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e Hedge funds and systematic investment strategies have cut US equity exposure (link)

e US banks turn to debt as stock market slump dents equity issuance in 2025Q1 (link)

e Tokyo CPljumps most in two years, reviving expectations of another BOJ hike (link)

e EMlocal rates have performed well despite elevated trade policy uncertainty (link)

e Fiscal concerns weigh on Colombia’s dollar bonds, which lag regional peers (link)

e PBOC injects liquidity through MLF to meet cash demand and support bond issuance (link)
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Recovery Rally Finds New Legs

US equities extended their rally, supported by growing conviction that the Fed will deliver rate cuts
to shield the economy from recession risks. Fed officials Waller and Hammack signaled openness to
cuts as early as June, though the Fed now enters its blackout period ahead of the May 7 meeting. Alphabet’s
strong Q1 earnings, led by resilient Google ad revenues, added to positive sentiment, with the stock notably
higher. Asian equities followed suit, with S&P 500 E-mini futures holding gains overnight, as China was
reported to be considering tariff exemptions on select US goods, even as officials denied that formal trade
talks were ongoing. Separately, ECB Chief Economist Lane emphasized that trade tensions won’t push the
Eurozone into recession, while BoOE Governor Bailey expressed concerns over trade risks but dismissed
recession fears for the UK. Bond markets built on yesterday’s rally, with US Treasury yields continuing to
compress, although still above Wednesday’s lows. Negotiations over Ukraine showed tentative signs of
progress, but key gaps remain. Today’s macro calendar is light, with the final University of Michigan
consumer sentiment survey later.
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Mature Markets back to top

United States

Hedge funds have sharply reduced their US equity exposure, while retail investors are holding
steady. Hedge funds are taking net short positions or have significantly decreased their US equity
exposure, a recent study by Bloomberg analysts shows: ten of the eleven primary hedge fund strategies
tracked by Hedge Fund Research indices currently have a negative beta to S&P 500 returns (left chart).
That said, the negative beta is measured over a 1-year horizon and should be treated with caution. Still,
positioning estimates from Goldman Sachs analysts suggest that systematic investment
strategies—including trend-following strategies, risk parity, and volatility-managed accounts—have
reduced their equity exposure to levels last seen in March 2020 (right panel). Retail investors, meanwhile,
have not yet substantially cut their stock holdings. Although below their peak, net inflows to US-based US
equity ETFs are still running at over $56 bn per month. From here, investors are watching for more up-to-
date fund positioning data and sentiment surveys to gauge whether recent market developments—and the
more conciliatory tone in trade talks during the Spring Meetings—have re-instilled confidence in US assets.
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US banks shifted from equity to debt
issuance in early 2025 as the stock market
slump in recent weeks made equity
issuance less attractive, while bond = mSeniordebe  mSubordnated debt - mPreferred equiyy  mComman equity

Quarterly US bank capital offerings ($bn)
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Europe

European equities traded higher this morning, mirroring gains in Asia overnight. The Stoxx 600 index
rose 0.4%, led by industrials (+1.4%), banks (+0.9%), and consumer discretionary stocks (+0.6%), with all
major European bourses in the green. European banks continued to outperform ahead of next week’'s Q1
2025 earnings season (left chart). ECB Chief Economist Lane said yesterday that trade tensions are
unlikely to push the Eurozone into recession and stressed the ECB’s flexibility on rate moves. That view
was reflected in overnight forwards, which now price in -64bps of cumulative ECB easing by end-2025,
implying a December policy rate of 1.52%. The euro edged lower (-0.4%) to $1.1394/€. French macro data
offered some relief (right chart), with April’'s manufacturing confidence rising to 99 (exp 95 from 96). Still,
Bloomberg analysts estimate that US tariffs could affect up to 18% of France’s export share, posing a
-0.6pp. GDP hit if retaliation follows.
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Muted supply next week offers near-term support for EGB carry, even as fiscal concerns around
France remain in focus. Crédit Agricole analysts estimate that France would need a consolidation effort
worth 3—-4% of GDP to stabilize its rising debt ratio, projected to reach 116.3% in 2025. While the 2024
deficit narrowed more than expected, public spending remains elevated at 57% of GDP—well above the
Eurozone average—driven by pension and healthcare costs. EGB yields edged slightly lower this morning,
with 2-year and 10-year Bund yields down (around 2 bps) to 1.72% and 2.47%, respectively. The 10-year
OAT-Bund spread narrowed to 71bps, and the BTP-Bund spread tightened to 110bps (left chart). Asides,
Commerzbank analysts note that next week’s EGB issuance is expected to slow to €14 bn—the lowest
weekly volume so far this year—providing a supportive backdrop for carry as near-term supply pressures
ease.
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United Kingdom

UK assets responded to cautious remarks from BoE Governor Bailey, who warned that rising trade
tensions could weigh on open economies and dampen growth. The pound weakened 0.3% to
$1.3291/£, while gilts bull flattened, led by long-end buying: 2-year yields fell 3 bps to 3.87%, 10-year yields
declined 6 bps to 4.49%, and 30-year yields dropped 8 bps to 5.23%. UK equities posted modest gains
(FTSE 100 +0.1%). Bailey pushed back against fears of an imminent UK recession, but markets continue
to fully price a 25 bp rate cut at the May 8 MPC meeting.

