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• Hedge funds position for potential upside in bank and financial stocks (link) 
• Renewed USD-VIX divergence might signal shift in USD market perception (link) 

• German bund yields edge higher on elevated supply (link) 
• OBR report highlights concern around UK’s debt sustainability (link) 
• Continued Japanese yen depreciation and long-bond yield spike on political risks (link) 

• EUR-denominated bond issuance volume is rising for EM sovereigns (link) 
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No reprieve for bonds even as tariff delay supports equity markets 
While equity markets are generally shrugging off the latest tariff news, sovereign bond yields are 
moving higher as fiscal risks and concerns over supply continue to weigh. Yesterday, president 
Trump sent letters via social media to trading partners outlining higher tariff rates should deals not be 
reached. That news was balanced, however, by a further extension of the imposition of reciprocal tariffs 
until August 1, giving more time to negotiate, and also increasing complancy among many market 
participants as the deadline continues to be pushed back. Yields on sovereign bonds meanwhile are 
reacting more strongly to continued fiscal concerns. The 30-year yield on Japanese government bonds 
rose 9 bp today as political worries persist and investors look to the 20-year auction scheduled for Thursday. 
The 30-year gilt yield is higher by 7 bp after the UK’s Office for Budget Responsibilty released a report 
highlighting concerns over debt sustainability.  
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United States 
Hedge funds position for potential upside in bank and 
financial stocks. Recent data from Goldman Sachs’ prime 
brokerage indicates that hedge funds’ net purchases of US 
financial shares reached their highest level in nearly a 
decade at the end of June (chart below). Unlike previous 
months characterized by short covering, recent activity 
reflects a shift toward momentum-driven positioning, 
particularly in response to the recent tech stock rally. The 
accelerated pace of equity accumulation suggests growing 
investor confidence in the sector’s medium-term outlook, 
according to analysts. The sentiment is also reflected in the 
call-to-put ratio on the largest financial-focused ETF, the 
Financial Select Sector SPDR Fund (XLF), which has risen 
near a four-month high. Analysts cite potential regulatory easing—specifically, anticipated revisions to bank 
capital and leverage requirements—as a key forward-looking catalyst, alongside expectations of monetary 
policy accommodation by the Fed. Nonetheless, markets remain wary of near-term earnings prospects: 
following nine consecutive quarters of earnings growth, the financial sector is projected to post flat or 
marginally negative results in the current reporting season, according to Bloomberg. The upcoming 
earnings releases from JPMorgan Chase, Citigroup, and Wells Fargo—scheduled for Tuesday next week—
will provide critical insight into the sector’s performance trajectory.  

Renewed USD-VIX divergence might signal a shift in USD market perception, analysts say. Early this 
week, the US dollar has come under renewed pressure amid heightened trade policy uncertainty, following 
the reemergence of tariff-related risks due to Wednesday’s tariff deadline. Recent price action suggests the 
dollar is exhibiting characteristics more akin to a pro-cyclical asset than a traditional safe-haven one, 
according to analysts. In derivative markets, the Bloomberg dollar index synthetic 1-week risk reversal has 
declined to -0.7, the most negative since last year (left panel). This indicates a marked increase in demand 
for short-term downside protection, consistent with a deterioration in sentiment toward the greenback. 
Analysts note that shifting cross-asset correlations might add complexity to the dollar outlook, with the USD 
maintaining a negative correlation to the VIX (-0.35), indicating a tendency to weaken during periods of 
heightened market volatility (right panel). 

Bloomberg Dollar Index and 1-Week Risk Reversal  Correlation between VIX and Bloomberg Dollar 
Index 
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Euro Area 
European equities were marginally lower on the latest tariff-related developments. The Stoxx 600 
index was broadly unchanged, while regional bourses were mixed on reports that the US has offered an 
agreement to the EU that would keep a 10% baseline tariff on all EU goods, with some exceptions for 
sensitive sectors such as aircrafts and spirits. Meanwhile, the euro was trading firmer (+0.3%) against the 
dollar at 1.1743.  

