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e Short Treasury positions adding to upward pressure on long-end yields (link)

e Gilts outperform peers this morning as inflation comes in softer than expected (link)
e Japan’s long bond yields dropped after well-received 20-year JGB auction (link)

e Chinese bond market’s divergence from global peers remains wide (link)

e EM equities extend three-day slide amid Iran war inflation fears (link)
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Markets Take a Breather After Bond Selloff Eases and Oil Prices Moderate

With limited catalysts overnight, global bond yields fell moderately after steep rises in the past
several days and amid modestly lower oil prices. The moves in nominal yields have been driven mostly
by real yields and have come amid rapid central bank repricing, particularly in the US. With Brent futures
down by roughly 2% this morning and some modest pare-back in policy rate expectations, US Treasury
and European government bond yields were lower across the curve, while UK gilt yields outperformed G7
peers on softer-than-expected inflation, declining by up to 10bps. Japanese long-bond yields also declined
after a well-bid 20yr JGB auction overnight. In the Asia session, Asian currencies generally appreciated
versus the dollar, led by the Indonesian rupiah (+0.6%) after a surprise 50bps rate hike by Bank Indonesia.
Asian equity bourses continued their slide, however, with the Korean KOSPI down -0.9% amid news of
potential labor strikes and a fatigued Al narrative, though risk appetite emerged during the European
session, with the Stoxx50 higher by +0.8%. In the US, equity futures point to a +0.6% open, as traders
prime themselves for Nvidia’s earnings results after market close. Traders will also be attentive to the
release of the April FOMC minutes this afternoon for clues on the Fed’s reaction function.

Key Global Financial Indicators
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Colors denote tightening/easing financial conditions for observations greater than +1.5 standard deviations. Data source: Bloomberg.
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Key Global Inflation and Energy Indicators

Last updated: Level Change from Market Close
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Colors denote tightening/easing financial conditions for observations greater than +1.5 standard deviations. Data source: Bloomberg.
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United States

US markets turned cautious again yesterday amid a renewed selloff in Treasuries. Price action came
amid fluid geopolitics, including President Trump renewing threats of further strikes on Iran and NATO
reportedly discussed measures to help shipping through Hormuz if disruptions persist into July. Treasury
yields added another 6—9bps across the curve, with the 30yr yield reaching a 20-year high of 5.178%.
Equities opened sharply lower, with the Nasdagq falling as much as 1.5% before recovering. Contacts note
that the Al-led equity rally has shown signs of fatigue, with investors searching for new catalysts, just as
resurging bond yields began testing risk appetite.

The hawkish repricing in rates has triggered a renewed build-up in bearish Treasury positioning,
adding to upward pressure on long-end yields. Speculative net shorts across Treasury futures
continued to rise toward historical highs, while futures open interest data suggest the recent selloff has
been driven increasingly by new short positions rather than liquidation of existing longs. Positioning data
from Bloomberg also indicate the move is less tied to an expansion of basis trades, as leveraged fund and
dealer short exposure has moderated, and more reflective of growing conviction that duration risks remain
skewed to the upside.
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At the same time, the rise in long-end yields has been driven primarily by higher real yields,
suggesting markets are increasingly repricing the policy path rather than simply higher near-term inflation.
Since the start of the Iran conflict, real yields accounted for roughly two-thirds of the 73 bps increase in the
10-year Treasury yield, compared with just a 25bps rise in breakevens. Consistent with this shift, the peak
implied policy rate from SOFR futures has risen from below 3% before the conflict to around 3.85%.
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Cumulative Change in 10-year Treasury Yields
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Canada

Canadian bond yields fell after April inflation data came in softer than expected. While headline CPI
rose to 2.8% y/y on higher gasoline prices, underlying inflation measures continued to soften, with core as
well as the average of the trim and median gauges, both falling to their lowest level since early 2021. The
data helped ease concerns that higher energy costs were feeding more broadly into core inflation,
prompting a rally in the front and belly of the curve, as markets pared back expectations for further policy
tightening. The Loonie weakened modestly on the day.

