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• US mortgage applications for home purchases dropped to multiyear lows (link)  
• US high yield credit spreads may be too tight amid deteriorating fundamentals (link) 

• Analysts’ views remain divergent on BoE’s policy path after September (link)  
• Turkish lira rallies after central bank’s larger-than-expected hike (link)  
• Chilean peso has rebounded from YTD lows amidst rally in copper prices (link)  
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Yields edge higher as focus shifts to Jackson Hole 
Treasury yields are higher this morning after falling sharply yesterday on disappointing economic 
data that led investors to reassess the outlook for future monetary policy. While this morning’s slew 
of US data releases gives a mixed message, treasury yields are about 4bp higher across the curve. That 
follows a sharp drop yesterday driven by weaker than expected PMI data in both the US and Europe, along 
with historically low US mortgage applications. The Mortgage Bankers Association index of home purchase 
applications dropped to its lowest level since 1995. The yield on the 10-year treasury declined by 13bp 
yesterday, and the 10-year German bund yield saw a similar decline. With continued uncertainty about the 
expected path of monetary policy, the meeting in Jackson Hole, scheduled to begin today, will be watched 
closely. Equity markets rallied yesterday, driven by the sharp yield declines. Sentiment has been further 
boosted this morning, especially in the tech sector, following a strong sales forecast from Nvidia after 
yesterday’s market close. This morning, the central bank of Türkiye surprised markets with a 750bp hike, 
compared to consensus expectations of 250bp, driving a 3% rally in the lira.  

 

  

http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
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United States 
Yesterday, the S&P 500 rose by 1.1%, in part supported by the market interpretation of economic data 
releases in Europe and the US. All sectors closed higher, except Energy (-0.3%). US Treasury nominal 
yields fell by 8−13 bp across the yield curve, attributed entirely to real yields.  

This morning’s slew of data releases paints a mixed picture. Durable goods orders for July fell 5.2%, 
much deeper than the surveyed figure (-4.0%). In contrast, Durables ex transportation increased by 0.5%, 
better than the surveyed 0.2%. The Chicago Fed National Activity Index was reported at 0.12, suggesting 
an improvement in growth (contrary to the consensus expectation of -0.22). Weekly initial jobless claims 
and continuing jobless claims came in at at 230k and 1702k respectively, mostly in line with expectations 
(240k and 1705k, correspondingly). The market reaction immediately after the release was muted. 

US mortgage applications for home purchases last week dropped to the lowest in almost three 
decades, responding to elevated mortgage rates (highest in two decades). However, the situation in 
the US real estate market was more nuanced in July. On the one hand, transactions on previously owned 
homes declined to the lowest level since the start of the year, due to the lack of inventory and high mortgage 
rates. On the other hand, new-home sales rose to the highest level in over a year. 

 

Bloomberg analysts suggest that US high yield credit spreads may be too tight given deteriorating 
fundamentals. First, subdued credit spreads don’t reflect the rising incidence of corporate distress as 
measured by bankruptcy filings in the US (chart below). Second, corporate earnings show that key 
measures of income are falling relative to interest expenses. Junk bond sales have been relatively light this 
year, which has helped keep risk premiums low for many issuers.  
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Euro Area 
European equities were mostly trading higher (Stoxx 600 Europe index +0.2%), adding to yesterday’s 
gains. Sovereign yields were little changed (10y bund yield -1bp) and the euro was trading marginally 
weaker against the dollar (-0.1%).  

The spread between bund and US Treasury yields remains following yesterday’s PMI data releases. 
Bund yields fell sharply yesterday (10y bund yield -13bp) after disappointing euro area flash PMI data, with 
the steepest decline seen in Germany where the services PMI fell into contractionary territory for the first 
time this year. Analysts from Commerzbank note that spreads between US Treasuries and bunds have 
been increasing recently as US markets were held down relatively more by soft-landing expectations. While 
macro-economic data releases yesterday refocused concerns on deteriorating growth prospects both in the 
US and in Europe, the spread between US Treasuries and bunds was little changed.  

 

United Kingdom 
Analysts expect a 25bp hike at the upcoming BoE meeting in September, with divergent views on 
policy moves thereafter. Yesterday’s disappointing UK PMI flash data, where the composite measure fell 
to its lowest level since January 2021, saw markets scaling back BoE hiking expectations as concerns grew 
about the outlook for the economy. Markets are now pricing in roughly 60bp of tightening by the end of this 
year, compared to 72bp priced in at the start of the week, but a 25bp hike for the September meeting 
remains fully priced in. Goldman Sachs analysts have lowered their growth forecast but still expect growth 
to remain positive and expect wage growth to keep services inflation at high levels. Against this backdrop 
analysts forecast a 25bp hike at both the September and November BoE meetings to take the bank rate to 
5.75% but view a range of 5.5−6% for the terminal rate as reasonable. ING analysts highlight that the latest 
PMI report also showed prices charged by corporates increasing at the slowest rate since February 2021 
and argue that the risk of overtightening has increased with the BoE focusing on inflation and 
wages─lagging indicators─while appearing cautious about putting too much emphasis on survey data. ING 
analysts still expect a final BoE hike in September in a scenario where services inflation improves 
somewhat. This morning gilt yields continued to ease (10y gilt -3bp to 4.44%) and the pound weakened 
against the dollar (-0.3% to 1.27/$).  
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In line with moves seen in the US and Europe, equities in Asia were mostly trading higher while 
currencies were mixed against the dollar. Equities in Vietnam (+1.4%) outperformed. Equity markets 
in EMEA were higher while currencies were trading weaker against the dollar and local bond yields 
were mostly lower. Equities in Türkiye (+1.6%) and South Africa (+1%) were outperforming. CEE 
currencies were mostly trading weaker against the euro. On the monetary policy front Zambia hiked its 
policy rate by 50bps to 10% yesterday. LatAm assets’ rally continued Wednesday as AE yields 
retreated, and Chinese markets stabilized. Regional equities rose, currencies appreciated while bond 
yields traded broadly lower. Alongside supportive iron ore prices and passage of a fiscal framework, Brazil 
led the rally for the second consecutive day, with the real appreciating by +1.7% while the BOVESPA index 
also rose by 1.7%. Local bond markets also rallied, with 10-yr Colombia, Brazil and Mexico bond yields 
declining by around 20bp. 

