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TUESDAY, JUNE 20, 2023 

• Chinese banks cut loan prime rates by 10bps, less than expected (link)  

• GS analysts expect disinflation in the US slower than the one priced-in by markets (link) 

• ECB officials differ on September rate hike prospects (link)  

• Bank of England launches NBFI stress test exercise (link)  

• Zambian Eurobond prices edge higher on reports of official restructuring offer (link) 

• Chile's central bank holds key interest rate unchanged at 11.25% (link) 
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Market rally encounters headwinds 

With uncertainty around future central bank policy actions, possible economic headwinds and 

concerns of extended bullish positioning, equity markets have begun to lose steam. European 

equities are set to decline for a second straight day, and US equity futures point to a lower opening after 

falling modestly on Friday. ECB officials have been offering differing views on the outlook for future policy 

action. While markets expect a very high chance of an additional hike in July, the path beyond is uncertain. 

Some members have continued to emphasize the persistence of inflation, especially core, while others 

have highlighted a wait-and-see approach. The outlook for the Fed also remains up in the air, with markets 

implying roughly a 75% chance of a hike in July and continue to price in much less additional hikes than 

what the dots imply.     

 

  

http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
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Markets await the release of the UK inflation rate on Wednesday and the BoE’s policy rate decision on 

Thursday, with surveys indicating a 25-bp hike. Other expected policy rate decisions include Hungary on 

Tuesday (surveys showing unchanged policy rate), Czech Republic and Brazil on Wednesday (both 

unchanged); Indonesia, Mexico, Egypt, and the Philippines (all unchanged) as well as Switzerland (+25 bp) 

on Thursday. A large hike is expected for Turkey on Thursday from the current 8%; the range of estimates 

for the new rate is from 14% to 40%, with the median surveyed expectation at 20%. 

Mature Markets          back to top 

United States 

On Friday, the S&P 500 fell by 0.4%, with losses driven mostly by the Information Technology and 

Communication Services sectors (-0.8% and -.1.0%, correspondingly). US Treasury yields rose by 4-5 bp 

across the yield curve, driven predominantly by real yields. The US Dollar appreciated 0.2% versus major 

currencies. 

Goldman Sachs analysts warn that disinflation in 

the US will happen at a much slower rate than 

markets are pricing in (see chart below). Some 

market participants expect that a drop in growth rates 

and a downward pressure on commodity prices will 

contribute to a fast disinflation. However, GS analysts 

see limited ability for those factors to bring inflation 

down as there is potential for “delayed-onset inflation” 

(in sectors like health care) and various second-

round effects keeping inflation at elevated levels. The 

gap between GS projections and market-implied 

figures increases up to 1 percentage point by the mid-

2024. 

The spreads of Mortgage-Backed Securities (MBS) continue rising relative to other asset classes. 

The chart below shows MBS spread versus the spread of Investment-Grade bonds of equivalent duration 

(5-7 years): the spread difference has shrunk from ~70-80 bp one year ago to virtually zero now. Initially, 

the rise of MBS spreads was driven by the Fed’s sales of MBS during Quantitative Tightening. Recently, 

contributing factors included also a higher expected prepayment risk for underlying mortgages once the 

Fed starts cutting rates, as well as the risk of cash-out refinancing for borrowers with low loan-to-value 

ratios if home prices start appreciating again.  

 

Euro Area 

European markets are mixed, on a quiet trading morning. The equity market (Stoxx Europe 600) is 

down 0.4%, with banking stocks are losing 0.3%. The euro was strengthening marginally 0.1% vs. the dollar 

to 1.09. German 10y bund yields were down 4 bp to 2.47%, and Italian spreads were down 2 bp to 158 bp.  
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ECB officials are voicing different views about the ECB’s September rate decision after ECB 

president Lagarde indicated in the ECB decision press conference last week that the General 

Council (GC) would ‘very likely’ increase the deposit rate in July. After some hawkish commentary by 

others late last week, ECB Board member Isabel Schnabel said that officials should “err on the side of 

doing too much rather than too little” as risks to inflation are tilted on the upside. On Friday, Belgian governor 

