. 

发言人1   24:52
And and and we think they are score there is is is also good. And then finally, the final point is that market risk award is favorable. A couple of points here. The forecast earnings growth for twenty six to twenty eight would be two hundred and twenty percent. I popping number thirty five percent next year and then twenty percent at twenty eight. 

发言人1   25:12
The current multiple for the market, the four p is five point one times um and our target of two thousand thousand for the cosby index which is grape sniff about we currently stand IT may seem unduly optimistic, only embedded the seven one eight times for d multiple which is one point three separations below the longer to mean. So now we really think that the risk ward here is special. The market pull back if we're right about the fundamentals, which really come down to do the earnings come through or not, if the earnings to come through that, I think the market will be able to recover its ground and and break to break to new highs. 

发言人1   25:45
So that's really the you the the river world case. We think there are a lot of favorite teams in here. We have uh, many bited names. 

发言人1   25:52
And we also think that not in risk of versus on attract and drivers of overly to express that view that the market can recover. That's great. Thanked him. And then if we just write now a little bit and look across asia and think about the rest of twenty twenty six, where do you see the best risk of world opportunities you think leadership will remain concentrates in these very narrow AI beneficiaries are expecting a boarding out to other markets. And sexist. 

发言人1   26:19
I think it's not either or I think it's really both by which I mean that certain in terms of our numbers, we think that the hardware supply chain story still looks very, very good, attractive. And that leads to are continuing overweight in korea as well as overweight in taiwan. And the constructive you on parts of japan, we're over over japan overall. 

发言人1   26:40
But within japan, there are certain in attractive sort component to that in the AI uh h hardware split chain uh dimension. And then also uh particularly ensure china for that china asia were were also overweight. That is a key driver for for that market as well. 

发言人1   26:57
Now beyond that, this certainly is some badding out of exposure which is taking place. And some of that is because today is come under pressure as we've been discussing, and that actually people to go to areas that have that are either uh not fundamental connection with that and or have under performed. And and two years are call out here where I think the badding trade will most likely concentrate on is uh first of all offshore china. 

发言人1   27:22
So join eight years prox about the eh index that an underperform very significantly in the first half mainly because forty percent of bad index is in the uh internet and AI software related uh parts of the market which have clearly been uh out of focus um and where a number of headline stocks, the logic cap stocks had uh missed on earnings guidance and have fAllen into a kind of catechizing by many investors of a of being shown me the money socks on the words they also prove themselves again that they can deliver earnings. We think the prospect for that is, is, is fairly good and that the current pricing of those magic cap stocks is also fairly favor from a risk or perspective. So we seen them bounced off their laws. 

发言人1   28:10
And we think if they are able to deliver some profits as they report second quarter earnings later in August and september and then into the third quarter as well, that, that, that the recovery there can start to recover. So we are becoming more constructive on the offshore atr market to compliment the um the the focus we have had for the first after year on the domestic asia. The other market, of course, is india, where the which should also perform very significantly. 

发言人1   28:38
And we done graded really at the start of the they on war on the back of hier oil Prices and expectation the what the economy earnings will become under pressure, uh, in the event what's happened is that the earnings have come down, but in the court reporting season there somewhat Better than consensus has been expecting. And he give credit where it's due. The high frequency economic data becoming out has been generally to the strong side. 

发言人1   29:04
So we've actually upgraded our gp forecast a few times in the past couple of months and vograat our earnings forecasts um from eight percent to ten percent uh for this year and the earnings will go go thirteen percent. Think the restore current ten percent number for this year uh lies more toward the upside. So we're not yet prepared to upgrade india from its current market way designation, but we do think that there are alf opportunities that people can start to lean into that in a more assertive manner. 

发言人1   29:31
So I think those be those would be really the two areas, china offshore and india, where we think the broadening can occur. Thanks, tim. And the next year, we're going to bring in my k hill, our chief fx strategist. Mike, thanks for a coming back to the week maccall. 

发言人1   29:48
Can you visible run us through the yen intervention we saw last week? Do you think the markets are underestimating the risk of a policy shift from the BOJ? Or is japan lightning to remain committed to the supportive financial conditions that have driven this week end? sure. 

发言人1   30:10
So we saw some of the largest yen intervention uh last week that um in in recent history. So we think so we know that in apple and may, the japan intervened by about seventy five billion dollars total. This episode we think, was slightly larger than that. 

发言人1   30:32
That makes IT the biggest two day defense of the end since the aftermath of the focus ma disaster in two thousand and eleven. There was also a unlike in April, in may, this was AA coordinated action where the U. S. 