Despite firm Q1 consumption data, sentiment is showing early signs of strain. March retail sales
surprised to the upside, rising 2.6% y/y (exp. 1.8% from 2.2%), reflecting a 1.6% g/gq growth in Q1 that is
the strongest reading since 2021 helped by improving real wages. But the April reading of the GfK consumer
confidence index fell to -23 (exp. 21 from 19), reflecting the lowest level in 17 months, as households faced
higher utility bills, council tax, and broader uncertainty stemming from tariff-related market swings.
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Japan
TOkyO inflation Surprised to the upside in Tokyo Rents Are Now Picking Up After Lost Decades
April, raising the risk that underlying price
pressures could overshoot the Bank of
Japan’s inflation target. Headline Tokyo CPI
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rose 3.5% yly (exp 3.3% from 2.9%). Core inflation L2
(excluding fresh food) accelerated to 3.4% yly 1%
(exp 3.2% from 2.4%), while core-core inflation 0-'2'
(excluding food and energy) climbed to 3.1% yl/y ,i
(exp 2.9% from 2.2%). A key driver was housing 2

rents, which posted a 1.3% y/y gain—the fastest
pace since 1994. Given the Bank of Japan has
cited stagnant rents as a hurdle to durable
inflation, this could increase pressure for policy tightening. Investors will be watching national CPI data next
month to see if the rent-driven pickup is broader than Tokyo.
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Bond yields and equities both rose, supported by stronger BOJ rate hike expectations and
improving global risk sentiment. Markets are now pricing an 80% probability of another rate hike by
December 2025, up from 60% the day before. Japan’s 10-year government bond yield rose (+1.6bps) to
1.34%, while the 30-year yield climbed (+0.9bps) to 2.71%. Meanwhile, the yen weakened (-0.5%) to 143.27
per dollar, helped by easing trade tensions. The weaker yen boosted equities, with the Nikkei gaining 1.9%,
nearly erasing its losses from April 2.
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Emerging Markets back to top

EMEA equities mostly firmed, led by Hungary, while FX performance was more varied across the
region. CEE equity markets traded higher, with Hungary outperforming (+1.7%), while CEE currencies
were mixed against the euro. The South African rand weakened 0.4% to 18.87/$, and the Turkish lira
slipped 0.2% to 38.42/$. /$. On the monetary policy front, Russia’s central bank kept its policy rate
unchanged at 21%, in line with expectations, citing elevated trade policy uncertainty. Elsewhere, Bloomberg
reports that Kenya’s central bank is considering adding gold to its reserves to diversify its foreign exchange
holdings. Separately, Nigeria’s debt management office is in talks with JP Morgan about possible
re-admission into the emerging market bond indices on improved dollar liquidity and a recent rating
upgrades.

EM Asia equities rallied on macro tailwinds, while currencies held steady. Regional currencies were
little changed overall (EM Asia: flat), with the Korean won depreciating the most (-0.4%). Equities gained
broadly (EM Asia: +1.4%), led by Taiwan (TAIEX: +2.0%) and the Philippines (PSEi: +1.8%), on optimism
over potential Fed rate cuts and progress in trade negotiations.

Regional markets mostly rallied amidst optimism over Fed rate cuts. Yesterday, currencies mostly
appreciated, led by the Chilean Peso (+1.05%). Local equities traded on country specific developments,
allowing the MSCI EM Latin America index to extend its gains (+1.7%). In Brazil, government bond
benchmark yields declined notably (-27 bps) to 14.31% on the back of a broader relief rally in global bonds,
as easing trade tensions lifted appetite for emerging market assets.

Emerging Market equities

EM equities have recently outperformed the S&P 500, helped by regional diversification. The MSCI
EM index has risen 10% from its lows and is now just 1% below its April 2 level. Despite higher market
volatility, Goldman Sachs analysts note that EM equities have outperformed the S&P 500, while the
correlation between the two is at multi-year lows. Analysts suggest that regional diversification helped
cushion EM performance, with stocks in EM Europe, South Africa, India, and Latin America now trading
above their pre-April 2 levels (left chart). Over the past month, about 90% of MSCI EM markets (22 out of
24) have beaten the S&P 500, and 80% have delivered positive year-to-date returns, underscoring the
breadth of the EM recovery (right chart).

MSCI EM index is down just 1% since ‘Liberation day’, outperforming SPX; While Chinese Over the past month, about 90% of MSCI EM equity
equities, US-sensitive North Asia and oil exporters in MENA region have lagged in the relief rally, markets have outperformed SPX
pockets in EM Europe, South Africa, India and LatAm have fully recovered early April losses P
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Emerging market rates

Despite elevated trade policy uncertainty EM local rates markets continued to perform well this
month. While US assets face a trade-off between inflation and growth, the external backdrop—Ilower
commodity prices and a weaker dollar—has had more dovish implications for EM bonds. Market contacts
note that front-end EM curves have rallied with a steepening bias across most markets, as expectations for
additional monetary easing have built. Goldman Sachs analysts caution, however, that downside risks to
growth remain underpriced. According to them, this could keep pressure on riskier parts of the EM complex
and amplify fiscal concerns. In Central and Eastern Europe, Goldman highlight the rate pricing in Poland to
appear rich, arguing that policymakers are likely to stay cautious given the persistence of trade-related
uncertainty.

