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e US nonfarm payrolls come in much weaker than expected (link)

e Futures markets are pricing a shallow rate hike cycle (link)

e Bond markets in US see surge of credit upgrades (link)

e Euro area PMis underline diverging trends between countries (link)
e Turkish central banks intervene again to support lira (link)
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Markets cautiously optimistic as omicron fears moderate

US equity futures markets followed European stocks higher after Thursday’s strong global rally.
Multiple reports that omicron symptoms are relatively mild helped boost sentiment. OPEC’s decision to
gradually increase oil production also reassured markets. In the US, there are indications that a government
shutdown is likely to be averted as attention shifts to negotiations over the debt ceiling. The Congressional
Budget Office has warned that the US Treasury will run out of money by the December if a deal is not
reached. Treasury bond yields are lower in early trading today, but euro area yields are more mixed as
countries such as Austria grapple with political crises. In the UK, inflation fears continue to increase.
Meanwhile, in Brazil, a major new social spending measure is closer to passage.

Key Global Financial Indicators
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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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United States

The US jobs report was much weaker than expected. The miss on average hourly earnings drew special
attention. However, the fall in the unemployment rate and rise in labor force participation were more positive
signs. Treasuries and stocks both rallied on the news, reflecting expectations that the Fed might reconsider
its plans for accelerating tapering based on the weak labor data.

US November Jobs Report 8.30 am
Source: Bloomberg

Indicator Consensus Forecast Actual Data
Change in Nonfarm Payrolls 550K 210K
Unemployment Rate 4.5% 4.2%
Average Hourly Earnings mom | 0.4% 0.3%
Average Hourly Earnings yoy | 5.0% 4.8%

Labor Force Participation Rate | 61.7% 61.8%

Interest rate futures markets are pricing in a much shallower Fed hike cycle in comparison to the
Fed dot plot. Fed Fund and eurodollar futures markets are predicting a total of 130 bps of rate hikes
beginning in June 2022, ending in March 2024. This is equivalent to a little more than five 25 bps rate hikes.
The price spread between the December 2024 and 2025 contracts is now close to zero, implying that the
market expects no change in rates between those dates. In contrast, the dot plot predicts a terminal rate of
2.50%, the equivalent of 10 rate hikes, with steadily rising rates through the end of 2025. Some contacts
expressed worry current market pricing, because if inflation picks up speed and the Fed is forced into more
rate hikes than currently predicted, the negative impact on both equities and bonds could be very severe.
They view the current market as being “priced to perfection,” with the underlying assumption that the Fed
will get everything right and that inflation will be tamed rapidly. These investors are taking the opposite
view, positioning for higher Treasury yields and a steeper yield curve.

What's Priced In Now

Markets are pricing a significantly lower terminal rate vs Fed forecasts Come Together: the Dec. 2024/2025 Eurodollar Spread
/ Fed dot-plot forecast / Current Source: Bloomberg and IMF Staff Calculations
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The US corporate bond market saw a surge of credit upgrades as business conditions and earnings
improved despite the impact of the pandemic. November saw $74.1 bn of upgrades, compared to just
$19.2 bn in October. In addition, $17.5 bn of high yield (HY) bonds were upgraded to investment grade (IG)
in November in addition to $13.3 bn in October, and there were no downgrades in either month. Most of
the upgrades occurred in energy, the automobile sector, and banks. However, compared to December
2019, only 52% of the market has been upgraded following the massive downgrade wave of 2020. |G credit
spreads held relatively steady since the omicron news, but HY spreads are noticeably wider. Contacts
report that their counterparties are holding on to their positions, with few attempting to sell bonds in the
midst of the recent market decline.

Figure 2: Pace of upgrades ret dedinN t Figure 3: Index rating has retraced 52% of downgrades since 2020
Net upgrades peaked at $116bn average monthly pace from Apr to Jul The average index rating has been increasing since mid-April, but the
2021, before slowing since August pace has slowed over the past two months
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Euro Area

Christine Lagarde noted that the ECB may set policy for a relatively short period in December given
heightened uncertainty. She dismissed the possibility that a decision will be delayed, as markets
need direction, according to Reuters. She also reaffirmed the ECB’s view that inflation will decline in 2022,
and that she does not see interest rate increases in 2022. In a separate discussion, Klaas Knot supported
the view of no interest rate increases in 2022 but did not rule out increases in 2023. Southern European
spreads tightened by 2-4 bps after PMI data from Spain and Italy surprised on the upside. The euro
(+0.1%) was marginally higher this morning.

