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e Investor sentiment turns highly negative (link)

e US credit card delinquencies rising at fastest rate since 2009 (link)

e Consensus sees decline from peak in annual euro area headline inflation (link)

e Qil prices slide further as discussions on Russian oil cap continue (link)

e China’s central bank announced -25 bp reserve requirement ratio cuts for most banks (link)
e South Africa hikes policy rate by 75 bp, further tightening expected (link)
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China protests weigh on sentiment

Protests in China over COVID restrictions are weighing on global risk sentiment as the unrest
clouds the outlook on reopening. The anticipated reopening of the Chinese economy had recently
provided a positive tailwind to global markets. Oil prices are 3% lower this morning as the uncertainty in
China is combining with complications in discussions on Russian oil price caps. Equity markets fell around
1% in Asian markets overnight and are down a similar amount in Europe to start the week. Sovereign yields
in Europe are around 4-9 bp higher on the day as ECB speakers have maintained a hawkish tone ahead
of this week’s inflation print. US rates meanwhile are little changed as investors return after last week’s
Thanksgiving holidays. Markets will be paying close attention to Fed chair Powell’s speech on Wednesday
ahead of Friday’s nonfarm payroll data release.
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One of the most important events this week is Fed Chair Powell’s speech on monetary policy on
Wednesday. The US has a busy data calendar, with the all-important jobs report and GDP the highlights.
In the euro area, markets will be watching for the economic and industrial confidence survey reports, along
with inflation data from Germany. China reports PMI data this week, a key focus as the woes of the Chinese
economy continue. Japan will report industrial production and housing data.

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

The Fed will have to take account of two key data releases before its final FOMC meeting of the year
on December 14. The first is this week’s jobs report, and the second is the CPI report due on the day
before the FOMC meeting on December 13. Based on the options on interest rate futures, the market still
expects a 50 bp hike, and the FOMC minutes appeared to endorse this view. However, two very strong
numbers could force them to hike by 75 bp, which could prove destabilizing for markets, especially if CPI
is much higher than expected.

December 2 US Jobs Report Consensus Forecasts
Source: Bloomberg

Data Release Consensus Forecast
Nonfarm Payrolls +200K
Unemployment Rate 3.7%

Average Hourly Earnings mom 0.3%
Average Hourly Earnings yoy 4.6%

The latest JP Morgan investor survey finds that sentiment is now highly negative. Investors are
bearish on both stocks and bonds, with risk appetite at multi-year lows. Just 19% of investors are 60% or
higher in terms of their historical percentiles of positive sentiment. There is also no consensus on whether
the surprisingly low CPI print this month signals a turning point for inflation, with opinion split evenly on the
question. However, 74% believed that the dollar peak is in the rear view mirror, a positive for global markets,
as the extreme depreciation of most currencies versus the dollar in 2023 was a big weight on risk sentiment.
They also think that US markets will resume their outperformance against other markets in 2023.

Figure 2: Are you more likely to increase or decrease equity exposure over the coming days/weeks? Figure 3: Are you more likely to increase or decrease bond portfolio duration over the coming
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Credit card delinquencies in the US have risen Credit Card Delinquency Rates Are Quickly Ramping from Covid Lows
R . . and Are Almost Back to 2019 Levels

back to pre-Covid levels. In fact, delinquencies et o 3 oy ooy

are rising at the highest rate since 2009. High
inflation and the depletion of consumer savings are
the main causes, according to Morgan Stanley. As
unemployment rises in reaction to Fed rate hikes,
delinquencies are likely to rise further. Morgan
Stanley expects US unemployment to rise to 4.3%
by the end of 2023 compared to 3.7% today. o
During the pandemic, generous financial support
for consumers from the federal government drove
delinquencies to low levels, but this was not
sustainable once financial support ended.

2019 average 15% below pre-
COVID foday

Source: Company data, Morgan Stanley Research estimates
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Euro area
European equities (-0.8%) fell in line with a global risk-off tone. Final manufacturing PMI readings will
be published on Thursday and will be closely watched given better-than-expected economic data recently.

The euro (+0.9%) gained and euro area rates opened  Eyro area inflation projections (headline ex tobacco)
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pricing in a peak ECB policy rate around 3.0%,  soure: Cit Research, a5 of 23 Nov 3pm CET
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Climate

Barclays expects close to $1trn of ESG bond issuance in 2023. Corporate ESG bond issuance fell
sharply in 2022, but Barclays expects corporate ESG bond issuance to rebound back to 2021’s record of
around $463 bn with DM sovereign bond supply steady. EM sovereign hard-currency bond supply will be
marginally higher than in 2022 at $15 bn, but well below the record levels of 2020-21.

