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e Global markets set new records (link)

e Strong economic data could push US markets even higher (link)

e New US fiscal support will be largest in the world (link)

e Chinagrows 18.3% annualized in first quarter (link)

e European corporate results lifted by strong demand from China (link)
e Growing ltalian budget deficit could rekindle market headwinds (link)
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Global markets extend record rally

Equity indexes continue to set new records all over the world. Strong economic data, robust corporate
earnings and the prospect of further fiscal stimulus have all combined to boost investor confidence and
strengthen risk appetite. China is the major exception, with markets in the red this year due to tightening
measures from the authorities. With the vaccine rollout picking up speed and many economies reopening,
global prospects could improve even further. Although markets were spooked earlier in the year by a spike
in US interest rates, rates have fallen significantly since their peak on March 31, removing another threat.
Thursday saw a significant further decline in US Treasury yields, with contacts attributing the move to new
sanctions on Russia, strong demand from Japanese investors whose new fiscal year has just begun, as
well as bets that the Treasury selloff was overdone.

Key Global Financial Indicators

Last updated: Level Change from Market Close

4/16/21 8:00 AM Last 12m Latest 1Day 7 Days 30 Days 12M
Equities % %
S&P 500 e 4170 1.1 2 5 49 1
Eurostoxx 50 4016 0.6 1 4 43 13
Nikkei 225 " 29683 0.1 0 0 49 8
MSCI EM 54 0.9 0 0 53 5
Yields and Spreads bps
US 10y Yield " 156 -1.2 9 5 9% | & |
Germany 10y Yield i~ -0.28 0.9 2 6 19 29
EMBIG Sovereign Spread [~—————— 344 2 -6 -11 -265 -7
FX / Commodities / Volatility %
EM FX vs. USD, (+) = appreciation I 569 0.0 1 0 7 -2
Dollarindex, (+) = $ appreciation M~ 915 -0.2 -1 0 -9 2
Brent Crude Oil ($/barrel) """ 67.0 0.1 6 -2 29
VIX Index (%, change in pp) [t 16,6 0.0 0 -3 -24 -6

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 back to top

A series of strong economic reports have raised hopes that the current market rally can be
sustained. Analysts at Goldman tracked eight variables that tend to lead the ISM Manufacturing report by
several months and found that six of the eight have gained over the previous three months. This is quite
rare, having occurred only 20% of the time since 2003. Historical market data show that risk assets tend to
do very well during such episodes. Equities are the best performers, with the S&P 500 rising 83% of the
time over the next three months when six of the eight indicators do better. According to consensus
forecasts, US GDP will fully recover by the middle of 2022, reaching levelsforecasted before the pandemic.
In this scenario, markets could keep the rally going for quite a while.

Exhihit 5 : Subsequent average performance for risky assets tends to be Exhibit 6 : ... and they have usually registered positive returns, in
positive when indicators are improving ... particular for equity
Data since 2003. Vol adjusted returns
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The US fiscal stimulus will be largest in the world in terms of new spending, although the total
stimulus is fourth largest. Moreover, much of the stimulus will come as actual spending, rather than the
guarantees and quasi-fiscal support seen in Japan or the euro area, which may never be used. As a resdut,
the positive impact on GDP will be bigger than any other country, which could in turn propel markets even
higher. If all or part of President Biden’s infrastructure plan ends up getting passed, the impact could be
even greater.

US stimulus is large on a global scale — and stands out when it comes to additional

spending
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This morning, Morgan Stanley reported record quarterly earnings, although the Archegos hit has
weighed on the stock price. Net income was $4.1bn (consensus $3.1bn), more than double the levelin
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1Q20 and the highest in the bank’s history. Revenues of $15.7bn (consensus $13.9bn) were driven by
sharply increasing wealth management assets under management, more than doubling of investment
banking revenues and (unlike other US banks) higher net interest income. Results include contributions
from purchases of Eaton Vance and E*Trade. Importantly, the bank also suffered a $911mn loss related to
Archegos. The stock is down 1% in pre-market trading.

Europe back to top

European equity indices were up around 0.6% with German Dax outperforming (+1.0%). The automobile
sector (+2.0%) was in focus today after German luxury car manufacturer Daimler’s (+3.0%) earnings came
significantly above consensus estimates due to strong demand from China. The broader sector was aso
lifted by the large jump in new car registrations in Europe.

