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e Sanctions on SWIFT access for some Russian banks roils local markets (link)

e Central bank of Russia increases policy rate to 20% in emergency hike (link)

e S&P downgrades Russian debt to below investment grade (link)

e Sberbank Europe and two subsidiaries placed under moratorium (link)

e Pricing of US policy rate path largely intact despite market volatility (link)

e Japan joins Western nations in sanctions on Russian banks access to SWIFT (link)
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Sanctions pressure rattles Russian markets

Global markets have continuedto take the evolving Russia-Ukraine developments in stride with risk
assets selling off to start the week on news of further sanctions from Western nations over the
weekend. Global equity markets rebounded to close out last week after Russian authorities signaled they
were open to negotiations with Ukrainian officials, which sparked some relief for risk assets globally. The
S&P 500 and Nasdaq both closed roughly unchanged for the week, with broad participation in Friday's rally
across all sectors. However, over the weekend, Western nations announced in a joint statement that some
Russian banks would be cut off from the SWIFT system and the central bank of Russia would be blocked
from accessing itsinternational reserve assets. The market response to the new sanctions has been abrupt
in local Russian assets with the ruble depreciating over 20% amidst very thin liquidity conditions, while the
central bank canceled stock trading on Monday and raised its policy rate from 9.5 to 20% in an emergency
move. Regional eastern European asset markets are seeing declines but have been more contained with
currencies weaker by 1 to 2%. European stock markets are also declining around 2%, while US equity
futures point to losses of 1%. Commodity prices have spiked higher with Brent crude oil prices back above
$100/bbl, while core sovereign yields have moved 5to 7 bps lower across maturities, driven entirely by
falling real interest rates. After staying intact to close outlast week, FOMC policy rate expectations have
shifted lower again this morning with the markets lowering the odds of a 50 bp hike in March to below 20%
and now pricing under 6 rate increases by year-end.

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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In the week ahead, market participants will be focused on the evolution of the Russia-Ukraine
conflict any further sanctions on Russia. The headline US data release will be the February nonfam
payrolls report on Friday, with +400k jobs expected. Fed Chairman Powell will testify before the House and
Senate on Wednesday and Thursday. The Bank of Canada is expected to hike rates 25 bps at its
Wednesday meeting. Europe will release preliminary inflation data on Monday and Tuesday (ltaly,
Germany, Spain among others). Among emerging markets, Turkey, Peru, Indonesia, Pakistan, Philippines,
and Thailand will release inflation data for February.
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United States

US markets joined the rebound in globalrisk sentiment on Friday. The S&P 500 gained 2.2%, bringing
its YTD loss to 8%. The VIX fell back down to 27, while rates volatility remains elevated with the MOVE
index still around 94 (down from 101 on Thursday, up from 85 at end-January). Otherwise, market
expectations for monetary policy have largely remained intact (so far) after a volatile week of geopolitics.
Investors are pricing in about 6 rate hikes in 2022 again—after briefly dropping below 6 on Thursday--while
2-year Treasuries were close to their recent highs on Friday at 1.59%. The futures-implied probability of a
50 bp hike in March has fallen significantly over the last 2 weeks, though some contacts have cautioned
that the implications of sanctions and higher energy prices are uncertain given that the inflation outlook is
arguably worse, even as the growth outlook in the US is little changed. This morning, S&P 500 futures
point to declines of 1% at the open and 10-year US Treasury yields are 5 bps lower following the
announcement of additional sanctions on Russia over the weekend.