Barclays: Expected ESG bond issuance in 2023 (bn $)
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Source: Dealogic, Bloomberg, Barclays Research

Japan

Equities slipped 0.7% amid broader declines in Asia markets. Former Bank of Japan (BOJ) board
member Shirai called for a comprehensive policy review, to determine Japan’s current neutral rate and
subsequently the BOJ’s bond yield target and allowed yield ranges. Shirai also called for more flexible
monetary policy in line with the business cycle and expects the BOJ to keep interest rates low even after
outgoing Governor Kuroda steps down in April 2023. Relatedly, Fitch does not expect Kuroda’s successor
to have a “radical change in thinking” regarding monetary policy. The yen strengthened 1.1% on safe haven
demand. 10-year yields were little changed. Barclays continues to believe the Japanese government bond
curve will strengthen its bull-flattening bias and sees scope for further declines in medium and long-term
forward yields.
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JGB curves and changes (18 Nov - 24 Nov)
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Commodities

Spot oil prices are around 3% lower after demonstrations spread across China and talks on a G-7
price cap on Russian oil are proceeding more slowly than expected. Poland and the Baltic states are
reportedly objecting to proposals that they see as too generous to Russia. Lower demand for oil by China
may also weigh on prices. Chinese oil demand could average 15.1mn bbl/d this quarter, down from 15.8
mn bbl/d a year ago, according to Kpler. Some contacts believe that the EU will not succeed in imposing a
restrictive cap on Russian oil given the tightness in global energy markets. They point out that the EU has
benefited from mild weather and less-than-expected LNG imports by China so far, but several governments
will be hesitant to impose severe sanctions given the outlook of limited global energy supply growth in 2023.

Emerging Markets back to top

Asian equities slumped 1% net, dragged by COVID-related unrest in China. Hong Kong SAR fell 1.6%,
Taiwan, Province of China declined 1.5%. Vietnam (+3.5%) outperformed, followed by Sri Lanka (+2%).
Asian currencies were mixed. 10-year yields mostly fell. Thailand slipped -9.5 bps. The Bank of Korea
(BOK) expectedly hiked its 7-day repo rate by +25 bps to 3.25% on Thursday and hinted the rate hiking
cycle may peak in Q1 2023. Separately, South Korea’s Finance Ministry announced today that local
financial firms will inject an additional 5 tn won ($3.7 bn) into a bond stabilization fund between December
2022 and January 2023, and the BOK will provide up to 2.5 tn won of liquidity to the participating firms via
repo transactions. In Malaysia, Pakatan Harapan (PH) Chairman Anwar Ibrahim was appointed the tenth
Prime Minister last Thursday. The news triggered a rally in Malaysia equities and an appreciation of the
ringgit. In Sri Lanka, central bank Governor Weerasinghe expects inflation to significantly cool to 4-5% y/y
by end-2023, after having peaked at nearly 70% in 2022. EMEA equities were mostly trading lower with
risk sentiment dented by reports of unrest in China over Covid restrictions, while currencies were mostly
trading stronger against the dollar. Tlrkiye was an exception, with equities gaining (+1.6%) and the Turkish
lira depreciating (-0.2%) against the dollar. On the monetary policy front, market consensus expects Ghana
to raise its policy rate by 175 bp to 26.25% later today, while some analysts expect a 250 bp hike. LatAm
stock markets were mostly down on Friday, while currency performance was mixed. Brazilian stocks
were the worst performing equity market (-2.55%), as the top candidate to head the Finance Ministry fell
short of addressing investors’ fiscal concerns. Other stock indexes in the region fell in the range of
0.1-0.6%. Most Latin American currencies depreciated against the dollar while both the Mexican peso and
Colombian peso strengthened.

