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e US equities maintain gains before weaker tech earnings dampens mood overnight (link)
e ECB holds policy stance and reconfirms gradual slowdown in asset purchases (link)

e Bank of England raises policy rate 25 bps and will start balance sheet unwind (link)

e BOJ reaffirms accommodative stance as markets start to price policy normalization (link)
e Headline inflation accelerates to a 20-year high of 49% y/y in Turkey (link)

e Brazilian central bank hikes by 150 bps but signals future pace of tightening to slow (link)
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Stock market rebound stalls as investors weigh mixed earnings and tighter policy

The march higher in global equity markets has stalled overnight and this morning as weaker-than-
expected earnings from some large-cap US tech companies, alongside further hawkish pivots by
key central banks, soured the risk-on momentum. US equities closed higher yesterday for the fourth
consecutive day as better-than-expected Q4 earnings prints initially boosted investor risk appetite and
drove a continued decline in the VIX that was approaching 20. However, after the trading session closed,
some mixed earnings reports and weaker forward guidance from a few US tech companies has again
clouded the outlook for investors that are also wrestling with concerns over tighter monetary policy.
Overnight, major Asian bourses were mixed while European and US stock futures, in particular the tech
sector (Nasdaq futures -2%), are trading in negative territory. Core sovereign bonds yields are moving
higher with Europe leading the way in response to recent inflation prints and monetary policy decisions this
morning. The Bank of England raised its policy rate as expected by 25 bps and will also start to rundown
its balance sheet. Gilt yields have moved up 8 to 10 bps across the curve as markets were surprised by 4
committee members that voted for a larger 50 bp hike. The ECB held its policy stance and reconfirmed the
gradual slowdown in asset purchases. Markets are focused on President Lagarde’s press conference this
morning and whether there will be any pushback against the current market expectations for rate hikes this
year. The hawkish central bank pivot has also persisted in EMs where the Brazilian central bank hiked by
150 bps but signaled readiness to moderate the pace of tightening going forward.

Key Global Financial Indicators

Last updated: Level Change from Market Close
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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


http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU

GLOBAL MARKETS MONITOR February 3, 2022

Mature Markets back to top

United States

US equities closed higher for the fourth consecutive day, but stalled during overnight trading.
Stocks continued to gain yesterday as a decent Q4 earnings season has so far helped offset Fed tightening
concerns. About 80% of S&P 500 companies have either met or beat analysts’ estimates. Nevertheless,
investors may not be as confident as markets currently signal. Open interest has on stock futures has
decreased markedly even as futures prices have risen, suggesting that the current rally is led by a covering
of short positions rather than opening new longs. Trading volumes of E-mini S&P 500 futures is the lowest
since the beginning of the year, according to Bloomberg. After the regular trading session, Nasdaq futures
fell by 1% as Facebook parent Meta Platforms Inc reported a disappointing forecast for the current period,
casting doubt over the firm’s future growth, and casting broader pessimism on tech sector stocks.

Short Cover

Low volume and open interest drops amid stock rally
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Treasury yields edged lower, finishing the day at 1.77%, following weak ADP employment numbers.
The muted reaction in markets was partly due to comments by White House officials and Philadelphia Fed
President Harker earlier this week, lowering expectations for jobs data saying Covid ilinesses are counted
as job losses. According to analysts, the details of the ADP report indicated a significant and likely
temporary drag from Omicron. The next question for investors is whether payroll numbers on Friday could
be weak enough to prompt the Fed to reconsider an aggressive tightening path. Six Fed officials spoke so
far this week, somewhat playing down elevated rate hike expectations as the most aggressive, St. Louis
Fed Bullard (voter), said five hikes, one more than every quarter, is “not too bad a bet.”

Euro area

European equities are trading in the red this morning, with the STOXX 600 index down by 0.8%. Losses
were broad based across sectors with technology sector (-1.9%) underperforming. The banking sector
traded lower (-1%), with ING Groep NV (-4.8%) missing estimates for fourth-quarter profits after reporting
higher-than-expected provisions. The telecommunidations sector (+0.4%) outperformed. European bond
yields were slightly higher, with the 10-yr bund yield remaining in positive territory for the 4" consecutive
day. Southern yields were little changed with Greece underperforming.

The ECB stayed on hold with no changes to the asset purchase program decisions taken in
December. The Governing Council confirmed the December monetary policy decisions in today’s press
release. Specifically, it confirmed that net asset purchases under the pandemic emergency purchase
program (PEPP) will end in March 2022, with reinvestments envisaged until at least the end of 2024. The
ECB also confirmed that the asset purchase program (APP) pace will increase to €40 bn in Q2 2022, from
the current €20 bn, to €30 bn in Q3 2022 and €20 bn thereafter for as long as necessary to reinforce the
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accommodative impact of its policy rates. Net purchases are expected to end shortly before key ECB
interest rates are raised. The euro was trading weaker (-0.2%) this morning, with 10-year bunds yields +3
bps while Italy’s spread widened by 2 bps. The press conference takes place later this morning.

