
Weekly round up (Week 22)


Our weekly view of key developments in financial markets and economies examines the 
reasons for a lacklustre end to the month for risk assets.


After investors spent the first half of the month in risk-on mode, the last two weeks have 
been more representative of the old market adage "sell in May and go away", at least in 
Europe. Rates rose and equities seemed to run out of steam, with most major indices in 
negative territory.


We enter June with German and UK 10-year government bond yields close to their highest 
levels since last November, with UK gilts hovering around 4.4% and German bunds at 
2.66%.


In May, European yields caught up with US yields, which had notably underperformed in 
March and April. The German 10-year yield closed the month 8 basis points (bps) higher, 
while the US 10-year yield was 18 bps lower.


Continued theme of improvement in Europe and disappointment in the US 

The scenario that the European Central Bank (ECB) will cut its key rates ahead of the US 
Federal Reserve at its June 6 meeting remains intact, but expectations of further cuts have 
been pushed back and economic data has been better than expected.


Eurozone unemployment fell in April to a new low of 6.4%, while the economic sentiment 
indicator - a measure of business confidence across all sectors - rose by 0.3 points to 96.5.


Meanwhile, US data failed to meet expectations, as shown by the US Citi Economic 
Surprise Index, a measure of how economic data compares with analysts' forecasts. As of 
May 30, the index remains negative, meaning that recently released data have fallen short of 
expectations.


According to the latest estimates from the Bureau of Economic Analysis, US real GDP will 
grow at an annualized rate of 1.3% in the first quarter, below the 1.6% initially forecast, and 
well below the 3.4% increase in the fourth quarter of last year.


The release of half-hearted data prevented US rates from rising in May. We can see this 
clearly in our "chart of the week", which shows the evolution of US and German 10-year 
yields this year.


The divergence in April occurred when expectations of a Fed rate cut were pushed back, 
while ECB officials supported expectations of a June cut. This movement was completely 
reversed in May.


This past week, we had several rate hike factors in the US and Europe, but those in Europe 
seemed to have more influence. Comments by Neel Kashkari, President of the Federal 
Reserve Bank of Minneapolis, that the Fed's next move could be higher rather than lower 
were not unusual, and if the Treasury auctions generated less interest than expected, this 
was probably due in part to the fact that they took place over the Memorial Day weekend 
and to the high volume of auctions this week. Our economic forcast does exclude a rate 
hike. But , as written previously, higher for longer is the mantra. 
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The improvement in the consumer confidence index for the first time since January was 
welcomed, although the index remains weak compared with what it has been for most of 
the post-COVID period.


In Europe, harmonized inflation was higher than expected in Germany, France, Spain and 
Italy. Annualized headline inflation in the Eurozone is expected to rise from 2.4% in April to 
2.6% in May, driven by the services sector, where inflation is expected to rise from 3.7% to 
4.1%. These forecasts follow last week's publication of a higher-than-expected consumer 
price index in the UK and a general improvement in purchasing managers' indices across 
Europe.


ECB stays on course for June rate cut. 

Inflation rigidity offers a plausible explanation for the fact that ECB rate cuts after June may 
not be as frequent as expected at the start of the year.


Although we still expect the ECB to confirm its easing trend with a first rate cut of 25 basis 
points on June 6, the central bank's commentary may have a somewhat hawkish - or at 
least neutral - bias given the strength of recent data. The ECB may oppose any fixed pace 
of rate cuts, repeating comments from previous press conferences that it will take a data-
dependent approach to key rates.


We believe this is positive for European spreads in the short term, but could put pressure on 
longer-term spreads, a recent trend exacerbated by the increase in long-term euro issuance.


Chart of the week: Year-to-date trend in 10-year government bond yields 

Source: Bloomberg, as of May 31, 2024
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Disclaimer:


DC Advisory issues this report as general information only, without taking into account the circumstances, needs or objectives of any of its 
readers. Readers should consider the appropriateness of any recommendation or forecast or other information for their individual situation 
and consult their investment advisor.


The views and opinions expressed herein reflect the views of the authors of the content as of the date of the publications and are subject to 
change based on market and other conditions. Any reference to securities, sectors, regions and/or countries is for illustrative purposes only. 
The value of investments and the income from them may go down as well as up. Exchange rate fluctuations may cause the value of 
investments in foreign currencies to rise or fall. 

DC Advisory shall not , nor its employees, associates or agents, be responsible for any loss arising from any investment based on any 
recommendation, forecast or other information herein contained. The contents of this publication should not be construed as an express or 
implied promise, guarantee or implication that the forecast information will eventuate, that readers will profit from the strategies herein or 
that losses in connection therewith can or will be limited. Any investment in accordance with the recommendations in an analysis, can be 
risky and may result in losses in particular if the conditions or assumptions used for the forecast or mentioned in the analysis do not 
eventuate as anticipated and the forecast is not realised. 
 
DC Advisory utilises financial information data providers and information from such providers may form the basis for an analysis. Data 
collected  from third parties is provided without warranty of any kind . DC advisory and the Data Provider assume no liability in connection 
with the Third Party Data and accepts no responsibility for the accuracy or completeness of any information herein contained.


Past performance is not indicative of future performance and may not be repeated.
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