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e US Treasury yields soared yesterday after the higher-than-expected US CPI print (link)

e Japanese government warned of intervention, after yen weakened to 34-year low (link)

e The ECB kept policy rates on hold as widely expected, citing falling inflation (link)

e Canada kept policy rate unchanged, emphasizing patience and data dependence (link)

e China’s March CPI inflation slowed to +0.1% y/y (consensus: +0.4%, previous: +0.7%) (link)
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Hotter Than Expected US Inflation Spoils Prospects of Summer Rate Cuts

Yesterday, global markets were roiled by a higher-than-expected US inflation print. US CPI inflation
for March came in at 3.5% y/y while 3.4% was expected. Concerning to investors, the core component also
came in higher than expected, pointing to re-acceleration risk. A strong market reaction, reverberating
globally, resulted. US Treasury yields soared, with the two-year yield up by over 20 bps to 4.95%. In futures
markets, only 1.6 rate cuts are now priced for 2024 (versus 2.5 at the start of the week) and the first
expected rate cut has been pushed back to September. Some market participants see a “no-2024-rate-cut”
scenario for the Fed, and Larry Summers said on Bloomberg that “you have to take seriously the possibility
that the next rate move will be upwards rather than downwards.” A weak 10-year Treasury auction in the
early afternoon contributed to pressures in the longer end of the curve as well. US equities dropped over
1%, and the US dollar strengthened sharply with the US dollar index up 1%. This morning, US equities are
set to open flat: S&P futures traded initially at -0.5%, but erased losses after the US PPI and initial jobless
claims—both slightly lower-than-expected—did not fuel further inflation concerns. The ECB kept its policy
rates unchanged today, as expected.

Key Global Financial Indicators
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Equities % %
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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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Mature Markets back to top

United States

A third consecutive strong inflation print triggered a sharp repricing of policy outlook. Investors
focused on the sticky shelter inflation and the acceleration of the closely watched “super core” measure,
which could weaken the Fed’s conviction that inflation is sustainably moving towards target. In response,
investors continued to price a later start and shallower path of monetary policy easing. In the futures
markets, the first rate cut has been pushed to September and only 1.6 rate cuts are now priced for 2024,
below the 3 cuts indicated from the latest DOT plot. In addition, investors in the option markets have
increased wagers of a “no-landing” or “no rate cut” scenario, with a commensurate decline in the odds of a
“deep or recession cut” scenario. Treasury yields soared, with 2- to 7-year yields up over 20 bps and long
bond yields up over 15 bps. The sharp increase in the short- and medium-term yields could be exacerbated
by heavy speculative positions built up ahead the report and the weak 10-year Treasury auction in the early
afternoon that tailed by over 3 bps with little investor demand. The smaller decline in the long bond yields
could be the result of some flight-to-safety bid related to geopolitical headlines. Equities extended
month-to-date losses by dropping 1%, led by a 4% slump in the real estate sector which weighed on the
regional bank stocks as KRE index dropped almost 5%. All but the energy sector closed in red. The dollar
strengthened sharply with DXY up 1%, breaking the pattern of relative calmness in the past few weeks
despite higher interest rates.
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Source: Bloomberg. Inflation Surprise (Realized - Survey Median, bps)

Data: 2021-2024. Labels reflect month of coverage of the CPI release. Source: Bloomberg, IMF staff calculations.

The March FOMC minute suggest QT tapering will start “fairly soon.” The minutes noted that
policymakers “generally favored” reducing the monthly pace of runoff by roughly half from “the recent overall
pace,” by adjusting the redemption cap on Treasury securities while leaving the cap on MBS unchanged.
This could imply a larger than $30bn reduction per month in the Treasury cap.

