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THURSDAY, NOVEMBER 17, 2022 

• Euro area sovereign yield ease on reports that 50 bp Dec ECB hike is favored (link)
• Pound depreciates following Autumn Budget Statement (link)
• LME enhances monitoring of nickel trading amid increased volatility (link)
• Japanese trade deficit continues to widen (link)
• Bangko Sentral ng Pilipinas hikes rates in lockstep with the Fed as expected (link)
• Bank Indonesia hikes rates 50 bp as expected (link)
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Markets set for another down day 
Global equity markets are mostly in the red this morning as a gloomy economic outlook continues 
to weigh on sentiment. European equities are down about 0.5% while US equity futures are pointing to a 
loss of nearly 1%. US data and comments from Fed speakers have kept expectations that the Fed is not 
likely to pause in the near future, with the implied terminal rate remaining near 5%. Inversion in US yields 
has also continued to increase, with the 2-yr treasury yield reaching 68 bps higher than that of the 10-yr, 
the largest gap since 1982. Markets are keenly watching the UK’s Autumn fiscal statement. The pound is 
about 1% lower versus the dollar on the day, and 0.3% lower versus the euro. Emerging market currencies 
are lower, driven by the negative global sentiment, with the Hungarian forint (-2%) the main underperformer. 

http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
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United States 
Markets had a fairly quiet day Wednesday after a week of turbulence. US stocks were moderately lower 
after a stronger than expected retail sales number raised fears that a stronger economy might induce the 
Fed to keep going beyond what the market currently expects. The benchmark 10-year yield fell below 3.70% 
for the first time in six weeks, while the 10yr/2yr Treasury yield spread fell to -68 bps, the largest inversion 
since 1982. Some view these Treasury moves as a sign that the market thinks Fed rate hikes will cause a 
recession. Hawkish comments from a number of Fed officials also weighed on sentiment.  

Euro Area 
European equities were mostly in the red with the Stoxx 600 index 0.5% lower while the euro 
weakened (-0.6%) with focus on the UK fiscal budget announcement. Analysts argue that EUR/USD 
would be impacted by GBP/USD movements today, similar to what was observed at the end of September. 
On the data front, this morning the final euro area October CPI print (+10.6%y/y) was marginally lower than 
earlier estimates (+10.7%y/y). 

European sovereign yields trend lower following reports that the ECB is favouring a 50 bps hike in 
December. According to a Bloomberg report citing sources with knowledge of the matter, initial Governing 
Council (GC) member discussions hinted that scales have been tipped in favor of a 50 bps hike, instead of 
75 bps. Sources pointed to recession riks; the possibility of easing inflationary pressures; predictions that 
a 50 bps hike would take the deposit rate close to the neutral level; as well as a possible start to balance 
sheet reduction. This follows on recent ECB GC member commentary hinting that further tightening should 
be prudent. ECB Vice President de Guindos yesterday noted the importance of the next inflation report, 
due on November 30, for the ECB’s December decision, and ECB General Council member de Cos 
emphasized that QT should be ‘very gradual and predictable’. Markets are now pricing in roughly 57 bps of 
ECB tightening in December, compared to 61 bps at the start of the week, with 10y Italian yields now trading 
below 4% (22 bps lower than at the start of the week) while 10y bund yields are below 2% (16 bps lower 
than at the start of the week).  

 

United Kingdom 
The British pound depreciated while gilt yields increased after the Autumn budget statement and 
borrowing plans were announced, with the UK seen to have entered a recession in Q3. Chancellor 
Hunt said his focus would be on stability, growth and public services and announced a £55 bn of fiscal 
consolidation comprising spending cuts and tax increases. It includes a lowering of the top-tier tax 
threshold, and an expansion of the windfall tax on energy firms to help finance an extension of the 
household energy bill freeze. Plans to improve energy efficiency were also discussed. The OBR forecast 
that the UK’s economy entered a recession in Q3 that would last just over a year. GDP is forecast to contract 
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by 1.4% in 2023. The UK debt management office also announced borrowing plans, and is set to issue 
roughly £170 bn bonds in the current fiscal year, a smaller amount than anticipated by markets. Gilt  yields 
were higher across the curve with the largest moves seen in 2y gilt yields ( +12 bps), while the pound was 
trading weaker against the dollar (-1%) and euro (-0.3%).   

 

The London Metal Exchange (LME) enhanced 
monitoring of nickel trading following large price 
swings. LME nickel prices fell as much as 12% 
yesterday with traders pointing to volatile and illiquid 
conditions. This is after nickel prices gained roughly 40% 
in the first two weeks of November, with prices boosted 
by optimism over China’s reopening and also reportedly 
seeing support after news that nickel producer Prony 
Resources would reduce output after a leak from its 
tailings dam. According to media reports the benchmark 
nickel contract for delivery in three months briefly hit the 
LME’s 15% daily trading limit earlier this week.  

Japan 
Japanese markets were fairly muted. The Nikkei 
was down 0.35%, the Japanese yen was gaining 
0.3% (to 139.8/$) and 10y yields were little changed. 
The Japanese trade deficit widened for the fifteenth 
consecutive month to ¥2.16trn ($15.5bn), the 
longest streak since 2015. While exports gained 
25.3% y/y, largely driven by cars and semi-conductor 
parts, imports rose 53.5% mostly due to energy and 
the impact of the weaker yen.  