发言人1   30:46
Also participated. So that is a little bit more um of a of a broader defense and um and a larger one as well when we consider both the size that japan and the scope of the US. involvement. 

发言人1   31:02
Now um what was unusual about that us involvement was that I was bilateral and then they sold euro yen rather than uh dollar yen so that as best we can tell, this is the first time that there has been intervention by a central bank that didn't involve their home currency, right? So that um was unusual and also sends some signal about what the US. Is, is trying to lish. 

发言人1   31:34
I think that they're trying to maximize a the bank for the buck in their intervention um and uh also you do IT in a pretty uh market safe way. But yeah that has also raised some questions about uh, the US. Being more activist uh, in the market and what that might mean for the dollar moving forward. 

发言人1   32:00
I don't see IT that way. I see IT as uh the treasury is actually trying to help uh japan accomplish its uh policy goals and also try to help them uh to sell or to use their fex reserves um uh make sure that that is as at least disruptive as possible, right? If you think about intervention in two steps, you have the FX portion, the FX transaction that you're trying to in a way make as disruptive as possible. And then you have the second part where you need to replenish your cash reserves, and you're trying to make that as least disruptive as possible on the fixed income market. Treasury is helping japan on both of those things. 

发言人1   32:43
And in that way, that's a place where I see like a key difference between us and, uh, clients is on the the usage of the the female facility in the so the the feds female facility allows central banks to a post treasury uh like temporarily uh sell their treasuries uh to the fed with an agreement to buy a bag later and through that raise dollar cash um I think that know the cost associated with using that facility are minimal relative to the flexibility that IT provides. And I can actually be very, very useful in in japan's case and potentially for other central banks down the road. So that's where I see this as uh treasury helping japan uh to uh use their reserves um and do that in this uh smooth way as possible rather than um treasury like throwing up road blocks uh or or uh otherwise you are making IT difficult um but I think that um I think that the the coordination probably stops there, which means I don't think that we are saying that uh that the us. 

发言人1   33:56
Is involvement in this signals, uh something about a bigger shift in domestic policy in japan. This is another place where I think we probably uh disagree with a number of um other commentators uh this week or investors. But I think that that um what that does is that creates AA attention where I think that doll dollar and down here, someone sixty like a fairly successful intervention is at odds with uh, the pricing for much faster rate hikes out of japan. 

发言人1   34:35
I think that probably if the intervention remains successful then IT means that we will not see you I pick up from the gradual retakes from japan that that we've expected. Um and so I think um that II view the coordination as a way to smooth the process on the fifteen come side, help out on uh as far as getting uh a bigger reaction in the FX side, I think that both of those to some degree have been successful but have also raised a number of questions. But in the end I think that um the the japan policy will come down to the inflation outlook and there a stronger again is helpful. 

发言人1   35:22
Um and I would also emphasize, I think there is probably uh too much focus on the uh you know how much uh capacity has japan has never been and like the ultimate uh instability or uh on sustainability of this um of this policy to me that I look the point is that this policy long term may be unsustainable but short term IT IT is effective. Japan has been able to manage the yen to some degree all year using its a more more active currency management policies and they have a lot of reserves. The US also technically um if they want to uh to they are also unconstrained. 

发言人1   36:10
If they want to do unsterilized intervention like II don't think that they are want to go that that far, I don't think that they would, but I think that that generally people are too focused on the capacity constrains or overly dismissive of FX intervention um and actually IT can um have short term effects. We've seen that and we are to some extent seeing that again. And II take that as um you know that that probably we will um still have this ultimately unsustainable policy mix in japan for for a while longer. 

发言人1   36:50
Thanks my given the mix of yan intervention, uh fed uncertainty, resilient dollar dynamics and still attractive em Carry, what do you view as the highest conviction effects trade into both August and also for the rest of the year? And what do you think markets are most misPriced today? Yeah so I mean first of on on the broad of you like I think that um treasuries, uh assistance and the the availability of the of the fema facility like help demonstrate and shoot over time um help h solidify the the utility of um of dollar reserves the the dollar status as the global reserve currency for uh at least for now and um really yeah the the US is is is the only one that uh where you could see transactions of this size and where you have the some of that institutional support um from things like the fed facilities and access so you can have both uh sizable reserve accumulation uh and then access to those reserves when you need them. 