Wunsch said that the ECB will have to keep raising interest rates even after September if core inflation 

does not slow down sustainably by then. Since then, on the dovish side, ECB Chief Economist Philip Lane, 

French governor Villeroy de Galhau, Lithuanian governor Simkus and Salk governor Kazimir emphasized 

that “September will be decided in September” (Lane), and pointed out that there will be an important 

amount of data between now and then, and a full scale forecasting round from ECB staff before the decision 

is due. This morning, Finnish governor Rehn pointed out that while headline inflation is slowing, core 

inflation is falling only gradually and that a pullback in that measure was a prerequisite for pausing rate 

hikes. He said that in uncertain times, it is essential to focus on incoming data and that monetary policy has 

become “as much art as science”. Markets are pricing in a 90% probability of a 25 bp hike in July, and 72% 

for September, with a terminal rate currently seen at 3.85%. 

United Kingdom 

UK markets are focused on the May inflation print 

(due tomorrow) and the MPC meeting on 

Thursday. Consensus sees headline inflation easing 

to 8.4% y/y (from 8.7%) and core inflation easing to 

6.7%y/y (from 6.8%). After recent inflation and pay 

data surprised on the upside – markets have priced 

in more BoE tightening with roughly five additional 

25bp hikes priced in to take the terminal rate to 

around 5.75%. Some think that the BoE could even 

hike by 50bp on Thursday. Yesterday, 2y gilt yields 

went shortly over 5% (4.98% today) for the first time 

since 2008. Today, yields on 10y gilts were down 10 

bp to 4.39%, while the UK equity market (FTSE 100) was flat, and the British pound was weakening 0.2% 

vs the dollar. 

Yesterday, the Bank of England (BoE) announced that it has kicked off its first ever stress tests of 

the NBFI (non-bank financial institutions) sector. This exercise was announced earlier, after the turmoil 

caused by the “mini budget” last September. The tests will examine how firms would react to a severe 

stress to global financial markets and how this could threaten the UK’s financial stability. It will cover hedge 
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funds, pension funds, insurers, clearing houses, and other financial firms. A full report is expected next 

year. 

Japan 

Japanese stocks declined 0.3%, as 

insurance stocks dragged the market lower 

on the news that the Financial Services 

Agency (FSA) will probe the firms on 

suspicion of colluding to fix premiums. 

Separately, Reuters reported on Monday 

the FSA asked the nation’s banks about 

their exposure to geopolitical risk from 

China and requested their plans in the event 

that tensions between China and the West 

escalate. The yen appreciated 0.2%. 

Japan authorities welcomed the country’s 

removal from United States’ FX watchlist. Separately, Deutsche Bank AG’s trade-weighted yen gauge, a 

measure of yen’s strength against global trading peers, fell to a record low. Yields on 10Y bonds declined 

-0.9bp. 

Australia 

The Reserve Bank of Australia (RBA) board was considering a pause at the June meeting. RBA 

minutes revealed that the arguments were “finely balanced” between a pause and a hike, with the board 

eventually concluding that the case to hike was a stronger one. Separately, RBA Deputy Governor Bullock 

said on Tuesday that Australia’s jobless rate needs to rise to around 4.5% from the current 3.6%, along 

with an economy growing at a “below-trend pace”, for inflation to return to the RBA’s 2-3% target range. 

Australian equities rose 0.9%. and the Australian dollar weakened by 0.7%.  

