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July 25, 2023 

 
Look out for What they say, not What they Do    

 

• The Fed should raise rates by 25bps and signal that they are not 

necessarily done 

• US economic growth appears to be re-accelerating 

• The ECB to follow the Fed and leave open the possibility of a further rate 

rise in September 

• The Bank of Japan is still in two minds about tightening this week 

• Pressure builds in China for a substantive fiscal boost – we live in hope 
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You might also like our Portfolio Commentary and Taking The Edge Off The Risks Click here to 
read them for free. 

There are widespread expectations that the Fed will impose a 25-basis point rate hike this 

week, but the markets will be more keen on what the Fed has to say rather than what it 

actually does. What compounds the problem for the US central bank is that the US economy 

remains quite robust.  

• The Atlanta Fed estimates that second quarter real GDP growth in the US has run at a 

seasonally adjusted annualised rate of 2.4%. 

• Conditions in the labour market remain strong with close to full employment. The 

number of job openings has started to rise again. 

• There are signs that inflation could re-accelerate. Gasoline and oil prices have both 

risen recently. Householders’ perception of inflation has also risen; the University of 

Michigan’s 5–10-year inflation expectation is at 3.1%, at the upper end of the recent 

range. 

Sentiments that the markets are going to be challenged by tough macroeconomic conditions 

have disappeared (well, almost!). A Bank of America July survey of fund managers shows that 

68% of the surveyed managers expect the economy to experience a soft landing, with just 21% 

expecting a hard landing. The growing perception that we are headed for a soft landing is 

evident in the performance of some sectors. REITs, for instance, have performed well over the 

past three weeks and they are one of the sectors that had previously discounted Armageddon 

as the valuation of many of the companies fell to significant discounts to their stated net asset 

value. 

  

The ECB is also expected to hike the deposit rate by 25bp to 3.75%. The early part of the 

week sees some data points that may affect the mood of policymakers. For ECB Chair 

Christine Lagarde, it may be a slightly more complex task of deciding whether the data 

warrants a rate hike at this meeting itself or in September. The outlook for the economy 

remains mired in a raft of conflicting signals. Industrial confidence was strong in April but 

weakened markedly in May/June without any key driver. This week's industrial confidence 

surveys should show us whether the softness in the economy was just a pause or whether 

that softness will extend and see the economy experience some weak growth. Economists are 

generally of the view that a recovery in consumer confidence will help the euro area economy 

regain its poise. Last week's consumer confidence data release showed an improvement, but, 

by historical standards, consumer confidence remains well below the long-term averages. 

 

https://bit.ly/3rHnXTn
https://bit.ly/3QmspRV
https://bit.ly/37BvzNC
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We remain underweight European equities. The eurozone will experience significant 

challenges ahead as it tries to align monetary policy with the general conditions of the 

economy. For example, this week sees the ECB raising rates at a time when Spanish consumer 

price inflation is likely to report a further fall to just 1.3% year-on-year and Italy producer price 

inflation at -4.3%. The challenge for the ECB is that German inflation for July is expected to rise 

to 7.1% while for France it’s estimated to increase to 5.2%. European corporate profit 

forecasts have drifted lower since mid-May, keeping the equity market in check. 

 
Chart 1: Eurostoxx Index Struggles to Provide Absolute Upside as Earnings Forecasts Slip 

Eurostoxx index and Eurostoxx expected corporate profits rebased to Dec 22 =100 

 

 
 

Source: Bloomberg 

 
Bank of Japan action unlikely to upset the equity rally 
Japanese equities, on which we retain our overweight view, have marked time of late, in part 
because of the bout of yen strength, which saw it climb to 138 against a dollar from 145. More 
recently, however, that strength has unwound somewhat with the Japanese currency settling 
around the 142 level. The yen's volatility has been partly driven by the variety of opinions on 
the Bank of Japan’s next move. While the elements for a rate hike are in place, whether the 
BoJ will deliver a marginal tightening of monetary policy at this week’s meeting is still an open 
debate. 
  