发言人1   38:06
I think that that should also help um you calm some fears about um you know what this means for broader Carry Carry trades, Carry strategies. Those remain some of our highest conviction views uh in effect um I think that you we are broadly in an environment that should be friendly to that with uh, otherwise love volatility, a wide dispersion of rates. It's a strategy that has been working and we expected to continue to um I think that the swiss Frank uh, looks like the best opportunity there is a sort of top thunder in addition to euro in the canadian dollar. 

发言人1   38:44
Um and I think that this should be encouraging, like the relatively limited spill overs that we saw all those uh a potential funding currencies um from the actions in japan, I say um you know elsewhere, I think that a the like I think that that uh tension I highlighted in a dolphin is also like a an opportunity for um longer term investors. Once we get through this a elevated period of intervention risk. I think that um you the underlying trend is still in place. 

发言人1   39:19
That's uh no inherently being question now and that's what creates the the opportunity. Although I would acknowledge for sure that if if we are wrong and this is a signal of a bigger policy shift, then the end can strengthen a long way. IT is IT is very weak to long term fundamentals. 

发言人1   39:39
And if we see a shift in either the the bank of japan's strategy or um how h japanese investors are uh allocating their assets globally verse domestically, if we see any change in that you have been that can Doris ly strengthen the end and potentially have AA much bigger moves. So II think IT doesn't make sense, uh, that the market is is so focused on this topic. Thanks, mike. 

发言人1   40:06
No, when bringing mike, mitch l head US. Treasury trading mike as we head into August is the key rate risk further front repricing of the fed or a continued rise in longer term premium and our treasury yields becoming attractive enough now to bring the duration bias back in. So I think yids are attractive overall horizon. 

发言人1   40:28
But I will say at the moment, uh, essentially, there are barge risks across all parts of curve. Um I think there's probably more room for back and yields to move higher. So I guess I call that more a key risk. Uh, but the marketing across the country has been shaky. 

发言人1   40:44
And even though I think these your levels of value IT wouldn't take all that much to find new treats across the curve, um you know for the fed, I think if there is been two possible scenario, one where the that is hiking. And I think if they go down that path, we're probably looking at one, two or three hikes. That's probably the most likely scenario. 

发言人1   41:05
And there is another scenario where the fed is on hold now cuts are really not on the table. So market pricing is really just about how likely hikes are, but the barb is pretty low for the committee to be willing to raise the policy rates need enough noise from committee members that I think is just one of the next few inflation readings comes in hot. They want to show some action in on the market Prices, about two hikes and total. 

发言人1   41:30
That's actually a good chunk of the more hawkish scenario that I mentioned. Um IT doesn't feel wildly off. But for choice, I think I say the market maybe under appreciate a bit the scenario with the fed stays on hold or maybe only has to raise rates once. 

发言人1   41:45
I think I think clearly, there is still a path to a no hike outcome. Specifically, I think you need to keep seeing core PC aprons in the context of point to each months and then eventually the market will sort of slowly decay as expected for tightening um and tracking. We do forecast those sorts of low enough inflation readings, but I think the problem is that the forecast theirs are large, is quite a bit of much to much noise. 

发言人1   42:11
And one hick up might be oit takes to trigger a hike of temple. Or if not, then then in perhaps later in the year, it's probably more likely than not that you get a hick up like that. And you know once over over behavior prints at least. 

发言人1   42:26
But I think you can argue the friend and is a little treat that sort of not materially and in any case, hard to have conviction in along at the very friend because the conviction locally, I think, is in the other direction, get one hot prince, and the mark will run with a more hawkish narrative. In contrast, you need to string together a series of good prince for the market to eventually solly decay the correct icing. But the rally is like much more grounding in nature, and you can't really have any missteps in in the data. 

发言人1   42:57
Having said all of that, like the range of outcomes for the front IT actually feels pretty tight. We're talking about I saying like zero, one, two or three hikes and we try something sort of roughly in the middle that um in contrast the back and it's less bounded you know three percent real yellow. I do think they're attractive. 

发言人1   43:16
That's where they are in in the long end. And I think that's a good long germ investment. But the long in is still as headwinds that are like a really a focus right now. 

发言人1   43:24
Markets worried about the fiscal path is worried about supply both in treasuries and some corporate. It's building in more term premium as the market of just less ford guide and and and more uncertainty y in the world. Uh, I didn't help that at the last stead meeting. 

发言人1   43:39
Uh, the chair seems to suggest that rises and longer term muds could be a substitute for taking the policy rate along. And it's just like bless bounded and it's more suspect ble to a little bit of attention in the onset of circumstances. What one interesting thing to flag on longer to meals is that in the quarterly refunding announcement this week. 

