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e Markets optimistic about advanced economy rate cuts (link)

e Survey shows investors are ambivalent about US markets in 2024 (link)

e Japanese equities reach 34-year high (link)

e China indicates that more easing is possible (link)

e US pension funds load up on Treasury strips on hopes of lower interest rates (link)
e Special Feature: EM Capital Flows Monitor (attached)
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Markets cautious ahead of key US inflation data

Stock markets were lower in most countries ahead of key US CPI and PPI data due later in the week.
Higher oil prices also weighed on sentiment. Japan was the outlier as the stock market reached a 34-year
high, although it still remains significantly below the level reached in 1989. Investors are reacting to a surge
in new bond supply, including more than €43 bn in corporate bond sales scheduled for the euro area today.
The market has already absorbed $75 bn in US corporate bond issuance and more than $30 bn of emerging
market bond sales. Bond issuers are racing to lock in lower funding costs ahead of expectations that interest
rates could move higher. Government bond yields were also higher as markets also took in large bond
sales from Italy, Belgium and the UK, and investors are preparing for 10 and 30-year Treasury auctions in
the US in the coming days.

Key Global Financial Indicators

Last updated: Level Change from Market Close

1/9/24 7:57 AM Last 12m Latest 1 Day 7 Days 30 Days 12 ™M
Equities % %
S&P 500 ™ 4764 1.4 0 3 22 0
Eurostoxx 50 W 4464 -0.5 -1 -1 10 -1
Nikkei 225 [T 33763 1.2 0 5 29 1
MSCI EM P40 0.3 -2 1 -2 -2
Yields and Spreads bps
US 10y Yield S 4.03 0.2 10 -19 50 15
Germany 10y Yield ™ 219 5.4 12 -9 -4 17
EMBIG Sovereign Spread ST, 410 s E s3I
FX / Commodities / Volatility %
EM FX vs. USD, (+) = appreciation % 47.8 -0.1 0 0 -6 -1
Dollar index, (+) = S appreciation u"‘\../»v”m\'u 102.4 0.2 0 -2 -1
Brent Crude Oil ($/barrel) WMM 77.9 2.3 3 3 -2
VIX Index (%, change in pp) W 13.3 0.2 0 1 -9

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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Advanced Economy Central Banks

Current market pricing forecasts that advanced economy (AE) central banks will deliver most of the
rate cuts of the coming easing cycle in 2024. This effect is most pronounced for the ECB and the
Swedish Riksbank, which are expected to deliver 72% of their rate cuts in 2024. In contrast, the Fed is
expected to have a longer rate cut cycle and is expected to deliver just 58% of its rate cuts in 2024. JP
Morgan analysts think the market is too optimistic, predicting that persistently high inflation in the early part
of this year will cause central banks to become more cautious. Price action in the new year supports their
thesis, as AE government bond yields have risen sharply in the first few trading days.

Figure 4: Most of the easing is expected to be delivered in 2024 as market Figure 5: ...however, we believe that risks are biased for a slower decline.
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United States

Investors are ambivalent about markets in 2024. The latest Bank of America Fund Manager Survey
found that investors are evenly split on where they expect the S&P 500 to end the year (the index was at
4741 at close of business yesterday). Of those polled, 48% thought the index would be at or below year-
end levels, while 52% thought it would end at 5000 or higher. In addition, just 47% said they would increase
their exposure this year, compared to more than 70% in 2022. Just 38% of investors said they would add
to their interest rate exposure in 2024. However, nearly all 60% of investors expect the 10-year US Treasury
yield to end 2024 below the current level near 4%.

Figure 4: What is your 2024 year-end price target for the S&P 5007 Figure 7: What is your 2024 year-end target for US 10-year yields?
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Pension fund demand for Treasury strips took the volume of these securities outstanding to a
record high of $474 bn, according to analysis by Barclays. December saw a record volume of $13.4
bn of stripping activity. Treasury strips involve separating the maturity payments and coupons of a Treasury
note or bond and selling them separately. Investors with very long-time horizons such as pension funds are
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active buyers of strips because a stripped instrument component can have a much higher duration
(sensitivity to interest rates) than the original security. Strips also help pension funds to match their liabilities
more effectively. Strip activity usually increases when investors expect interest rates to fall, as happened
last November and December. The equity rally over the period provided room for pension funds to acquire
more duration. The latest pension data show that US pension funds remain overfunded.