Euro Area

The Governing Council decided to keep the three key ECB interest rates unchanged, with the
deposit facility rate at 4%, as widely expected. The accompanying statement noted that incoming data
was broadly in-line with the Governing Council’s previous assessment of the medium-term inflation outlook.
The statement noted that the Governing Council considers that the key ECB interest rates are at levels that
are making a substantial contribution to the ongoing disinflation process and further stated that “If the
Governing Council’s updated assessment of the inflation outlook, the dynamics of underlying inflation and
the strength of monetary policy transmission were to further increase its confidence that inflation is
converging to the target in a sustained manner, it would be appropriate to reduce the current level of
monetary policy restriction” which contacts have taken as the ECB preparing the ground for a rate cut. The
statement reiterated that the Governing Council intends to reduce the PEPP portfolio over 2H 2024, by
€7.5bn per month on average. Following the announcement, the euro showed volatility against the US
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dollar around the 1.07 level, after having weakened by over 1% post-US-CPI yesterday. Focus now shifts
to the press conference, due later today. Euro area sovereign yields showed small increases earlier this
morning, extending yesterday’s post-CPI moves, but then started to decline after the ECB decisions.

Investors are keenly awaiting the ECB press Implied rates (%) for ECB 2024 meeting dates
conference for further insights into the likely *#
path for monetary policy. Following yesterday’s
stronger-than-expected US CPI print, markets
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Analysts at Citi expected that the issue of Transmission Protection Instrument (TPI) eligibility for countries
expected to enter Excessive Deficit Procedures (EDPs) would also have been discussed at the meeting, in
which case they expect President Lagarde “to confirm that it is not an issue as long as countries comply
with any recommendations made.” Ahead of today’s policy meeting, markets are pricing in around 74bps
of rate cuts in 2024, down from around 88bps yesterday, with around 80% probability of the first 25bps cut
in June.

United Kingdom

Markets price fewer Bank of England (BoE) rate = 'mPliedrates(%) for Bok2024mesting dates
cuts following US CPI data. Markets are now uDec 292023 WANS
pricing in less than a 50% chance of a BoE rate cut =%

in Q2, with around 50bps of rate cuts priced in for .
2024, down from around 72bps prior to yesterday’s o
US inflation data release. Analysts at Morgan :m
Stanley, who had been expecting the BoE to move
ahead of the Fed and deliver a 25bps rate cut in
May, continue to think that the market is g

underestimating the chance of a BoE rate cut in the e [“
second quarter of this year and believe that policy
divergence with the Fed is possible. Elsewhere, comments by external MPC member Megan Greene that
UK interest rate cuts “should still be a way off” further tempered expectations that the BoE could start cutting
rates as early as June. Contacts are now focused on next week’s UK CPI report to determine the likely
timing of BOE rate cuts. This morning the pound was stronger against the dollar (+0.2%) to trade at 1.26,
while 10Y gilts were higher (+8bps) at 4.23%.

Source: Eloomberg and IMF caloulaions

Canada

Bank of Canada left its policy rate unchanged at 5%, as expected, and gave no explicit guidance on
upcoming rate cuts. The growth forecast was raised for 2024 from 0.8% to 1.5%; this was framed as still
consistent with slowing inflation. The neutral rate estimate was revised upwards from 2—3% to 2.25-3.25%.
The policy statement and Governor Macklem noted the recent progress in inflation (3-month pace of core
inflation below 3%) that makes the June rate cut “in the realm of possibility”, but caveated that more of this
“good” inflation data over the next “several” months is needed. In the futures market, investors trimmed
their rate cut expectations, which now sees less than 50% chance of a rate cut in June, and a little over 2
cuts expected for 2024. There will be two additional CPI reports before the next policy meeting in June.
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Near-term forecast| Average annual Implied Policy Rate Changes by BOC Meeting Dates
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Japan