Final eurozone November PMI data showed stronger growth, but with uneven recoveries across the
region. The final eurozone composite output index (55.4) was below an earlier flash estimate (55.8), but
remained above historical averages, mainly supported by the services sector as manufacturers continued
to face supply constraints. Data across member states varied, with Spain, Italy and France recording
quicker upturns while Germany showed the slowest expansion. Price pressures, however, remained
widespread with record-high rates of input cost inflation. IHS economists warn that the growth pickup
signaled by the PMI reading is likely to be short-lived with demand growth weakening and businesses’
expectations for future growth declining amid pandemic concerns.
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Eurozone: Composite PMI
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The risk of a political crisis in Austria seen as growing after a series of resignations. Austrian
Chancellor Alexander Schallenberg and Finance Minister Gernor Bluemel announced on Thursday that
they are stepping down, following news that Sebastian Kurz announced that he is stepping down as the
Austrian People’s party leader. ING analysts note that Schallenberg will remain in office until there is a new
chancellor or party leader, and in a worst case scenario sees snap elections as an option in early 2022.

Japan

Japan stocks gained +1.6%. Monthly public listings are likely to hit a record of 32 in December, with new
listings of IT startups in 2021 up to a 15-year high, Bloomberg reports. Separately, as part of Omicron
preventive measures, Japan voided special visas for foreign nationals for a month. Visas will now be
issued only to Japanese family members, diplomats, and those entering on humanitarian and public interest
grounds. Separately, Deputy Finance Minister Kanda called for caution on ESG bond issuance by the
state. He said that ESG bond issuance separate from JGBs could cause less efficient borrowing, according
to Bloomberg. A ministry report earlier this year pointed out that lower liquidity in ESG bonds could lead to
higher funding costs for the nation. Meanwhile, The Japan Housing Finance Agency sold a 40 bn yen
($353mn) five-year green security with a yield of minus -0.115%, which is more negative than Japan’s
government bond of the same maturity.

Listing Frenzy
A record number of companies are set to list in Japan this month

W Companies going public by month
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Emerging Markets back to top

EMEA markets were mixed ahead of U.S. labor data. The Russian ruble and equities were little changed
after the PMI services disappointed at 47.1 (49.5 expected) and the U.S. government warned Russia of
serious consequences in case of a military move against Ukraine. Yields on Ukrainian U.S. dollar bonds
edged lower in past days after a sharp rise in past weeks. Latin American markets surged in step with
US markets, with stocks, bonds and currencies all posting solid gains.

Ukraine: Yields on U.S. dollar bonds (%)
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Brazil

Brazil’s Senate approved a bill that loosens the country’s spending cap, providing budget room for
a new social program. President Bolsonaro launched the new program in October, pledging to offer
monthly payments of 400 reais ($71) to about 17 million low-income families through the end of 2022. The
measure now moves to the lower house for approval. Meanwhile, Brazil’s economy entered a technical
recession in the third quarter. GDP declined 0.1% qg/q n 3Q21 after shrinking 0.4% q/q in the previous
quarter. The contraction was mainly driven by an 8% drop in agriculture amidst a drought. Analysts expect
GDP to rebound in 1Q22 due to a recovery in agricultural production, but project further declines after that.

Brazil's equity & currency performance (YTD)
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Turkey

The lira (-0.5%) erased large declines after the central bank intervened for a second time this week
after inflation unexpectedly accelerated to 21.3% yoy (20.7% expected) in November. Core inflation
was 17.6% yoy (17.5% expected) as the head of the CHP opposition party Kilicdaroglu warned that inflation
data is not trustworthy.
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Turkey: Turkish lira in past 5 days
(per U.S. dollar, tick data)

Turkish central bank confirms FX intervention
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Ratings agency Fitch cut its outlook on Turkey (current rating: BB-) to negative citing premature
monetary policy easing, the prospect of further rate cuts, the sharp depreciation of the currency,
unprecedented intra-day FX volatility and rising inflation. 5-yr CDS spreads were little changed today
but widened 87 bps to 537 bps since late October. Yields on U.S. dollar bonds of corporates and banks
have also widened materially.

Turkey: Yields on U.S. dollar bonds of banks and corporate (%)
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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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