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e US Treasury term premium is up sharply (link)

e Monthly EM bond issuance rebounds to the highest level since January (link)

e Risks continue to rise in the US commercial real estate market (link)

e Potential defaults in the US high yield market decline as credit profiles improve (link)
e [PO acceptances in China hit record in June (link)

e Mexican oil exports fall to the lowest level on record in June (link)
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Global markets remain cautiously optimistic as US tariff deadline nears

Stocks were mostly higher across the globe although US equity index futures were mixed ahead of
next week’s tariff deadline. Stocks in Japan sold off on renewed tariff threats before regaining some
ground by the close. The US President has reiterated that the July 9 deadline will not be postponed,
according to press reports. Treasury and euro area government bond yields were higher and the dollar
appreciated against most major currencies. Tomorrow’s US jobs report will be a key input into investor
calculations about future Fed policy, with the Fed Funds futures market almost fully pricing three rate cuts
by January 2026. For the ECB, the overnight index swap market is pricing one more rate cut by December,
while the BOE is expected to deliver two more rate cuts. Earlier, markets were predicting a December rate
hike in Japan, but the odds have subsequently fallen to just 60%.

Last updated: Level Change from Market Close

7/2/25 7:53 AM Last 12m Latest 1 Day 7 Days 30 Days 12m
Equities % %
S&P 500 N 6198 -0.1 2 4 13
Eurostoxx 50 v ™ 5314 0.6 1 -1 8
Nikkei 225 M 39762 -0.6 2 -2
MSCI EM o™ g 0.2 1 13 16
Yields and Spreads bps
US 10y Yield W 4.28 3.9 -1 -16 -15 -29
Germany 10y Yield Moo /W 263 5.5 6 11 3 26
EMBIG Sovereign Spread J\\,MN,J\M 315 -7 -7 -19 -80 -9
FX / Commodities / Volatility %
EM FX vs. USD, (+) = appreciation W 46.3 -0.1 0 1 1 8
Dollar index, (+) = S appreciation W 96.9 0.1 -1 -2 -8 -11
Brent Crude Oil ($/barrel) W 68.0 1.3 0 5 -21 -9
VIX Index (%, change in pp) M 16.9 0.0 0 -2 5 -1

Colors denote tightening/easing financial conditions for observations greater than +1.5 standard deviations. Data source: Bloomberg.

Previous editions of the GMM and Special Features are available in our Online Archive. 1
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United States

The term premium in the US Treasury market is up sharply so far in 2025, according to both the
New York Fed survey of primary dealers as well as the NY Fed’s widely followed ACM term premium
model. The term premium is the amount of compensation demanded by investors to lend money for longer
periods of time (e.g., 10 years versus one year), and is viewed as a measure of interest rate risk. The term
premium is back to levels last seen during the 2015 Taper Tantrum, although it remains below where it was
before the global financial crisis. The 10-year Treasury yield has actually fallen so far this year from 4.56%
on December 31 to 4.25% yesterday, although it did spike up to 4.60% back in May. The forward curve
predicts that the 10-year yield will be at 4.33% in six months and 4.42% in 12 months. Contacts did not
seem worried about a sudden rise in Treasury yields.

Figure 17: Term premium has risen sharply, though it remains
somewhat below levels that persisted prior to the GFC
ACM 10-year Treasury term premium compared with term premium estimated from
Survey of Primary Dealers*; bp
350 -
300 4 ——ACM
250 —=o— Survey of Primary Dealers
200
150
100
50
0
50
-100
-150

1995 2000 2005 2010 2015 2020 2025
* We average 10-year zero-coupon yield from Treasury par curve for the two weeks ahead of

SPD submission dates and subtract the 10-year average expectation of the Federal funds rate
Source: Federal Reserve Bank of New York

Risk continues to build in the US commercial real estate (CRE) market. The maturity wall is steep as
many deals reach their maturity dates and need to be repaid or refinanced. Prices on CRE are not rising,
and industrial properties are actually seeing further price declines. The overall delinquency rates for CRE
loans made by US banks has ticked up to 2% from less than 1% over the past few years. While still low by
historical standards, they are headed in the wrong direction with some sectors facing much higher
delinquency rates. Credit spreads in the Commercial Mortgage Backed Security (CMBS) market where
many CRE loans are securitized are very tight compared to the high yield corporate bond market, making
them less attractive to investors. In addition, vacancy rates are rising in many CRE sectors and especially
the office sector, where work-from-home trends have permanently reduced demand.

