
Highlights and View 

Global bond yields surge higher as 
inflationary concerns intensify 

Further yield rises present a clear risk 
to the macro and market outlook, and 
further constrain governments' 
limited fiscal policy space. 

US headline inflation accelerates to 
3.8% YoY, the highest in three years 

The spike in energy prices is leaving 
its mark, with producer price inflation 
accelerating to 6.0% YoY in April. 

US municipals fell last week but 
outperformed Treasuries and 
corporate bonds 

Municipals can be considered a safe 
haven from geopolitical spillovers, 
which, along with solid fund inflows 
and still attractive taxable-equivalent 
yields, should keep demand 
supported. 

 

Bond yield surge: everything, everywhere, all at once 

 
 
 
 

Source: Bloomberg 

Government bond yields surged in major markets last week, invoking a variety of historical 
comparisons. For 30yr maturities, UK bond yields are at levels not seen since 1998 while 
Japanese yields are at their highest on record. The proximate cause can be summarised as 
everything, everywhere, all at once. The continued closure of the Strait of Hormuz is 
increasingly feeding into higher oil and gas prices, with no breakthrough in sight. In the US, 
surprisingly strong inflation data weighed on Treasuries. In the UK, political uncertainty 
added an idiosyncratic catalyst to send gilt yields higher. In Japan, ongoing inflation 
concerns exacerbated by the energy shock and a lack of BoJ response sent JGB yields 
notably higher. These stories all contributed to global bond weakness. The moves clearly 
weigh on the macro outlook and risk feeding more negatively into equity and credit markets. 
Governments are not in a position to respond to this shock with significant fiscal loosening. 
Bond weakness may beget further weakness as buyers pull back given ongoing losses, 
further exacerbating fiscal constraints. Long-term market inflation expectations remain 
consistent with inflation targets. Recent moves higher do bear watching. Central banks are in 
a difficult situation and face unpleasant policy trade-offs. Markets are pricing in aggressive 
tightening by many which would weigh considerably on growth if delivered.
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US 

Headline inflation rises to the highest in 
three years 

Headline CPI inflation was 0.6% MoM in April, 
compared to 0.9% MoM in March, pushing 
the annual rate to 3.8% YoY from 3.3% YoY. 
Not surprisingly, higher energy costs 
triggered by the Middle East crisis left their 
traces, pushing up categories like energy, 
airfares, and postage and delivery services. 
Grocery prices saw their largest monthly rise 
since 2022. Spillovers into other categories 
remain limited so far though Core CPI 
accelerated to 2.8% YoY from 2.6% the month 
before. Producer prices are also showing 
signs of increasing price pressure, with  

headline PPI accelerating markedly to 6.0% 
YoY, the fastest pace since December 2022. 
Despite the steep increase in gasoline prices, 
consumer spending remains resilient so far. 
Retail sales rose by 0.5% MoM in April (both 
headline and excluding auto and gas). Initial 
jobless claims ticked up but remain very low, 
indicating that the labour market is holding 
up. The S&P 500 eked out its seventh weekly 
gain in a row, rising 0.1% despite the late sell-
off with Friday being the worst day since 
March. 



 

Eurozone 

Labour market woes 

Eurozone economic data has been broadly 
weak since the onset of the US-Iran conflict. 
While this is mainly evident in weak sentiment 
data, such as plummeting consumer 
confidence, the labour market is clearly 
weakening. Q1 employment data for the 
Eurozone shows employment growing at 
0.5% YoY, its slowest pace since Covid. This 
measure has been consistently slowing since 
2022 and will likely slow further. French Q1 
unemployment rose unexpectedly from 7.7% 
to 7.9%, the highest since 2021. Germany 
has seen a similar deterioration, with its 

official unemployment rate, 6.1%, now above 
Italy’s, 5.3%. Italy and Spain have been driving 
overall job growth in the bloc but falling PMI 
readings indicate possible weakness to 
come. Overall, the Eurozone’s economic 
outlook has darkened in response to yet 
another global shock, primarily due to 
imported energy sensitivity. The consumer 
outlook, already weak, is likely to be a 
negative growth driver. Positives remain, 
primarily in public and private business 
investment plans, but monetary policy 
headwinds weigh on this. 

 

Australia 

The budget provides little relief for either the 
housing gap or the productivity slump 

The 2025/26 deficit is estimated to be -1% of 
GDP, helped by strong commodity-driven 
revenues, but spending was near record 
highs at 26.6% of GDP, with similar figures 
projected for the next four years. Notably, 
elevated fiscal spending is working against 
the RBA’s inflation fight, potentially keeping 
monetary policy restrictive. The key measure 
is housing tax reform. Starting in July 2027, 
negative gearing (tax deductibility for 
property investment losses) will be limited to 
new builds, the 50% capital gains tax 
discount replaced by tax on inflation- 

adjusted gains, and trust distributions subject 
to a 30% minimum tax. While these changes 
may offer near-term relief for stretched house 
prices, they do little to fix the deeper housing 
shortages amid strong population growth. 
(See our publication, The Driving Forces 
behind Australia’s Housing Market). Tax 
burdens will fall mainly on the wealthy while 
lower-income earners will receive modest 
support via tax cuts and offsets. Overall, the 
budget keeps fiscal spending high and risks 
furthering inflation while falling short on 
reforms to lift productivity. 

