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e US Treasury auctions show weak results with little investor appetite (link)
e ECB to apply flexibility in PEPP reinvestments starting July 1 (link)

e Collateral demand for German bunds remains very strong (link)

e Metals track for the worst quarterly losses in more than a decade (link)

e Agricultural commodity prices fall sharply (link)

e China softens quarantine rule, pledges continued support (link)
e Hungarian central bank surprises markets with a 185 bps hike (link)
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China softens quarantine rules, ECB signals potentially faster rate hikes

Global equity markets are higher this morning after China eased some of its Covid related
quarantine rules, including reducing the amount of time travelers need to isolate. European equities
are up roughly 1% with a similar move in Chinese equities overnight. Meanwhile expectations for a more
hawkish ECB are higher after ECB president Lagarde said that the central bank is willing to increase the
pace of hikes if needed. The end-year implied policy rate is 8 bps higher to 1.07%. The 10-year bund yield
is up 10 bps this morning, while the spreads of other Euro area countries are declining after Lagarde said
that the ECB will be flexible in re-investing redemptions from its PEPP portfolio. The Hungarian forint
jumped over 1% as the central bank surprised markets with a 185 bps hike, while analysts had expected
either a 50 bps or 100 bps move.

Key Global Financial Indicators

Last updated: Level Change from Market Close Since

6/28/22 8:14 AM Last 12m Latest 1 Day 7 Days 30 Days 23-Feb-22
Equities % %
S&P 500 T M, 3900 -0.3 6 6 9 -18 8
Eurostoxx 50 e e, 3574 1.0 2 -6 13 -17 10
Nikkei 225 m e 27049 0.7 3 1 6 6 2
MSCI EM e, 4 0.1 3 -3 27 -17 14
Yields and Spreads
US 10y Yield ™ 3,23 -5
Germany 10y Yield ™" 164 -14
EMEBIG Sovereign Spread N LV 504 4
FX / Commodities / Volatility
EM FX vs. USD, () = appreciation [ 7™ w—ymen 518 0.0 0 -1
Dollar index, (+) = $ appreciation e 1041 0.2 0 2
Brent Crude Qil ($/barrel} 1174 2.0 2 -2
VIX Index (%, change in pp) O VL 27.0 0.0 -3 1
Colors denote tightening/easing financial conditions for observations greater than £1.5 standard deviations. Data source: Bloomberg.

Previous editions of the GMM and Special Features are available in our Online Archive. 1
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United States

US equities declined after opening higher on Monday, with the S&P 500 closing down 0.3%. Enemgy
stocks led gains while tech and consumer lagged, with the Nasdaq underperforming (-0.8%). US Treasury
yields edged higher, with 10-year yields climbing 7 bps to 3.20% amid weak 2-year and 5-year auctions.

According to a Blomberg survey, analysts expect the S&P 500 Index to close at 3,700 this year on
average (5% down from Monday's close at 3,900), 21% down from a survey in December (4,700). Amid a
lack of conviction on the market trough, investors continue cautiously looking for direction. A positive sign
is that the put-call ratio for the S&P 500 (left chart) returned to its average after spiking earlier this
month, signaling less demand for downside hedging may soften market pressures. JP Morgan Analysts
said that US equities might be supported by month and quarter-end rebalance flow. Also, market
positioning is favorable for equities: cash balance and short positions have reached record levels recently.
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For the risks, Morgan Stanley analysts, who have been bearish, see 3,400-3,500 as their base
scenario, with a warning about a further decline in their recession scenario. They pointed out that EPS
contracted 14% on average during past recessions. Such a decline in EPS would take the S&P 500
down another 20% to 3,000. They also note that in the recession scenario, with slowing consumer
spending, retail, textiles and ap parel, and hotels, restaurants & leisure ap pear to face more adverse effects.

The US Treasury 2-year and 5-year auctions showed soft results with little investor appetite despite
the highest yields since 2007-2008. The 5-year auction closed 3.6 bps above the pre-caution level, the
worst tail since 2010. Meantime, JP Morgan analysts expect that demand dynamics of US Treasury
markets are likely to remain challenging since three main demand sources—the Fed, domestic,
commercial banks, and foreign investors—have stepped away somewhat. Demand from domestic
and commercial banks so far has been weak, and this trend is likely to continue as shrinking reserves
associated with the Fed B/S run-off will cause slower deposit growth and reduce demand for securities. On
top of that, an extension of mortgage assetsonbank's B/Sis likely to lead lowerdemand. Foreigninvestors
are expected to reduce appetite as the currency-hedged yields are not as attractive anymore (right chart).
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Exhibit 7: Commercial bank demand for Treasuries has waned Hedged vyields vs. local yields
rapidly
Annual change in commercial bank holdings of Treasuries*; $bn
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Euro area

Equities (+1%)rose as 10-yr German bund yields (+11 bps to 1.65%) traded sharply higherwith money
markets pricing in a higher ECB policy rate in Dec (+8 bps to 1.07%) after ECB president Lagarde said that
the ECB is willing to pick up the pace of rate hikes if needed.