Figure 3. STRIPS outstanding universe increased further to Figure 4. Milliman pension funding ratios edged lower but
$474bn remain over-funded in December
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Euro Area

European equities were mostly trading lower, with the Stoxx 600 equity index trading in the red
(-0.3%). The energy sector (+0.7%) was outperforming, retracing yesterday’s losses. The euro was
marginally weaker (-0.2%) against the dollar at around 1.093. Euro area sovereign yields continue to edge
higher with the 10y bund yield (+5bps) trading at 2.18%. ECB Governing Council member Vujcic said
that the ECB is unlikely to lower rates before summer. On the data front German industrial production
data for November disappointed (-4.0% y/y vs expected -4.8% from -3.4%). This follows after factory orders
for November came in weaker-than-expected yesterday. In a separate release eurozone unemployment
fell to a new low of 6.4% in November (versus expectations to remain unchanged at 6.5%).

Switzerland

Analysts argue that currency strength could see the Swiss National Bank (SNB) bring forward rate
cuts. The Swiss franc is roughly 6% stronger against the euro than a year ago and reached recent highs
against both the dollar and the euro towards the end of last year. Even though data released yesterday
showed a modest upside surprise in Switzerland’s December inflation data, Rabobank analysts highlight
that persistent currency strength together with slowing demand could put too much downward pressure on
inflation. They also highlight that the money market is pricing in roughly 35 bps of SNB rate cuts on a
six-month view, which is significantly less than the rate cuts priced in for the ECB.

Figure 1: CHF vs. EUR and Switzerland's effective exchange rate
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Japan

Japanese equities rose (NIKKEI: +1.2%), reaching a 34-year high. The rise in Japanese equities
outperformed Asian peers following a tech-led US rally. The Bank of Japan (BOJ)’s estimate showed
that the output gap has been negative since 2020Q2. Furthermore, the output gap widened in 2023Q3.
The finding supported the BOJ’s stance to maintain policy easing. Household spending declined 2.9%
yly in November, more than expected (consensus: -2.5%). Meanwhile, Tokyo CPI inflation (a leading
indicator for the country’s price indicators) decelerated in December. Headline inflation was at 2.4% yly
(consensus: 2.5%), while core inflation (excluding fresh food and energy) was at 3.5% y/y (consensus:

3.5%).
Nikkei 225 Hits Highest Level Since Bubble Economy Burst
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Emerging Markets back to top

EMEA equity markets were mixed again this morning, while currencies were slightly weaker against
their reference currencies and local currency sovereign debt yields were a touch lower. On the data
front, flash industrial production data for November in Hungary showed a larger than expected decline
(-5.6% yly versus -1.2% yly expected) marking the 11" consecutive month of falling output. Most Asian
equities declined, down 0.6% on net, led by Indonesian (-1.1%) and Korean (-0.3%) equities. The
decline of Korean equities was led by Samsung which reported a 35% decline in operating profit in 2023Q4,
making the operating profit for the entire 2023 the lowest level in 15 years. The result highlighted the
sluggish demand for smartphones and memory chips. Latam currencies and equities broadly rallied
while local yields marginally retreated as risk appetite returned. However, the Chilean Peso bucked
the trend, weakening -1.6% against the US Dollar after the release of a weaker-than-expected inflation
print.

EM Fund Flows

EM bond funds recorded outflows for the first week of 2024, while EM equities received inflows. EM
bond funds’ outflows accelerated (-$568mn), led by EM hard currency funds outflows (-$512mn) while
outflows slowed for local currency funds (-$56mn). Both ETFs and Non-ETFs outflows accelerated
(-$481mn and -$87mn, respectively). In contrast, EM equity funds experienced inflows (+$293mn), driven
by large ETF inflows (+$1.1bn), which offset non-ETF outflows (-$807mn). Among regional equity funds,
inflows were notable for Asia ex-Japan (+$395mn), while Latam (-$111mn) experienced outflows.
Reflecting on the full year of 2023, EM bonds recorded outflows of -$33.7bn while EM equities saw marginal
inflows of +$5.0bn, marking an improvement from a challenging 2022.
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Weekly cross-asset flows EM bond and equity fund flows
USD billion USD billion
Asset Bw fiows (Bw ago — current) This wk ¥1D 200 4 EM Equities
EM Bonds and Equities - _——_—TE 03 £.3
EM Bonds - T em— - 06 06 150 - EM Bonds 63
Hard Coy - — =m — 0.5 0.5 97 51
Local Cey® TTmEe=- <04 0.1 100 4 101
o.w. EM ex-China — - 0.0 0.0 8
] o, China - 0.0 0.0 51 16
50 132 1
LE_ EM Equities -———y — 03 03 82 ¥ 16 67 23
= B4 0 a7 40 52
2 USHG - I —— 53 53 (L & Sis . . = .?,11. - ® 351 5 4
T gy - _ 09 04 8 4 B 21 12 B4
Global Equities - e 45 4.5 890
50 4 -66
EM Bond and Equity ETFs —_ - - — 06 0.6
EM Bond ETFs ————-— 95 5 -100 4 4
EM Equity ETFs — — - 11 11
-150 -
Non-esident EM flows* - - = oo R EERSCYPILLERPERSNRE
SERSRRIRRIIRKRIKJKER|R
"High frequency non-resident EM portfolio flow data where available. *Local ecy split is retail only. Source for all charts and data in this report: J.P. Morgan, EPFR Global, Bloomberg Finance L.P.
China

