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MARKETS
Three things…

We got a couple more signs today that the recovery in China, while not
exactly what one would call strong, is gaining strength. The national
statistics office released both PPI & CPI today. July PPI contracted at a
less than expected 2.4% pace for the year (mkt -2.5%), a slight “uptick” in
pipeline inflation, a vast improvement over June’s -3.0% pace. Some of
this is due to the 50% spike in Iron Ore prices this year, as well as a 12%
jump in steel, used in construction. July CPI rose 2.7% (mkt +2.6%), the
fastest pace in three months. The biggest single boost to higher
consumer prices is the 88% explosion in pork prices, as delivery delays,
floods which led to supply shortages, and rising demand all affected
prices. The CPI data in particular, strongly suggest authorities will begin
talking about normalizing monetary and fiscal policies sooner than later.
PPI might assure an even more targeted approach to fiscal policy, as the
Govt aims to build its way out of this economic hole.
The best laid plans often still go awry, while we simply wait for the worst
to implode. The Trump administration will soon reimpose tariffs on
Canadian aluminum imported into the US, citing the destruction of US
jobs as Canada “dumps aluminum onto US markets.”  This despite the
newly signed USMCA, which allows for much needed trans-border trade,
particularly in the auto sector. That aluminum goes into a number of US-
N. American manufactured products and goods, including cars and other
durable goods, most of which are sold in the US. State an industry official
have both blamed China as the source of excess production of cheaper
grades and quality of aluminum.
Meanwhile a bi-partisan group of US Senators sent a letter to the While
House, specifically asking US Trade Rep. Lighthizer to remove the 25%
tariffs on targeted EU imports. These were imposed after the US rightly
won a WTO case in re: Airbus receiving undue subsidies from several EU
governments. Most of these goods, perishable food products, end up in
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restaurants, which have seen a massive plunge in demand for olives,
wine, salami, yogurts, and the like. They already have a backlog in
inventory and so are not ordering new goods. The move is seen as a
good will gesture, something that may not hold much sway with either
Lighthizer or his boss, ahead of the EU’s own case subsidy against
Boeing.

FOREIGN EXCHANGE
The dollar is a tad stronger with the DXY trading at 93.56.  The bounce in
the dollar from its lows of 92.81 isn’t expected to last.  The Fed’s Trade
Weighted dollar index is at 117.60, the lowest since March of 2020.  The
DXY is at lows seen in 2017.  The reason for the disparity is that the DXY
is heavily weighted by the euro while the Feds dollar index considers the
largest trading partners.  The bounce in the dollar came after President
Trump ordered an extension of aid measures by executive order.  The aid
is less generous than before; however, an abrupt stop to fiscal support has
been prevented.  A little stimulus is better than none at all.  Democrats and
Republicans remain far apart and the hurdle for further stimulus measures
is being set higher.  This isn’t surprising considering the explosion in
budget deficits and overall debt.  That isn’t just a US phenomenon as in
Europe there is a debate as to what extent the economic recovery is being
driven primarily by stimulus measures and what will happen when those
expire.  The Australian gov’t has also announced that it intends to slowly
reduce the additional unemployment benefits agreed to during the crisis
beginning at the end of Sept.  There are of course uncertainties as the
spread of Covid is picking up in Australia along with US-China tensions. 
Emerging markets are back under pressure with the Turkish lira to quote
Tom Petty, “free falling” again.  The Turkish lira hit another record low at
7.3650 before recouping some to trade at 7.32.  For the Turkish lira new
record lows remain in sight and a test of the 8.00 level isn’t out of the
realm of possibilities.  Turkish authorities have been tinkering around the
edges trying to prop up the lira to little avail.  Harsher capital controls if
implemented will probably buy some time.  However, the real issue arises
from an inconsistent monetary policy framework which features no realistic
inflation targeting.  Hence some of the most negative real interest rates in
the world.   With ample global liquidity sloshing around, the money seems
to be flowing to the better quality EM currencies, which ironically creates a
dangerous situation for them should the virus ebb or fade away.  Equities
continue to move higher with the SP at 3358, not far from its record highs
of 3392 on Feb 2nd, 2020.  The US 10 yr bond yield is at 0.553% while
gold is up $8 at 2,044.  WTI futures contract is up $1.09 at $42.31.

The offshore Chinese yuan is trading at 6.9650.  China’s CPI and PPI
came in slightly higher than expected leading some to believe that
monetary policy will be less accommodative in the future.  CPI rose 2.7%
y/y in July compared to 2.5% in June while PPI came in at -2.4% y/y in
July up from -3% in June.  Over the weekend PBOC Governor, Yi Gang,
said in an interview that China will maintain an appropriate level of money
supply in the 2nd half of this year.  The policy tone seems to emphasize
debt control.  China’s debt level rose again in the 2nd Q of 2020.  The
Chinese Academy of Social Sciences suggested that the overall debt to
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GDP ratio has picked up to 266.4% of GDP as of the 2nd Q from 259.3%
in the 1st Q, reflecting the expansionary monetary policy implemented
amid the pandemic.  The macro debt ratio for the corporate sector was
164.4% from 161.1% in the 1st Q.  Markets seem to have ignored the
recent round of sanction on Chinese and US officials.  President Trump
has further expanded the IT ban to include a popular Chinese media app
WeChat.  The combination of an emphasis on debt control and political
uncertainties imply that there is little impetus to send the yuan higher.

GLOBAL MARKETS

We are once again seeing this odd juxtaposition of rising bond prices and
rallying equities. Albeit neither is actually taking off like a rocket today,
both markets are on the rise. Yields had ticked up Friday, and in pre-
market trade, due to anticipation of a stimulus bill, which would prompt
both some psychological balm for markets and economists, as well as
assure a new glut of issuance from Treasury. Well, that didn’t come
about, so the executive orders which Trumps signed this weekend were
actually seen as a bit of the best for both—consumers would, eventually,
receive additional benefits, while the program does not appear to entail
immediate increases in debt. If any of the “tax holidays” turn into log-term
forgiveness (assuming a Trump election win, and Congressional
passage), they turn in to debt at that time, as the government figures out
how to pay for them later.
As promised last week, Treasury will hit us with their largest weekly debt
offering ever, as well as massive “non-debt” debt. So, we start the week
with $105 Bln in 3- and 6-month bills, followed by tomorrow’s $34 Bln in
1-year bills, all technically not debt.
We have an additional $60 Bln in cash management non-debt as well, all
offered tomorrow.
Finally, we get the quarterly refunding, a whopping $112 Bln broken out
as $48 Bln of 3-year notes offered Tuesday, $38 Bln of 10-year notes
Wednesday, and a$26 Bln of 30-year bonds Thursday.
ON the economic front, Tuesday and Wednesday see US PPI and CPI.
PPI is expected to contract 0.9% for the year ended July. CPI will rise
0.7%. Neither shoes signs of inflation, which has become almost passé in
re: monetary policy.
We also have an interesting juxtaposition today in rising gold and crude
prices, the former hitting a new all-time high $2,048 on risk aversion
concerns. The latter is up 1.5% to 2.0% on Brent, and WTI markets after
official comments from Saudi Aramco, which notes a rise in Asian
demand as local countries are able to relax their Covid-19 related
restrictions. Prices also rose after Iraq said it agrees with an OPEC plan
to curb production. Saudi officials also back this plan. Oddly, Saudi
Aramco also announced plans to boost production capacity by about 1
Mln barrels as part of its 2021 cap-ex program.
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