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TUESDAY, MARCH 22, 2022 

• US Treasury yields surged on Powell’s hawkish remarks (link)

• Powell does not see signs of recession in the yield curve (link)

• ECB speakers leave the door open for a 2022 rate hike (link)

• Japan government is reportedly preparing additional stimulus (link)

• Russia says Eurobond coupon is sent to National Settlement Depository (link)

• Central bank of Ghana unexpectedly hikes 250 bps (link)
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Sovereign bond yields take off 
The sell-off in sovereign bonds is continuing this morning as investors continue to digest 
statements from Fed Chair Powell yesterday. His comments that the Fed is prepared to hike more than 
25 bps at upcoming meetings sent Treasury yields sharply higher, and yields in other jurisdictions have 
been rising alongside. The 2-year US yield rose 17 bps yesterday, and is up another 5 bps this morning. 
Similarly, the German 2-year bund yield rose 10 bps on Monday and is a further 4 bps higher this morning, 
as ECB speakers have kept open the possibility of hikes beginning in 2022. Equity markets are somewhat 
higher this morning. The payment on Russia’s dollar bond maturing in 2029 that was due yesterday has 
not yet reached investors, but the government has stated that it made the payment to the domestic 
depository responsible for sending along the money.      

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


GLOBAL MARKETS MONITOR March 22, 2022 

IMF | Monetary and Capital Markets—Global Markets Analysis 2 

Mature Markets back to top 

United States 
On Monday, US equities experienced significant intraday fluctuations, but closed virtually 
unchanged. Markets reacted to more hawkish communication by Federal Reserve Chair Powell, with UST 
yields increasing (UST 10Y yield +14 bps) and the dollar appreciating against major currencies (+0.3%).  

Markets interpreted Jerome Powell’s communication today as more hawkish than the one a week 
ago. He reiterated the Fed’s commitment to curb inflation and highlighted that the central bank is prepared 
to raise interest rates by a half percentage-point at its next meeting if needed. Powell added that the Fed is 
no longer assuming significant relief  on supply-chain issues and that “the risk is rising that an extended 
period of high inflation could push longer-term expectations uncomfortably higher, which underscores the 
need for the committee to move expeditiously”. He characterized the economy as “very strong” and well 
positioned to handle higher interest rates. However, some market participants raised concerns whether a 
sof t landing is possible amid both hiking rates and shrinking the Fed’s balance sheet. UST yields surged 
across the whole yield curve, with the changes being among the largest daily increases in the last decade. 

Fed Chair Powell discouraged the use of 2s10s yield spread as a predictor of recession. In recent 
weeks, many commentators expressed their concerns that the level of 2s10s spread is close to the historical 
lows and may indicate a looming recession (lef t chart below). However, in today’s Q&A session, Powell 
said that he doesn’t see the theoretical basis for linking 2s10s spread with the risks of recession and he 
noted that the Fed’s decision-making is not substantially impacted by the shape of the longer-term parts of 
the curve. Instead, he recommended to use the 18-month spread of the front part of the curve as the most 
reliable indicator of  the expectations of a recession. The right chart shows that the 18-month spread is 
positive and has been increasing in the last months—thus, suggesting that the markets are not pricing a 
significant probability of a recession.  
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Europe 
European equity markets were generally trading higher this morning with the Stoxx 600 Europe 
Index up 0.5%. The banking (+2.4%) and insurance (+2.0%) sectors were outperforming. Stocks with 
exposure to Russia continued to underperform but traded +0.6% stronger this morning.  

Sovereign yields increased (10-yr bund +4 bps) after ECB speakers yesterday left the door open for 
rate hikes in 2022 - Joachim Nagel said the ECB could increase rates in 2022 if  the bank ends net bond-
purchases in the third quarter. Olli Rehn said the ECB may start to hike later in 2022 or in early 2023 
depending on the extent of the war’s impact on the euro-area economy. He also noted that targeted fiscal 
policy could be an appropriate response to energy-price shocks. ECB Vice President Luis de Guindos 
played down stagflation fears and cautioned that monetary policy should consider the possibility of second-
round effects and the possibility of inflation expectations becoming de-anchored.  

