
Though I walk through the valley 
of the shadow of death …

… I will fear no evil! 

That is an ominous start to the morning, 
but to some extent the weekend’s 
elections have generated a fresh wave of 
political uncertainty across Europe after 
the far-right parties gained ground in the 
European Parliamentary elections which, 
in a surprise move, saw French President 
Macron call a snap election after Marine 
Le Pen’s National Rally got more than 
30.0% of the votes. As someone said, “If 
the EU moves any further to the right, Nigel 
Farage will want to rejoin it!” 

The political uncertainty saw the EUR 
come under selling pressure as it fell 
to a 1-month low at 1.0733 against the 
USD before it recovered into the close. 
It should also be noted that while the 
USD-index broke through the 105.00 
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level, and will close the session around 
the 105.13 level, the NZD and AUD also 
had strong sessions, partially recovering 
from the post-nonfarm weakness. 

Overall, it was a ‘churn and burn’ session 
for equity markets with European 
exchanges trading lower, with the 
French market -1.25% lower, while the 
US exchanges locked in small gains as 
investors positioned themselves ahead 
of the Fed’s 2-day meeting. Interestingly, 
Apple shares fell -2.0% after it announced 
it will partner with OpenAI to bring 
ChatGPT to its devices.

Commodities had a strong session, 
although the strength was predominately 
driven by higher oil prices which surged 
2.75%-3.0% driven by expectations of 
increased summer demand leading to a 
potential supply shortage.

This morning’s treasury auction 
contributed to higher yields after the 
US Treasury’s issuance of USD53bn of 
3 year notes did not go particularly well, 
generating a high yield of 4.659% with 
a 1.1bps tail verse the 0.1bps 6-month 
average. The bid-cover ratio was also 
lower at 2.43x. As we go into the close, 
the 2-years is slightly lower at 4.89%, the 
3-years firmed 1bps to 4.68%, while the 
10-year yield is 2bps higher at 4.47%.

The NY Fed’s May survey of 
consumer expectations …

… saw the 1-year inflation forecast fall 
from 3.3% to 3.2%, the 3-year forecast 
print flat at 2.8%, while the 5-year 
forecast firmed from 2.8% to 3.0%. 

Following last week’s rate cut, ECB 
President Christine Lagarde stated, 

“Rates may not necessarily be on a linear 
declining path, there might be periods when 
we hold. It is possible the ECB will hold rates 
for longer than a single meeting. We are keen 
to see evolution of labour costs, corporate 
profits. Time dependent guidance on rates 
is not helpful.”

If you weren’t already aware that 
the Japanese economy is in a massive 
economic slump, yesterday’s Q1 GDP 
print confirmed it after the Japanese 
economy contracted -1.8% on an 
annualised basis. On a positive note, it 
was better than the preliminary print at 

-2.0%, while the Q4 print revised up to 
0.4%.

Everyone loves a forecast …
… so let us see the latest from the 

investment banks! Goldman’s is 
expecting an unchanged verdict from 
the Fed this week although they are 
anticipating rate cuts in September and 
December this year, with a further four 
in 2025, and another two rate cuts in 
2026. JP Morgan has shifted its forecast 
for the first FOMC rate cut from July to 
November with Fed Chair Jerome Powell 
maintaining a dovish tone this week, 
while PIMCO is forecasting another two 
ECB rate cuts this year, in September and 
December, which is broadly aligned with 
market pricing.
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