 

LatAm 

Sticky core inflation keeps the BCB on a 
cautious easing path 

In Brazil, April CPI rose 0.7% MoM (from 
0.9%), in line with consensus, lifting the 
annual rate to 4.4% YoY, just a tenth below 
the ceiling of the BCB's target band. The 
upside was concentrated in healthcare and 
food and beverages while gasoline pressure 
moderated, helped by government subsidies 
smoothing the energy passthrough into 
headline prices, with the sharp fall in airfares 
also supporting the contained monthly 
reading. However, beneath the benign 
headline print, the composition was less 
comfortable, with pressures broadening 

across core measures. Despite the BRL 
appreciation, average core accelerated to 
0.5% MoM (from 0.4%), driven by core goods, 
suggesting rising input costs are feeding 
through, while core services continue running 
at a high annual pace, reflecting resilient 
domestic demand. Overall, we maintain our 
view that BCB easing will continue 
throughout the year at a gradual pace. That 
said, persistently sticky core readings and 
upside risks from oil and food may make the 
argument for a more cautious policy stance, 
increasing the likelihood of a pause. 

 

US Municipals 

Resilient as safe-haven characteristics are 
seen 

US municipals posted negative returns last 
week amid broad risk-off sentiment across 
markets. Following a strong April rally that 
saw the Bloomberg Municipal Bond Index 
record a total return of 1.15%, returns turned 
modestly negative in May, though they were 
still better than those of corporates and 
Treasuries. Supply has remained elevated 
and demand firm, with municipal mutual 
funds recording net inflows for a fourth 
consecutive week, according to Lipper. 
Looking ahead, municipal yields should 
continue to attract demand, although 

municipals-to-Treasuries yield ratios look less 
compelling after further compression. 
Notably, 10yr municipal yields rose only 
11bps last week versus a 24bp rise in 
Treasury yields. Nevertheless, municipal 
taxable-equivalent yields remain above 
historical averages and continue to provide 
attractive pickup versus taxable alternatives. 
That should support investor demand, 
especially as the municipal market remains 
relatively insulated from broader geopolitical 
spillovers and hence can be considered a 
safe haven in the current environment. 

 

What to Watch 

• In the US, investors will focus on Nvidia’s earnings report as well as housing and PMI data. 

• We will receive May Flash PMI readings for the Eurozone, Germany and France, as well as  consumer confidence figures for the 
bloc and Germany.   

• Q1 GDP and industrial production data will be published for Switzerland. 

• In Asia, central bank decisions are due in China and Indonesia, with Bank Indonesia expected to raise rates by 25bps. Elsewhere, 
April inflation prints from Australia, Japan and Hong Kong should offer clues as to the impact of higher energy prices. 

• In LatAm, Q1 GDP releases will be in focus this week. 

https://edge.sitecorecloud.io/zurichinsur6934-zwpcorp-prod-ae5e/media/project/zurich/dotcom/economics-and-markets/docs/2023/topical-thoughts/the-driving-forces-behind-australias-housing-market.pdf
https://edge.sitecorecloud.io/zurichinsur6934-zwpcorp-prod-ae5e/media/project/zurich/dotcom/economics-and-markets/docs/2023/topical-thoughts/the-driving-forces-behind-australias-housing-market.pdf


 

 

Disclaimer and cautionary statement 

This publication has been prepared by Zurich Insurance Group Ltd and the opinions expressed 
therein are those of Zurich Insurance Group Ltd as of the date of writing and are subject to 
change without notice. 

This publication has been produced solely for informational purposes. The analysis contained 
and opinions expressed herein are based on numerous assumptions concerning anticipated 
results that are inherently subject to significant economic, competitive, and other uncertainties 
and contingencies. Different assumptions could result in materially different conclusions.  
All information contained in this publication have been compiled and obtained from sources 
believed to be reliable and credible but no representation or warranty, express or implied,  
is made by Zurich Insurance Group Ltd or any of its subsidiaries (the ‘Group’) as to their 
accuracy or completeness.  

Opinions expressed and analyses contained herein might differ from or be contrary to those 
expressed by other Group functions or contained in other documents of the Group, as a result 
of using different assumptions and/or criteria. 

The Group may buy, sell, cover or otherwise change the nature, form or amount of its 
investments, including any investments identified in this publication, without further notice for 
any reason.  

This publication is not intended to be legal, underwriting, financial investment or any other type 
of professional advice. No content in this publication constitutes a recommendation that any 
particular investment, security, transaction or investment strategy is suitable for any specific 
person. The content in this publication is not designed to meet any one’s personal situation. 
The Group hereby disclaims any duty to update any information in this publication. 

Persons requiring advice should consult an independent adviser (the Group does not provide 
investment or personalized advice). 

The Group disclaims any and all liability whatsoever resulting from the use of or reliance upon 
publication. Certain statements in this publication are forward-looking statements, including, 
but not limited to, statements that are predictions of or indicate future events, trends, plans, 
developments or objectives. Undue reliance should not be placed on such statements 
because, by their nature, they are subject to known and unknown risks and uncertainties and 
can be affected by other factors that could cause actual results, developments and plans and 
objectives to differ materially from those expressed or implied in the forward-looking 
statements. 

The subject matter of this publication is also not tied to any specific insurance product nor will  
it ensure coverage under any insurance policy. 

This publication may not be reproduced either in whole, or in part, without prior written 
permission of Zurich Insurance Group Ltd, Mythenquai 2, 8002 Zurich, Switzerland. Neither 
Zurich Insurance Group Ltd nor any of its subsidiaries accept liability for any loss arising from 
the use or distribution of publication. This publication is for distribution only under such 
circumstances as may be permitted by applicable law and regulations. This publication does 
not constitute an offer or an invitation for the sale or purchase of securities in any jurisdiction. 
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