Euro area

European equities edged higher and government bond prices rebounded as oil prices eased
somewhat, pausing a selloff driven by higher real yields. Earlier this morning, the Stoxx 600 rose 0.2%,
led by tech (+1.9%) ahead of Nvidia’s results in the US, while the euro slipped 0.1% to 1.1591/€. ECB
Governing Council member Wunsch reiterated that a June rate hike remains likely if the Iran war does not
end soon, with final data confirming euro area inflation at 3% y/y in April. Still, German producer prices rose
less than expected in April, with PPl at 1.2% m/m (vs. 2.0% est), down from 2.5% in March. European
government bonds stayed bid, led by shorter tenors (Bund: 2yr yield -4bps at 2.71%, and 10yr yield -3bps
at 3.16%), as money markets pared ECB tightening expectations to 81bps by April 2027 from 89bps at
market close yesterday. Bund vyields fell 5 bps at the 2-year tenor and 3 bps at the 10-year tenor, while
southern bonds outperformed, with the 10-year BTP-Bund spread narrowing 3 bps to 75 bps.
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United Kingdom

Gilts outperformed European and global peers this morning after April inflation came in softer than
expected. CPI printed at 2.8% y/y (vs. 3.0% expected), down from 3.3% in March, while core inflation
eased to 2.5% yly (vs. 2.6% expected, from 3.1%). The curve bull-steepened, with 2-year yields down 10
bps to 4.38% and 10-year and 30-year yields down 8 bps to 5.02% and 5.70%, respectively. Markets pared
back BoE hike expectations to 65 bps by April 2027, from 76bps yesterday. JP Morgan emphasized softer
core services inflation (3.2% y/y, down from 4.5%) as supposed their view of a BoE hike in July rather than
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June, though it still sees inflation rising to 3.7% by 4Q 2026 as energy effects build. Goldman Sachs also
now expects a June hold, while warning headline inflation could rise again in the next print and in 3Q.
Sterling was little changed at $1.3396/£ and UK equities rose 0.1% earlier this morning.
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Japan

Traders in Japanese government bonds were relieved after the 20-year auction saw healthy
demand. The bid-to-cover ratio was 4.01 (12-month average: 3.43), while the average accepted yield was
3.71%, well below this morning’s market open of 3.78%. Mitsubishi UFJ and Nomura snapped up a
combined 60.4% of the offering, which was seen as a reassuring signal to investors. The benchmark yield
curve steepened (2yr +1 bp to 1.44%; 10yr -1 bp to 2.71%; 30yr -6 bp to 4.08%). PIMCQO’s CIO Seidner
reportedly said Japan’s yield curve had become “too steep” relative to other developed markets, with the
firm holding bullish positions in 30yr JGBs and bearish bets on 10yr JGBs. However, the underlying
backdrop remains fragile: foreign investors turned net sellers of super-long JGBs in April for the first time
since December 2024 amid inflation concerns and increased fiscal spending. Equities declined (Nikkei 225:
-1.2%) for a fifth consecutive session (a cumulative -5.5%), with some analysts pointing to the continued
increase in bond yields as a threat to corporate earnings through higher borrowing costs. The yen continued
to hover around 159/$, closing Asian trading hours little changed at 159.01/$, despite warnings from
Finance Minister Katayama and comments from US Treasury Secretary Bessent against excessive yen
volatility.

Japan's Yield Curve Remains Steeper Than Other Markets Foreigners Become Net Sellers of Super-Long JGBs
10-/30-year yield spreads
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Emerging Markets back to top

EMEA equities and currencies were mixed in early trade ahead of key US tech earnings later today.
Equities in Czechia outperformed (+0.5%) while CEE currencies were slightly weaker against the euro. The
Turkish lira was broadly steady against the dollar. Equities in the Gulf were lower, with Oman
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underperforming (-2.95%) on sharp declines in materials (-7.9%). Elsewhere, several jurisdictions are
considering external issuance. Poland is reportedly planning a benchmark multi-tranche Swiss-franc
bond. Bloomberg reports that the Republic of Congo is marketing its third Eurobond in six months to buy
back a 2032-dollar bond and refinance domestic debt, with an average life of about eight years and an
initial price target of 10.5%. Today’s Bank of Ghana decision is expected to be finely balanced with
consensus expectations split evenly between a hold and a 50bps rate cut.