The Treasury curve continued to flatten last week, with the 2-year, 10-year spread falling another 7
bps to under 40 bps by Friday. 10-year yields ended the week little changed (+2 bps) at 1.96% despite
large intraday moves, with real 10-year yields down about 8 bps on net since the previous Friday’s close.
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Commodity prices

The Bloomberg broad commodity price index rose 2%. Brent oil prices are 5% higher at $103/bbl.
European natural as prices (+16% to €104/MWh) rose as investors wonder if Russia could respond to
recent sanctions by withholding the delivery of at least some of its commodity exports. The German
government clarified that purchases of Russian gas are still possible using the SWIFT messaging
system after sanctions.
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Europe: Price of natural gas
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Euro area

German 10-yr bund yields (-3 bps to 0.20%) fell. Spreads on 10-yr Southern European bonds rose 2
bps. The euro fell 0.7% against the U.S. dollar.
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inflation will be closely watched this week. Source: Bloomberg and IMF staff

Bank stocks (-6%) underperformed following the news of further sanctions on Russia, compared to
aloss of 2% for the broader equity market.

Equity performance of banks with exposure to Russia
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The ECB warned that the European subsidiary of Sberbank Russia as well as its Croatian and
Slovenian subsidiaries are likely to fail given “significant deposit outflows as a result of the reputational
impact of geopolitical tensions.”

Japan

Japanese stocks climbed +0.6%. On Sunday, Japan joined the US and EU in SWIFT payments exclusion
of some Russian banks. Also, PM Kishida revealed that sanctions on Russia will be broadened to include
semiconductor exports, with assets of some government officials to be frozen, Bloomberg reported.
Separately, Japan cabinet approves economic and supply chain protection bill. The bill will identify
critical goods such as rare minerals, chips, and pharmaceuticals for close monitoring and sectoral support
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and will introduce up to two-year jail terms for certain false reporting or data leaks, according to Bloomberg.
The bill will now be sent to Japan’s parliament, where analysts expectit to be passed. Japanese yen was
broadly unchanged, 10-year yields slipped -2.2 bps.

Emerging Markets back to top

Latin American stocks and currencies rallied on Friday as global risk assets recovered. Latin
American stocks gained, up to 2.8% in Peru, and 0.8% declined in Argentina. Currencies appreciated in
Chile (2.1%), Peru (1.7%), and Mexico (1%), and depreciated in Brazil (-0.7%). Regional hard currency
yields fell 5to 8 bps at the 10-year maturity. Asian stocks were up marginally +0.1% on net. Early session
losses of as much as -0.8% eventually reversed on news about Russia and Ukraine talks. Most of the
markets reported gains. Sri Lanka (+3.9%) and the Philippines (+1.4%) outperformed following Friday
holidays. Singapore (-1.7%) recorded the largest losses with domestic bank equities slipping by over 3%.
Singapore announced it will impose export controls on items that can be used directly as weapons in
Ukraine and will block certain Russian banks and financial transactions connected to Russia, local media
reported. Hong Kong stocks were down -0.2%, the city-state stepped away from strict COVID restrictions
and allowed mild cases to stay at home as a surge in new cases overwhelms the health-care system.
EMEA equities and currencies were generally trading lower as geopolitical tensions escalated.
Equity indices in Hungary (-5.9%) and Romania (-1.4%) underperformed, while equities in South Africa
(+2%) outperformed. Ukraine’s equity market remains closed, and the central bank of Russia
announced this morning that the Moscow stock exchange would be closed today. The Russian
ruble declined to a record low against the dollar this morning but retraced some losses in later
trading. The South African rand underperformed (-1.9%) while currencies of Hungary, Poland and the
Czech Republic were respectively trading roughly 1.7% weaker. The Turkish lira (+0.2%) outperformed
following data showing 4Q2021 GDP expanded by +9.1% y/y (consensus 9.0% from 7.4%).

Russia

The Russian Central bank raised its policy rate to 20% from 9.5% this morning after the ruble
depreciated to a record low following additional Western sanctions. According to the central bank of
Russia’s statement, the increase in the policy rate will raise deposit rates to levels necessary to compensate
for higher depreciation and inflation risks, noting that ‘external conditions for the Russian economy have
drastically changed’. Separately, the central bank also announced that it would start purchasing gold from
the domestic market, and that domestic brokers are banned from selling securities by non-residents,
reportedly starting today.

