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e Large cash allocations could partially flow into risk assets later in the year (link)
e US CRE elevates concerns of a systemic credit event (link)

e Analysts and markets expect UK election to take place in Q4 (link)

e Bank Indonesia kept the policy rate unchanged at 6.0% as expected (link)

e South African rand marginally weaker ahead of budget (link)

e Peruvian sol extends gains amid central bank intervention (link)
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Waiting to see where the chips fall

Global equity markets are mixed weaker this morning as anticipation centers on the release of
earnings from NVIDIA, scheduled for after the market close today. The company, considered a
bellwether for the development of Al, has been the best performing stock in the S&P 500 so far this year
even after declining in recent days. The company is trading lower in pre-market trading this morning. US
equity futures overall are negative ahead of the market open. Meanwhile, Chinese equities gained on
optimism from further policy support measures, as well as a crackdown on trading by quant funds, which
helped to reduce concerns about short selling. European equities are net positive, but financials are in the
red on disappointing earnings news this morning, especially from HSBC, who saw a significant drop in profit
thanks in large part to a $3bn charge on its holdings of a Chinese bank.

Key Global Financial Indicators

Last updated: Level Change from Market Close

2/21/24 8:03 AM Last 12m Latest 1 Day 7 Days 30 Days 12 M YTD
Equities % %
S&P 500 e 4976 -0.6 -1 3 24 4
Eurostoxx 50 e, T ATTS 0.4 1 7 12 6
Nikkei 225 e 1- b1y -0.3 1 5 41 14
MSCI EM A 4D 0.1 1 5 2 0
Yields and Spreads bps
Us 10y Yield it e 4,26 -1.4 1 14 31 38
Germany 10y Yield Apnr™™ - 239 1.6 5 5 -14 37
EMBIG Sovereign Spread NP 382 0 4 -17 72 -1
FX / Commaodities / Volatility %
EM FX vs. USD, (+) = appreciation |~ ™~  46.9 -0.1 0 -1 7 -3
Dollar index, (+) = $ appreciation S 1041 0.0 1 1 ] 3
Brent Crude Qil ($/barrel) Vo™ Prpse 82,2 -0.2 1 5 -1 7
VIX Index (%, change in pp) Pt e 16.0 0.6 0 3 -7 4
Colors denote tightening/eazing financial conditions for cbservations greater than £1.5 standard deviations, Data source: Bloemberg,

Previous editions of the GMM and Special Features are available in our Online Archive. 1
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Surge in cash allocations will partially flow into risk assets. Cash returns are at their highest since
2007, following the Fed’s aggressive rate path, making cash relatively attractive compared to, for example,
expected earnings in the stock market. As a result, cash allocations among households and non-financial
businesses since COVID have reached levels well beyond long-term averages. As expectations for Fed
cuts are being pushed back, a lot more can accumulate according to analysts, if flows from institutional
investors follow the pick-up already observed in retail flows. Eventually, this cash, currently in Money Market
Funds and deposits, could potentially flow into risk assets over the next year, with the prospect of lower
cash returns due to potential Fed rate cuts and an investor shift towards holding duration. If cash allocations
revert to their 30-year average, up to $3.7 trillion could be ready for redeployment. However, a more realistic
estimate, according to Barclays and JP Morgan research, is around $400-600 billion. The implications of
this move on financial stability are not clear.

Expected EPS less fed funds (%) FIGURE 4. Excess cash ($bn)
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US CRE elevates concerns of a systemic credit event. Concerns over a systemic credit event have
grown considerably in the last month to become the third-largest tail risk, according to a Bank of America
survey,surpassed only by inflation and geopolitics. The unease is particularly pronounced in US and
Chinese real estate markets, with 40% of fund managers identifying US commercial real estate (CRE) as
the most probable credit event source, and 22% viewing Chinese real estate as the largest threat. With
nearly 20% of US commercial and multifamily real estate debt needing refinancing or sales this year, and
rates likely to remain higher for longer, smaller US banks with significant CRE exposures are at risk of
distress and default. Despite this, credit markets remain relatively sanguine, as indicated by narrowing risk
premiums on bank bonds compared to the broader market.

