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• CTAs played a role in recent rate declines, though market maintains short bias (link)  

• Compensation for tail risk in US credit market at extreme low (link) 

• Euro may be shifting to a funding currency according to HSBC analysts (link)  

• China’s Evergrande remains under stress (link)  

• Pedro Castillo declared president-elect of Peru (link) 

• Swap curves notably lower in Poland, despite the inflation pick-up (link) 
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Risk is back on the table for now 

While concerns of the spread of the delta variant continue to linger, markets have begun to unwind 

some of the sell-off we have seen in the past week. Still robust growth indicators as well as a slew of 

strong corporate earnings reports have helped allay some of the concerns. US stocks wound up roughly 

1.5% higher yesterday and futures are pointing to a modestly positive opening today. European equity 

markets are up more than 1% so far on the day. Despite the recovery in risk appetite, emerging market 

currencies are mostly lower versus the dollar on the day, led by the South African rand (-0.5%), as the 

dollar continues its strengthening trend. The dollar index has risen to its highest level since late March.   

 
 

http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
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United States 

US stocks staged a stunning rebound as dip buyers emerged amid solid corporate earnings. The 

stronger than expected rise in US housing starts reportedly eased some of the concerns around supply 

constraints and labor shortages. The Russell index climbed 3% and S&P 500 added 1.5%, supported by 

financials and cyclical stocks. The Treasury curve steepened, with 2-year yield down 2 bps and 10-year 

yield up 3 bps to 1.22%, driven by a 3 bps increase in real rate.  

 

CTAs has played a role in exacerbating recent rate moves. These funds have increased their long 

Treasury exposures as the momentum signal in rates turned positive. On the other hand, overall 

positioning data for CTAs, asset managers and leveraged funds continue to show a short bias in 

markets, which could mean more room for short covering and further declines in rates. 

 

 
 

Analysts warn that idiosyncratic risks are likely being masked and mispriced in US credit markets. 

The dispersion of corporate bond returns has collapsed to extremely low levels relative to history. While 

lower dispersion is expected during periods of tight spreads and strong economic growth, the extent of the 

compression is raising concerns that idiosyncratic risks are masked and mispriced, particularly in the HY 

markets, where tail risk premiums have collapsed.  

 

Dispersion of corporate bond returns   Tail risk premiums in USD HY market 

 

  

 

 

Europe 

European equities extended yesterday’s recovery with the STOXX 600 benchmark up 1.3% while Spain’s 

IBEX was up 2%. On the sector level, travel services (+3.5%), energy shares (+2%) and banks (+2%) all 

recovered. Sentiment was also supported by strong earnings results from several companies including 

Dutch chip manufacturer ASML and Swiss pharmaceutical firm Novartis. German auto manufacturer 
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Daimler also reported stronger than expected Q2 results while downgrading the total sales outlook for this 

year due to chip shortages.  

 

European sovereign bond yields were 1 bps higher with Southern European spread unchanged even as 

high-yield corporate credit benchmark tightened by 5 bps.  

 

With the Eurozone reporting further sizable outflows in May, analysts at HSBC argue that the euro 

may be increasingly shifting from a cyclical to a funding currency. The prolonged build-up of sizable 

assets abroad coupled with limited policy tightening priced over the next 5-years, make euro more like the 

Japanese yen and the Swiss franc. Analysts also note that the euro has been among the top performers in 

G-10 currencies during the recent episodes of global equity drawdowns.   

 

 
 

United Kingdom 

The UK sterling underperforms on broader dollar recovery and renewed virus fears. Contacts note 

that client positioning was cut-back heavily in June and the latest round of delta-variant driven reduction 

occurred in a market with very thin liquidity. Bullish sterling trades have built up this year based on swifter 

vaccination and resulting reopening as well as a perception of a more hawkish Bank of England (BoE). The 

latter has come further in question after this week’s comments from BoE members Haskel and Mann 

(incoming), who both were perceived dovish due to warnings around early stimulus withdrawal.  
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Japan 

The Bank of Japan (BOJ) flagged a divergent monetary policy path from the Federal Reserve. BOJ 

Deputy Governor Masayoshi Amaniya said that inflation has increased in the United States and elsewhere 

but is still sluggish in Japan. Hence, it is necessary for the BOJ to persistently continue to conduct powerful 

monetary easing. Analysts noted that Japan’s monetary policy stance will continue putting Japanese yen 

under pressure, with the currency already depreciating 6.5% against the U.S. dollar year-to-date. Exports 

grew 48.6% y/y in June, supported by car shipments. Analysts noted that another month of Japan’s strong 

exports performance suggested that the global trade recovery remains on track. Equities gained (NIKKEI: 

+0.6%) on the back of improving global risk sentiment. The yen depreciated (-0.1%). Long-end JGB yields 

increased (10-year: +0.2 bp; 30-year: +2.0 bps). Some analysts commented that investors became more 

wary of high price levels (CPI inflation edged up to 0.2% y/y in June, in line with expectations), triggering a 

sell-off of JGBs particularly in the 20-year and 30-year segments. 