I'he CRE maturity wall is steep especially for residential and office Prices on commercial real estate not going up, and downward pressure on industrial
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In contrast to the US CRE market, the number of potential defaults in the US high yield (HY) markets
is declining as credit profiles improve. Few companies rated CCC+ or lower are on downgrade watch
or have negative outlooks from the ratings agencies. Improvements in credit quality are evident, as risk
measures such as leverage went down and positive measures such as cash balances went up. Spreads in
the CCC sector are also attractive, trading in the thirty fifth percentile compared to the fifth percentile for
BB-rated bonds and the tenth percentile for B-rated bonds. Although there are challenges ahead due to the
size of maturities in the next 2—3 years, Morgan Stanley expects overall the overall default rate of the US
HY market to fall to 3% by the end of the year from the current level of 3.5%.

Exhibit 11: The pipeline of p ial immil lefaults in USD HY Exhibit 12: The CCC near-term maturity wall remains challenging
has dropped to the lowest level in two years Notional amount of CCC-rated debt set to mature within 2 years and 3
Notional amount of USD-denominated bonds rated CCC+ and below on years
downgrade watch or outlook negative
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Euro Area
European eqUities gained While Sovereign Europe: German 10-year bund yield, Italian and French Spreads Bos
. . %
bond yields increased and the euro was ° 600
- - German Bund 10y yield (%
marginally weaker against the dollar. The - e coreed opa, RS s00
——Spain: spread (bps, RHS) a

Stoxx 600 index was around 0.5% higher, with —France: spread (bps, RHS) 1 oo
mixed performances across sectors, with L |
Bloomberg analysts noting a lack of a clear
catalyst. European sovereign bond yields edged
higher on longer tenors, with the 10y bund yield
at 2.62% (+5bps) and the 30y yield at 3.09% oo 200 2010 2011 2002 2013 2014 2015 2016 2017 2018 2019 2020 2021 2022 2023 2008 2025
(+2bps), while southern spreads were narrower — swee seomegmine aisitas

according to Bloomberg data. French Prime Minister Frangois Bayrou survived a no-confidence vote in
parliament, though political analysts note that his position remains fragile. France’s 10-yr yield is currently
trading roughly 4bps above that of Spain, and roughly 20bps lower than Italy’s, reflecting investor sensitivity
to the evolving political backdrop. On the data front, eurozone unemployment increased marginally to 6.3%
in May, against expectations to remain unchanged at 6.2%.

United Kingdom

Expectations build that the BoE could change the pace or structure of its quantitative tightening.
The BoE’s MPC is expected to announce its next decision on quantitative tightening (QT) in September,
covering the 12-month period beginning in October. Market contacts see the decision as crucial, with HSBC
analysts pointing to expectations that the BoE’s balance sheet could reach its steady state in the next 12
months. BoE Governor Bailey yesterday described the QT envelope as a “live decision,” with all options
“on the table,” and pointed to the recent steepening in the yield curve and illiquidity in long-dated debt as
factors under consideration. According to the BoE’s June 2025 Market Participants Survey, market
expectations are shifting toward a reduced QT envelope of £75bn (from the current £100bn), implying
approximately £25bn in active sales. Some market participants interpret the lack of official pushback as a
sign that a reduction is likely.
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Figure 2. Split of active and passive gilt sales in previous years Figure 3. Assessing when the PMRR could be reached in a couple of scenarios
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‘Source: BOE, DMO, HSBG. Note: periods from Gctober to September. All amounts in purchace proceeds terms, | 2., carrying valus on the BOE's balance sheet. ‘Source: BoE, HSBC. Based on Figure 10, "Learning by doing’, speech by Vicloria Saporta, 11 June 2025.