The market expects the BoJ to revise its inflation forecasts. Last week's headline and core 
inflation readings were ahead of market expectations. Headline inflation of 3.3% was well 
ahead of the 1% inflation level when the Bank of Japan introduced its Yield Curve Control 
policy. While a tightening of monetary policy is not always seen as positive for the equity 
markets, in the case of Japan, it could indeed bring back some normalcy that has been absent 
for a few decades now! 
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Chart 2: Nikkei 225 Peaks Out 
 

 
 

Source: Bloomberg 

 
 
China – Hope Eternal 
China's GDP data last week disappointed the markets, with the CSI 300 equity index 
declining 2.0% on the week. Second-quarter GDP at 6.3% year-on-year was well below 
consensus expectations of 7.1%. Retail sales in June were up 3.1%, which is very modest 
considering the country is still in the rebound phase post the lockdowns. While the economy 
needs more confidence among householders and businesses, pressure must be building on 
the leadership to make a more significant shift in policy. The still higher youth unemployment 
rate at 21.3% in June will keep up the social pressure for some change of course by the 
policymakers. 
  
In our view, exposure to Chinese equities remains a significant tactical opportunity. The 20% 
underperformance of the market against the global equity index year-to-date leaves it primed 
for a sharp recovery on any good news from the policymakers. The most likely policy mix 
going forward would be a further modest cut in interest rates, help for the housing market, 
and a further fiscal easing. We must note here that the post-COVID re-opening of China 
resulted from pressures emerging within the country and was a complete surprise. The social 
pressure could again encourage the authorities to move swiftly to bring a more sizeable 
response to the economic malaise causing economic imbalances in the country. 
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Chart 3: China’s Marked Underperformance Versus MSCI ACWI 
MSCI China vs MSCI ACWI rebased to July 2022=100 

 

 
 

Source: Bloomberg 
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Disclaimer & Important Notice 

 
FOR THE INTENDED RECIPIENT’S USE ONLY 

 
The Global CIO Office operates under Purple Asset Management. This document has been prepared by Purple Asset Management Limited (“PAM” or the “Company”). 

 
The document has been prepared on the basis of accounting and non-accounting grade information extracted from within the Company and its affiliates; and of publicly available economic 

and market data sources. This information has not been verified by an independent third party and should be treated accordingly. It is furnished to you solely for your information, should 

not be treated as giving investment advice and is to be kept confidential and may not be copied, reproduced, distributed, published, in whole or in part, or otherwise made available to any 

other person by any recipient. 

 
The facts and information contained herein are as up to date as is reasonably possible and are subject to revision in the future. Neither PAM nor any of its directors, officers, employees or 

advisors nor any other person makes any representation or warranty, express or implied, as to the accuracy or completeness of the information contained in this document or undertakes 

any obligation to provide recipients with any additional information. Neither PAM nor any of its directors, officers, employees and advisors nor any other person shall have any liability 

whatsoever for losses howsoever arising, directly or indirectly, from any use of this document. 

 
Whilst all reasonable care has been taken to ensure that the facts stated herein are accurate and that the opinions contained herein are fair and reasonable, this document is selective in 

nature and is intended to provide an introduction to, and overview of, the business of PAM. Any opinions expressed in this document are subject to change without notice and neither PAM 

nor any other person is under any obligation to update or keep current the information contained herein. 

 
Such information contains “forward-looking statements” which are not historical facts and include expressions about management’s confidence and strategies and management’s 

expectations about future revenues, new and existing clients, business opportunities, economic and market conditions. These statements are made on the basis of current knowledge and 

assumptions. Various factors could cause actual future results, performance or events to differ materially from those described in these statements. These statements may not be regarded 

as a representation that anticipated events will occur or that expected objectives will be achieved. The forward-looking statements in this document are only valid until the date of this 

document and ISI does not undertake to update any forward-looking statement to reflect events or circumstances after the date hereof or to reflect the occurrence of unanticipated events. 

This document is not an offer to sell securities or the solicitation of an offer to buy securities, nor shall there be any offer or sale of securities in any jurisdiction in which such offer or sale 

would be unlawful prior to registration or qualification under the securities laws of such jurisdiction. 