Emerging Markets          back to top 
Asian equities mostly fell, with South Korean stocks losing the most (-1.6%). Equity markets in 
Singapore (+0.6%), Indonesia (+0.4%) and Vietnam (+2.8%) were the exception. Asian currencies mostly 
weakened. The South Korean won depreciated -1% (to 1339/$) and the Thai Baht lost 0.5% (to 35.9/$), 
while the Filipino peso was broadly stable after the central bank hiked rates 75 bp as anticipated. In contrast, 
despite a hike and a fairly hawkish statement, the Indonesian rupiah lost 0.4%. 10-year yields were broadly 
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unchanged. EMEA equities were mixed with equties in Turkey (-2%) underperforming after recent strong 
gains. Equities in Poland (-1.2%) continued to decline while Romania (+0.7%) outperformed. CEE 
currencies weakened against the euro with the largest moves seen in Hungary (-2%). Ukraine said the 
Black Sea grain export deal will be extended for 120 days. In LatAm, the Mexican peso outperformed 
yesterday (+0.3%) as the Brazilian real, Colombian peso and the Chilean peso weakened against the US 
Dollar (-1.2%, -1.9%, -2.6% respectively). Equity markets were red across the region for the day.  

EM Corporates 
The spread between corporate borrowers in emerging markets and their sovereign peers has 
increased to 75 bps, according to Bloomberg indices. Spreads have increased since late October, as 
EM sovereign debt rallied while fears intensified over the ability of companies to refinance at higher rates. 
Analysts note that higher funding costs are effectively still prohibiting corporates from raising funding, and 
that corporates would only consider raising funding in international capital markets at such high rates as a 
last resort.  

 

Philippines 
The Philippine peso was broadly unchanged as Bangko Sentral ng Pilipinas (BSP) followed through 
with its previously announced rate hike decision. BSP Governor Medalla had pre-announced his 
intention to hike the policy rate by 75 bps two weeks ago (to 5%) to match the Fed’s move. The central 
bank revised its inflation expectations forecasts for 2022 and 2023 up to 5.8% y/y and 5.6% y/y from 4.3% 
and 4.1% respectively, reiterating that risks are skewed strongly to the upside. Goldman Sachs and ING 
analysts expect BSP to continue to hike rates in lockstep with the Fed.  

 
 
Indonesia 
The Indonesian rupiah weakened 0.4% even though Bank Indonesia hiked the policy rate by 50 bps, 
to 5.25%, as expected. The statement reiterated that the move was front-loaded, forward-looking and 
preemptive, to guard medium-term price stability, lower inflation expectations and maintain IDR stability.  
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BI expects growth to remain robust, retaining its 4.5–5.3% year-on-year growth forecast for the year. 
BI also noted that headline inflation is likely to be lower than previously forecasted, although still above 
its inflation target range of 2–4%. It now expects core inflation to return to BI's target range in the first 
half of 2023 (vs. Q3 2023 previously). Analysts at JP Morgan expect BI to continue to hike rates to 
5.25% by Q1 2023, whereas Goldman Sachs analysts expect 6.25% by that time. 

 

China 
Equities declined (CSI 300: -0.4%). Bloomberg reports that Chinese regulators asked banks to report on 
their ability to meet short-term obligations in an unscheduled query after a rapid selloff in bonds triggered 
large withdrawals from fixed-income products. Analysts are marking up growth forecasts after China’s 
announcement on Covid restrictions last week and support to the property sector. Goldman Sachs analysts 
now see GDP growth picking up in the second half of 2023 to 4.5% and into 2024 (to 5.3%) assuming that 
China starts to reopen in April and after the economy weathers the initial negative impact of exiting it Covid 
Zero strategy.  

 

Brazil 
The sell-off in Brazil’s yield curve has been driven by an increase in breakevens. Brazil’s yield curve 
continued to rise yesterday. Yields rose the most near the front-end of the curve, at the 2 and 3-year tenors 
(+50 bps). The broad sell-off in Brazilian assets started on November 10 amid concerns about          
President-elect Lula’s spending plans for when he takes office. Since then, Brazilian yields have been 
trading 100 bps higher than they were on November 9 close (dashed yield curve). The move across the 
curve seems to have been driven primarily by an increase in implied inflation and is responsible for roughly 
70% of the increase in nominal yields. The increase in market’s implied inflation stands in juxtaposition with 
Brazil’s tight monetary policy stance and having one of the highest real rates across Emerging Markets.  
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           Note: Dashed lines are Nov. 9 close. Solid lines are Nov. 16 close. 
           Source: Bloomberg, IMF Staff Calculations. 

Chile 
The Chilean peso’s underperformance yesterday was likely fueled by a drop in copper prices. The 
currency was the worst performer across emerging markets (-2.6%). The depreciation is likely to have been 
driven by two main factors. First, it was a global risk-off day for markets, as equities and bond yields fell 
across most major markets. Second, copper prices closed the day lower. While copper has been one of 
the commodities to rally the most from the news on China’s possibility of easing its zero-Covid policy, it 
closed the day 1.4% lower.  

 
    Source: Bloomberg, IMF Staff Calculations 
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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