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THURSDAY, JUNE 29, 2023 

• US banks pass the Fed’s stress test (link)  

• Italian and Spanish data send mixed picture ahead of Euro Area inflation release (link) 

• Swedish krona continues to depreciate despite rate hike (link) 

• Czech Republic issues sovereign bonds at lowest spreads in two years (link)  

• LatAm economies seen leading the rate cut cycle amongst EMs (link)  

• RMB depreciates despite the PBOC’s strong signal to support the currency (link) 
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Markets push higher despite hawkish sentiment 

Equity markets are positive this morning despite signals from several advanced economy central 

banks that rate increases have further to go. At yesterday’s forum on central banking in Sintra, Fed chair 

Powell signaled that at least two more hikes could be necessary this year to bring inflation back to target, 

while ECB president Lagarde indicated that rates have a way to go. Those statements, combined with 

national inflation data in Europe, have helped push sovereign bond yields higher on the day with 2-year 

bund and UST up 4 bp and 5 bp respectively. The more hawkish stance has not damped equity markets 

so far today, in part due to strong economic data so far this week, including this morning’s 1Q GDP report 

showing larger growth than expected. And while short-term rates now no longer price any cuts by the Fed 

this year, they continue to point to expectations of significant easing in 2024. In the US, financial stocks 

received a boost after the Fed’s bank stress tests showed that large US banks are capable of withstanding 

a severe downside scenario.    

 

http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
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United States 

US banks sailed smoothly through the Fed’s Stress test, despite regional bank turmoil earlier in the 

year. After market close, the Federal Reserve Board released the results of its annual bank stress test. The 

23 largest US lenders showed they can withstand a severe global recession and turmoil in real estate 

markets according to the latest stress test results. Under the severely adverse scenario, the 23 largest 

banks would have collective losses of $541 billion and their capital ratios would fall from 12.4% to 10.1%, 

which, according to the Fed, is comparable to previous years. The Fed’s report did show some relative 

weakness among the midsize banks and some regional banks, which registered the lowest capital ratios in 

the exercise. Nevertheless, the results point to the strength and the resilience of the US banking system 

according to the Fed. The Fed’s report also alluded to earlier comments by Vice Chair of supervision Barr, 

that the Fed should consider a wider range of risks and scenarios that could derail banks in a process he 

described as “reverse stress tests”. In post market trading, Bank of America and Wells Fargo were leading 

gains among most US bank stocks.  

 

US economic activity and jobless claims came strong this morning, with GDP rising significantly at 

a 2% annualized pace in the first quarter, well above the 1.4% pace expected. The stronger print reflected 

upward adjustments to exports and consumer spending. Consumer spending rose at a 4.2% pace in the 

first three months of the year — the strongest pace in nearly two years. At the same time initial jobless 

claims also dropped to 239k, below expectations of roughly unchanged claims at 265k. The figure was 

lower than all estimates in a Bloomberg survey of economists. The yield on two-year Treasury bonds 

jumped 12 basis points following the releases.  

Crypto products boosted by a new wave of Bitcoin ETF applications. Bitcoin has been bolstered by a 

flurry of recent ETF applications for the digital asset since mid-June. Among the various applications, two 

stand out. First, Blackrock, which filed on June 15th for a spot Bitcoin ETF. That was followed this week by 

news that Fidelity is expected to also submit a filing. This would be Fidelity’s second attempt. Digital-asset 

investment products saw the biggest weekly inflows in nearly a year, adding $199 million last week. So far, 

the SEC has repeatedly rejected such a structure, citing fraud and manipulation risks in the spot market for 

Bitcoin, but applicants hope that the new inclusion of surveillance-sharing mechanisms may tilt the balance 

in their favor.  
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Euro Area 

European markets are mixed, with subdued equity and currency moves, while bonds are selling off 

following higher than expected inflation is Spain and in large German regions. The equity market 

(Stoxx Europe 600) was broadly flat, and the euro was unchanged at 1.09/$. German 10y bund yields were 

up 4 bp to 2.36%, and Italian spreads were stable at 167 bp.  

National inflation prints in the euro area are 

sending a mixed picture ahead of tomorrow’s 

release of euro area wide inflation for June. 