Emerging Markets          back to top 

Asian equities declined -0.7%. Hong Kong stocks slumped 1.8%, amid less than expected China rate 

cuts. Thailand fell 1.2%, with Maybank analysts noting that political concerns continue to weigh on investors’ 

appetite. Asian currencies were mixed. The Taiwanese dollar declined by 0.3%, followed by Indian rupee -

0.2%. The Thai baht and Philippine peso saw gains (+0.3%). 10-year bond yields were little changed. Hong 

Kong dollar one month rate (1-month Hibor) rose to its highest since 2007 to 5.1%. EMEA equities 

generally traded weaker, except in Turkey. Currencies were little changed. Local rates in Eastern Europe 

followed euro area rates lower. The National Bank of Hungary (NBH) is expected to keep its base rate 

unchanged at 13.0% but focus remains on the overnight rate, currently at 17%. Most contacts expect the 

NBH to cut the overnight rate 100 bp to 16% but some have a strong conviction that too much easing is 

priced into the swaps curve given still high inflation. Latin American assets were mixed on Monday. 

Stocks gained in Brazil (0.93%), Chile (0.25%) and Mexico (0.16%), while Peru and Colombia equity 

markets lost 0.07% and 0.39%, respectively. Currencies depreciated in Colombia (-0.34%), Peru (-0.20%) 

and Chile (-0.08%), while the Brazilian real (0.97%) and the Mexican peso (0.04%) strengthened against 

the US dollar. 

Emerging Market Bond and Equity Flows 

Emerging Markets bond outflows eased (-$30mn, from -$338mn the prior week), as outflows from hard 

currency bond dropped (-$87mn, from -$445mn) while local currency funds had inflows for a second week 

(+$57mn, from +$107mn). ETF inflows increased (+$389mn, from +$237mn) and non-ETFs outflows 
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decreased (-$419mn, from -$574mn). Meanwhile, EM equity funds saw inflows (+$296mn, from -$18mn). 

Year-to-date flows currently stand at -$1.0bn and +$38bn for bonds and equities, respectively.  

 

China 

Chinese banks reduced one-year and five-year 

loan prime rates by 10bp for the first time since 

August 2022. This was largely an expected move, 

following People’s Bank of China (PBoC) cuts to 

the medium-term lending facility and 7-day 

reverse repo last week, as the authorities sought 

to shore up the slowing economy. However, 

market expectations were for a bigger reduction in 

the five-year loan prime rate to support the 

property sector. Citibank analysts are expecting 

more policy easing efforts ahead and highlighted 

the July Politburo meeting as a window for more 

comprehensive measures.  PBOC also added the 

most liquidity since end-March via reverse repos, 

injecting a net of 180bn yuan ($25.1bn), Bloomberg estimated. Separately, President Xi stated that 

progress had been made on United States-China ties following his meeting with United States Secretary 

of State Antony Blinken’s visit to China. He further added that China will not challenge or replace the United 

States and sought for the same in return. Chinese stocks fell (-0.2%). Renminbi weakened (offshore -0.2%, 

onshore -0.1%). 10Y bond yields fell 2bp.  

Chile 

Chile's central bank held its key interest rate 

unchanged at 11.25% as the market expected. However, 

the vote was surprisingly split. Three board members voted 

for keeping the rate unchanged while the other two voted 

for a 50bp reduction. Policymakers signaled that a 

monetary easing cycle was imminent due to stagnant 

growth. The central bank dropped its previous guidance of 

waiting for an inflation slowdown and stated that the 

economy was moving in the right direction. The decision 

comes as economic activity remained unchanged in April, 
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and inflation slowed to 8.7% in May. The prospect of declining inflation has fueled speculation of easing in 

countries like Chile, Peru, and Brazil, while Mexico is expected to cut rates later in the year. Two-year 

Chilean swap rates have fallen by 93 bp in the past month alone.  

Zambia 

Eurobond prices rose 1-2 points on reports that official creditors have made “significant progress” 

and could even be close to making a restructuring offer. A Bloomberg article cites an official at the 

Paris Club. Creditors will reportedly make an announcement during the summit for a New Global Financing 

Pact in Paris June 22-23.  

 

Turkey 

The Turkish lira was little changed today as central bank of Turkey is expected to hike its policy 

rate 11.5 percentage points on Thursday, from 8.5% to 20%. JP Morgan even expects a policy rate hike 

to 25%, along with forward guidance suggesting smaller rate hikes if needed, and has a year-end policy 

rate forecast of 30%, with risks to the upside. 
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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