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Key Topics

Government Bonds and Currencies. France and UK elections results.

USDBRL reached its highest level since 2021.

Commodities. Natural gas -8.29% traded under pressure for the second
week in a row. Steel continued trading under pressure reaching levels not
seen since 2017. Cotton -6.95% continued with its negative trend reaching

2020 levels.

Stocks. Market's reaction to the first US presidential debate.

Crypto. Solana ETF approval.

Regarding economic data, Canadian inflation rate came above market
expectations 2.9% vs 2.6% (changing bets on loosening monetary policy),
in the US the Case Shiller Home Price Index changed its growing trend

for the first time since May 2023, but above consensus 7.2% vs 6.9%. Also in
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the US, EIA crude oil and gasoline inventories increased unexpectedly
with 3.591mn barrels vs -3mn expected and 2,654 barrels vs -2,280

respectively.
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Korea business confidence came at its highest since August 2022 at 78
vs 74. Japan retail sales continued with its positive trend beating market
expectations 3% vs 2%. In Mexico, trade balance switched to a surplus of
USD%$1.991bn vs -USD$2.04bn deficit expected. Finally, Brazil's

unemployment rate reached its lowest since 2015 at 7.1%.



This week, the focus will be on the US payrolls report and FOMC minutes.
ISM manufacturing, services PMI and balance of trade will be released for

Mmajor economies.

In France, volatility might continue on the results of parliamentary
elections, with the far right closer to power than it has ever been in
modern times |link. In the UK, polls predict a landslide victory for Keir

Starmer's Labour Party on July 4, ending the Conservatives' 14-year rule.

The following companies will release their quarterly earnings reports:

Sodexo, J Sainsbury, Constellation Brands, AEON .

Government Bonds and Currencies

France 10Y government bond closed at its highest level since October.
“Concerns lingered ahead of the first round of parliamentary elections,
with polls suggesting Marine Le Pen's National Rally could secure over 30%
of the votes. Investors fear a shift away from centrist policies could lead
to increased spending and worsen the government's fiscal position.
France's 5.5% budget deficit and public debt at 110.6% of GDP in the
previous year have raised alarms, prompting the European Commission to

consider initiating excessive deficit procedures” link.


https://bbc.com/news/articles/c2j3ldl1mepo
https://tradingeconomics.com/france/government-bond-yield
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In the UK, GBPUSD has been trading sideways ahead of next week's
elections. “The polls show Kier Stammer’s party is set for a landslide
victory, which could be good news for the pound. A period of political
stability amid a less divided party and Labour's pledge to help improve ties

with the European Union could support sterling.

A conservative win is looking extremely unlikely. Even Chancellor of the
Exchequer Jeremy Hunt considers it an almost impossible task. If the

impossible were to happen, it could result in an initial bearish knee-jerk



reaction in the pound and UK assets, as the market will dislike the
surprise. However, again, it's worth noting that the BoE's actions could

have more of an impact than any Conservative policies” link.

British Pound

1.800

1.600

1.400

1.200

2004 2010 2016 2020 2024

Source: Trading Economics

“Sterling's rollercoaster ride has prompted commentators to nickname the
pound the "great British peso", with parallels to risky emerging markets. Its
volatility has fed back into the UK economy, creating a negative feedback

loop.


https://tradingeconomics.com/france/government-bond-yield

A Labour government with predictable policies that markets support

could reverse that cycle, analysts said” link.

UK Policy Shocks Drive Sterling Volatility as Much as Global Crisis
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USDBRL reached its highest level since 2021. “President Lula criticized
BCB’s President Campos Neto for maintaining a 10.5% interest rate,
calling it unrealistic and asserting that inflation is under control.
Meanwhile, Campos Neto defended the rate as crucial for meeting
inflation targets, cautioning that fiscal adjustments through revenue could
hamper growth and worsen inflation. These developments highlighted
ongoing market concerns about fiscal spending, emphasizing
challenges in boosting government revenues and raising doubts about

debt repayment capacity” link.