Europe's monthly car sales surge to the highest since mid 2019

M New passenger-car registrations M March registrations
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Source: European Automobile Manufacturers' Association Bloomberg

Therecently announced expansion of Italy's fiscal deficit to 11.8% of GDP for 2021 could create risk
to public finances without consolidation measures, according to analysts at HSBC. The updated deficit
of 11.8% of GDP compares with 7% of GDP in the autumn projections and 8.8% of GDP in the IMF's April
WEO update. The deficit puts Italy on the top of the list among euro area countries both in terms of deficit
and public sector debt. Italy's sovereign debt is now projected to reach about 160% of GDP. Furthermore,
the increased borrowing needs and potential risk of delays to EU Recovery Fund disbursements
may requirelarger purchases by the ECBto contain Italian spreads from excessivewidening. These
developments could also make Italian bonds more exposed to the tapering of ECB QE purchases later in

2021.
Chart 1: After the latest deficit expansion, ECB asset Chart 2: ...while foreign investors have not yet returned in
purchases might not be enough to cover net issuance... full to the BTPs market
% GDP ltaly: Deficit financing % GDP EURbn BTPs: non-resident cumulative EURbn
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request the ESM credit facility. ** Based on the policy announced so far, with PEPP
expiring in March 2022 and APP remaining at EUR20bn per month.
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Analysts expectthe ECBto slowits purchases under the PandemicEmergency Purchases Program
(PEPP) in July according to a survey by Bloomberg. The majority of the economists expect conclusion of
the PEPP program by March 2022 with the central bank giving notice at the December meeting. While more
than half of respondents expect the purchase envelope to be used in full, about a third think that the ECB
will not spend the full package.

Pandemic Purchase Plan: 1.85 Trillion Euros
Economists predict the ECB will have to...

6%
increase the amount
32%
spend less
62%
spend the entire amount
Source: Bloomberg survey of economists conducted April 9-15 Bloomberg

Southern Europe could lose up to 0.5pp of quarterly GDP growth if travel bans are extended
throughoutthe summer according to Goldman Sachs analyst estimates. Greece is seen as most exposed
to a tourism ban scenario especially if such restrictions are imposed in the UK, Germany or France. As
August remains the peak tourism month for most countries, a delayed reopening scenario where travel is
allowed by the end of July, would reduce growth impact to just 0.25pp of GDP.
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Other Mature Markets back to top

Japan

Prime Minister Suga is meeting President Biden today in Washington, DC. This will be the U.S.
president’s first in-person meeting with a foreign leader since his January inauguration. The discussion is
expected to include issues such as the situationin the Taiwan Strait, global supply chains, and a U.S.—
Japan infrastructure initiative. Japanese markets held steady, with the TOPIX not far from a new record
close.
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Emerging Markets back to top

The rising US tide lifted all boats as most local markets posted gains, while currencies were more mixed.
China’s 2021Q1 real GDP growth was slightly below expectations. Real GDP grew 0.6% qg/q,
decelerating from 2.6% in 2020Q4, below an expected 1.4% increase. Annualized Q1 growth was 18.3%
(vs. the 18.5% forecast). The yield on the Ukrainian U.S. dollar bond due 2022 fell 14 bps to 4.24% as
President Biden signaled interestina stable and predictable relationship with Russia. Bloomberg points out
that the correlation between Asian emerging market equities and US Treasury yields has fallen to its lowest
level since 2016. The rationale is that expectations of a strong US economic rebound make US assets and
dollar denominated assets more generally more attractive to investors than emerging market assets
denominated in local currencies. Some asset managers have reported that they are cutting back on their
allocations to emerging Asia.

Growing Apart
Correlation between Asia EM stocks and U.S. bond yields touches lowest since 2016
M Correlation{USGG10YR Index,PR0O0S,30,0) (MXMS) -0.3057

2019

2016 2017
Source: Bloomberg

Key Emerging Market Financial Indicators

Last updated: Level Change

4/16/21 8:03 AM Last 12m index 1 Day 7 Days 30 Days
Major EM Benchmarks % %
MSCI EM Equities 7 W) | 0.7 0 0 5
MSCI Frontier Equities e 30.86 0.6 2 4 9
EMBIG Sovereign Spread (in bps) \m 344 2 -6 -11 -7
EMFXvs. USD et 56 91 0.1 1 0 7 -2
Major EM FX vs. USD %, (+) = EM currency appreciation
China Renminbi T 652 0.0 0 o e | o
Indonesian Rupiah N 14565 0.3 0 -1 7 -4
Indian Rupee eyt T74.36 1 3 -2
Argentine Peso " 9272 -0.1 0 h
Brazil Real PymArta et 56D 0.1 1 0 -7 -8
Mexican Peso R S 19.93 0.0 1 3 21 0
Russian Ruble s 75 85 0.7 2 -4 -2 -2
South African Rand S 1427 0.7 2 4 e s
Turkish Lira e AT 806 0.6 1 7 -14 -8
EM FX volatility MM 9.06 00 [ 06 06 -1.4 -0.8

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

Russia

Local sovereign yields fell 30 bps and the ruble (+0.8% to 75.8 per U.S. dollar) gained after US
president Biden said that he is not looking to kick off a cycle of escalation and conflict with Russia.
The Russian government reportedly still plans to participate in a presidential summit with the US, which is
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expected to take place in Europe later in 2021. Contacts report significant demand for Russian debt
from Russian banks and non-US asset managers following yesterday’s announcement of new US
sanctions despite increased concerns of the impact of the new sanctions on operational risk and
market liquidity. As part of the sanctions, the U.S. Treasury will prohibit U.S. financial institutions from
participating in the primary market for ruble or non-ruble denominated Russian sovereign bonds issued
after June 14. Investors seeking Russian exposure are front-loading bond purchases ahead of the June 14
deadline. Equities (+0.6%) traded higher.

