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• US expected to increase T-Bill issuance to keep funding costs down (link) 

• Weaker dollar creates a need for more FX hedging (link) 

• ECB policymaker notes risk of inflation undershoot (link) 

• Swedish krona strengthens after inflation surprises on the upside (link) 

• Japan’s weak real wages trigger election worries and long-yield spike (link) 

• Chinese yuan slips much weaker than fixing after warning over BRICS policies (link) 

• Colombian assets outperformed following measures to improve debt structure (link) 
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Markets await more DC fireworks 

While the crowds have left the US capital following the weekend Independence Day celebration, 

investors’ attention will remain on the city as the July 9 tariff deadline approaches. US equity futures 

were lower as markets await announcements from president Trump as soon as later today. Following the 

passage of the “Big Beautiful Bill,” some analysts believe the president may be emboldened to move swiftly 

forward with tariff announcements. In a social media post on Sunday night, he threatened additional 10% 

tariffs on countries that align with “the Anti-American policies of BRICs.” While the original 90 day pause is 

set to end this coming Wednesday, news reports this morning indicate that the effective data for new tariffs 

will not be until August 1, potentially offering some relief, but also creating continued uncertainty. The 

treasury curve is steepening this morning with the 2-year yield lower by 2bp while the 10-year and longer 

yields are higher by about 2 bp. The move is somewhat unwinding the bear flattening that was induced by 

last Thursday’s weak US nonfarm payroll data.  

 

 

http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
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The July 9 deadline for tariffs will be the primary focus of markets. It will be a quiet week on the data front 

in the US after the holiday weekend, with the FOMC minutes the sole item of note, although jobless claims 

can occasionally move markets. In the euro area, today’s industrial production and retail sales data will be 

followed by inflation reports from various member countries. China will report on money supply, while Brazil 

will report on retail sales and inflation. Japan will report on inflation and the UK will release industrial 

production data. It will be a busy week for central banks, with meetings in Australia, New Zealand, Malaysia, 

Korea, Peru, and Egypt, among others. This week’s $39 bn US 10-year Treasury auction could also have 

an impact on markets, as any sign of weak demand tends to cause a surge in volatility due to lingering 

concerns about the US fiscal situation. 

Mature Markets          back to top 

United States 

With the budget deal close to being completed and the debt ceiling close to being lifted, the US 

Treasury Department is likely to increase the share of T-Bill issuance to keep funding costs lower 

for the Federal government. Analysts at Bank of America predict that the share of T-Bills will be increased 

from 20% to 25%. If realized, this would represent a one standard deviation increase in T-Bill supply. The 

Treasury Borrowing Advisory Committee had advised the administration to keep longer term debt issuance 

at stable levels. The analysts expect the administration to wait for interest rates to decline before boosting 

longer term issuance. Treasury Secretary Bessent was recently reported to have identified the 2021–2022 

period as the right time to have issued more long-term debt, as interest rates were much lower in both 

nominal and real terms. The Treasury market is not cooperating as the 10-year Treasury yield has traded 

between 4.0–4.5% all year, with a brief burst higher to 4.60% back in May. 

 

The DXY dollar index is off to its 

weakest start to the year since 1973 

when the Bretton Woods system 

ended, forcing investors to hedge 

against further depreciation. These 

hedges can put even more pressure 

on the dollar, with uncertain long-term 

consequences for the global financial 

system given the very large amounts 

involved. Foreign investors own 

trillions of dollars of US Treasuries, 

agency securities, corporate bonds, 

and equities. With the dollar remaining strong for many years, foreign investors were in the habit of partially 

hedging fixed income investments and keeping very low hedges for equity investments. Most of these 

investors are reluctant to sell their US investments, so they will need to increase their FX hedges to preserve 

their profits. Morgan Stanley estimates that Europeans alone own $3.5 tn of unhedged US equities. With 
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potentially trillions of new FX hedges to short the dollar against home currencies, the outlook for the dollar 

could become even more negative.  

Europe 

European equities were rangebound ahead of Wednesday’s expiry of the 90-day pause in US tariffs. 

The Stoxx 600 index was broadly unchanged, while regional bourses were trading higher. Germany’s DAX 

index was outperforming (+0.6%) on the back of better-than-expected May industrial production data which 

showed an improvement of 1% y/y (vs -0.3% exp and -2.1% prior). Analysts at HSBC note that today’s data 

suggest tentative signs of a cyclical rebound, although caution that a stronger euro, tariff related uncertainty 

and low water levels on the Rhine pose risks to the recovery. Separately, the July eurozone Sentix investor 

confidence index climbed to 4.5, better than expectations of 1.0. European government bond yields were 

fractionally higher. The 10Y German bund yield was trading at 2.62% while European government bond 

spreads were broadly unchanged. The euro was weaker (-0.4%) against a broadly stronger dollar. 