German bund yields were trading higher across all tenors, extending their recent bear steepening 
ahead of significant supply from Germany, Austria and the Netherlands. 30Y bund yields were trading 7bp 
higher at 3.19%, the highest since March 17, according to Bloomberg data. Some market participants 
attribute part of the move higher in European bond yields to spillovers from Japanese government bonds 
where yields have risen on elevated supply concerns and domestic political developments.  

 

United Kingdom 
OBR report highlights concern around UK’s 
debt sustainability. The Office for Budget 
Responsibility (OBR) released its latest report this 
morning highlighting concerns around debt 
sustainability in the UK given pressures from an 
ageing population, rising healthcare costs and 
current policy settings. The report forecasts that UK 
debt will exceed 270% of GDP by the early 2070s. 
The report also highlighted concerns around 
pensions, noting that state pensions will likely 
increase to around 7.7% of GDP by the early 2070s while some income groups are not saving enough to 
provide them with adequate incomes in retirement. The report further highlights that the decline of defined 
benefit pensions in the UK has meant that demand for gilts has declined, which could further push up UK 
government borrowing costs. This morning, UK gilts were trading 3–7bp higher across the curve, in line 
with global peers with the 10Y UK gilt +5bp and the 30Y gilt +7bp. Pound sterling was marginally stronger 
against the dollar to trade at 1.3606.  

Japan 
The yen extended its overnight weakening today, after President Trump said in a letter that                         
across the-board tariffs on Japan will be increased to 25% starting August 1. The yen weakened as much 
as 0.3% to $/146.45 during the day before closing Asian hours at $/146.20, down 0.1%. Finance Minister 
Kato said he is not planning to hold talks specifically on currencies with US Treasury Secretary Bessent in 
the future. Prime minister Ishiba called the announcement of slightly higher US tariffs “truly regrettable” 
while vowing to continue to protect his nation’s interests in the extended trade negotiations. Driven by 
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continued political risks, long JGB bond yields continued to rise today, with 10-yr yield +3 bp to 1.49% and 
30-yr yield +9 bp to 3.06%. Demand at today’s sale of five-year notes (bid-to-cover: 3.54) was lower than 
the 12-month average (3.8), and investors are now focusing on the 20-year bond auction on Thursday. 
Helped by both the weaker yen and the tariff deadline extension, equities rose (Nikkei 225: +0.3%), with 
tech-related names among the biggest gainers. Japanese shares have rebounded from the April lows, 
reflecting investor bets that Japan will be able to reach a deal with the US that does not derail economic 
growth. 

 

Emerging Markets          back to top 
Asian currencies rebounded, led by the Philippine peso (+0.4%), as investors reacted to the tariff deadline 
extension and priced in flexibility in negotiations. Asian equities also rebounded (EM Asia: +0.5%), led by 
Hong Kong SAR (Hang Seng: +1.1%) and China (CSI300: +0.8%). EMEA equities are mostly higher, 
while currencies were mixed. In CEE, equities are mostly higher with Hungary underperforming (-0.4%), 
while currencies were relatively rangebound against the euro. The Romanian leu was fractionally lower  
ahead of the central bank decision due later today, where consensus expectations are that the policy rate 
will be kept unchanged at 6.50%. In Türkiye, equities reversed earlier gains to trade lower (-0.3%) while the 
lira was weaker (-0.1%) against the dollar. Meanwhile, the South African rand was advancing (+0.4%) 
against the dollar. Market sentiment for LatAm assets soured following the release of planned US 
tariffs on trading partners. Regional currencies weakened against the dollar, with the Argentine peso       
(-1.7%) and Colombian peso (-1.5%) seeing the largest declines. Local bond markets also came under 
pressure, as yields mostly rose across the region, led by +14 bp in Brazil’s 10-year. Equity markets fell in 
tandem, with Argentina’s Merval Index and Brazil’s IBOVESPA declining -1.4% and -1.3%, respectively. 
Guatemala (Ba1/BB+/BB) tapped the primary market with an 11-year ($800 mn) and a 30-year ($700mn) 
dollar bond. Final pricing tightened 28bp (to 6.375%) and 30bp (to 7%) from initial price guidance, for the 
11-yr and 30-yr respectively. 