Asian currencies generally strengthened overnight (EM Asia: +0.2%). The Indonesian rupiah
rebounded (+0.6%) from near all-time low after a surprise 50bp rate hike to 5.25%, which Governor Warjiyo
stated was “a follow-up measure to strengthen the stabilization of the rupiah against the impact of
heightened global volatility”, as well as a pre-emptive measure to keep inflation within the target range. The
Indian rupee weakened by -0.3% on net after opening weaker near 97/$, prompting suspected intervention
in the onshore market. Asian equities continued to decline (EM Asia: -0.4%), led by Korea (KOSPI: -0.9%)
amid reports of a potential strike by workers at Samsung, and Indonesia (Jakarta Composite: -0.8%).

In Latin America, equities in Brazil (-1.5%) and Chile (-1%) fell while stocks in Colombia and Mexico
rose. In FX, the Brazilian real (-1.2%) depreciated along with the Mexican peso (-0.8%) and Chilean peso
(-0.7%) while the Colombian peso appreciated slightly. Chile’s central bank flagged abrupt global tightening
as the top risk in its H1 stability report, with banks prepared for a severe scenario of stress.

Emerging Market Assets

EM currencies and equities fell Tuesday Emerging-Market Stocks Decline for Third Day
as renewed concerns about the Iran T om0

war’s inflation shock lifted yields and b0
strengthened the dollar. EM yields have

risen +24bps to 7.17% since Thursday,

with LatAm yields broadly higher on the

day while Asian yields eased. The MSCI wm!“ i ‘ ! \\ m\u\h m \\ L \M h, M i ‘HH H M‘H\ ‘

EM equity index fell 1.45%, extending its "‘ I H ‘

4.0

N

0

juad.4ad

+0.0

o

three-day slide to over 4.5%, while the EM
currency index dropped -0.3%. The
Brazilian real and Korean won led losses, H-4.0
each down over 1%. The Colombian peso "™ " Mo g@ ot tor 2026

was an outlier, firming on thin pre-election > **™* " Fooma e

liquidity. Markets are repricing higher expected inflation as energy costs rise.

F-2.0

China

Government bond yields almost reached a nine-month low amid a policy pause and softening
domestic growth. The 10yr government bond yield was little changed at 1.74% today—near the lowest
level since August 2024—even as US and Japanese yields rose, pushing the US-China yield spread to
more than 290bps since yesterday. This reflects subdued domestic demand, relative insulation from oil-
driven inflation, and ample liquidity conditions, supported by ongoing PBOC injections. Policy settings
remained unchanged, with 1yr and 5yr Loan Prime Rates held today at 3.0% and 3.5%, now unchanged
for a full year, signaling limited urgency for near-term easing. However, recent data showing a broad
slowdown in consumption, investment, and industrial production have reinforced expectations of gradual
monetary easing in the second half of 2026. Money market rates edged slightly higher today (7-day repo
+1bp to 1.33%), while both onshore CNY (+0.2%) and offshore CNH (+0.2%) strengthened, despite a
slightly weaker fixing at 6.8397/$.
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US-China Yield Gap at Widest Since Feb. 2025 Loan Prime Rates Follow PBOC Policy Rate Closely
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South Africa

South Africa’s April headline inflation rises in South African Inflation Heats Up on Iran War Fuel Price Surge
line with consensus expectations_ Apr" Consumer prices above central bank target increase likelihood of a rate hike
headline inflation printed at 4.0%yly, up from 7' ten
3.1% in the prior month, driven by the sharp
increase in energy prices since the onset of the
US-Iran war. Core inflation ticked up to 3.6%, up
from 3.2% in the prior month, slightly ahead of
3.5% expected, while services inflation climbed
to 4.6%, up from 4.2% in the prior month. South
African local currency government bond vyields
were trading lower across the curve ahead of the ‘ ‘ . ‘ I

. . . ) 2022 2023 2024 2025 2026
release as oil prices eased with the 10yr yield .. custics south Avica
around 4bps lower at 9.02% while the rand was Bloombers
trading firmer against the dollar (+0.2%) at 16.67. Analysts remain focused on next week’s MPC meeting
with markets pricing in a +25bps hike that would take the policy rate to 7.0%. Goldman Sachs expects the
South African Reserve Bank to hike, though they argue that the case is “borderline” and anticipate a split
vote on the MPC (with dovish dissents). Separately, yesterday’s government bond auction saw the
strongest demand since February, with a solid bid-to-cover ratio of 5.1x.

Central bank target
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Emerging Market Financial Indicators
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