The People’s Bank of China (PBOC) indicated that it is prepared to use a variety of tools to provide
support for the economy, including lowering reserve ratios. According to his newspaper interview, Zou
Lan (Head of Monetary Policy Department) said that the PBOC will strengthen its counter-cyclical and
cross-cycle policy adjustments to create favorable financial conditions for China’s economic growth,
flagging lower reserve ratios as a potential measure. However, the PBOC statement barely lifted sentiment
in China’s stock markets as investors remained concerned about the economic recovery and renewed
policy uncertainty. Onshore Chinese equities were little changed after a week of declines (CSI 300: +0.2%);
Hong Kong SAR-listed equities declined (-0.6%).

China"May Lower RRR for Banks to Add Liquidity

PBOC official hints at potential move to cut reserve requirement ratio
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Mexico

Mexican equities have emerged as favored choice among benchmarked investors. A Goldman Sachs
analysis on the largest 100 MSCI EM-benchmarked mutual funds’ positionings revealed that Mexican
equities is the most frequently overweighted market relative to other stocks within the broader index.
Mexican corporates, and consequently the Mexican peso, were often cited as being beneficiaries of the
“friend-shoring” trend. Anticipation of easier policy rates might have also influenced current overweight
positioning, including other Latin American countries such as Brazil. However, with global markets having
rallied significantly on the disinflation theme, current positioning, including on some of these larger Latin
American markets, could curtail relative outperformance going forward.

IMF | Monetary and Capital Markets—Global Markets Analysis 5



GLOBAL MARKETS MONITOR January 9, 2024

Share of EM Equity Mutual Funds that are Overweight (Top 100 Funds) Mexico has been one of the greatest beneficiaries of the friend-shoring’
0% trend in US trade as it has gained a larger share of US imports
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Ahead of this afternoon’s interest rate decision from the National Bank of Poland, the zloty was
trading weaker, paring gains from the start of the year. Expectations are that the Council will keep
rates unchanged at 5.75% for the third month in a row. Despite the recent downside surprise in CPI data
for December, analysts at UniCredit expect the MPC will remain committed to keeping rates on hold
until at least March which they expect will continue to support the currency. Attention is on tomorrow’s
press conference.

Poland: Palicy rate, inflation and currency
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Global Financial Indicators

Level Change
Last 12m Latest 1 Day 30 Days

1/9/24 7:59 AM

7 Days

Equities

United States P e

Europe i, /4464 -0.5

Japan LW 33763 1.2 0 5

China ene 3293 0.2 -3 -3

Asia Ex Japan W’\»w 65 0.2 -2 1 -6 -2
Emerging Markets MM, 40 0.3 2 1 -2 -2
Interest Rates basis points

US 10y Yield ™S 403 0.2 10 19 50 15
Germany 10y Yield A ™™ 2 19 5.4 12 -9 -4 17
Japan 10y Yield 059 1.9 2 e o 2
UK 10y Yield AT 3.82 4.8 18 22 29 28
Credit Spreads basis points

US Investment Grade M 134 _ 0 -6 -28 0
US High Yield A, 394 9.2 8 17 73 8
Exchange Rates %

USD/Majors e 102,42 0.2 0 -2 -1 1
EUR/USD W 1.09 -0.1 0 2 2 -1
USD/JPY T 1440 0.2 1 -1 9 2
EM/USD M\'\«w 47.8 -0.1 0 0 -6 -1
Commodities %

