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Rates Spark: A sniff of positive US fiscal
data in the air

Eurozone yields have decided to chime in with the rising trend as we
progress towards the end of week. US yields are more conflicted. The
10yr and 30yr auctions were fine, and there is a sniff of a positive
"surprise" from the June fiscal deficit data due on Friday afternoon,
helped in part by tarif income (but and also from timing issues)

US rates are taking the
lead as EUR rates
followed the bullish
mood in US Treasuries

The US deficit number for June is shaping up to be better than
expected

The 30yr auction went well enough. It was helped by a cheapening process into the auction event,
and in the end got done at a slight price premium to secondary. It was also rewarded by a positive
market in the wake of that auction, as yields drifted back down toward the lows of the day. The
10yr has settled back in the 4.35% area. It's been a quiet data week, and Friday serves up a release
that typically does not garner huge attention, but it is a key one to monitor as we progress
through the coming months - the monthly budget balance. Friday's release is for June.

The market survey is braced for a $30bn fiscal deficit on the month. But it's a volatile series. There
was a $316bn deficit for May. A useful reference was the $71bn deficit recorded for June last year.
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The CBO, however, estimates that June will see a moderate surplus of $24bn. This partly reflects
timing issues on the spending side, and large reductions in Department of Education and FDIC
costs. It also reflects higher revenues from tariffs, with customs duties projected at up some 90%
for fiscal year 2025 compared with 2024 (in cash terms, up $50bn on the year).

If realised these data will be supportive for Treasuries. One thing is true, the revenue benefits from
tariffs and the cost cutting from Department of Government Efficiency should act up front to calm
the deficit data. It's in 2026 when the tax cutting bill hits revenues. The market should of course be
taking both into account as a basic discount, but the better news does come first.

EUR should still look for gradually higher long-end rates

If anything, markets have learned to look through the daily headlines coming out the White House
and focus on actual impact. That means less volatile markets, not least because it may take a
while before that impact can be observed. In the case of the EUR market, it also allows paying
attention to other themes such as the incoming fiscal stimulus out of Germany.

This is likely part of the reason why 10y Bund yields have started to rise again of late, reaching
2.7%. That is not the high point of the year yet. We saw that in early March at just above 2.9%
when Germany first announced its fiscal U-turn. More notably, 10y real OIS rates have returned to
that peak initially reached in early March. What has happened since then is that the inflation
component has declined by more than 10bp as well as the Bund vs OIS spread component which
also receded by 10bp from its peak of close to 30bp when funding fears were at their peak.

The receding inflation component is driven by the current more benign dynamics also on the back
of the stronger EUR exchange rate. In theory longer-term inflation expectations should look past
this, but inflation markets show some correlation with short-term dynamics.

We would also argue that for Bund yields, especially that latter component vs OIS, will likely have
to increase once the planned debt increase of €850bn until 2029 fully feeds through into the debt
agencies debt plans. There are still implementation risks of course, especially given that defence
spending, as one of the main drivers of the debt increase, is prone to long procurement processes
and delays.

In sum there are still good reasons in our view to look for a further gradual increase in longer rates.

Friday's events and market view

There are not many data releases for the day. The European morning will see monthly UK
GDP data for May as well as industrial production data. Thereafter the focus is on ECB
speakers with Panetta, Vujcic and Cipollone. The US releases the monthly budget figures for
June.

Italy will auction a new 2y bond while also reopening 7y and 15y bonds (up to €8.75bn in
total).

Article | 10 July 2025 2



THINK economic and financial analysis

Author

Padhraic Garvey, CFA
Regional Head of Research, Americas
padhraic.garvey@ing.com

Benjamin Schroeder
Senior Rates Strategist
benjamin.schroder@ing.com

Disclaimer

This publication has been prepared by the Economic and Financial Analysis Division of ING Bank N.V. (“ING”) solely for information
purposes without regard to any particular user's investment objectives, financial situation, or means. ING forms part of ING Group
(being for this purpose ING Group N.V. and its subsidiary and affiliated companies). The information in the publication is not an
investment recommendation and it is not investment, legal or tax advice or an offer or solicitation to purchase or sell any financial
instrument. Reasonable care has been taken to ensure that this publication is not untrue or misleading when published, but ING
does not represent that it is accurate or complete. ING does not accept any liability for any direct, indirect or consequential loss
arising from any use of this publication. Unless otherwise stated, any views, forecasts, or estimates are solely those of the author(s),
as of the date of the publication and are subject to change without notice.

The distribution of this publication may be restricted by law or regulation in different jurisdictions and persons into whose
possession this publication comes should inform themselves about, and observe, such restrictions.

Copyright and database rights protection exists in this report and it may not be reproduced, distributed or published by any person
for any purpose without the prior express consent of ING. All rights are reserved. ING Bank N.V. is authorised by the Dutch Central
Bank and supervised by the European Central Bank (ECB), the Dutch Central Bank (DNB) and the Dutch Authority for the Financial
Markets (AFM). ING Bank N.V. is incorporated in the Netherlands (Trade Register no. 33031431 Amsterdam). In the United Kingdom
this information is approved and/or communicated by ING Bank N.V., London Branch. ING Bank N.V., London Branch is authorised by
the Prudential Regulation Authority and is subject to regulation by the Financial Conduct Authority and limited regulation by the
Prudential Regulation Authority. ING Bank N.V., London branch is registered in England (Registration number BRO00341) at 8-10
Moorgate, London EC2 6DA. For US Investors: Any person wishing to discuss this report or effect transactions in any security
discussed herein should contact ING Financial Markets LLC, which is a member of the NYSE, FINRA and SIPC and part of ING, and
which has accepted responsibility for the distribution of this report in the United States under applicable requirements.

Additional information is available on request. For more information about ING Group, please visit www.ing.com.

Article | 10 July 2025 3


mailto:padhraic.garvey@ing.com
mailto:benjamin.schroder@ing.com
https://www.ing.com