Italian 10-yr spreads fell 5 bps to 191 bps as President Lagarde said that the ECB will apply flexibility in
reinvesting redemptions coming due in its pandemic PEPP portfolio (of around €1.7 tn) as of Friday, July 1.

The ECB is expected to end net purchases in its regular PSPP program today as tomorrow’s
secondary market purchases would settle in July—and net asset purchases are to come to an end this
month. The ECB said last week that the PSPP program will head into its reinvestment phase, with
redemptions reinvested in the same asset class in which principal repayments are made and reinvestment
are distributed over time.

According to a Reuters story, the ECB is considering sterilizing bond purchases under its new anti-
fragmentation tool with liquidity-absorbing auctions, rather than selling bonds from core countries. Fixed-
term deposits were used by the ECB between 2010-12 to sterilize the impact from purchases in the
Securities Market Program (SMP). The ECB then offered one-week fixed term deposits through variable
rate tenders to absorb the SMP amountin the previous week. Fixed-term deposits were used until June
2014 after the ECB introduced negative rates.

EU: Progress on country-specific recommendations (CSRs)
"Fullimplementation’ or "substantial progress’ status applies to 20% or
ess of CSRs on average (with the exception of France)
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Contacts believe that conditionality could prove a major obstacle for the new anti-fragmentation
tool given open questions on the type of conditionality attached to the new instrument and who decides
whether it is being met. ECB sources have suggested to use the European semester—country-specific
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recommendations—and reforms under NGEU. This would delink the new program from the European
Stability Mechanism required for OMT. Bank of America points out that the fulfilment status of country-
specific recommendations (CSRs) by the European Commission can be slow.

Analysts warn that the structural collateral scarcity in German bunds remains very visible, with
extreme moves in repo spreads persisting. Cross-country repo spreads are widening substantially as
French, Spanish, and Italian averages are notfollowing the richening trend observable in German collateral.

Euro area: Swap spreads sharply wider
(difference between a swap rate and German bond yield, bps)
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Metals rebound notably on Monday from the last few Metal Price (2022/111=100)
weeks' sharp declines, but they are still on track for the Copper Tin  —— Aluminum Nickel (RHS)
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Chinese demand, causing the tight demand-supply condition. They also noted that despite the solid
fundamentals, the price pressures may continue until significantresponses emerge to reflect the dislocation
in price from fundamentals.

Agricultural commodity prices have been falling Farm Commodities
sharply since mid-May. The Bloomberg Agriculture
Spot subindex, composed of futures contracts on com,
soybeans, and wheat, has fallen 20% since mid-May.
Bloombergreportsthat fear of grain shortages are easing
as large harvests are now expected in key producers.
Recession worries are also leading to lower demand Bloomberg Grains Subindex
expectations. Of course, future fuel and fertilizer prices
will also play a big role in determining food prices inthe '
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Japan

Equities firmed 1.1%. Japan’s property sector (Topix real estate index YTD: +10.3%) outperformed banks
(TOPIX bank index YTD: +9.1%) so far in 2022 amid persisting BOJ dovishness, Bloomberg notes.
Separately, PM Kishida’s poll support slumped ahead of Japan’s July 10 upper house vote.
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Government rating fell to 50% from 59% two weeks ago, with more than 40% of respondents most worried
about economic measures, local media reported. Nonetheless, Kishida’s party and its junior coalition
partner are expected to retain their upper house majority. The yen weakened 0.2%. 10-year yields were
little changed, meanwhile central bank ownership of Japanese Government Bonds crossed 50%.