Bond Buying
ECB seen slowing net purchases this year before halting them next March

Predicted monthly pace under APP M ... under PEPP
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Final eurozone January PMI data show the weakest increase in business activity since March 2021,
with uneven performance across the region. The final eurozone composite output index (52.3) was
slightly below an earlier flash estimate (52.4), weighed down by softer growth among service provides,
while manufacturing output increased at a faster pace. Data across member states varied with Germany
moving back into growth territory (53.8 from 49.9), while France lost momentum (52.7 from 55.8).
Italian and Spanish composite PMIs slowed more than expected with Italy stagnating (54.7 to 50.1)
and Spain falling into contractionary territory (55.8 to 46.6). IHS economist flagged building inflationary
pressures as a key concern and noted that tensions in Ukraine could further dampen business
confidence. Analysts generally expect modest GDP growth in the first quarter.

Eurozone: Composite PMI
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United Kingdom

The Bank of England hiked its policy rate by 25 bps to 0.5% and will cease reinvesting maturing
assets, in line with expectations. Five out of nine MPC members voted in favor of a 25 bp hike, while the
minority of members voted for a 50 bp increase. The committee reaffirmed that it would consider starting
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the process of active selling of UK government bonds only once the bank rate has reached 1%. The central
bank noted that modest tightening is likely in coming months if the economy develops in line with
projections. Inflation is seen peaking in April at around 7.25%, roughly 2 ppts higher than the forecast in
November. Markets are pricing another rate hike in March. The sterling strengthened by 0.3% after
the hike. The rate decision came amid a stronger than expected rebound in the services sector as
the final January PMI reading reached 54.2 from a previous estimate of 53.3, up from 53.6 in December.
Composite PMI for January was stronger than consensus, reaching 54.2 from the previously estimated
53.4. The recovery was accompanied by the steepest rate of prices charged inflation since the survey
started in 1996.

Japan

Equities declined -0.9%. Two-year overnight indexed swap (OIS) yields rose to zero for the first time
in six years. Some analysts attribute the climbs to speculation of monetary policy normalization in Japan,
with key policy shifts anticipated after Kuroda’s term ends in April 2023. Meanwhile, Bank of Japan Deputy
Governor Wakatabe repeated it is too early to start policy tightening. In a speech to business leaders on
Wednesday, Wakatabe said continued easing is appropriate as long-term inflation expectations are not yet
anchored at 2%. The comments come after BOJ Governor Kuroda’s post-January meeting remarks that
rate hikes are “unthinkable”. Separately, Japan’s final PMIs were revised up but remained in contraction
territory in January. Services PMI moved up to 47.6 from preliminary 46.6 and final composite PMI was
revised up to 49.9 from preliminary 48.8. Japanese yen weakened -0.2%, 10-year yields slipped -0.2

bps.
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Emerging Markets back to top

Most Latin American equities slumped yesterday, while currencies depreciated. Equities saw losses
Brazil (-1.2%) and Chile (-0.9%) and rallied in Mexico (0.5%). Stocks underperformed in Argentina (-2.0%),
ending a six consecutive trading days rally. Meanwhile, currencies depreciated in Mexico (-0.2%), Colombia
(-0.3%), and Chile (-1.0%) and remained essentially flat in Argentina and Brazil. Asian equities were
broadly unchanged, +0.1% on net. A few markets including mainland China remain closed. Currencies
were mixed, Chinese renminbi lost -0.2% offshore, Thai baht outperformed (+0.2%) rising to one-week
high. Regional Asian PMI results were mixed in January. Malaysia’s manufacturing gauge (50.5,
previous: 52.8) and India’s services (51.5, previous: 55.5) and composite (53.0, previous: 56.4) readings
slipped, while South Korea’s manufacturing gauge (52.8, previous: 51.9) firmed. In China, sales of China’s
top 100 property developers dived -39.6% y/y in January. Total January sales by value was 43% below the
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2021 average, with most top developers having clocked weaker monthly sales compared to a year ago.
EMEA equities and currencies were mixed. Russian equities are still down 8% this year even after
recovering some losses in past days. In contrast, equities in Hungary, South Africa, and Turkey are higher
in 2022. The Czech koruna (+0.3%) traded at its highest level in a decade ahead of an expected hike
of 75 bps to 4.5% by the central bank later today.

EMEA: Equities (1 Jan 2022: 100)
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Turkey
The lira (-0.8%) fell and local rates ticked higher after core inflation rose to 39.5% yly (38.9%
expected) from 32% yly in December. Headline inflation rose to 48.7% y/y in December (from 36.1% in

December) or 11.1% m/m (13.6% mom in December). Investors will also keep an eye on headlines
related to today’s visit of Turkish PM Erdogan to Ukraine.

Turkey: Local swap and FX-implied rates (%)
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Brazil

As expected, Brazil’s central bank raised its policy rate by 150 bps to 10.75%. As a result, the
benchmark rate breached the two-digit threshold for the first time in more than four years. Although 12-
month inflation appears to have peaked in November 2021 at 10.74%, the central bank justifies the move
by the “increase in its inflation projections and in the risk of a de-anchoring of long-term expectations”. With
a cumulative 875 bps of tightening since March 2021, the central bank expects the effects to “manifest
themselves over the relevant horizon” and foresees a slowing down of the tightening process. As such,
most analysts do not see the Selic rate exceeding 11.75% by December 2022.

High Expectations
Brazil analysts see interest rates raising to tame above-target inflation
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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.

IMF | Monetary and Capital Markets—Global Markets Analysis 6



GLOBAL MARKETS MONITOR February 3, 2022

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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