ECB policymaker notes risk of 

inflation undershoot. Governing 

Council (GC) member Centeno 

remarked that the risk of inflation 

undershooting the ECB’s 2% 

target is one of the biggest risks 

facing policymakers. Centeno 

said that “if economic growth is 

flat [in the coming quarters], 

investment doesn’t pick and inflation remains close to 1%, we will have to do something” but noted that the 

likely timing of any further rate cuts is “difficult to say”. Markets are currently pricing in one further rate cut 

by the end of this year, broadly unchanged relative to last week with a pause expected at the upcoming 

July meeting. Meanwhile, analysts at UBS have a contrarian call and expect a 25bp rate cut at the July 

meeting to take the policy rate to 1.75%. The analysts note that in their opinion, markets are attaching a 

very low probability to the risk of US-EU trade tensions escalating around this week’s deadline. Should this 

materialize, they anticipate that the probability of a July rate cut would increase. Conversely, a benign 

outcome to trade talks would lead them to abandon their call for a July ECB rate cut. 

Sweden 

Swedish krona strengthens after flash June headline 

inflation surprises on the upside. Data released this 

morning showed preliminary headline inflation accelerated 

more than expected in June to 2.9%y/y, up from 2.3% in May 

and ahead of consensus expectations of 2.5%. Immediately 

following the release, the Swedish krona advanced (+0.7%) 

against the euro to trade at 11.18 as markets slightly reduced 

expectations of interest rate cuts from the Riksbank. 

According to Bloomberg data, markets are now pricing around 

4bp of easing at the upcoming August meeting, down from 

around 8bp last Friday. Analysts at JP Morgan expect the 

Riksbank to deliver one more rate cut in September, noting that today’s data has reversed the recent trend 

of downside inflation surprises which they expect will temper markets’ expectations of policy easing.  

Japan 

Japanese workers’ real wages declined 2.9% y/y in May (consensus: -1.7%), the most since 

September 2023. While Monday’s report showed nominal base pay increasing 2.1% and continuing on a 
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solid uptrend, the sharp drop in real wages highlights the need for prime minister Ishiba’s administration to 

come up with more convincing strategies to alleviate the cost-of-living squeeze. With the upper house 

election just two weeks away, Ishiba’s Liberal Democratic Party has pledged a one-off ¥20,000 cash 

handout per adult. However, recent opinion polls suggest many voters are leaning towards the opposition 

party proposal of cutting the sales tax. Today, on concerns that election results may spur bigger fiscal 

spending, the 10-yr JGB yield rose 3bp to 1.46% and the 30-yr yield rose 10bp to 2.97%. Investors will be 

closely watching the 20-yr bond auction on Thursday. The yen weakened 0.6% to $/145.33, the first break 

above 145 in more than a week. Japanese equities fell (Nikkei 225: -0.6%) as investors await fresh 

developments in trade talks ahead of the expiration date for Trump’s pause on “reciprocal tariffs”.   

 

Emerging Markets          back to top 

Asian currencies broadly weakened today (EM Asia: -0.3%), led by the Thai baht (-0.8%) as falling 

consumer prices raise expectations of further rate cut. Asian equities declined (EM Asia: -0.5%), dragged 

down by Malaysia (-0.9%) and Taiwan POC (-0.5%), as trade tensions resurface ahead of the July 9 tariff 

deadline. EMEA equities traded mostly lower this morning, while currencies were mixed. In CEE, 

equities were in the red across the region, with Romania and Czechia underperforming (-0.3%), while 

currencies were mixed against the euro save for the Czech koruna that edged higher (+0.2%). Equities 

dropped by 1.4% in Türkiye this morning, with the lira also lower (-0.3%) against the dollar, on the back of 

headlines reporting increased political tensions in the country. The rand was also under pressure (-0.8% 

against the dollar) this morning amid news of allegations against South Africa’s president, with the stock 

market down 0.2%. LatAm markets were little changed on Friday. The Mexican peso outperformed, 

ending the day marginally higher (+0.1%) while the Brazilian Real underperformed (-0.2%). Local bond 

yields were relatively unchanged, with the benchmark JPM GBI LATAM govt bond yield rising 2 bp over the 

past two trading days. Local equities were also stable, with the broader MSCI Latin America index 

marginally gaining (+0.2%). Chilean and Colombian central banks released minutes from their recent 

meetings, where both authorities kept policy rates unchanged. Chile’s minutes revealed that while the 

central bank mulled cutting rates at their June 17 meeting, it opted to hold rates due to the uncertain impact 

arising from the conflict in the Middle East. Additionally, Colombian authorities signaled a more cautious 

approach to future rate cuts, noting that recent strength in domestic demand has reduced the urgency for 

immediate easing. 