Türkiye 
The lira strengthened 2% after the central bank of Türkiye (CBT) surprised markets with a 750bp 
hike to take the one-week repo rate to 25%. A recent poll of economists showed expectations for a 250bp 
hike. The CBT has hiked rates by 900bp in the past two meetings. Analysts had recently scaled up hiking 
expectations somewhat for today’s meeting after the July inflation data print surprised on the upside 
(+47.83% vs expected 46.8% from 38.2%) and a recent survey by the central bank showed inflation 
expectations increasing to 42% in August, the highest level since 2002 according to Bloomberg.  
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China  
Markets are worried about the weakness in the yuan and local funding costs. China’s currency is at 
a 15-year low versus the dollar even as authorities have intervened on numerous occasions to support the 
market. The latest PBOC report warned against “excess moves in the FX market.” Offshore funding costs 
have surged on talk that authorities have asked banks to reduce liquidity and make it more expensive to 
short the yuan. A popular recent carry trade has been to short the yuan and go long the Brazilian real, and 
contacts suggest that many traders have been forced to close these positions due to the rise in funding 
costs. As the local currency market is closed, offshore markets and non-deliverable forwards are the main 
venues for investors to go long and short the yuan.  

 

Chile 
The Chilean peso rebounded from YTD lows amidst a rally in copper prices. Alongside the Brazilian 
real, the peso outperformed against most regional peers, appreciating 1.54% Wednesday. The rally 
coincides with the fifth consecutive trading sessions of higher copper prices. Crucially, onshore China 
copper prices have outperformed LME pricing during the recent selloffs, suggesting that demand remains 
resilient in China. Copper mines, mostly located in the northern region, were also largely unaffected by the 
recent floods, which has impacted the central-southern region. 
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Brazil 
Fitch expects fewer ratings downgrades for Brazilian corporates in 2H 2023. Fitch has downgraded 
25 Brazilian corporates YTD 2023, exceeding the total downgrades for 2021 and 2022, with energy, retail 
and healthcare constituting almost half of downgrades this year. Nonetheless, downgrade pressures are 
expected to ease for the remainder of the year, as credit supply improves (increased issuances plan) 
alongside supportive economic activities. Fitch also noted that lower policy rates will be key for 
improvements to cash flow for domestic corporates and estimates that the policy rate will be 12.25% by 
2023-end and 9% by 2024 end, which coincide with current market pricing. Refinancing risks were deemed 
“manageable” with low international bond maturities through end 2024 and concentrated on issuers with 
strong credit quality. 

 

 

 

 

 

 

 

 

 

 

This monitor is prepared under the guidance of Jason Wu (Assistant Director), Charles Cohen (Deputy Division Chief), Nassira Abbas 
(Deputy Division Chief), and Caio Ferreira (Deputy Division Chief). Fabio Cortes (Senior Economist), Sanjay Hazarika (Senior Financial 
Sector Expert), Esti Kemp (Financial Sector Expert-London Representative), Johannes S Kramer (New York Representative), and Jeff 
Williams (Senior Financial Sector Expert) are the lead editors of this monitor. The contributors are Benjamin Mosk (Senior Financial 
Sector Expert), Yingyuan Chen (Financial Sector Expert), Andrew Ferrante (Research Assistant), Deepali Gautam (Research Officer), 
Phakawa Jeasakul (IMF Resident Representative in Hong Kong SAR), Harrison Kraus (Research Assistant), Yiran Li (Research 
Assistant), Xiang-Li Lim (Financial Sector Expert),Kleopatra Nikolaou (Senior Financial Sector Expert), Natalia Novikova (IMF Resident 
Representative in Singapore), Mustafa Oguz Caylan (Research Officer), Silvia Ramirez (Senior Financial Sector Expert), Patrick 
Schneider (Financial Sector Expert), Ying Xu (Economist), Dmitry Yakovlev (Senior Research Officer), and Akihiko Yokoyama (Senior 
Financial Sector Expert). Javier Chang (Senior Administrative Coordinator), Lauren Kao (Administrative Coordinator), and Srujana 
Sammeta (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. 
 

 



GLOBAL MARKETS MONITOR August 24, 2023 
 

IMF | Monetary and Capital Markets—Global Markets Analysis 7 

Global Financial Indicators 
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Emerging Market Financial Indicators 
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