Chart 11: Commercial real estate seen as the most likely source of a credit event Debt Mal:i(ets Don't See CRE
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Stress As Systemic for Banks
der Market, Sending Bond Spreads Tighter

19% M USD 1G All Sectors 0AS M USD IG Financials Snr 0AS F170
UScommercial real estate

US shadow banking (e.g. private credit)
Chinareal estate
US government debt k130

Emerging markets 120

Nov 15 Nov 30 Dec 15 Dec 29 Jan 16 Jan 31
2023

2024
— Source: Bloombers Bloomberg @

Source: Bo¢ Gioszl Fund

IMF | Monetary and Capital Markets—Global Markets Analysis 2



GLOBAL MARKETS MONITOR February 21, 2024

Japan
The government downgraded its assessment of Signs of Progress

the economy for the first time in three months. Economists expect Japan's biggest union group to secure larger pay raises this year
The cabinet's report said that the economy is
recovering at a moderate pace, but some parts of
the economy are showing sluggishness particularly
in private consumption and manufacturing activity.
Early signs suggested that firms may increase

HmHlllIIIIII|IIIII|||||||I||‘
year. Some major automakers already signed off ‘ . | | , ,

on the wage demand of their workers’ unions. For % 1995 2000 2005 2010 2015 2020
example, Honda will raise wages by 5.6% and pay sz I o toteserstion oo ferse Bloomberg
a bonus equal to 7.1 months of salary. Wage

negotiations so far show a pattern of larger wage increases across a wider part of the economy. Japanese
equities declined (NIKKEI: -0.3%), following the tech-led retreat of US stocks yesterday. The yen

depreciated (-0.1%), while long-end JGB yields fell (10-year: -0.8 bp; 30-year: -1.9 bp).
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United Kingdom

UK equities were trading lower (FTSE 100 -0.8%) with HSBC shares down as much as 8% after HSBC
Holdings Plc reported an 80% decline in Q4 profit. 10y UK gilt yields were marginally higher trading at
4.05%, after easing yesterday (10y -7bp) as markets saw higher odds of a BoE rate cut in June following
comments from BoE governor Bailey. Bailey noted that there is no need for “inflation to come back to target
before we cut interest rates. | must be very clear on that, that's not necessary.” He also added that he was
“comfortable with a profile that has cuts in it”. Markets are pricing in roughly 16bp of rate cuts by June and
73bp of rate cuts by end-2024. On the data front, average pay settlements declined to 5.1% in January
(from 6%) according to XpertHR data. While current data for January is based on a small proportion of
the overall expected sample, JP Morgan analysts think the data highlights upside risks to the BoE’s central
forecasts. The pound was little changed against the dollar in early morning trade.

FX forward volatility has started to discount event Currently no sign of material risk premium around potential election dates
risk ahead of the next UK general election, with the 7 - 1m forward EURGBP vl around potential election periods
market discounting the largest risk premium for %%

November 2024. With the Spring Budget confirmed for i; |

March 6, PM Sunak has said that his “working 3%

assumption” is for the election to take place in H2 2024.  2* J

Several analysts see an election in Autumn (i.e., ;j . . . .
October/November) as most likely. BNP Paribas 30-May-24 30-Oct-24 29-Nov-24 30-Jan-25
analysts highlight that while there is no indication Wim forward val for givan expiry @3m avg of 1m forward vol acfoss same period

currently of material risk premium around possible e8P
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election dates, FX forward volatility indicates that an election in Q4 is the most likely. Separately, public
sector net borrowing excluding banking groups came in at -£16.7bn in January (versus expected -£18.4bn).
Also, ahead of the March 6 budget, the Resolution Foundation released a report indicating that UK
Chancellor Hunt has £23bn of fiscal headroom for stimulus.