 

 

Emerging Markets          back to top 

Asian equities were mixed, falling 0.4% on net. Share prices declined in the Philippines (-1.7%) and Korea 

(-0.5%) while gaining in China (CSI 300: +0.7%). Most Asian currencies depreciated, led by the Malaysian 

ringgit (-0.3%) and Korean won (-0.3%). Overall market sentiment continued to be weighed down by 

concerns about the COVID-19 situation. Korea and Thailand reported record infections, while Indonesia 

extended mobility restrictions. China was an outlier given that local infections have been largely kept near 

zero. RMB appreciated (+0.2%), partly due to foreign funds into local stock markets in recent days. EMEA 

equities were recovering with stocks up in Poland (+1.3%) and Israel (+1%). EMEA currencies were 

trading mixed with the South African rand (-0.5%) and the Turkish lira (-0.2%) depreciating while the 

Russian ruble (+0.3%) gained against the dollar. Latin American equity markets were mostly higher on 

Tuesday. Argentina’s equity index led the gain (+2.0%), followed by Chile (+1.4%) and Brazil (+0.8%). Local 

currencies were mixed but mainly traded in narrow ranges, except for the Brazilian real (+0.6%). 10-year 

government bond yields dropped 10 bps in Chile and were mixed in other countries. 

 

Peru 

The National Electoral Jury declared leftist Pedro Castillo president-elect of Peru on Monday night, 

ending six weeks of uncertainty amid vote revisions and fraud allegations. Earlier on Monday, the 

right-wing candidate Keiko Fujimori, who lost the June 6 runoff by 44,000 votes, said that she would 

recognize the electoral results while arguing that the proclamation is illegitimate. The elected president will 

take office on July 28. Analysts commented that despite Castillo has moderated economic policy tone 

compared to his campaign promises, there is still uncertainty about the direction of economic policy 

considering the influence of political party members who hold a more radical stance. Peru's broad 

benchmark index rose 1.4% yesterday, and the Peruvian sol was little changed. 
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China 

Evergrande bonds are subjected to heavy haircuts in onshore repo markets. Borrowers using 

Evergrande bonds as collateral in repo markets are now forced to accept up to a 53% haircut, a sharp spike 

from 28% in April. The large haircuts highlight growing concerns over Evergrande’s defaults. Evergrande’s 

share price further declined 2.2% today (-24.9% this week); its onshore and offshore bonds continued to 

sell off. The Cyberspace Administration of China slapped fines on tech firms, including Alibaba and 

Tencent, for spreading sexually suggestive content involving children. The crackdown adds to the pressure 

on China’s tech firms, which have been facing increased scrutiny over issues ranging from antitrust to data 

security. Share prices of tech firms fell (Kuaishou: -2.5%; Tencent: -0.7%). 

 

 

 

Hungary 

The National Bank of Hungary (NBH) bought HUF 28.0bn of government bonds in the regular weekly 

tender, according to NBH data. The purchase volume was slightly higher than in previous week. Banks 

submitted HUF 60.9bn worth of bonds and demand recovered visibly after a seemingly temporary dip on 

the previous quantitative easing tender one week ago. EM Watch analysts note that the NBH opted for 

shorter maturities on today's tender compared to one week ago. The NBH also bought HUF 27.4bn of 

government bonds outside of auctions during the past week. Total bond purchases under the quantitative 

easing program have reached HUF 2,707.9bn since the start of the program in May 2020. 

 

Poland 

NBP and MPC chair Adam Glapinski reportedly highlighted in an interview that hiking interest rates 

at present would be unreasonable due to the continued economic risk posed by the coronavirus, even if 

the economy has become more immune to its effects, but that it might be justified to discuss adjusting policy 

in the coming quarters. In key data releases, PPI inflation for June rose to 7.0% y/y, exceeding consensus 

expectations of a 6.8% y/y rise. Despite the inflationary pressure, the swap curve for Poland has declined 

sharply in the last one week (by 20-30 bps over the next 1-3 years) – potentially reflecting global concerns 

on the rising COVID cases resulting in a decline in global bond yields.  
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Colombia  

According to the monthly coincident indicator (ISE), Colombia’s economic activity declined 5.8% 

m/m sa in May, ending a sequence of eight consecutive monthly increases. The contraction of economic 

activity greatly reflected the disruptions caused by nationwide protests and social unrest, and to a smaller 

extent broad policy and political uncertainty. Economic activity is now 6% below the pre-pandemic level. 

Analysts expected the activity indicator to recover in June amid easing restrictions and economic reopening.  
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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