Russia: Yields on sovereign ruble bonds (%) and ruble
85
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Source: Bloomberg and IMF
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Global Financial Indicators

Last updated: Level Change

4/16/21 8:01 AM Last 12m Latest 1 Day 7 Days 30 Days 12 M
Equities %
United States e 4170 1.1 2 5
Europe e~ 4016 0.6 1 4
Japan """ 20683 0.1 0 0
China e 3407 0.8 -1 1
Asia Ex Japan NPTy 94 0.6 0 -1
Emerging Markets =TT B4 0.9 0 0
Interest Rates basis points
US 10y Yield et 1.56 -1.2 -9 -5
Germany 10y Yield e 20,28 0.9 2 6
Japan 10y Yield potertn et 0,09 0.3 -2 -1
UK 10y Yield e 0.75 1.6 -2 -3
Credit Spreads basis points
US Investment Grade e 92 0.2 2 -10
US High Yield e . 334 -0.8 9 -23
Europe IG Sites. 50 -0.3 -1 3
Europe HY N 244 -0.7 -2 2
Exchange Rates %
USD/Majors et e 9152 -0.2 -1 0
EUR/USD | T 1.20 0.1 1 1
USD/JPY et 108.8 0.0 -1 0
EM/USD et 5G9 0.0 1 0
Commodities %
Brent Crude Oil ($/barrel) e 67 0.1 6 -2
Industrials Metals (index) T 149 0.1 3 4
Agriculture (index) T B3 05 3
Implied Volatility %
VIX Index (%, change in pp) M 16.6 0.0 -0.1 -3.2 -23.5 -6.1
US 10y Swaption Volatility i flrnd™ 748 0.6 2.5 -10.3 -7.9 14.6
Global FX Volatility Wv-\ 7.3 0.0 -0.3 -0.7 -2.3 -0.8
EA Sovereign Spreads 10-Year spread vs. Germany (bps)
Greece AL 118 -0.8 1 -2 -1
italy e 102 -0.2 -1 6 -9
Portugal e 67 -0.8 9 13 7
Spain M. 66 -0.5 -2 1 4

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

back to top
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Emerging Market Financial Indicators

Last updated: Exchange Rates Local Currency Bond Yields (GBI EM)
4/16/2021 Level Change (in %) Level Change (in basis points)

8:08 AM

Last 12m

Latest 1Day 7Days 30Days 12M YTD Last 12m Latest 1Day 7Days 30Days 12M
(+) = EM appreciation
China . 652 0.0 0.5
Indonesia My e - 14565 | 03 0.0
india e, 74 (0B 05

Philippines W\w 48 0.1 0.4
Thailand S 31 0.1 0.8
Malaysia e~ 413 0.1 0.2
Argentina " 93 01  -04
Brazil Apunr i w562 | .01 11
Chile g . 701 11 11
Colombia My e 3619 1.0 0.5
Mexico M. 1992 | 01 12
Peru et 36 02  -08
Uruguay U R LV 0.1 0.4
Hungary " _sern, 301 0.3 0.1
Poland e 3.80 0.2 0.3
Romania S m 41 0.2 0.6
Russia by ™Mt 758 0.8 22
South Africa e, 143 0.7 2.4

Turkey e A 8.06 05 1.4
US (DXY; 5y UST) | ™ ar o 92 0.1 0.6
Equity Markets Bond Spreads on USD Debt (EMBIG)
Level Change (in %) Level Change (in basis points)
Last 12m Latest 1Day 7Days  30Days Last 12m Latest 1Day 7Days  30Days
basis points
China e 4066 03 B -1 29 5 [ 199 0 2 -9 30 9
Indonesia o™ 6086 01 0 -4 2 [ 158 0 -9 -25
India T 48832 0.1 2 2 - 2 [ 13 3 - 9
Philippines W 6495 0.7 K 1 12 9 M 83 0 9 -17
Malaysia e 1608 0.0 0 1 14 S S 0 2 -3 9 3
Argentina AT 47003 0.0 5 -5 57 8 N 1459 0 19 8 -570 91
Brazil T 120701 | 0.0 - 253 0 0 -16 58 3
Chile ot 4982 0.0 126 0 6 -16 -14 -18
Colombia e 1322 0.0 207 0 -4 -15 a4 2
Mexico trarmeet™™"" 48514 0.0 348 0 9 34 55 12
Peru ™ 21285 0.0 133 0 -4 3 2 1
Hungary e 42900 0.6 65 0 6 -15 42 31
Poland | e 60130 0.3 22 0 -4 11 -54 21
Romania ™ 11164 03 199 - 14 6 - -4
Russia ™ 3590 05 159 0 5 -3 19 7
South Africa ™ 68574 1.1 357 0 -4 -35 25 23
Turkey L™ 1820 0.1 421 0 5 -47 34 24
Ukraine o s 0.0 479 0 12 21 127 12
EM total T 54 038 1 0 17 -10 97 -

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

back to top
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