Emerging Markets back to top

Asian equities were mixed today, gaining 0.5% on net. Share prices rose in Hong Kong SAR (+1.6%)
and China (CSI 300: +1.3%), while Singaporean (-0.7%) and Indonesian (-0.6%) equities declined. Asian
currencies appreciated, led by the Thai baht (+0.6%). Long-end government bond yields dropped, with 10-
year yields falling in India (-4 bp) and Thailand (-4 bp). In Thailand, Governor Sethaput said that the Bank
of Thailand sees no need for an out-of-cycle policy meeting to cut interest rates. He reiterated that the
economic problems that the country is facing cannot be solved by easing monetary policy. EMEA equity
markets were mixed while currencies were mostly trading marginally weaker against the dollar.
Equities in Russia (-1.9%) and Serbia (-1.2%) underperformed while those in Czechia (+0.7%) gained.
Equities in South Africa were marginally lower (-0.1%) and the South African rand was marginally weaker
against the dollar (-0.2% to R18.94/$) ahead of the budget announcement later today. CEE currencies were
litle changed against the euro. Latin American assets were relatively mixed yesterday. After
underperforming Monday, Colombia’s COLCAP Index (+2.1%) recovered some of its losses. Equities in
Brazil (+0.7%) also gained, but stocks in Argentina (-1.2%), Chile (-0.5%), and Mexico (-0.5%) experienced
losses. Currencies in Brazil (+0.7%), Chile (+0.4%), and Peru (+0.4%) appreciated, while the Colombian (-
0.2%) and Mexican (-0.1%) pesos depreciated.

China

Chinese equities gained, driven by optimism on policy support measures. Onshore (CSI 300: + 1.3%)
and Hong Kong-SAR listed (+2.2%) Chinese stocks advanced, outperforming other regional peers following
the tech-led retreat of US stocks yesterday. Market sentiment improved on signs that banks started ramping
up their lending to property developers under the ‘whitelist’” mechanism. Furthermore, a fresh crackdown
on trading by quant funds helped reduce concerns about short selling. Both Shanghai and Shenzhen
exchanges froze the accounts of a major quant hedge fund for three days after the asset manager dumped
$360 bn in shares within a minute on Monday, noting that the fund’s selling orders constituted abnormal
trading behavior and disrupted market functioning. RMB appreciated slightly to 7.19 yuan per dollar. The
People’s Bank of China (PBC) continued setting a stronger-than-expected daily RMB fixing; today’s
deviation from market consensus narrowed to 860 pips. The PBC also continued withdrawing liquidity in an
amount of 347 bn yuan ($48 bn) after the Lunar New Year holiday. The key interbank rate (DR007) edged
up to 1.83%, slightly above the policy rate at 1.80%. Short-end CGB yields declined (1-year: -6 bp).

Hang Seng China Gauge Is Close to Erasing 2024 Losses

M Hang Seng China Enterprises Index 5800

Closing level at end of 2023
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Indonesia

Bank Indonesia kept the policy rate unchanged at 6.0% as expected. Bank Indonesia reiterated that it
would be on an extended pause to support the currency. Governor Perry Warjiyo said that the hold decision
was consistent with the objective to ensure exchange rate stability and maintain inflation within the 1.5%-
3.5% target. Analysts note that the Indonesian rupiah has been volatile due to political uncertainty around
Indonesia’s presidential election and foreign fund flows driven by evolving market expectations on US
monetary policy; though, the former risk has subsided after a decisive election outcome. The rupiah
appreciated (+0.2%), similar to regional trends. Long-end government yields dropped (10-year: -1 bp).
Indonesian equities declined (-0.6%).