发言人1   43:58
Treasury so curiously changed one word in the policy statement. Uh, previously, the statement said treasury continues to evaluate potential future increases to nominal action sizes and in this time, the grote treasury continues to evaluate potential future changes to option sizes. And so it's a small changes like one word from increases to changes are but i'm sure IT was like a considered deliberate decision. 

发言人1   44:23
And you know sort of you have to wonder what treasury means by that. You know they are they considering actually reducing long in auction sizes at the same time they increase sizes in the front end. If they did that, I think that would be a pretty big surprise. 

发言人1   44:37
Um you know I could be that they were just referring to changes in the seven year option calendar that theyve already pretty clearly telegraphic to the market. But we do we sort of left wondering if smaller option size in the back end is something the treasury at least contemplating. Um so all in all, and cautiously constructive on the bar market, but only over medium and long horizons. 

发言人1   44:59
I think the inflation environment over time will Normalize. I think the mark will eventually shift back to a framework where he thinks about the next move from the fed from this policy rate level or from a modesty higher er one has been a cut and that i'll be good for intimate AA long term treasuries. Um I think that they have long horizons. 

发言人1   45:18
They should probably be scaled into lungs of the market cells off. And although locally, I think the quick moves are more likely to be toward higher yids, I think value is actually Better on the wrong side over longer horizons. And by way, think cry behavior has been consistent with that. 

发言人1   45:35
We've been steady dying of long induration from real money investors over the last week long. And I would guess the bad thing will continue. Thanks, mike. 

发言人1   45:43
Um in terms of you know client discussions you are having, what has been climb feedback on the fed reaction function from your seats? And how has the latest payroll print changed that you going forward? So I think the market has a pretty good understanding of how the broad committee thinks about upcoming monetary policy decisions. 

发言人1   46:06
I think it's struggling to understand work's views specifically and and of course worse is deliberately being a pic about his views. So that's not surprising. Um now having said that, he came across as much more diverse with the juvenile meeting than we expected. 

发言人1   46:20
He downplayed Price pressures. He suggested F, C, I, tightening could be a substitute for rate hikes. He said the fed can get inflation down by being more credible rather than by raising rates. 

发言人1   46:30
And so like even though it's been so vocal about not giving for a guide and I actually think he showed his hand of bath. Um and I think that is preferences to keep great on hold if the data allowed to. But reality is worth s just one person is twelve voting committee members and I think of the inflation data come in hot, whether he wants to raise rates or not. 

发言人1   46:51
There we will be support for a hike from the committee as a whole. And I they don't think worse, would try to push that too hard against that sort of committee consensus. Um today's payer da was soft, you know he had negative payable growth are on the month downside revisions, three months s average rate or payable growth just twenty k that's below what most forecasters estimate to to be break even paint the hiring, you know the other unemployed actually take down a little bit. 

发言人1   47:19
And I would say that the labor market is just it's really not the story, not the driver. Fed policy IT is all about the inflation data. I think on the fed, you just you sort of need to keep getting readings around point two or lower in core PC, E for the rest of year. 

发言人1   47:34
And if you get something higher than that and they said will raise, right? And I think client, he is on exactly what core PC reading triggered the hike, I think that's a little more make you know is is like a point to four or point to six or you need to point three. Now how does that that reaction function decay if you get you know couple more soft readings in the door in the coming months. 

发言人1   47:56
But but the big picture idea that is all of the inflation and the bar trigger hike is low. I think there's a good amount of agreement on that. Thanks, mike, and going to bring Joseph bricks uh from mova senior economist in the global economics team, josey. Thanks for joining. So you know as we've discussed on this code so far, one of the big gest themes within the micro world dominating kind conversation is the fed reaction function and credibility um you know importantly, data is becoming more crucial than ever in determining that reaction function. 

发言人1   48:33
What should we be watching for in August? And what can we expect in the september meeting as a result in greater be speaking with you um on the third credibility and the reaction function and despite the fact that war has been reluctant to provide guidance, uh you know I would actually argue that the broad committee was fairly consistent and clear on the reaction function uh in the run up to the july iphone sea meeting and then you know the communication that we feared afterwards. And it's pretty simple framework that you know right now, the baseline is that they remain on hold of inflation comes in, in july and August. 

发言人1   49:13
The data will be getting in August in september in a fairly the night manner. But if there's any sort of website surprise that the fed wall likely deliver our right hike. Um so you know we'll be finalized in july CPI forecast in the coming days. 