https://www.reuters.com/world/uk/politics-pound-how-uk-election-could-make-or-break-sterlings-run-2024-06-26/
https://tradingeconomics.com/brazil/currency
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Commodities

On the energy front, Natural gas -8.29% traded under pressure for the
second week in a row. “Gas in storage is now 20.6% above the seasonal
norm. Despite this, natural gas prices are headed for a third consecutive
week of declines due to increased output, as higher prices in recent weeks
encouraged producers like EQT and Chesapeake Energy to resume

drilling” link.


https://tradingeconomics.com/commodity/natural-gas
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Steel continued trading under pressure reaching levels not seen since
2017 amid mounting signs of poor demand. “New home prices in China
sank by nearly 4% in May, the most since 2015. The data added to
concerns that China's property crisis is far from over amid the 34% plunge
in sales from the 100 largest Chinese developers in the period, pressuring
the demand for new construction for a sector that is a major source of

global ferrous metal demand” link.


https://tradingeconomics.com/commodity/steel
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Soft commodities with mixed results, Sugar continued with its positive
trend “driven by concerns over reduced supply from India, the world’s

second-largest sugar producer”.
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On the negative front, Cocoa -12.30% continued on profit-taking mode.
“Recently, chocolate producer Nestle SA indicated that consumers are
likely to reduce their chocolate purchases due to the historic rise in
cocoa prices, which is gradually impacting manufacturers and compelling
them to raise prices”. Cotton -6.95% continued with its negative trend
reaching 2020 levels. “Favorable weather conditions persist throughout the
entire US cotton belt, with beneficial rainfall observed in Texas, Oklahoma,
and Kansas, alongside anticipated future precipitation, contributing to

downward price pressure” [ink.

10


https://tradingeconomics.com/commodity/cotton
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Stocks

Japanese industrial production carries Japan's gains. India recorded a

new all-time high with a 22.12% return YoY.

France closed at its lowest level since January, election’s volatility remains
the name of the game. Hong Kong and China have been trading under
pressure after this year's early rally. “Donald Trump and Joe Biden
surprised markets in their first US presidential debate by not focusing

too much on criticisms against China. Still, rising tensions between China

n



and the West
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https://tradingeconomics.com/china/stock-market
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Market's reaction to the first US presidential debate

Thursday night hosted the first presidential debate between the current

president Joe Biden, against former president Donald Trump.

On economy and inflation, President Biden emphasized the dire
economic situation he inherited from Trump, describing it as collapsed
with high unemployment. He focused on his efforts to rebuild the
economy, stating that more work is needed, especially for working-class

families.

While Trump’s perspective countered by claiming he had created the
greatest economy in history before COVID-19. He criticized Biden's
handling of the pandemic and its economic fallout, blaming inflation and
economic struggles on Biden's policies, particularly the mandates

imposed during the pandemic.

As a debate outlook, voters think Biden failed to reassure his base or
attract independents, which suggest potential damage to his campaign,
the debate was a missed opportunity for Biden to solidify support. This has
markets speculating that Biden might soon drop out of the race due to
his poor performance, as there are many Democrats worried about losing

control of the House, Senate, and White House after the debate.
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Who may replace Biden as the next candidate is not a clear picture. As
the Vice President, Kamala Harris would be a logical successor, but her
low approval ratings and perceived lack of gravitas make her a less
attractive option for some. Gavin Newsom, The California Governor is the
next in line, but he is facing a budget crisis, which could hinder his
candidacy and his involvement in state issues might detract from his
national appeal. Gretchen Whitmer and Josh Shapiro, are both governors
of swing states (Michigan and Pennsylvania, respectively), they are seen as

strong potential candidates due to their leadership in crucial regions.

Overall, this uncertainty will bring volatility to the markets, and if this
year's elections have shown us, surprises are sure coming around the
corner, especially as Trump’s tax cuts are about to end, which in a way,
have increased economic growth, but also heightened the massive US

government debt. Be sure to keep an eye on the following debates!