Japan property shares outperform banks on BOJ's dovish stance
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Emerging Markets back to top

Asian equities climbed 0.5% on net. The Philippines (+1.7%) and Vietnam (+1.3%) led gains, Sri Lanka
fell 1.9%. Asian currencies were mixed. The Thai baht strengthened 0.6% supported by optimism about
China cutting quarantine requirements; the Indian rupee weakened 0.5%. India’s central bank was
reportedly intervening in the spot and futures market on Tuesday as it did across markets in recent months
to defend currency, according to Bloomberg. 10-year yields were mixed too. India firmed 5 bps; the
Philippines slipped 4 bps. Sri Lanka has restricted fuel distribution until July 10 and told its residents to
remain home, with public inter-provincial transport likely to be ceased. Equity markets were up across
the board in EMEA, with most markets gaining at least 1%, and the Czech Republic gaining 2%.
Currencies were mostly down, with the Turkish lira and the South African rand losing to the dollar (-0.5%
to 16.6/$ and -0.15% to 15.9/$ respectively), the Polish zloty losing (0.3% to 4.7/euro) while the Hungarian
forint was gaining (+0.5% to 400.4/euro), ahead of the central bank’s rate decision later today. Yields on
Central European local bonds continue to climb so far this week, reversing last week’s trend. Polish 10y
yields are now 7.5%, after a high of 8% on June 20, and a low of 6.9% last Thursday. In Latin America,
currencies were little changed with the Chilean and Colombian markets closed for local holidays. Following
a strong depreciation of the Chilean Peso (-10% over the last month)—partly driven by falling copper
prices—the Ministry of Finance announced it will auction up to $5 bn during the next 60 days which should
provide some support to the peso after the market reopens.

China

Equities continued to raIIy (Shang hai: +0.g%’ mffr-a_fs CSI 300 Index set to enter bull market after weekslong rally
Shenzhen: +1.2%) as China eased quarantine Laous
requirements. Separately, China’s economic /V\\va,\ Lss0o
planner reiterated a pledge to use policy \’“\/V\/\ feeco

reserves when necessary. According to the \ “M/\/ |
National Development and Reform Commission, v v L™
the government will coordinate Covid control and W J\//J '
economic development in a highly effective way, V- :

adjusting policy based on the local situatonto w5 % % % w0
contain outbreaks and avoiding one-size-fits-all  se: meembers - Elonmliery
policies, Bloomberg reported. It will accelerate the resumption of work, ease transportation and logistics
problems, and restore normal production and life, while retaining dynamic Covid Zero. The NDRC will
appropriately front-load the construction of infrastructure that can help guide industrial development and
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urbanization. Earlier this week, Governor Yi affirmed continued monetary accommodation. Yi noted
China’s low real interest rate and a stable inflation outlook. He also pledged to continue to focus on
structural policies such as support for smaller businesses and green projects. Separately, China will
encourage foreign investment in more sectors. It plans to incrementally remove limits outside of its
negative investment list, Bloomberg reported. The renminbi appreciated 0.1%, 10-year yields firmed 2
bps.

Hungary

The Hungarian Central Bank surprised markets with a very large hike in the base rate (185 bps to
7.75%), much above expectations (split between 50 and 100 bps). The Hungarian forint subsequently
jumped 1.25% to 397.3/euro. The Hungarian forint was already gaining ahead of the central bank’s rate
decision. Last month, governor Virag had flagged that the tightening would be more gradual, but the one-
week deposit rate was hiked by 50 bps two weeks ago, leaving market participants wondering whether a
large hike was in the cards today.

Argentina

The government today is looking to sell some 250 billion pesos ($2 bn) of inflation-linked notes and
other securities. JP Morgan highlights that there is a growing reluctance of domestic agents to roll over
local currency debt at sustainable rates in 2H22 and 2023, which inturns makes it difficult for the authorities
to honor deficit monetization targets. Short term real yields have increased to 12% recently (LHS chart),
implying an all-in nominal rate of over 70% according to Bloomberg. At the same time, the parallel peso
rate has made new lows (LHS chart) as dollar demand remains high, and Global USD bond prices have
declined to a new postrestructuring low (RHS chart).

---- Real 2023 yield ~——~Parallel FX rate proxy (RHS) —Global 2041 bond price  —Global 2035 bond price
20 + r 270 50 -

Source: Bloomberg
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Global Financial Indicators

