
the turn of the Dutch 10 year yield to go through it's all time low again. 
The Dutch series is where we have our longest history of any government bond 
market with data going back to 1517 spanning almost half a millennia. The 
graph is in the pdf today and further shows just how unique the current 
situation is. The level of uncertainty about how this all ends must by 
definition be very high given this. 

So as we start H2, Asian markets are trading with a stronger tone this 
morning helped by a solid start to the global manufacturing PMIs. The 
official Chinese manufacturing PHI printed at 51.0, in line with consensus 
and at a six month high. The final HSBC Chinese manufacturing PMI came in at 
50.7, slightly below the flash reading of 50.8, but this is also the highest 
print of the year. The PMIs for other Asian bellwethers including Indonesia 
and Taiwan were also up on a month-to-month basis. The Nikkei (+1.2%) is the 
clear outperformer today, on decent volumes and despite a drop in the 
Japanese Q2 tankan manufacturing index to 12 from 17 previously and 15 
expected. The capex component of the Tankan survey was above expectations 
however (+7.4% vs 6.0%) expected, which is strongest rate of growth since 
2007. This has helped USDJPY (+0.1%) today. Outside of Japan, activity has 
been subdued with Hong Kong markets shut for July 1st holidays. The 
Indonesian rupiah is poised to record its strongest three-day rally in about 
fourth months - spurred by comments last week from the Bank of Indonesia that 
the country's trade balance returned to surplus in May. The AUDUSD is also 
poised for a solid gain (+0.25%) after the RBA maintained its neutral tone in 
today's policy meeting. 

The last trading day of 1H14 failed to bring with it any volatility 
associated with month-end and half-end portfolio rebalancing. Indeed, 
yesterday's S&P 500 volumes were about half that compared to the last trading 
day of 1H13. Adding to that, the S&P 500 closed virtually unchanged at 
-0.04%, and for the record the last time we saw a gain or loss of more than 
1% in the index was April 16th. One theme to note though was the continued 
underperformance of European banks across the equity and credit spectrum. 
Yesterday's underperformance was sparked by a 17% fall in the stock of Banco 
Espirito Santo which is Portugal's largest bank. The price action was 
dictated by reports that regulators were concerned over corporate governance 
between the bank and other related companies and there were also reports that 
Luxembourg justice authorities had launched an investigation into one of the 
bank's holding companies (Reuters). Portuguese securities regulator banned 
naked short selling on the bank's stock for one day. The news weighed on 
Portuguese bond yields which added 8bp, and also on European banking stocks 
in general (-0.75% vs Stoxx 600 -0.09%). Peripheral bank credit traded about 
3-5bp wider yesterday - and the European senior financials index (+2bp) 
underperformed Main (+1.375bp). The two credit indices were trading flat to 
each other in the middle of June but the recent underperformance of banks has 
pushed the basis back to nearly 6bp. We still think its likely that Fin 
senior will trade through Main in H2 though. 

Across the Atlantic, there was focus on the Chicago PMI and home sales data, 
following which treasury yields spiked up briefly before retracing the move 
to be largely unchanged on the day. The US Chicago PMI was slightly below 
expectations 62.6 (vs 63.0 expected) and also below last month's 65.5. Still, 
our economists note that the PMI was consistent with a large snapback in 
growth in Q2, and they noted the three-month to June average was 63.7 which 
is the highest since the three months to April 2011. The other regional 
activity indicator, the Dallas Fed manufacturing outlook rose to 11.4 (vs 8.5 
expected and 8.0 prior). Pending home sales rose 6.1% MOM (1.5% expected) 
which benefited uS homebuilders on the equity side (+1.5% yesterday). In 
terms of Fed speak, the SF Fed's Williams commented that a first rate hike in 
2H15 will be appropriate, but he also reiterated that it may be optimal for 
the Fed to let inflation run above target in order to balance the Fed's dual 
mandate. 

Perhaps one of the key themes of 1H14 was the surging M&A activity globally. 
With 1H14 books closed, the final M&A tally was 52.2trillion according to 
Bloomberg which is a YoY increase of 77%. By region, leading the way was the 
resurgence of corporate activity in Europe (+109% YoY), though this was 
coming off a low base, followed closely by North America (+79%). In terms of 
industry the biggest pickup in activity came in pharma (+677%) and healthcare 
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