EM Issuance 
EUR-denominated bond issuance by EM sovereigns has risen sharply. Goldman Sachs analysts 
highlighted that gross EUR-denominated issuance is tracking well above historical levels (left chart), with 
year-to-date volumes estimated at around EUR 46 billion and surpassing full-year totals seen in 2019, 2022, 
and 2023. A large share of this supply is from Central and Eastern European (CEE) countries. However, 
CEE’s contribution, at approximately 66%, is at the lower end of its historical range, suggesting a more 
diversified issuance base across EM sovereigns. The analysts also noted that EUR-denominated bonds 
have been well absorbed by markets and have slightly outperformed their respective benchmarks seven 
days post-issuance compared to USD-denominated bonds (right chart). This may reflect investor appetite 
for currency diversification and could support a continued shift toward euro issuance. 
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China 
Chinese equities gained as sentiment was lifted 
by delays of US tariffs. Both onshore (CSI 300: 
+0.8%) and offshore (Hang Seng: +1.1%) equities 
rose after the US administration sent letters to 
overseas trading partners on new tariff rates. 
Although the executive order signed by President 
Trump did not mention any letter sent to China, 
investors view the new tariff rates and deadline 
extension as indicative of flexibility in trade talks, a 
positive for US-China negotiations. Bloomberg 
analysts think that the gains for ChiNext Index, 
focused on smaller companies, also show investor faith in continuing measures to support the domestic 
economy. Today, solar stocks, including Longi Green (+6.5%), traded higher on renewed speculation of 
consolidation and government support in the highly competitive sector. E-commerce giants Meituan 
(+2.7%) and Alibaba (+1.5%) also rebounded in Hong Kong, despite ongoing concerns over a price war in 
the food-delivery business. According to an opinion piece by Securities Times, the ongoing food delivery 
war in China is forcing restaurant businesses to resort to cost-cutting measures as their profit margins 
continue to shrink, making food safety increasingly difficult to guarantee. An analysis by Industrial Securities 
pointed out that the “anti-involution” campaign – aimed at curbing excessive competition and supply – 
should be beneficial to industries who are near bottoming out in the inventory cycle, including chemicals, 
textiles and glass. 

Hungary 
The forint edged higher (+0.3%) against the euro this morning (+3% YTD) after today’s data showed 
headline inflation rising in line with expectations to 4.6%y/y in June from 4.4%y/y in May, further diverging 
from the upper end of the tolerance band (+3% +/-1%). On a sequential basis, headline inflation printed at 
0.1%m/m from prior 0.2%m/m. The central bank (NBH) kept the policy rate on hold at 6.50% in June, the 
highest level in CEE along with Romania, after inflation had slightly surprised by inching up in May. JP 
Morgan expects the NBH to remain hawkish at its July 22 MPC meeting, while analysts at Deutsche Bank 
see the NBH cutting the benchmark rate by 50bp to 6% by the end of 2025, and to a terminal level of 5.50% 
at the end of 2026.  
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Brazil 
Foreign inflows into Brazil equities have supported the recent rally. According to HSBC analysts, part 
of the recent strength of the Brazilian equity market (Ibov index YTD price return at +16%) can be attributed 
to these inflows (left chart), especially as local investors have rotated into fixed income, attracted by the 
more favorable risk-return profile of domestic bonds. However, the equity flows have been selective and 
primarily benefiting sectors such as financials, e-commerce, and highly liquid quality names. Many of these 
stocks have either benefitted from higher local rates or are supported by a strong secular growth narrative. 
While valuations in the equity market remain "well discounted" (right chart), the analysts note that investor 
positioning in Brazil appears overweight. Additionally, the continued foreign inflows also reflect some 
investor view that the region is relatively insulated from global trade tensions and geopolitical risks. 
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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