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• US CPI prints softer-than-expected, leading to initial risk-on reaction (link) 
• Chinese equities post modest gains on US-China framework announcement (link) 

• Analysts warn that US trade steepener strategies may be overcrowded (link) 

• Resistance to JGB buyback expectations puts BOJ purchases in focus (link) 

• Gilt yield curve bear steepens ahead of UK government spending review (link) 

• Special Feature: Corporate Earnings Monitor Q1 2025 (attached) 
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Markets React Sharply to US CPI Print and Little to US-China Talks 
US Treasury yields fell by up to 7 bps in the short end, the dollar index was about 0.2% weaker, and 
equity futures were higher by 0.4% on softer-than-expected CPI prints this morning, with core CPI 
printing at 0.1% m-o-m (0.3% exp). Ahead of CPI, headlines yesterday that US-China talks had concluded 
with a framework deal left markets with sparse details and highlighted that negotiations would be long 
running between the US and its trading partners. US equity futures and European bourses were relatively 
muted in response to the announcement and before the CPI data, while Chinese equities posted only 
modest gains. Looking ahead, market participants will be focused on US Treasury’s auction of $39 billion 
in 10y notes, set to take place at 1:00PM, which will be another test for investor appetite for duration. 
Headlines this morning that Hong Kong pension funds are forming a plan to sell down Treasuries should 
the US lose its last recognized credit rating further underscored focus on foreign demand and fiscal deficits. 
Nonetheless, Treasuries and other G7 sovereign debt have mostly traded range bound this week, except 
notably for gilts, which reacted strongly to soft data and has oscillated as traders await details of the UK 
budget review.  

 

http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
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United States 
CPI inflation decelerated in May. Headline CPI came in at 0.1% (vs. 0.2% expected, 0.2% prior) and was 
up by 2.4% from a year ago (vs. 2.4% expected, 2.3% prior). Core CPI rose 0.1% for the month (vs. 0.3% 
expected, 0.2% prior) and was up by 2.8% from a year ago (vs. 2.9% expected, 2.8% prior).  

 Actual Consensus Prior 

Headline CPI, MoM 0.1% 0.2% 0.2% 

Headline CPI, YoY 2.4% 2.4% 2.3% 

Core CPI, MoM 0.1% 0.3% 0.2% 

Core CPI, YoY 2.8% 2.9% 2.8% 

Investors favor Treasury curve steepeners though analysts caution against overcrowding. Many 
traders expect yields to stay elevated due to widening fiscal deficits, persistent trade uncertainty, reduced 
foreign demand, and the Fed’s cautious stance on rate cuts. This has led to a popular “curve steepener” 
trade—shorting long-term bonds in favor of going long on shorter maturities. However, some analysts 
warn that this trade is becoming overcrowded. BNP strategists argue that current long-term yields already 
reflect fiscal concerns and could have plenty of room to fall if demand for duration returns or deficit fears 
ease. They also note that concern around weak foreign purchases has been overblown, given strong 
indirect demand at recent 10- and 30-year auctions, suggesting foreign interest remains steady. Markets 
are now watching upcoming auctions for further signals, including at today’s 10-year auction and 
tomorrow’s 30-year auction. 

 

The latest Survey of Consumer Expectations suggests that consumers are growing more optimistic 
about inflation and broader economic outlook. According to the survey results released by the New 
York Fed on Monday, the one-year-ahead inflation expectations fell 0.4 percent in May to 3.2%, while five-
year-ahead expectations edged down 0.1 percentage points to 2.6%. The decline followed the Trump 
administration’s decision to pause some of the steep tariffs announced in early April, and coincided with 
further cooling in the CPI, which eased to 2.3% for the year through April. Survey respondents also 
expressed greater confidence in the economy, supported by the recent stock market rebound. Their 
expectations for unemployment over the next year declined significantly in May, while their outlook for 
earnings growth improved. 
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Euro Area 
European equities continued to trade sideways, Euro area sovereign yields edged slightly higher, 
and the euro was firm against the dollar this morning. The Stoxx 600 index was little changed with 
mixed performances across sectors, while all European bourses were marginally up except for Spain, 
where the IBEX 35 index lost 0.5% after the central bank released its revised projections yesterday. The 
Bank of Spain expected the economy to grow at its slowest pace in almost two years, with the GDP rising 
by just 0.5%–0.6% in Q2 and by 2.4% this year, down from the March forecast of 2.7%. The euro traded 
steady against the dollar at $1.1419/€. In its annual assessment of the euro, the ECB reported that 
international use of the euro remained flat in 2024 at 20% of global foreign-exchange reserves, a third of 
that for the US dollar, highlighting a persistent gap with other reserve currencies, such as the Canadian and 
Australian dollars, which have gained on search for diversification. 