For the euro area, markets expect headline 

inflation to drop to 5.6% y/y, down from 6.1% in 

May, with core expected at 5.5%, higher than the 

5.3% of May. Preliminary Spanish inflation for 

June surprised significantly on the upside after 

two consecutive months of downward surprises. 

Headline inflation came in at 1.9% y/y, down from 

3.2% in May, but higher than the 1.7% market 

expectation. Momentum picked up too, as m/m 

inflation rebounded to 0.6% in June from zero in May. More importantly, the surprise in core inflation was 

even larger, as it reached 5.9% y/y in June, against expectations of 5.5%. In contrast, yesterday Italian 

inflation for June surprised on the downside at 6.4% y/y, lower than the 6.7% expectation and the 7.6% of 

May. Regional German inflation increased in June compared to May in large regions: 6.2% y/y in North 

Rhine Westphalia (5.7% in May), 6.2% y/y in Bavaria (6.1% in May), and 6.9% y/y in Baden Wuerttemberg 

(6.6% in May).  

As the ECB forum on central banking in Sintra (Portugal) ended yesterday, there were more 

comments from ECB policy makers on the monetary policy outlook in the euro area. Spanish 

governor de Cos said that the September meeting is absolutely open and that it is too early to predict the 

path of monetary policy in the second half of the year. Yesterday, French governor Villeroy de Galhau said 

that bringing inflation down could be compatible with a soft landing in the euro area, but that it is unlikely to 

be painless (slowdown and not recession). He repeated that the length of time at which rates stay at peak 

levels is more important than the level they reach due to the long transmission lags of monetary policy.  

Sweden 

The Swedish krona lost 0.4% to 11.8/euro, its weakest level ever against the euro, after the Swedish 

Riksbank hiked rates by 25 bp to 3.75% and pledged to raise rates at least one more time this year. 

While the Riksbank’s hike matched expectations, some in the market thought that the central bank could 

hike by a large amount after the Norges Bank and Bank of England delivered larger than expected rates 

hikes last week. The Riksbank also announced that it would unwind asset holdings faster than previously 

planned by expanding monthly government bond sales to 5 billion kronor ($462 million) from 3.5 billion. The 
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statement says that this may contribute to a stronger krona and improve the Riksbank’s capacity to reduce 

inflation (9.7% y/y in May) but that interest rates are the most effective tool if monetary policy needs to be 

tightened further. The press release further adds that it is still uncertain how much monetary policy 

tightening will be required for inflation to fall back and stabilize close to the target of 2% but says that the 

Riksbank will do what is needed. The Riksbank’s inflation projection for 2023 is 7.4% y/y in 2023 and 2.8% 

in 2024. Goldman Sachs analysts expect a final 25bp hike in September for a terminal rate of 4% but 

see upside risks to this projection should the Krona continue to depreciate. 

 

Japan 

It is possible to start normalizing monetary policy 

if the Bank of Japan (BOJ) becomes confident in 

a pickup in inflation for next year, Governor Ueda 

said. For now, underlying inflation remains below 2%. 

The BOJ still expects that price increases will slow 

toward the end of the year. Retail sales increased 

5.7% y/y in May, beating expectations (consensus: 

+5.2%), up from 5.0% in April. Equities were little 

changed. The yen depreciated slightly. Market 

participants viewed that the underlying Japanese 

yen’s weakness remains due to the BOJ’s 

dovishness but became increasingly cautious about 

potential FX interventions. A Bloomberg article noted that previous major FX interventions often coincided 

with a change in Japanese yen’s course. Long-end KGB yields were mixed (10-year: -0.1 bp; 30-year: +0.6 

bp). 

Czech Republic   

Government issues floating bonds to raise CZK4 bn ($185 mn) as spreads decline, while another 

CZK9 bn was issued at a fixed rate of 6.2%. Owing to the deceleration in inflation and fiscal consolidation, 

the 10-year sovereign bond spreads (over German bunds) have tightened to 192 bp from 420bp in May 

2021. Czech Republic, whose sovereign credit is rated AA-, plans to use the proceeds from the issues to 

funds its fiscal deficit which reached close to the full year threshold in May. Earlier in the year, the 

government also introduced measures to improve its fiscal balance, including spending cuts and tax 

increases in 2024. These bonds are slated to mature between June 2031 and July 2037. 
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Asian equities were mixed, falling 0.7% on net. Hong Kong (-1.1%) and Chinese (CSI 300: -0.4%) equities 

declined, while share prices rose in Thailand (+1.4%). Most Asian currencies depreciated, led by the Korean 

won (-0.8%), Philippine peso (-0.2%) and Thai baht (-0.2%), following Federal Reserve Chair Powell’s 

hawkish remarks that suggested further rate hikes. Long-end government bond yields were little changed. 