Over the weekend Western nations agreed that some Russian banks would be excluded from the
SWIFT banking communication system, and that restrictions would be imposed on the central bank of
Russia to preventit from using international reserves to counter the impact of sanctions. Market contacts
had not expected that the overseas assets of the Russian central bank would be frozen. In addition,
Russian aircraft is to be banned from EU airspace. Further details of the sanctions are to follow. This
morning, the central bank of Russia reportedly postponed the start of ruble trading, and contacts note an
unprecedented spread between onshore and offshore ruble trading. The ruble fell as much as -30%
against the dollar to 119 when trading opened, with some losses retracing this morning as the nuble
was trading -18% weaker at 102. The central bank announced that the equity market would remain closed
today.
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Russia: Policy rate and Currency
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OnFriday S&P Global ratings cut Russia’s foreign creditrating to BB+ and its local currency ratings
to BBB-, and placed Russia’s rating on CreditWatch with negative implications. S&P notes that sanctions
could have severe negative implications for the ability of the Russian banking sector to intermediate
international trade, and flags that second-round effects of the sanctions could be substantial. Moody's has
placed Russia on review for a downgrade.

In light of the latest announced sanctions, Goldman Sachs analysts sees it as plausible that Russia
could be removed from the GBI-EM Global Diversified index, despite media articles noting the index
provider has suggested that this is unlikely. Russia’s weight in the index amounts to roughly 7%.

The Single Resolution Board (SRB) suspended payments, enforcements, and termination rights to
Sberbank Europe AG (Austria), Sberbank d.d. (Croatia) and Sberbank banka d.d. (Slovenia). This
follows after the ECB warned that European units of Russia’s Sberbank are likely to become unable to
repay its debts or other liabilities. In an online assessment, the ECB notes that as a result of liquidity
deterioration following deposit outflows, Sberbank Europe AG, headquartered in Austria, and two of its
subsidiaries in the banking union are failing or are likely to fail. The moratorium applied by the SRB is set
to last until 1 March.

Emerging Market Fund Flows

Emerging market funds posted inflows of $2.5 bn last week. EM bond funds continued to face outflows
($0.5 bn or 0.1% of their assets), butless than in the week before. Investors withdrew $1.1 bn from hard
currency funds, while local currency funds attracted $0.7 bn. Equity funds saw slightly reduced inflows of
$3 bn (0.2% of assets), overwhelmingly to ETFs ($2.7 bn). Funds focused on European EMs, and Russia
and Ukraine in particular, have so far not displayed any major deviation from general sector trends, despite
market reports that some Russian-focused equity ETFs received larger-than-usual inflows, potentially due
to the issuance of shares subsequently lent to traders engaged in short-selling, as short interest in
respective shares soared.

ETF & Mutual Funds: Emerging Market Bond Flows
(US$ bn)

ETF & Mutual Funds: Emerging Market Equity Flows
(US$ bn)
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China

China’s construction and developer sectors continued to face weak sales in February. Property sales
in major cities such as Guangzhou were down by 33% percent on average this year through February, with
lower tier cities seeing relatively more outsized declines (above 70%). Meanwhile, more banks cut
minimum down payment ratio for first-time home buyers. The decision by banks in Nantong city to cut
theratio to 20% (from 30%)follows similar moved by banksin other smallcities in mid-February. Separately,
China’s central bank injected net RMB290 bn ($46 bn) of liquidity via reverse repos. Analysts note
the central bank’s recent injections of liquidity have helped stabilize markets, with liquidity conditions
expected to remain “sufficient” through March. Equities firmed (Shanghai: +0.3%, Shenzhen: +0.4%),
Renminbi gained +0.1%, and 10-year yields was broadly unchanged.

Weaker Tier-2, Low-Tier Cities' Sales Crash

m Growth in New Home Sales Volume During Jan. 1-Feb.23 2022 vs. 2021 (Yoy%)
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Global Financial Indicators

Last updated: Level Change
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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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Emerging Market Financial Indicators

Last updated: Exchange Rates Local Currency Bond Yields (GBI EM)
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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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