The ECB predicts inflation will moderate, though some analysts disagree on extent. ECB Chief 
Economist Philip Lane said today that the ECB’s latest cut mitigates the risk that inflation may undershoot 
the 2% target in the medium term by supporting the “pricing pressure needed to generate target-consistent 
inflation.” ECB policymakers also highlighted that negotiated wage growth is set to ease, in line with the 
ECB’s updated wage tracker, which predicts that salaries will rise by 1.7%y/y in Q4, far below last year’s 
5.4%y/y peak. Last week’s ECB staff projections also revised their inflation forecasts downward, with core 
inflation now projected at 2.4% and 1.9% for 2025 and 2026, respectively. However, analysts at Credit 
Agricole disagree with the ECB’s staff views that US tariffs will be disinflationary, arguing that EU retaliation 
is likely leading to a 40–80bps rise in core goods inflation and 10–20bps in headline inflation. They also 
see German fiscal expansion as modestly supporting inflation via tighter labor conditions, in contrast to 
ECB expectations, and see limited room for further easing from the ECB besides market-implied bets for 
just one more cut this year.  

 

 

United Kingdom  
Ahead of the UK’s government spending review later today, the gilt curve bear steepened, rising by 
up to 5bps in 10- and 30y tenors, paring back yesterday’s strong gains. The pound sterling meanwhile 
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traded a touch lower against the dollar this morning, at $1.3493/£. The spending review will outline how the 
£600bn set out in the Spring Budget will be allocated across departments in the three years until 2029 and 
for investments until 2030. Analysts at Bloomberg believe that yesterday’s data, which reported 
employment declining by the most in five years in May and slowing wage growth, can be partially attributed 
to elements of austerity in the budget, including a £26bn hike in the national insurance payroll tax. Despite 
the poor data yesterday, Bloomberg analysts do not expect new spending projects in the review given the 
UK government’s reluctance to issue additional debt. Relatedly, ING analysts see fiscal risks continuing to 
keep upward pressure on gilt yields, especially as these have remained subject to spillover from US 
Treasuries. ING expects the UK government to eventually increase taxes given the tight fiscal headroom. 

 

Japan 
MOF resistance to JGB buyback expectations puts BOJ’s bond purchase schedule in focus. A 
record high in long-dated JGB yields in late May had raised expectations that the Ministry of Finance (MOF) 
would buy back super-long government bonds as early as July. However, the MOF noted in an email today 
that such speculation is “unrealistic” and “not envisioned”. Accordingly, market attention has shifted back 
to possible revisions to the MOF’s issuance schedule as well as the Bank of Japan (BOJ) bond buying 
schedule. A majority of those surveyed by Bloomberg expect the BOJ to slow the pace of its quantitative 
tightening and keep the policy rate unchanged at next week’s policy meeting. Moreover, about 65% of 
survey respondents expect the BOJ to slow the pace of quantitative tightening from next April. The BOJ 
has reduced the pace of its JGB purchases by ¥400 bn ($2.8 bn) per quarter since August of last year. By 
Bloomberg’s estimate, at the current pace, BOJ purchases would total ¥2.9 tn per month in the first quarter 
of 2026, compared to around ¥6 tn before the cuts began. Super-long JGB yields were little changed on 
the day, with the 30- and 40-year bond yields holding steady at 2.91% and 3.09%, respectively.  