Japan

The Nikkei 225 dropped -1% in the morning standing Firm
session after the US President threatened Confidence among Japan's large manufacturers held up despite US tariffs

W)apan Tankan Business Conditions Large Enterprises Manufacturing - Last Price

Japan with tariffs of up to 35%, a worst-case b2

scenario among market players. The losses «@
were partly recovered during the day, closing

with a modest decline (Nikkei 225: -0.56%) as [0

traders perceived such comments as part of h10

negotiation tactics. For economic readings, the
sentiment index for large manufacturers
improved to 13 from 12 in Q1, according to the

BOJ's quarterly Tankan report, beating @ TR ® @@ @@ @ @ 6@

. 2019 2020 2021 2022 2023 2024 2025
expectations (10), led by steel and paper |source: sankof 3apmn Bloomberg @
makers. Economists view the surprise pickup in business sentiment as suggesting resilience despite tariff
pressure, supporting the case for another BOJ rate hike this year. However, during the ECB’s annual forum
last night, the BOJ governor indicated more data would be needed before making another monetary policy
decision, suggesting a wait-and-see approach. Meanwhile, sentiment among big automakers fell to 8 from
13, likely reflecting strain from the US 25% auto tariff. The yen depreciated against the dollar (-0.29%) and
the 10y JGB yield increased +4bps to 1.43%.
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Emerging Markets back to top

EMEA equities and currencies were mixed. Kazakhstan’s central bank is expected to stay on hold at
16.5% this year due to persistent inflation. In contrast, inflation expectations in South Africa declined. EM
Asian currencies and equities were mixed. Indonesia's finance minister signaled that the budget deficit
is expected to be 2.78% of GDP this year, up from the initial target of 2.5%. This marks the nation's largest
budget deficit in two decades, excluding the pandemic period, and approaches the 3% legal cap, raising
concerns about fiscal prudence. Latin American currencies were also mixed but equities mostly
gained. The Colombian peso (+1.8%) outperformed major EM currencies as markets reopened following
a public holiday on Monday. Argentina (+1.8%) led the regional equity advance.

EM Bond Issuance

Monthly EM bond issuance rebounded to the highest level since January. Total issuance in June
increased to $91.8bn from $51.1bn in May. The share was relatively equal across regions, with Latam and
CEEMEA accounting for about 34% each and Asia ex-Japan with 32% of the total. Sovereign (39%),
Corporate (28%), and Financial (21%) accounted for most of the sectoral decomposition. Sovereign
issuance experienced a major increase m/m ($35.5bn from $4.8bn). The majority of June issuance came
in the second half of the month, with over 75% being issued after June 15, and 47% in the week of June
23-26.
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China

Stock exchanges in Shanghai, Shenzhen Surgein Accepted IPO Applications
and Beijing accepted around 1 50 new Applications accepted by the Beijing, Shanghai and Shenzhen exchanges
applications for initial public offering (IPO) in

|
June, hitting a monthly record this year, .
according to the Securities Times. Caixin
reported that the spike in June was partly due to
companies filing to meet the mid-year financial i
1 »

147

14
reporting cutoff, as submissions by June 30 only
require data as of December, avoiding the need
for newer financial data. Also, expectations that 1

. . . _ . 0
the secondary market will remain relatively Jan. Feb March april May June
stable in the near term may have reduced smilkut
regulators' concerns that an increase in IPOs could drain liquidity and weigh on stock prices. The total
number of IPO applications jumped to 177 in H1, compared to 29 in the same period last year. Most of the
applicants are manufacturers of computers, telecommunications and other electronic equipment, chemical
materials, etc. Local newspapers reported that the focus would be on innovative firms as authorities guide
the capital market to support technological breakthroughs. Notably, there are four unprofitable applicants,

all in the semiconductor industry.