Japanese yen weakened past the 153-level against the US dollar overnight—a 34-year low. Little
changed on Thursday. Japanese government warned of intervention amid yen weakness. Japan Finance
Minister Suzuki said excessive forex moves are undesirable and is watching forex with high urgency.
Meanwhile, Vice Finance Minister Kanda described recent yen slump as rapid and does not rule out any
options to deal with excessive foreign exchange moves. Some market participants said intervention may
happen anytime now. However, if there is no intervention, they see room for more yen weakness. Japanese
equities were mixed (Nikkei 225: -0.4%, Topix: +0.2%). Nikkei was weighed by slump in tech stocks after
the hotter than expected US CPI. Meanwhile, the broader Topix was supported by banks stocks on higher
JGB yields. 10Y bond yields added +8.7bps and followed global yields higher. Separately, Tokyo’s average
office vacancies rate fell to 5.5% (previous: 5.9%) in March, a three-year low, real estate broker Miki Shoji
reported. Companies in Tokyo are moving into better locations in the central business districts and some
for larger spaces; stricter corporate culture have seen people continue to frequent offices.

Yen Weakens Beyond Previous Intervention Levels Tokyo Offices Are Starting to Fill Up Again
WDollar-yen exchange Fate Vacancy rate fell to a three-year low in March
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Emerging Markets back to top

EMEA equities were mostly lower while currencies weakened against the dollar and local currency
bond vyields increased as markets assessed the higher-than-expected US inflation data and its possible
implications for monetary policy decisions elsewhere. The South African rand underperformed (-0.2% to
18.81/$). CEE currencies were mostly stronger against the euro, with the Hungarian forint outperforming
(+0.3% to 390.20/€) and the Romanian leu was stable at 4.97/€ after today’s March inflation print (6.6%yYy/y)
surprised on the downside (6.8% estimate).

Asian equities fell -0.4% and followed US equities lower, after higher-than-expected US CPI reined in Fed

rate cut expectations. India, Indonesia, and Malaysia were closed for holidays on Thursday. Philippines
(-0.9%) and Thailand (-0.8%) led the losses. Asian currencies weakened. Thai baht, South Korean won
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and Taiwanese dollar depreciated (-0.7%). Asian 10-year bond yields rose and followed US yields higher.
Philippines added +27.8bps, followed by Australia (+13.8bps) and New Zealand (+13bps).

In LATAM markets, stocks fell across the board, particularly in Mexico (-1.6%), Brazil (-1.4%),
Colombia (-0.8%), in response to yesterday’s US inflation data release. Currencies mirrored the
risk-off sentiment observed in the broader EM currency market, with notable weakness in the Chilean peso
(-1.3%) and Colombian peso (-0.9%) amid a strengthening dollar. The central bank of Peru is expected to
hold its policy rate at 6.25%.

China

China CPI inflation came in weaker than expected and slowed to +0.1%y/y (consensus: +0.4%,
previous: +0.7%) in March. Food and travel-related prices eased in March and reversed price hikes from
the Lunar New Year holidays. Separately, PPl remained in deflationary territory at -2.8%yl/y (previous:
-2.7%) in March. Despite the low inflation print, Deutsche Bank believes People’s Bank of China (PBC) will
delay its first rate cut to June or July amid renewed depreciation pressures on the renminbi.

Chinese equities were mixed (CSI 300: 0%, Shanghai: +0.2%, Hang Seng China Enterprises: -0.2%).
Separately, China Vanke shares fell -1.9% to lowest in a decade, after S&P Global Ratings downgraded
China Vanke to junk (BB+ with negative outlook) amid weakening property sales and margins. The
downgrade followed similar moves by Moody’s and Fitch Ratings. Separately, Offshore renminbi
appreciated +0.1%, onshore was little changed. PBC kept yuan fixing steady within recent range; the gap
between fixing and estimates was the widest on record.