Exhibit 1: EM Local Rates Front-End-Led Outperformance Through AprilHas  Exhibit 2: Much Clearer Dovish Impulse From US Trade Policy For EMs
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Colombia

Colombian bonds have lagged regional peers, with recent underperformance linked to renewed
fiscal concerns. Over the past three months, Colombia’s dollar bonds have dropped by 3.8%, compared
to a 0.1% decline in the broader Latin America index. The weakness comes amid falling oil prices, slower
growth, and broader risk aversion—but concerns over the country’s fiscal credibility appear central.
Bloomberg analysts note that Colombia’s CDS spreads have widened relative to Brazil's (left chart),
pointing to growing investor unease. Much of that concern centers on Colombia’s fiscal rule—a legal
framework meant to limit government deficits and debt, which was breached last year. Analysts from
Seaport Global warn that the rule is no longer seen as a reliable guide, prompting investors to focus more
on actual fiscal data, such as tax collection. Colombia’s credit ratings are also under pressure, with all three
major rating agencies assigning a negative outlook.

Colombia Default Swaps Widen Against Lower-Rated Brazil
Five-year credit default swaps

/' Colombia Brazil
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China

The People’s Bank of China (PBOC) delivered its largest liquidity injection since December 2023 to
smooth cash demand and support bond issuance. The PBOC conducted CNY 600 bn ($82.3 bn) of
one-year medium-term lending facility (MLF) operations on Friday, resulting in a net injection of CNY 500
bn for April. The liquidity injection aims to meet higher cash demand ahead of early May holidays and to
support the issuance of special government bonds that started this week. It may also reduce the immediate
need to cut banks’ reserve requirement ratio. In markets, the yuan was fixed stronger at 7.2066/$ today.
The 10-year China government bond yield held steady at 1.66%, while the 7-day repo rate fell (-8bps) to
1.64%.

The Largest Monthly MLF Net Injection Since December 2023
B Monthly PBOC net injection via 1-year MLF

|

1 trillion yuan

Dec Feb Apr Jun Aug Oct Dec Feb Apr
2023 2024 2025
Source: Bloomberg, PBOC Bloomberg

Chinese policymakers signaled plans for new monetary tools and further easing to counter external
shocks. The Politburo pledged to create new structural monetary policy tools, set up new policy-based
financial instruments, and prepare emergency plans to address rising external shocks, according to official
Xinhua reports. The readout also emphasized the need to cut rates and the RRR in a timely manner,
strengthen counter-cyclical policy, and expand support for firms hit by tariffs. New targeted monetary
facilities are planned to encourage technological innovation, consumption, and exports. Earlier at the G20
meeting in Washington, PBOC Governor Pan Gongsheng reaffirmed plans to maintain moderately loose
monetary policy to support growth.

This monitor is prepared under the guidance of Jason Wu (Assistant Director), Charles Cohen (Advisor), Caio Ferreira (Deputy
Division Chief) and Sheheryar Malik (Deputy Division Chief). Fabio Cortes (Senior Economist), Sanjay Hazarika (Senior Financial
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Benjamin Mosk (Senior Financial Sector Expert), Sonal Patel (Senior Financial Sector Expert-London Representative), Patrick
Schneider (Financial Sector Expert), and Jeff Williams (Senior Financial Sector Expert) are the lead editors of this monitor. The
contributors are John Caparusso (Senior Financial Sector Expert), Mustafa Oguz Caylan (Research Officer), Sally Chen (IMF
Resident Representative in Hong Kong), Yingyuan Chen (Financial Sector Expert), Andrew Ferrante (Research Analyst), Deepali
Gautam (Senior Research Officer), Zixuan Huang (Economist — EP), Harrison Kraus (Research Analyst), Yiran Li (Senior Research
Analyst), Xiang-Li Lim (Financial Sector Expert), Corrado Macchiarelli (Economist), Kleopatra Nikolaou (Senior Financial Sector
Expert), Francesco de Rossi (Senior Financial Sector Expert-London Representative), Lawrence Tang (Senior Economist), Dmitry
Yakovlev (Senior Research Officer), Akihiko Yokoyama (Senior Financial Sector Expert), and Jing Zhao (Economic Analyst). Javier
Chang (Senior Administrative Coordinator), Lauren Kao (Administrative Coordinator), and Srujana Tyler (Administrative Coordinator)
are responsible for the word processing and production of this monitor.

Disclaimer: This is an internal document produced by the Global Markets Analysis Division (GA) of the Monetary and Capital Markets
Department. It reflects GA staff’s interpretation and analysis of market views and developments. Market views presented may or
may not reflect a consensus of market participants. GA staff do not independently verify the accuracy of all data and events presented
in this document.
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Emerging Market Financial Indicators
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