Kenya

The shilling continued to trade steady against  «enya: infiation and currency

the dollar this morning, at around KES129.20/$, Poliy Raio  ——Shiling por US8 (RHS)  —— Stock Narket (RHS) | —Heceline nflabon.
after data released Monday showed that headline ///\\M__
inflation remained unchanged in June in e (™
Kenya at 3.8%yly (on a sequential basis at
0.5%m/m), a touch higher than the central bank’s
projection of 3.7%, with core inflation inching up to Snde S Gec Nerd A S O Med Wna S Dwds M wna
3%yly from 2.8%yly in May. Increases in transport =" “T T e

and food prices were partly offset by lower utilities costs. The Central Bank of Kenya’s (CBK) Governor
Kamau Thugge reportedly forecasted inflation to remain below the midpoint of CBK’s target range (5% +/-
2.5%) through March 2026, after it has been at the lower end of the range for the past year, enabling the
CBK to lower its benchmark rate by 325bps to 9.75% since June 2024. Analysts at Bloomberg see another
cut possible at the next MPC meeting in July although the central bank cut its policy rate by only 25bps in
June, delivering a hawkish surprise to consensus expectations for a 50bps cut. Goldman Sachs continues
to expect the CBK to cut its policy rate down to 8.50% by 1Q 2026, due to lower inflation and subdued
private sector credit growth.
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Mexico

Mexican oil exports fall to the lowest level on record in June. According to Bloomberg analysts, oil
exports fell to 529k bpd, down 30% and 37% m/m and yly, respectively. Exports to the US fell 24% mom,
exports to Europe dropped to the lowest level in a year, and exports to Asia declined to a five-month low.
Analysts revealed that oil output from January to May averaged 1.62mn bpd, which is on track to be the
lowest since 1979, before the Cantarell field started. They also highlighted that the continuing struggle for
Pemex to make debt payments is contributing to the production slowdown, although President Sheinbaum
is set to announce a restructuring plan to support the company in the next few weeks.

Mexican Oil Production Drops to Lowest in 46 Years
Mature oil fields and Pemex's debt woes weigh on drilling

# in million barrels a day

Lowest since
Cantarell's 1979
first oil 10
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Source: Mexico's energy secretariat and Pemex
Note: Data for 2025 is an average of Jan.-May Bloomberg
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Global Financial Indicators

Level Change

7/2/25 7:54 AM Last12m  Latest 1 Day 7Days 30 Days
Equities % %
United States w’”""y’" 6,198 -0.1 1.7 4.4 12.5 5
Europe v V™ 5314 0.6 1.2 0.8 8.3 9
Japan Ny 39762 | 0.6 2.1 6.2 2.0 0
China M 3,944 0.0 -0.4 24 13.9 0
Asia Ex Japan M 83 0.2 0.6 5.9 14.1 15
Emerging Markets M 48 0.2 0.9 5.4 12.9 16
Interest Rates basis points
US 10y Yield W"“‘ 43 4 -1 -16 -15 -29
Germany 10y Yield M 26 6 6 11 3 26
Japan 10y Yield L 14 4 4 -8 35 33
UK 10y Yield M 4.5 7 4 -15 27 -5
Credit Spreads basis points
US Investment Grade o P 127 -2 -5 -8 1 7
US High Yield .N\_N,f\\. 340 -4 -14 -32 -18 12
Exchange Rates %
USD/Majors M 969 0.1 -0.8 1.8 -8.3
EUR/USD »/"\«.,wff"/ 1.18 -0.4 0.9 2.8 9.4
USDIPY NV S 1441 0.4 0.8 0.9 108 | -8 |
EM/USD (N 463 -0.1 05 1.3 1.4
Commodities %
Brent Crude Oil ($/barrel) W 68.0 1.3 23 6.5 -15.1 -6
Industrials Metals (index) \/\/‘W 149.0 0.4 2.0 3.1 -1.3 6
Agriculture (index) \v/\-w/\m 54.6 0.2 -0.2 -1.9 -5.1 -4
Gold ($/ounce) e 33431 0.1 0.3 11
Bitcoin ($/coin) MN 107604.3| 1.6 0.4 2.5 15
Implied Volatility %
VIX Index (%, change in pp) | horonhe. 169 0.0 0.1 15 48 05
Global FX Volatility pormonfin 87 0.0 03 02 1.2 05
EA Sovereign Spreads 10-Year spread vs. Germany (bps)
Greece M 68 -5 -44 -17
Italy Fen 83 14 N a2
France MM 64 -2 -7 -18
Spain by 60 2 24 9

