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Bond yields climbed with ECB rates unchanged.

The ECB decided to keep its rates unchanged although markets were expecting a rate cut as soon as today, leading to
an increase in sovereign bond yields and a fall in equity markets during Draghi’s press conference. However, the rise in
government bond yields was partially erased as the ECB opened doors to easing by the next meeting in September,
supported by a quick deterioration in manufacturing. In this context, markets expectations for a ECB depo rate cut in

September is hovering around 95%.

The ECB decided to keep its rates unchanged but reinforced its forward guidance to say that it expects rates to
remain at their present or lower levels at least through the first half of 2020. Draghi stated that there are mixed
signs with resilient indicators supporting consumption, whereas the manufacturing is notably deteriorating and indicators

of inflation expectations have declined.

On the data front, the ifo Business Climate index in Germany declined more than expected in July (95.7,
consensus 97.2, previous month 97.4), suggesting that German companies were less satisfied with their current
business situation and are also looking ahead with more pessimism. In manufacturing, the situation index experienced a
major decline since February 2009 and no improvement is expected. On the other hand, economic data in the U.S.
were positive as durable goods orders increased in June, beating estimates (2%, consensus 0.7%, previous month -
1.3%) while, U.S. initial jobless claims declined last week ended July 20 (206K, consensus 218K and previous month

216K).

Government bond yields increased during Draghi’s press conference as the ECB stance was less dovish than
what markets expected which was pricing a depo rate cut today, trimming its early slide. The UST 10Y vyield
climbed with strong U.S. economic data and with the ECB decision. As a result, bets of an aggressive Fed rate cut of 50
bps next week continues to wane. Elsewhere, the Spanish risk premium narrowed slightly with Sanchez failing to be

confirmed as prime minister.

In FX markets, the EUR fluctuated and reversed its slide coming from the ECB policy announcement while, the USD
gained slightly against the CHF and JPY. Moreover, the GBP remained steady as the new Britain’s prime minister said
that the prospect of a no-deal Brexit by late October is remote although, Boris Johnson have replaced over half of May’s
cabinet by mainly Eurosceptic ministers. In emerging markets, the TRY initially depreciated after its central bank decided
to cut rates but this decline was trimmed, ending up appreciating moderately.
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