Emerging Market bond funds reverted to outflows last week (-$489mn from +$136mn), due to the
substantial increase in local currency outflows (-$1.2bn). The inflows in hard currency investments
continued to increase for the second week (+$745mn). Within local currency outflows, China-focused funds
saw the largest outflows since mid-May (-$1.4bn). EM equity fund inflows were the largest since early April
(+$1.1bn). Year-to-date flows currently stand at -$85.1bn and +$2.5bn for bonds and equities, respectively.
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Exhibit 1: Weekly Cross-Asset Flows Exhibit 2: Annual EM bond and equity fund flows
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China
Equities dove (CS| 300: -1_1%) amid growing Rebound for China stock indexes faces a hurdle

unrest in China over COVID restrictions., On =i iy, T s s i e
Friday, People’s Bank of China (PBOC) announced
25 bp reserve ratio requirement (RRR) cuts for most
banks. The cuts are effective December 5 but will
not affect banks already subject to a 5% RRR. The
cuts will unlock 500 bn yuan ($70 bn) of long-term NRNA
funding and decrease banks’ annual funding costs W o
by 56 bn yuan ($778 mn), the PBOC said. ul g e Oct Nov
Relatedly, former PBOC adviser Yu called for even ™™™ Floombers @
more stimulus to boost the economy, via increased government bond issuance and additional interest rate
cuts. Separately, China will extend tariff waivers on some US goods until end-May 2023. The yuan
weakened (onshore: -0.4%, offshore: -0.1%). 10-year yields rose +3.5 bp.

South Africa

The South African Reserve Bank (SARB) on Thursday last week hiked its key rate by 75 bp to 7%,
in line with expectations. Inflation forecasts for 2023 were revised slightly higher, while growth forecasts
were revised lower (2023 GDP growth now seen at 1.1% from 1.4% previously). While the MPC vote split
was slightly more dovish that the September vote (three MPC members voting for a 75 bp increase and
two favored a 50 bp hike), some analysts perceived the communication from SARB as leaning towards the
hawkish side following the higher than expected inflation print last week: Data showed October headline
inflation increasing to 7.6%yl/y (vs expected 7.4%) and core inflation increasing to 5%y/y. Analysts expect
further tightening, with several analysts forecasting another 50bp of hikes in Q1 2023 to a 7.5% terminal
rate. Goldman Sachs analysts then forecasts rate cuts in Q4 2023 to take the policy rate to 5.5% in 2025.

South Africa - Inflation and currency
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Tirkiye

The Central Bank of the Republic of Tiirkiye (CBRT) cut its policy rate by 150 bp to 9% last Thursday,
as expected, and indicated that the rate cut cycle has now come to an end. Headline inflation accelerated
to 85.5%yly in October, while the CBRT has cut the policy rate by 500 bp since August. The press statement
noted that the MPC “decided to end the rate cut cycle that started in August” with the current policy rate
deemed adequate. The CBRT also announced new measures to support the effectiveness of the monetary
transmission mechanism, to be published in December. JPMorgan analysts highlight that the transmission
of lower interest rates to households have been limited, while the spread between corporate lending rates
and the policy rate has narrowed as a result of regulations adopted in August. Deutsche Bank analysts
expect the policy rate to remain unchanged at 9% until elections, set to take place in June 2023, and also
see the possibility of monetary policy tightening in H2 2023.

Figure 1: Transmission mechanism to corporates/households
%

Policy rate

L T Banks avg. rate on consumer loans )
L . -

30 4 Banks avg. rate on commercial loans ",
“‘\ ‘-‘\ !"\ W

25 410\ u \ o e T
_.‘.,u_l ]

20 4

15 4

10 4

5 T T T Ll L T L
Jan-19  Jul19  Jan-20 Jul-20 Jan-21 Jul21 Jan22 Jul-22
Source: CBRT, Borsa Istanbul, J.P. Morgan

Brazil

The Ibovespa stock index declined by 2.6% and the Brazilian real weakened by 1.6%. It was the worst
performer among emerging market currencies, as Fernando Haddad, a top candidate to head the Finance
Ministry, did not address investors’ fiscal concerns at a banking-industry event in Sao Paulo. Meanwhile,
Brazil's consumer prices rose 0.53% m/m and 6.17% yly, as President-elect Luiz Ignacio Lula de
Silva nears talks with congress over spending plans for the next administration. Investors are forecasting a
slower easing cycle next year, as Lula’s plans to maintain greater cash handouts in 2023 will cause more
inflation.
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Caylan, Yingyuan Chen (Financial Sector Expert), Deepali Gautam (Research Officer), Frank Hespeler (Senior Financial Sector Expert), Shoko
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Global Financial Indicators
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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
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Colors denote tightening/easing financial conditions for observations greater than £1.5 standard deviations, Data source: Bloomberg.
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