Colors denote tightening/easing financial conditions for observations greater than 1.5 standard deviations. Data
source: Bloomberg.
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Emerging Market Financial Indicators
0 ange g
6 a ate Da DE 0 Da D a ate Da Da Da D
vs. USD (+) = EM appreciation % p.a.
China 747 [ 00 01 04 14 | 18 17 -1 0 -5 -48 2
Indonesia A 16247 | 030 03 00 09 | 07 WAL 66 -3 -9 -15 -38 -43
India LA g6 | 02 04 04 26 | 01 VMo 67 2 -8 -1 -60 -62
Philippines VW\“\J 56 | -01 06 -2 43 | 28 ”‘wrm 48 1 -6 -10 -45 -3
Thailand N 32 00 03 o3 [WEEN s9 [T~ 17
Malaysia N, 4.23 0.7 0.2 0.7 17 | 58 M~ 35 -1 -5 -3
Argentina | 1210 | 13 [EE 32 251 | 154 [ AL 334 | 90 | 203 441 -1007 | 421
Brazil o b, 546 | 05 10 39 37 | 131 | ™~ 136 2 | 34 a6 138 | 230
Chile WA 929 | 02 06 11 17 | 72 [N 55 - 2 12 53| 21
Colombia b 4029 12 32 30 | 94 [~ 121 3 5 3 133 29
Mexico M 1875 | 01 09 250 26 | 114 MMMl 92 2 -9
Peru e 36 05 17 6.4 3 | -5
Uruguay e 40 02 08 8.8 2 12
Hungary ™, 340 | 04 12 6.6 2 7
Poland N Na 362 | 04 08 5.0 2 7
Romania AL 43 | 03 07 74 1 8 -5 70 9
Russia M 786 | 02 05
South Africa A 177 | 04 05 10.2 -9 -7 -32 110 | -30
Tiirkiye | 3980 | 01 -01 309 | -3 25 | 122
US (DXY; 5y UST) 97 | 02 07 4 2 13 52 | -5t
Bond d D
a ate Da Da 0 Da D a ate Da Da D
basis points
China L J~~ 3044 | 00 04 24 139 | 02 [~ _m~ 108 | =2 1 30 | 12
Indonesia A 6881 | 05 02 23 44 | 28 | 98 -4 -5 7
India Mt 83410 | 03 08 33 43 67 | wert™ 102 3 7 16
Philippines W 6419 | -01 15 0.1 05 | 17 JW 85 -2 0 3 6
Thailand T, 1116 0.5 0.7 29 138 | -203
Malaysia YA 1,550 0.6 2.4 3.1 40 | 56 PN 77 1 -4 -10 7
Argentina e~ 2031003 18 16 7.9 243 | 198 [ w_.a_ 708 | 18 22 07| 71 |
Brazil eV 139549 | 05 17 20 118 | 160 MM 212 | 0 a3 a8 | 35
Chile """ 8212 | 04 09 20 LA, 113 | -6 -6 0
Colombia T 1675 0.4 0.2 4.1 21.0 A = 339 5 0 23 13
Mexico o’ 57814 | 06 19 02 113 | 168 My 270 | 13 BN 52 | a2
Peru o wansy” 32,686 | 0.1 1.8 26 104 | 129 [Mousert™, 125 6 -7 -18 -16
Hungary " 97989 | 06 Ao 160 7 1 13 5
Poland V™ 104581 | 04 b 107 3 - 9 5
Romania Mprminf” 18678 | 09 ot 236 1 27 51 1
South Africa ey 96613 | 03 A e 299 | 3 20 12 6
Tiirkiye W 10,251 1.7 W 293 -20 -35 5 34
EM total ™ 48 0.5 P M 364 | -9 21 46 0

Colors denote tightening/easing financial conditions for observations greater than +1 5 standard deviations. Data source: Bloomberg.
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