CPl eased notably on food and travel-related China Moves to Support Yuan Through Fixing

services prices 1) WCFETS USO/ONY M Ranw - et Price {

o yly

& —_—Crl - - Pl bt s il )
) ‘f‘\
5 7,00 2 W
AJ \ »500

4 ? M AN W \ 8 p
3 g (l 3 / !5 &

€ w
. L JPRE \

w A
% J YA
6,40+ “

& f ' 500
: 2018 19 Q. 1 3 2004
Mar-12  Mar-l4  Mar-16  Mor-18  Mar-20  Mar-22  Mar-24 Seuvchs Shsondirg “Bloomberg 8

Hungary

The forint gained (+0.2%) against the euro, trading at |, o ionand Curency

390.65/€, after today’s data confirmed that inflation v ~rderee —rheio —uFereiris

continued to decline in March although by less than w0
consensus expectations. Headline inflation slowed to -
3.6%yl/y in March, from 3.7%yly in February and against 8
(median) estimate of 3.5% as reported by Bloomberg. = s
Yearly core inflation rates also declined in March (CPlI 5
ex-food to 6.4% from 7.1%, and CPI ex-indirect taxes to -
4.4% from 5.1% in February). Hungary’s central bank s
flagged in March that it would slow its pace of v wozwaz ag s oz jo o ;e Foo e
interest-rate cuts in the second quarter of 2024, following e Boomber e = cacions

a series of reductions in the first quarter that took the base rate to 8.25%, given the need to maintain positive
real interest rates to anchor the forint, which has lost 1.7% against the euro since the beginning of the year.
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Ghana

Analysts expect the policy rate to remain unchanged for the remainder of H1 after inflation
continued to increase in March, with rate cuts expected in H2. Data released yesterday showed
headline inflation increasing to 25.8%yl/y in March (from 23.2%), albeit at a slightly lower pace than
consensus had expected. Absa analysts largely attribute the acceleration in March to base effects but note
that a weaker currency likely also played a role—with the Ghanian cedi weakening by 11% this year against
the dollar, according to Bloomberg. Following a 100bps rate cut in January, the central bank had left rates
unchanged at the March meeting at 29%, noting that risks to inflation are slightly on the upside. Absa
analysts expect the central bank to leave rates unchanged at the May policy meeting but think that the
policy rate easing cycle could be resumed in H2 as more favorable base effects is expected to see inflation
resume a downward trend. However, analysts caution that currency weakness complicates the policy
outlook, and think that the size of policy rate cuts would likely depend on currency developments. Goldman
Sachs analysts continue to expect that normalization of fiscal policy and the IMF program will act as anchor
to disinflation, reducing headline inflation to 20%y/y in the second half of 2024. Against this backdrop the
analysts expect policy rate cuts unless currency selloffs persist.

EM Sovereigns

The EMBI Global Diversified Index has exhibited resilient spreads despite increased volatility, rising
Treasury yields, and elevated oil prices amid geopolitical tension. Analysts at Goldman Sachs attribute
the durability to the significant presence of oil-exporting countries in the index at around 40% coupled with
stronger growth prospects. A caveat with higher oil prices is that they are seen to strengthen during periods
of elevated geopolitical risk which could also frighten investor interest. On the growth argument, sovereigns
with weaker fiscal balances and lower credit ratings have been outperforming sovereigns with stronger
fiscal balances, relatively. This “down in quality” phenomenon suggest market participants are willing to
overlook fiscal risks in anticipation of higher fiscal revenues driven by robust economic growth.

The spread tightening this year has been led by the lowest-rated sovereigns
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Global Financial Indicators
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United States =" 5161 | -09 1 1
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Japan | " 39443 -0.4 -1

China A~ 3504 0.0 2 -3 -14 2
Asia Ex Japan W e 68 1.4 0 0 0 2
Emerging Markets At 4] -1.4 0 1 4 3
Interest Rates basis points
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Credit Spreads basis points
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Exchange Rates %
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Brent Crude Oil ($/barrel) oo™ Vi’ 90,1 -0.5 -1 10 14 17
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Global FX Volatility e, 69 0.0 03 0.1 1.2
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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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12M

April 11, 2024

Equity Markets Bond Spreads on USD Debt (EMBIG)

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