Equity markets in EMEA were mixed. South Africa (-0.3%) was losing, while Romania (+2.2%) and 

Poland (+0.6%) led gains. Currencies were generally range-bound, with the exception of the Polish zloty, 

which strengthened 0.5% to the euro (to 4.45/euro). Local bond yields were generally unchanged, except 

in Romania where 10y yields plunged 20 bp to 6.46%. LatAm equity markets declined closed across 

the board on Wednesday. Amongst the regional major markets, Mexico (-0.9%) and Brazil (-0.7%) saw 

the large losses, while Argentina’s MERVAL index was down by 2.6%. Regional currencies staged a mixed 

performance. The Brazilian real and the Chilean peso fell 0.8% and 0.3%, respectively, on global cues. The 

Colombian peso, however, rose (0.6%) for the third straight session. 

EM policy rate 

Policy rate cut cycle is seen to start in 2H2023 in EMs, per estimates from a monetary policy model from 

Goldman Sachs (based on Taylor rule for fair value of short-term interest rates). Given the decelerating inflation, 

high real rates (in most economies), and currency appreciation, LATAM economies are likely to be the first ones 

to start easing policy, and other EMs to follow in due course. While markets are currently pricing in an average 

rate cut of about 70 bp per quarter, Goldman analysts find this pace aggressive in the context of a still hawkish 

US Fed. It argues that EM central banks would have to pare down (to ~50 bp cut per quarter) if their rate-cut 

cycle doesn’t coincide with that of the Fed’s. In addition, the fact that some of the EM central banks have yet not 

adopted, or even resisted, dovish guidance, speaks to markets over-estimating the pace of rate cuts in EMs.   

 

1.5

2.0

2.5

3.0

3.5

4.0

4.5

Ju
n.

21
Ju

l.2
1

A
ug

.2
1

S
ep

.2
1

O
ct

.2
1

N
ov

.2
1

D
ec

.2
1

Ja
n.

22
Fe

b.
22

M
ar

.2
2

A
pr

.2
2

M
ay

.2
2

Ju
n.

22
Ju

l.2
2

A
ug

.2
2

S
ep

.2
2

O
ct

.2
2

N
ov

.2
2

D
ec

.2
2

Ja
n.

23
Fe

b.
23

M
ar

.2
3

A
pr

.2
3

M
ay

.2
3

pe
rc

en
ta

ge
 p

oi
nt

s

Czech 10-year generic yield spread to Germany

Russia invades 
Ukraine

Spreads have reached the lowest level in two years

Source: Bloomberg

Figure 1. LatAm screens as well-positioned to start with rate cuts soon, 
but others to join as well 

Figure 2. The pace appears relatively rapid compared with EM history, 
especially given that major central banks are unlikely to join soon 
Average pace of rate cuts in an EM rate cutting cycle (since 2000) 
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China 

RMB depreciated (-0.1%), touching 7.25 yuan per dollar, despite the People’s Bank of China (PBC)’s 

strong signal to support the currency. Today, the PBC set the daily RMB fixing at 7.221 yuan per dollar, 

stronger than expected by 311 pips, the largest deviation since November 2022. Some analysts noted that 

the PBC may see the need to send a strong signal this morning following Federal Reserve Chair Powell’s 

hawkish remarks that suggested the possibility of two back-to-back rate hikes. Chinese equities declined 

(CSI 300: -0.3%; Hong Kong SAR-listed: -1.6%). The PBC injected liquidity in an amount of 193 bn yuan 

($26.6 bn) to ease quarter-end funding pressures. While the key interbank repo rate edged down to 1.88% 

(-2.1 bps), spreads between interbank and exchange-trade repo further widened. CGB yields declined (1-

year: -0.3 bp; 10-year: -0.6 bp). 
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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