Crypto

Crypto closed the week with mixed results. Bitcoin -3% continued under
pressure and tested its 60,000 support. On the positive side, Solana 9.27%
outperformed peers. “In a constantly evolving crypto market, the
announcement by 21Shares regarding the filing of an application for a

Solana ETF in the United States marks a significant turning point. This
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access to Solana but also signal a new era of institutional acceptance of

cryptocurrencies” link.

initiative, which closely follows that of VanEck, could not only democratize

“In the current political landscape, it is surprising to note that the

presidential debate between Joe Biden and Donald Trump did not

address the crypto issue. This noticeable absence had a direct impact on

the market, particularly on politicized meme coins known as PolitiFi” [ink.
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https://www.cointribune.com/en/crypto-21share-takes-on-solana-etf-too/
https://www.cointribune.com/en/the-ignored-crypto-the-trump-biden-debate-avoids-the-hot-topic/
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Weekly Paper Picks

Local Currency Bond Market Development and Currency Stability amid

Market Turmoil

This study investigates how development of the local currency (LCY)

bond market brings stability in the financial market.

The analysis is based on annual economy panel data set for 1989-2020. The

main findings are as follows. First, exchange rate volatility is lower during
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https://www.adb.org/sites/default/files/publication/892206/ewp-688-local-currency-bond-market-development-currency-stability.pdf
https://www.adb.org/sites/default/files/publication/892206/ewp-688-local-currency-bond-market-development-currency-stability.pdf

crisis periods if an economy has a more developed LCY bond market.
Second, a greater share of LCY bonds and a greater share of bonds with
long-term maturities have a stabilizing effect on exchange rate volatility
during normal times. Lastly, a developed LCY bond market can serve as
a buffer against monetary policy shocks emanating from the United

States.

The empirical evidence in this study implies that emerging economies
need to consider designing policies to bolster development of LCY bond

Mmarkets.

Figure 1: Size of Local Currency Bond Markets in Emerging East Asia
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Source: ADB. AsianBondsOnline Data Portal. https://asianbondsonline.adb.org/data-portal/ (accessed 24
October 2022).
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Figure 3: Maturity Profile of Bond Issuance in Emerging East Asian
Local Currency Bond Markets in the First Half of 2022
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May 2023).

Figure 4: Foreign Holdings in Local Currency Government Bonds
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MNote: This indicator shows the percentage in local currency (LCY) government bonds held by foreign
investors relative to the amount of LCY government bonds outstanding in a specific market. A high
percentage indicates the greater participation of foreign investors in buying LCY bonds in a particular
market.

Source: ADB. AsianBondsOnline Data Portal. https://asianbondsonline.adb.org/data-portal/ (accessed 31
August 2022).
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Figure 5: Local Currency Bond Markets and Exchange Rate Volatility
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ARG = Argentina, AUS = Australia, BRA = Brazil, CAN = Canada, COL = Colombia, DEN = Denmark, HRV
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= Republic of Korea, LEMN = Lebanon, MAL = Malaysia, MEX = Mexico, NOR = Norway, NZL = New Zealand,

PAK = Pakistan, PER = Peru, PHI = Philippines, PRC = People’s Republic of China, RUS = Russian
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Mote: Average size of local currency bond markets as a fraction of gross domestic product (GDP) during
19852020 is on the horizontal axis. The vertical axis is the average standard deviation of exchange rate

changes.

Source: Authors' calculations.
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Disclaimers

The content of this document is strictly informative and does not constitute an offer or recommendation of
KaxaNuk S.C. to buy, sell or subscribe any kind of securities, or to perform specific transactions. KaxaNuk S.C. is
not responsible for the interpretation given to the information and /or content of this document. KaxaNuk S.C.
does not accept or will accept any liability for losses or damages resulting from investment decisions that would
have been based on this document. The persons responsible for the preparation of this report certify that the
opinions stated reflect their own point of view and do not represent the view of KaxaNuk S.C. nor of its officials.
This document is based on publicly available information, including official government sites and other web
sources which are considered reliable, however KaxaNuk S.C. makes no warranty regarding its accuracy or

completeness.

This content is intellectual property owned by KaxaNuk S.C. Any violations of this term, and all terms contained

herein, will be legally pursued to the fullest extent permitted by law.
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