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Trade talks are moving forward, with a deal between the US and the UK announced last week,

while China and the US have agreed to significantly reduce tariffs for the next 90 days. The US

will lower tariffs on Chinese goods from 145% to 30%, and China will reduce tariffs on US

imports from 125% to 10%. Global markets rose on the announcement of this major de-

escalation in the trade war.

After failing to win an initial vote, on the second attempt, Friedrich Merz secured parliament’s

backing to become Germany’s chancellor. This decisive vote marks the conclusion of six months

of near-gridlock in Germany’s government, a period that ensued after the collapse of former

chancellor Olaf Scholz’s coalition in November. The new coalition faces formidable challenges

and time is of the essence. The country is projected to experience no growth for a third

consecutive year, while economic threats, particularly from US tariffs, are rising. Chancellor Merz

and French president Macron published a joint article in Le Figaro pledging to reset ties

between the two countries.

A new frontier in geopolitical tensions opened up with India launching a strike on Pakistan. The

two sides exchanged attacks before a US-brokered peace deal.
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In the bond world, relief was visible on fixed income markets after strong demand for an

auction of USD 42 billion in 10-year Treasury bonds.

 

WEEKLY HIGHLIGHTS

Fed holds interest rates steady amidst rising economic risks

The Fed kept US interest rates in a range of 4.25% to 4.5% on Wednesday, highlighting growing

concerns about the potential impact of President Trump's tariffs on the economy. In particular,

the Fed expressed concern about the risks of rising inflation and a weakening labour market.

This is the third meeting in a row where interest rates have been kept on hold, and Fed

Chairman Jerome Powell has reiterated that the central bank is in no hurry to change its policy

stance.

Surveys have shown that both businesses and consumers are concerned about the potential

impact of Trump's tariffs on them and their businesses. However, demand has remained

relatively robust so far this year. The decision followed stronger-than-expected labor market

data, which led markets to push back expectations for the first rate cut this year slightly.

With both ends of its dual mandate at risk, the Fed is likely to remain in a wait-and-see mode

until the impact of Trump's tariffs becomes clearer.

US service sector activity strengthens in April - ISM

Recently released PMI data suggests that for the time being, the US economy is doing alright.

The manufacturing index fell slightly (from 49.0 to 48.7), however, that was above economist

expectations of 48.0 and new orders declined at a slower pace. A lot now depends on the

outcome of trade talks between the US and its counterparts, with the 90-day grace period

spanning until early July. Failure to reach common ground with key trading partners could inflict

serious economic damage. Companies surveyed said that the uncertainty is already disrupting

supply chains, causing shipping delays, complex duties, and frequent changes in cost

structures. Price pressures also continue to heat up, leading some companies to report margin

pressure.

Things look a little brighter in the services sector, for which the PMI jumped to 51.6 in April from

a nine-month low of 50.8. New orders (52.3 vs 50.4) and inventories (53.4 vs 50.3) grew at a

faster rate. In another inflationary red flag, however, price pressures jumped to the highest

since February 2023. Services sector activity dominates consumer spending by far and the

latest ISM PMI suggests it is still expanding. This is a good sign for the economy and indeed, the

US dollar strengthened against the euro following the data release.
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There is, however, a catch. Until last week, the Trump administration’s tariffs had largely focused

on goods. Now, the US President has asked his staff to “immediately begin the process of

instituting a 100% tariff” on foreign movies. Details are yet to be released but this implies that

services will not be immune from ongoing trade narratives and potential retaliation.

Source: Bloomberg, BIL

 

Eurozone retail sales leave much to be desired

2025 was to be the year when consumers in the Eurozone started spending their heaped-up

savings. But trade tensions and an ongoing war on its doorstep,  are hardly inspiring consumer

confidence.

The Eurozone’s Retail Sales increased 1.5% year-over-year in March, down from 1.9% in

February, and below market estimates of 1.6%. Month-on-month, Retail Sales in the old

continent declined 0.1%.

3
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Bank of England cuts rates by 25 basis points

On Thursday, the Bank of England (BoE) cut its key interest rate to 4.25% as it prepares for the

impact of Trump's trade policies. The decision was split, with five policymakers in favor of the

quarter-point cut, two favoring a larger half-point cut, and two wanting to keep rates on hold.

“Inflationary pressures have continued to ease, so we’ve been able to cut rates again today,”

said BoE governor Andrew Bailey, while also noting that the central bank needs to “stick to a

gradual and careful approach to further cuts”.

The BoE is expecting Trump’s trade tariffs to have a negative impact economic growth and push

down inflation but said that the outlook remains unclear. In its policy meeting minutes, it also

said that the impact of trade tensions “should not be overstated”.

The BoE expects the economy to grow by 1% this year, slightly stronger than its February

forecast of 0.75%, due to a strong finish to 2024 and robust official data in early 2025.

Later in the day, President Trump announced that a trade deal with the UK had been reached.

While a 10% tariff on most goods import will remain, other concessions included in the deal are:

The UK will be able to export 100,000 cars a year to the US at a 10% tariff, down from

27.5%

Tariffs on steel and aluminium will fall from 25% to 0%

The two countries have agreed “reciprocal” market access for beef, with British farmers

receiving a tariff-free quota of 13,000 metric tonnes. Stramer has insisted that food
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safety standards will not change

The UK will remove the tariff on US ethanol

 

Swiss inflation drops to 0%, as strong franc drives down the costs of imports

Consumer prices in Switzerland were unchanged year-on-year in April, falling short of the

expected 0.2% rise. This marks the lowest reading since March 2021, largely driven by the lower

cost of imported goods caused by the appreciation of the Swiss franc. The only source of major

price growth was housing, with residential rent increases offsetting the falls in the other

categories.

Local exporters have long warned that the strong Swiss franc is a threat to their businesses and

April saw the franc further appreciating as investors sought a safe haven amidst the trade

turmoil unleashed by the announcement of President Trump’s “reciprocal” tariffs.

This puts the Swiss National Bank (SNB) is under renewed pressure to continue lowering

interest rates at its next meeting in June to battle the appreciation of the Swiss currency and

resulting disinflation. Weaker consumer prices have already led the SNB to lower interest rates

to 0.25%, and analysts have anticipated that the central bank will enter negative rates again in

2025.

Last week, SNB Chairman Martin Schlegel said that the central bank is ready to intervene in the

foreign currency markets and that it could even cut interest rates even below zero to prevent

inflation falling below its price stability target.

Source: Bloomberg, BIL
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Calendar for the week ahead

Monday – Japan Eco Watchers Survey.

Tuesday – UK Unemployment Rate. Eurozone and Germany ZEW Economic Sentiment Index. US

Inflation.

Wednesday – Germany and Spain Inflation (final, April). OPEC Monthly Report.

Thursday – UK GDP Growth (Preliminary, Q1). France Inflation (final, April). Eurozone GDP

Growth (2nd Estimate, Q1). US Retail Sales, Industrial Production, PPI and Weekly Jobless Claims.

Friday – Japan GDP Growth (Preliminary, Q1). France Unemployment Rate (Q1). Italy Inflation

(final, April). US Housing Starts and Building Permits and Michigan Consumer Sentiment

(Preliminary, May).
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