发言人1   49:27
But uh our standing assumption is that we see twenty bases on point monthly course CPI prints in july and August. Um uh you know this would translate core PCE printing in the low twenties a month and months. Um you know this would leave the year airport PC rate of a little bit ove three percent and three months annualize rate just under two and a half percent when the fed is sitting down for the september meeting. 

发言人1   49:54
And so uh under you know our baseline economic forecasts, I think that the fed remains on hold. Um you know although you know there is a risk of a high if we do see even a moderate upward in lation surprise on the joy and auto inflation data, the only thing that's interesting in coming out of today's payroll print today is you know the softer job growth um you know has you know raise more uncertainty around the status of the labor market. Um we didn't see the unemployment rate take down to four point one percent today. 

发言人1   50:31
But um you know that looks like IT was driven by an unusual decline in labor force participation, so not necessarily a strong signal for the labor market and and at the very least, some of the noise and the participation rates that we're seeing in the household survey, I think, will make fed officials less confident about the state of the labor market. Um then they felt uh a couple of weeks ago了。And so you know adding IT all up a word stone, an environment where the inflation data, the new term inflation data is going to be the main determinant of that policy. Uh, all that being said, if we see the soft late market data that we saw today, uh, continue in to the the next month, um you could imagine that this is another reason why the fed would be likely remain on hold at the september meeting. 

发言人1   51:18
Thanks to if I fun a question to you, let's talk a little bit now about Jackson hole coming up at the end um of August at this moment, as you talked about, when the markets are increasingly questioning the fed reaction function, what do you think the fed most needs to communicate that Jackson hole and could jack hole meaningly shift expectations for the policy path into year? And so I don't think it's uh essential that uh, work in the fed send a very strong policy signal um mostly because of that has been prety clear on the reaction function um you know into the uh you know with a focus on your term inflation data. Now you know this were a prior leadership. 

发言人1   52:04
I think that we've probably be getting a pretty strong signal around the september meeting. H since we will have the july inflation data in hand. Um you know under war, it's a little bit harder to have a lot of confidence around how we want to use a Jackson all platform. 

发言人1   52:23
And some wise, I can I suspect that we can say more about what he probably won't do than what he will do um you know that front the the topic of the comprehension, finances, innovation, uh you know implications for payments and policy given that this is an area that he hasn't comment on essentially in the past, I suspect he won't engage in depth on this topic. Um second to more importantly, given that he's been pretty ament that um he does not want to provide forward guide and around the the path of the policy rate. Um I think it's pretty unlikely that he uh sent a signal exactly what the fed is going to do in september, october um and third, given the the task forces, which would be a very natural thing to talk about at Jackson hall are just getting set up. 

发言人1   53:09
Um he probably, you know, i'll find a little bit too early to preview any conclusions despite the fact that he did mention that the press conference in july that he would be checking in with his task force over the summer. Um you also at the july press conference when asked about the the Jackson whole speech um more acknowledge that he had not decided whether was going to be a big picture speech or more traditional. 请关注公众号思维纪要社，更多纪要请加V西安20210130a fed speech where you preview you at the way that they're thinking about policy into the fall。

发言人1   53:48
Ah but he did uh emphasize after a couple times ah that he would like to frame the big questions. So when I add all this up, uh, you know what I think you'll probably do is you want to reaffirm the commitment Price stability um you know fairly um similar to as he did h emphasize that the the june at home c press conference um you know even if it's too soon to preview the conclusions of the task force, I suspect that he will probably want to use the platform uh to elaborate on the intellectual framework for what he's trying to achieve. This would uh you know fit into his comments about framing the big questions um and so you know you could imagine that uh he elaborates more on the broader reform agenda that he's trying to deliver at the the fed um and the last thing that I think he might uh use the item to do is uh, clean up some of the comments. 

发言人1   54:45
H at from the joy FM sea meeting. What's the market uh you know was was confused by particularly around how he's looking at market pricing as a signal for appropriate by policy. Um um all that being said, uh, you know I think that the outlook for versus Jackson hole speech is uh you know clearly little bit more uncertain and the a topic city could talk about are a little bit more wide ranging than what we would have expected under, say, chair power last year. 

发言人1   55:17
great. joe. Thank you very much. Adam, thank you very much. Thank you very much to all of our speakers this weekend as stress at the beginning, we are planning to take couple of weeks off, but we will be back with you told the end of August to everybody he's getting a holiday. Enjoy your break, hopefully markets allow you to, I get so much needed rest, recuperation. Enjoy all this, and we look forward to being back with you the end of at the end of the month. 