Brent Crude Oil ($/barrel) VA e 77.9 2.3 3 3 1 1
Industrials Metals (index) M 137 0.1 -3 1 -18 -4
Agriculture (index) W 61 0.4 -1 -4 -8 -2
Implied Volatility %

VIX Index (%, change in pp) W 13.3 0.2 0.1 0.9 -8.7 0.8
Global FX Volatility “Nee. 80 0.0 0.2 0.0 2.7 0.1
EA Sovereign Spreads 10-Year spread vs. Germany (bps)

Greece PN, 114 1.8 9 4 -104 10
Italy Wy, 167 1.6 2 13 -29 1
Portugal Mt N, 64 -0.3 0 4 -33 1
Spain e, g7 -1.0 1 5 7 0

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)
1/9/2024 Level Change (in %) Level Change (in basis points)
8:00 AM Last 12m Latest 1Day 7Days 30Days 12M YTD Last 12m Latest 1Day 7 Days 30 Days 12M
vs. USD (+) = EM appreciation % p.a
China ™ 746 | 02 03 0 5 | A [T 25 | 35
Indonesia A~ 15520 [ 00 0.3 1 0 A e Mo 67 1.6
India VAT g3 00 02 0 -1 0 W™, 73 [ 11
Philippines W\N 56 06 - 2 - "‘""m‘f‘w‘ 57 | -0
Thailand ™35 | 00 2 < B 27 | 25
Malaysia A~ 484 | 02 08 1 6 | 1 e 38 | -18
Argentina | T 814 | 02 o7 5 8 | 4 [ Sy 808 |-1441
Brazil MV 488 | 02 07 1 8 A e, 107 | 50
Chile ™™ 911 | 06 28 3 A\, 50 | 00
Colombia MM, 3890 | 02 02 0 Mol 78 | 10
Mexico MM, 1686 | 02 10 1 LA™ 86 0.0 -28 47 12
Peru ™ 37 0B 02 0 [Mwwrw, 68 | 07| 10 -10 -87 15
Uruguay Moo /™ 30 | 03 03 A4 [N~ 95 | 58 A4 115 0
Hungary WA e 346 | 04 08 0 P 59 | 00 | 3 29 206 | 12
Poland NN, 397 | 03 07 A P, 45 | 18 | 13 -61 1
Romania VA 45 | 01 0 A [, 83 | 03 | 14 -2 10 | 14
Russia |~ gos (WA 14 0
South Afiica | MM 187 | 04 04 2 | o1 | 33 | a1 24 42 6
Turkey o~ 2004 | 01 07 A | 267 | 470 | 48 44 -3
US (DXY: 5y UST) A ~™, 102 | 02 02 1 fAw™ 399 | 02 | 7 -25 31 14
q Bond d O D Deb B
a ate Da Da 0 Da D a ate Da 0 Da D
basis points

China A, 3203 | 02 -3 -3 -18 S 161 3 10 22 3
Indonesia v 7200 [ 2 1 9 A [W——, 124 20 50
India " 71386 | 0.0 - 2 A N, 129 - 18 A7 -
Philippines M"\Vv" 6619 | 0.1 1 6 -2 3 M 103 | 23 17 39 | 23
Thailand e~ 1415 | 02 - 2 -16 0 0 0 0 0 0
Malaysia M 1499 |02 ""\"*\VW o Bl -1 [
Argentina 7 1104013 47 17 M, 2052 | 139 125 77 | 139
Brazi " 132427 | 03 0 4 21 A G 22
Chile e 6054 | 0.1 -3 1 17 2 [ e 138
Colombia MAN~/ 1205 [FZEIEIEE 2 [ e, 307
Mexico s A 56176 | 0.0 2 3 7 2 N, 349
Peru ] 25766 | 0.2 -1 14 A [N e 161
Hungary """ 61686 | 05 2 5 2 s, 164
Poland 76904 | 0.0 - 0 25 2 T 106
Romania e~ 15617 | 10 2 4 2 WS 221
South Africa [V 74230 | 0.2 2 1 -5 3 N, 337
Turkey e 7751 | 09 2 -2 50 4 e 345
Ukraine 507 | 00 0 0 -1 0 M- 4178
EM total Mt mger 40 | 09 2 1 -2 2 N, 37

Colors denote tightening/easing financial conditions for observations greater than +1.5 standard deviations. Data source: Bloomberg.
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