Rupiah Has Underperformed EM Peers This Year
Rupiah weighed by election, Federal Reserve jitters
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Peru

The Peruvian sol extends gains amid central bank intervention. According to Bloomberg analysts,
traders have witnessed larger than normal currency interventions from Peru’s central bank over the past
few trading days, such as FX swaps and selling dollars in the spot market. Since market close last
Wednesday, the sol is the best performing emerging market currency, up 2.4%. Additionally, the sol has
outperformed other Latin American currencies three out of the last four sessions. Analysts believe the
purpose of the intervention is to fight against speculative positioning.

. . ' .
Peruvian Sol Rallies on BCRP's Dollar Sales Dally Currency Performance
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South Africa

The rand was marginally weaker ahead of South Africa’s pre-election annual budget, set to be
delivered later today, with contacts noting a sizeable event risk for the currency. South Africa's Finance
Minister Enoch Godongwana is set to share the budget today, ahead of elections set to take place on May
29. ING analysts note that the focus for FX markets will likely be on whether the South African Reserve
Bank's contingency fund would be used for government spending plans. In the meantime data released
this morning showed headline inflation accelerating by less than expected in January, while core
inflation surprised on the upside. The January inflation print showed headline inflation accelerating to
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5.3%yly (versus expected 5.4% from 5.1%) while core inflation accelerated to 4.6%yl/y (versus expectations
to remain unchanged at 4.5%). The rand pared early morning gains after the data release (-0.2%) to
trade at around R18.93 against the dollar, roughly 3% weaker than at the start of the year.

South Africa - Policy Rate, Inflation and Currency
Repo rate (%)
=="Headline inflation (y/y%)
—Core inflation (y/y%)
—USD/ZAR (RHS)
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Source: Bloomberg and IMF calculations

Jamaica

Jamaica’s central bank left its lending rate unchanged at 7%. The lending rate has been kept constant
since February 2023, as yl/y inflation remains below the central bank’s target of 7.5-9.5%. Inflation has
been steadily approaching the target since its trough in October, currently sitting at 6.9% yoy.

Source: Bloomberg

mm| ending Rate  —CPI yoy
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Global Financial Indicators

Level Change
Last12m Latest 1 Day 7 Days 30Days 12M

2/21/24 8:03 AM

Equities

United States ™ 4054

Europe wormn, A ATTS

Japan et 30969

China e 3457

Asia Ex Japan WA o BB 0.1 0 4 2 -1
Emerging Markets et e 40 0.1 1 5 2 0
Interest Rates basis points

US 10y Yield A e 426 -14 1 14 31 38
Germany 10y Yield L 16 5 3 -14 37
Japan 10y Yield et (073 -08 3 6 22 11
UK 10y Yield et e 406 21 2 13 45 53
Credit Spreads basis points

US Investment Grade Pt~ 123 18 -3 -5 -22 -1
US High Yield P, 375 22 0 -16 -92 -10
Exchange Rates %

UsD/Majors A M 10411 00 -1 1 0 3
EUR/USD oAt 108 00 1 -1 1 -2
USDIJPY T 1500 | 00 0 1 1 [
EM/USD NN, 469 -01 0 -1 -7 -3
Commodities Y%

Brent Crude Qil ($/barrel) AP Pt 82D 0.2 1 3 5 7
Industrials Metals (index) M 137 14 3 2 -19 -4
Agriculture (index) “*’“W‘ﬁ-\ 59 05 -2 -3 -16 -6
Implied Volatility %

WVIX Index (%, change in pp) M 16.0 06 0.1 27 5.9 3.5
Global FX Volatility Mo, 68 0.0 05 038 34 13
EA Sovereign Spreads 10-Year spread vs. Germany (bps)

Greece TN, 108 0.4 -4 6 82 5
Italy w148 07 4 6 -46 20
Portugal TNt 75 0.3 -4 8 15 12
Spain S, 91 05 2 1 8 5

