
Stock markets have sold off over the past 24 hours, led lower by the
tech sector as traders continue to rotate away from growth stocks
that could be impacted by rising inflation during the recovery out of
the pandemic. As earnings season in the US begins to wind down,
investors are increasingly turning their attention to the next talking
point for markets and the economy: year-on-year inflation data spikes
over the coming weeks and months.
This sell-off comes ahead of tomorrow's US CPI inflation release
which will come at 1:30pm Irish time and is expected to show a 3.6%
rise in prices during April compared to the same month in 2020, but
just a 0.2% rise month-on-month. Overnight we saw a CPI release
from China, which indicated that factory prices (an indicator of what
domestic importers and western importers will pay for goods) rose to
a three-year high of 6.8% y/y in April.
The big question on many investors' minds now is: how will the Fed
respond to all of this inflationary pressure, and of course how long
can they hold onto the concept of being transient before they have to
begin looking at tapering their asset purchasing programme and
eventually hiking rates down the line. Watch this space.
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Equities: The main equity indices in Europe are roughly 2% lower on Tuesday morning after a
mostly weaker session in Asia overnight and on Wall Street yesterday. Attention in markets is really
beginning to shift to inflation, causing tech stocks with higher valuations to lead the move lower over
the past 24 hours. The CBOE VIX volatility index is higher to $21.75 this morning on the back of
market weakness, and is flirting with its highest prices in about 7 weeks.
Currencies: The Dollar is quiet on Tuesday and will likely remain so until we get further clarity from
the US tomorrow when we see the release of their CPI inflation data. Assuming these inflation
readings can pass without causing any sharp moves in US Treasuries, we would expect the
greenback to resume its move lower for the rest of May. GBP rallied yesterday to its highest levels vs
the Dollar since February (around $1.4120) after the Conservative Party in the UK tightened its grip
on power in the recent polls, and the prospects of a Scottish Independence referendum dimmed.
Safe-havens: Gold is steady this morning at $1,835 after a strong week for the metal on the back of
expectations for higher inflation results this quarter, US Treasuries have seen fairly steady trading
this week as they yield a modest 1.615% this morning. 
Looking ahead: In terms of economic data this afternoon we are due for a lighter session, a
number of Fed officials will however speak later today. Tomorrow will be busier with the UK's
quarterly GDP release due before market open, followed by the release of the European
Commission's latest set of economic forecasts and much anticipated monthly CPI inflation data from
the US in the afternoon. For earnings, later in the week we are due to get releases from Bayer AG,
Deutsche Telekom, Iberdrola, TUI, Compass Group, Allianz SE, Walt Disney, Telefonica, BT Group,
Toyota, and Alibaba.

Inflation Expectations

KBC Ireland
KBC Bank Ireland has this morning reported an €8 million net profit
after tax impairments for Q1 2021, this release of course following
the bank's recent decision to vacate the Irish market. KBC Ireland,
who are currently in talks with Bank of Ireland over the possible sale
of its performing loan assets and liabilities, released its quarterly
trading statement earlier today, in which they reassured customers
that they are fully committed to offering quality retail banking,
investment and insurance services. "We are fully conscious of our
responsibilities to our customers and colleagues, and we will provide
material updates as the process develops" said chief executive Peter
Roebben.
The bank's new mortgage lending in Ireland surged by 54% during
Q1, coming in at €296m, boosting their share of the market here to
13.8% (a robust 44% increase on this time last year). The bank also
added roughly 9,600 new current accounts during the three-month
period, 2% higher than in Q1 last year. The bank's parent company,
KBC Group, saw a net profit of €557m during the first quarter of
2021.

NatWest
The UK government has sold £1.1 billion worth of NatWest shares,
lowering its stake in the bank which it bailed out over a decade ago, to
55%. The bank, which of course owns Ulster Bank in Ireland, has been
majority state-owned since its £45 billion bailout in 2008.
This sale crystallizes a £1.8b loss for British taxpayers, with the shares
now well below the 502 pence bailout levels during the financial crisis.
The UK government have been slowly edging NatWest towards
private ownership, reducing their previous 60% holding.