 

Emerging Markets          back to top 
Asian shares posted modest gains overnight. While the conclusion of the US-China trade negotiation eased 
tension, it nonetheless offered little details to help sustain recent market gains. The Korean Kospi 
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outperformed, rising 1.2% to its highest since January 2022, led by chip stocks. Meanwhile, the yen 
weakened a touch (-0.15%) following news of the US-China détente and a modest bounce in risk sentiment. 
EMEA equities and currencies were mixed. In CEE, equities in Poland underperformed (-1.0%) this morning 
while the Polish zloty was marginally weaker against the euro to trade at 4.26/€ ahead of today’s scheduled 
vote of no confidence in parliament. Elsewhere, stronger than expected inflation in Hungary saw the forint 
strengthen (+0.2%) against the euro as investors expect rates to be kept on hold. Meanwhile, the South 
African rand was weaker (-0.4%) against the dollar while the Turkish lira was broadly unchanged. Latin 
American equities rose in line with broader EM gains, with Chile (+0.7%), Mexico (+0.5%), and Brazil 
(+0.5%) all advancing. Colombia outperformed (+0.8%) on stronger consumer confidence data, though the 
Colombian peso slumped 1.5% after an announcement that its fiscal rule will be suspended. Meanwhile, 
the US and Mexico are reportedly closer to a trade deal that would remove the 50% tariffs on steel imports; 
the Mexican peso was flat on the day. 

Emerging Market Bond Flows 
Analysis shows that FX-hedged EM local currency debt improves diversification and can deliver 
higher absolute and risk-adjusted returns. Bloomberg analysts highlight that the Bloomberg EM Local 
Currency Liquid Government Bond Index has returned 28.4% since 2015, beating the Bloomberg US 
Treasury Bond Index by roughly 18 ppts. FX-hedged EM local debt has also delivered a higher Sharpe 
ratio, which measures risk-adjusted returns, of 0.63 versus -0.04 for Treasuries. On the country level, five-
year sovereign yields exceeded those of Treasuries in 17 countries using cross-currency basis swap 
spreads and 18 when hedging via non-deliverable forwards. 

 

Brazil 
Brazil’s inflation rate cooled more than expected in May, easing to 5.32% y/y from 5.53%, after 
three straight increases. The slowdown may give the Banco Central do Brazil (BCB) space to pause its 
tightening cycle, through policymakers are likely to remain cautious with inflation still above their 4.5% 
upper target band. Interest rate swaps due January 2027 fell by over 11bps following the data print. The 
central bank will meet next Wednesday, June 18, to decide its next move, with Monday’s economic 
activity report expected to help shape the policy outlook. Markets reacted positively to the news, with the 
Sao Paulo stock index rising by 0.5% while the real depreciated by 0.3%. 
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China 
Chinese equities posted modest gains on preliminary US-China plan to ease trade tensions. 
Bloomberg reported that both sides have agreed on a framework for implementing agreements reached in 
early May, and critical issues around the shipments of rare earth minerals and magnets are reportedly 
resolved. That said, Saxo Markets noted that the absence of further scheduled meetings suggests ongoing 
uncertainty. By Bloomberg’s calculations, after front loading of exports earlier in the year, China’s exports 
to the US fell 34%, y/y, in May, the most since February 2020, during the first wave of the Covid-19 
pandemic. The CSI index (+0.7%) remains little changed relative to levels reached in late May while both 
the onshore and offshore RMB held steady on the day. 

Kenya 
Kenya surprises with smaller than anticipated rate cut. Yesterday the central bank of Kenya delivered 
a 25bps rate cut to take the policy rate to 9.75% against consensus expectations for a 50bps reduction. 
This was the sixth consecutive rate cut, with rates now 325bps lower than in August. The accompanying 
statement noted that the decision to further ease monetary policy, though at a more moderate pace 
compared to the 75bps reduction in April and the 50bps cut in February, was underpinned by the inflation 
rate remaining below the central bank’s medium-term target range, alongside persistently weak private 
sector credit growth. The MPC also cited Kenya’s strengthened external position, including record-high 
foreign exchange reserves ($10.8bn) and a narrowing current account deficit (1.3% of GDP), as factors that 
provided space to adjust the policy stance while maintaining exchange rate stability. Goldman Sachs 
analysts expect the easing cycle to continue until the monetary policy rate reaches 8.5%. 
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Global Financial Indicators 
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Emerging Market Financial Indicators 

 

 

back to top 


	Markets React Sharply to US CPI Print and Little to US-China Talks
	Mature Markets          back to top
	Emerging Markets          back to top
	Global Financial Indicators
	Emerging Market Financial Indicators