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)
2/21/12024 Level Change (in %) Level Change (in basis points)
8:03 AM Last 12m Latest 1Day 7 Days D: 1;’_5 YTD Last 12m Latest 1Day 7Days 30Days 12M
vs. USD (+) = EM appreciation % pa.
China T 720 | 00 00 0 5 A T 24 | 00 | 3 12 14
Indonesia W 15660 | 0.2 0.4 0 3 2 w 6.6 0.1 2 0 -10 14
India AT 83 01 01 0 0 0 (™., T2 | 22 3 2 " @os)| 3

Phiippines /"W~ 56 | 00 02 0 2 | 4 [y s4 oo | 0 2 a9 |
Thailand et W 36| 00 00 - 5 e Mo, 25| 40 | 3 22 18 | -16
Malaysia Lo ag0 | 02 07 4 B e 38 | 05 | 3 2 3 | 1
Argentina | T 87 | o1 07 2 77 | 3 |—~AFw_ 758 | 54 | 154 520 1200 | -1062

Brazil g 495 | 01 00 1 4 | 2 [Mnem. 108 | 38 | 1 4 [ 30
Chile o963 04 08 ) A7 s, 50 35 | -1 4 55 6
Colombia e, 3914 | 00 03 0 4 Mo, 75 | 00 | 20 232 | -15

6
Mexico P e 1701 | 02 11 1 8 0 [ 88 | 24 | 3 9 6 32
Peru RUTASUINE TN 1| 2 [ewrw,. 87 | 02 | 4 3
Uruguay oo 39 00 00 0 1 AT, 90 0.0 7 26
Hungary Aa™ar 360 | 03 05 2 0 3 ["™Sms 60 | 50 | -18 15
Poland M. 400 | 03 12 0 11 2 [rense,, 48 | 55| 5 22
Romania A 46 | 02 08 0 2 M. 64 | 02 9 8
Russia S 25 | 00 13 5
Soutth Africa s 190 | 00 09 1 3 | 94 | TO | 2 23
Turkiye .~ 309 | 02 06 2 4 | 264 50 18 94
US (DXY; 5yUST)\q "™ 104 | 01 00 1 3 [ 425 | 27 | T 20

Equity Markets Bond Spreads on USD Debt (EMBIG)
Level Change (in %) Level Change (in basis points)

Last 12m ates 1Day 7Days 30Days 12M YTD Last 12m Latest 7Days 30Days 12M YTD
basis points
4 e, 155 | 5 7 13 | 3
1 M, 107 |3 2 32 11
1 e, 109 | T 47 34 | T

6 M g9 | 3 0 32 9

China e 3311
Indonesia v 7353 0.0 1
India T 73057 | 06 2

Philippines W 6855 06 0

Thailand Mmoo 1381 [ 09 -2 0 0 0 0 0
Malaysia e 1556 | 02 6 P p, 83 9 16 | =2
Argentina ™ 1072261 06 4 9 15 | M, 1793 132 269 | -120
Brazil ™= 129036 | 0.7 18 4 P 214 | 5 10 50 -1
Chile e ™ G375 | 05 20 3 P 129 | 7 1 2 4
Colombia Wpmge] T 1220 4 1 2 M. 302 | 20 11 2 | 31
Mexico wmomm 57490 | 0.6 0 4 7 0 |[fere,. 327 | 5 7 32 | 7

Peru M.J 28318 -0.1 144 9 -3 -34 0
Hungary w/""’/‘ 65930 04 165 -5 6 -42 16
Poland M 81492 0.5 101 -9 3 32 4
Romania MJ*”M 15821 0.8 199 0 -2 -36 -2
South Africa Mw% 72957 0.0 346 -8 12 -21 38

315 -17 -32 -195 1

Tirkiye " 9339 0.1

Ukraine — 507 0.0 ™M 4255 | 74 251
EM total WMW"’\J 40 05 M 343 -10 -14 -40 =
Colors denote tightening/easing financial conditions for observations greater than +1.5 standard deviations. Data source: Bloomberg.
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