Last updated: Level Change Since

6/28/22 8:14 AM Last12m Latest 1Day 7Days 30Days 23Feb-22
Equities % Y%
United States N, 3006 [ 0.3 4 -9 -18 -8
Europe N e, 3574 1.0 2 -13 -17 10
Japan we e et 27049 0.7 3 -6 -6 2
China e 4401 1.0 4 -13 -9 -3
Asia Ex Japan e 70 -0.1 3 -26 -15 12
Emerging Markets R AW 41 0.1 3 =27 -17 -14
Interest Rates basis points
US 10y Yield 323 29 -5
Germany 10y Yield —" 16s [
Japan 10y Yield T 024 04 0
UK 10y Yield e D AR 64 -20
Credit Spreads basis points
US Investment Grade I g 170 04 5 16
US High Yield e 510 -39 1
Europe IG =" 110 0.9 3
Europe HY " 540 35 3
Exchange Rates
USD/Majors o™ 10412 02 0
EUR/MUSD T, 1.0B -0.2 0
USDIPY ™™ 1361 0.4 0
EM/USD T eymen 518 0.0 0 -1 -10 -1 -2
Commodities %
Brent Crude Qil ($/barrel) 4T 20 2 31
Industrials Metals (index) M 162 20 5 -14
Agriculture (index) M 69 1.0 25 14 -1
Implied Volatility %
WIX Index (%, change in pp) MW” 270 0.0 32 13 112 98 -4.1
US 10y Swaption Volatiity  |eene®Y 1313 | 50 00 [[JESOM 652 | 523 | 370
Global FX Volatility 108 0.0 -05 0.8 41 32 32
EA Sovereign Spreads 10-Year spread vs. Germany (bps)
Greece e 005 -55 8 -28 122 74 -15
ltaly 192 47 0 -2 86 57 21
Portugal 107 20 2 -4 45 42 15
Spain 100 20 1 1 46 35 B

Colors denote tightening/easing financial conditions for observations greater than +1.5 standard deviations.
Data source: Bloomberg.
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Emerging Market Financial Indicators

Last updated: Exchange Rates Local Currency Bond Yields (GBI EM)

6/2812022 Level Change (in %) Since Level Change (in basis points) Since

9
8:16 AM Last12m  Latest 1 Day 7 Days D; (\]/s 12M  YTD 23 Feb-22 | Last12m Latest | 1Day 7Days 30Days 12M YTD  23-Feb-22

vs. USD (+) = EM appreciation - % p.a.
China " B70 | 01 02 -4 30 | 10 16 23 | 13 12
Indonesia et 14831 | 02 01 34| 3 | 73| 37 2 74 81
India i 70 [l 02 2 6 A 83| 00 9 | o |
Philippines M 55 01 09 __Jr—f’/: 57 0.0 0 20 68
Thailand o™ 35 05 04 29 | BO | 14 4 71

02 00 42

59.8

-02
10.9

10 56

1180

Malaysia st 440
Argentina (_/ 125

Brazil s 524 | 00 21 129 | 137 42 137
Chile | i 921 | 03 63 | 00 27 41
Colombia e N 4133 | 01 a7 90 | 80 49 116
Mexico by 1997 | 02 08 2 89 | oo | -8 108
Peru T e 38 1.4 78 04 a7 175
Uruguay T L 39 106 35 245
Hungary T 3T 08 85 365
Poland | o™ 444 | 04 08 4 71 218
Romania _A,_;—«J’ﬂ 47 -0.3 03 -2 88 364
Russia M. 833 | 18 32 20 82 297
Soutth Africa N 160 | 09 06 3 90 140
Turkey A" 1666 | 06 41 2 194 -300
US (DXY; 5y UST)___nr”" 104 | 02 03 2 328 137

Equity Markets Bond Spreads on USD Debt (EMBIG)
Level Change (in %) Since Level Change (in basis points) Since
Last 12m Latest iDay 7Days 30Days 12M 23-Feb-22 Last 12m Latest 7Days 30Days 12M YTD 23-Feb-22
basis points
-13 K] -3 Wﬂ, 196
18 6 1 eyl 191
1 -9 7 gl 177 4 3 36 45 23

9 11 -14 W 137 -8 5 49 6 0
0 -4 R 0 0 0 0 0 0
r 7 8 | A 128 3 2 6 11 5
2 4 10 [l 34 4 34 93 29 9
15 16 14 e o WY 167 6
Colombia TN 1366 6 -3 20 |V a1
Mexico N 48295 . 4 9 6 st 435 7
Peru =" 18815 | 02 3 -10 1 11 20 | Y 194 8 19 35 44 4
Hungary - e, 40185 | L7 2 4 17 21 A6 e W™ 214 - -8 83 90 61
Poland T, 54355 | 09 1 -4 20 22 X T R N Y A - 24 50 46 14 60
Romania Y 12605 |05 2 2 5 3 5|t 312 2 136 | 119 80
Russia ML 2405 | .05 2 0 37 -37 22 b— 3m1 | 577
South Africa e, 68233 | 0.6 2 -3 4 -7 9 e A 237 21 56 123 82 48
Turkey A" s |01 2 4 A G4
Ukraine [/, 519 0.0 0 0 e aser
EM total e M 0.8 3 3 o, a3

Colors denote tightening/easing financial conditions for observations greater than £1.5 standard deviations. Data source: Bloomberg.
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