EM Fund Flows 

EM funds posted inflows on aggregate for the sixth consecutive week, driven by equity inflows. In 

the past week, equity funds’ inflows increased (+$3.6bn, prior week +$0.7 bn) while EM bond funds reverted 

to outflows (-$0.4bn, prior week +$1.5bn). Both EM hard and local currency bond funds saw outflows             

(-$70mn and -$47mn, respectively), following inflows in the prior week (+0.8bn and +0.7bn respectively). 

For EM equity funds, the pace of inflows accelerated, driven by ETFs (+$5.2bn, from +$2.2bn), while       

non-ETFs had increased outflows (-$1.6bn, from -$1.5bn). Regional equity funds saw inflows, led by Asia 
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ex-Japan (+$0.7bn) and LATAM (+$0.4bn) while EMEA (+$0.04bn) posted small inflows. Despite the recent 

improvements in flows, cumulative YTD outflows for EM bonds currently stand at -$6.7bn while equity is at 

-$10.1bn, indicating that 2025 is on track to mark the fourth consecutive year of outflows for EM assets. 

 

China 

Yuan slips after President Trump threatened an 

additional 10% tariff on any country aligned with 

“the Anti-American policies of BRICS.” Both 

onshore CNY (-0.1%) and offshore CNH (-0.2%) 

weakened to beyond 7.17, despite PBOC fixing the 

yuan at $/7.1506, stronger than last Friday’s 7.1535. 

Late last week, Bloomberg reported that China is 

planning to offer cash handouts of CNY3,600 ($503) a 

year for each child until they turn three, under a 

nationwide initiative starting from 2025. China’s 

population has declined for three straight years through 2024, with the shrinking working-age population 

posing a threat to labor supply and productivity. The worrying trend has already prompted many local 

governments to roll out measures such as housing subsidies; however, these measures are mostly only 

targeted at families with a second or third child. Bloomberg analysts believe that the subsidies alone are 

not sufficient in stemming falling marriage and birth rates but should support consumer confidence and 

spending. According to the latest data, in the week ending June 27, sales of home appliances and cars 

have stayed resilient, benefitting from government subsidies, but new-home sales have remained sluggish 

in the four-week period ending June 27, 4% below the month-earlier reading. 

Colombia 

Colombian assets outperformed following measures to improve the country’s debt structure. 

Following the dual credit rating downgrade earlier in the week, Colombian authorities announced measures 

to diversify external financing, reduce debt servicing costs, and extend maturities to mitigate refinancing 

risk. Authorities have announced plans to tap into lower-interest CHF and EUR markets, with Bloomberg 

reporting that authorities have initiated talks with eight major banks for CHF financing (equivalent of up to 

USD10bn) to buy back peso- and dollar-denominated bonds. Public Credit Director Javier Cuellar said that 

the operation is aimed at lowering interest payments from 4.7% to 4.5% of GDP. Additionally, authorities 

intend to issue EUR bonds (equivalent to USD5bn) to establish a benchmark EUR curve over the next year. 

Meanwhile, in local markets, the authorities are attempting to reduce refinancing risks by extending the 

debt maturity structure. On July 4, the government revealed a bond-swap operation planned for July 8, 

exchanging shorter-term bonds for longer-term ones, specifically offering COP bonds due in 2029, 2033, 
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and 2040 in exchange for those maturing in 2026. 

 

Czechia 

The koruna edged marginally 

higher (+0.1%) against the euro this 

morning, to trade at CZK.24.60/€ 

(+2.3% YTD), after data released 

today provided a mixed picture of 

Czechia’s economic output in May, 

while the preliminary June inflation 

figure increased in line with 

expectations last Friday. Industrial 

output disappointed, continuing to decline by 0.9%y/y in May (vs. est. +0.7%), from prior -1.1%y/y, while 

construction output increased by 11.6y/y from 1.9%y/y in April, although the Czech Statistical Office warned 

that the figure was driven by a low comparison base; still, construction output was 2.3%m/m higher in May 

with the sector recording its seventh consecutive month of yearly growth. Data released last Friday showed 

the CPI rising by 2.9%y/y in June from prior 2.4%y/y, a touch higher than expected on a sequential basis 

at 0.3%m/m (vs. est. 0.2%m/m, from prior 0.5%m/m). As headline inflation approached the upper end of 

the 1%-3% tolerance range of the central bank (CNB), JP Morgan and Erste Bank expect the policy rate to 

remain at 3.5% for the rest of 2025, with the CNB possibly reconsidering easing only from 1Q 2026, after it 

paused in June a cycle that saw the benchmark rate halved since November 2023. KBC sees, however, 

room for another 25bp cut in the fall noting recent weaker services prices and wage-growth dynamic, that 

could lead inflation to slow down quickly to 2%. 
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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