Goldman Sachs estimates that public deficits will increase by roughly 1.1% of GDP across 
Germany, France, Italy, and Spain (EMU4).  Additional f iscal measures, including income support 
measures, higher military spending and support for refugees are expected to keep the 2022 deficits large - 
ranging f rom 5.9% of GDP in France and Spain to 6.5% in Italy and 6.7% in Germany. Amid weaker ECB 
support in sovereign debt markets, analysts forecast that net issuance will turn positive in 2022.  

Commodities 
Nickel prices traded within the limits set by the London Metal Exchange (LME) this morning, falling 
by 8.4% to bring prices in line with comparable prices on the Shanghai futures exchange 
($28,500/ton ex. taxes). Bloomberg reports that within the first 15 minutes of opening, more than 4 000 lots 
of  Nickel was traded. The LME has increased the up/down limits from 5% since last Wednesday.  
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Oil prices were little changed this morning after closing 7% higher at around $116/barrel yesterday 
as EU jurisdictions mulled over a potential ban on Russian energy exports. While there is support for 
an embargo among some EU member states, other steps are also reportedly being considered as Germany 
is maintaining that it is too dependent on Russian supplies to impose an embargo. It is expected that further 
sanctions will be discussed in the European Council meeting starting on Thursday.   

European gas prices steadied this morning (+1.3%) to trade roughly at levels seen at the start of the 
conflict (€97/MwH) amid steady supplies and warmer weather forecasts. The head of  Ukraine’s largest 
state-owned oil and gas company noted that gas flows from Russia to Europe via Ukraine are continuing 
as normal, with Russia paying in "hard currency". Goldman Sachs analysts note that the EU Council could 
deliver a short-term policy response, for example the introduction of a price cap on natural gas.  

Japan 
Equities rallied 1.3%. Japan’s government 
is reportedly preparing additional stimulus 
exceeding ¥10 tn ($83 bn) with the decision 
targeted by end-April. New measures 
include an extension of  fuel subsidies 
beyond March, unfreezing the “trigger 
clause” relating to the gasoline tax, and 
mechanisms to reduce household burdens 
arising f rom increased food prices. 
Separately, Japan’s largest refinery has 
halted new crude oil purchases from 
Russia. ENEOS Holdings will look to products from the Middle East instead, according to Bloomberg. 
Russian oil purchases relating to existing contracts will continue. Separately, electricity wholesale prices 
surged in Tokyo amid persisting power outages. Spot prices reached the highest level in over a year. 
The outages were the result of  damaged inf rastructure and power plants caused by the magnitude 7.4 
earthquake in Fukushima last week, Bloomberg reports. The Japanese yen depreciated 0.8% and 
breached the 120 level against the dollar; 10-year yields firmed +0.7 bps. 

Emerging Markets back to top

Asian equities gained 1.1% on net. Hong Kong SAR outperformed (+3.0%), lifted by the technology sector 
while Singapore and Thailand were broadly unchanged. Indonesian stocks gained 0.7%. Indonesia 
announced lifting all quarantine rules for international travelers. Asian currencies mostly weakened.  10-
year yields mostly firmed on hawkish Fed statements. Hong Kong SAR (+16 bps) climbed the most, 
followed by Australia (+14 bps) and New Zealand (+13 bps). EMEA stock markets are trading without 
much direction as US president Biden is traveling to Europe tomorrow to meet with NATO and EU leaders. 
Equities gained 0.5% in Poland but are little changed in Hungary as Hungary said that EU sanctions on 
Russian energy imports were “a red line.” The resilience of  equities is noteworthy as swap rates are 
following core rates higher. 5-yr swap rates are 35 bps higher in Hungary, 15 bps higher in Poland and 9 
bps higher in South Africa. The National Bank of Hungary is expected to hike its policy rate 100 bps to 4.4% 
later today. In Latin America, the Brazilian real was the best performing EM currency, appreciating 1.8% 
and breaking the 5.0/USD level for the f irst time since June 2021. The rally happened without any major 
local headlines. Brazil remains the best performing currency YTD (+13%) as the commodity rally and high 
interest rates have increased the attractiveness of Brazilian assets. The Chilean peso appreciated (+1.3%) 
seemingly benefitting f rom the positive risk sentiment on commodity currencies. Long-end rates in Chile 
have been under some marginal pressure recently (10y swap: +14 bps) as a fifth pension withdrawal bill is 
set to be debated in the lower house. 
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Russia 
The off-shore ruble (+1% to $105) is little changed as Russia said that it sent a $66 mn coupon 
payment on its Eurobond maturing in 2029 to the National Settlement Depository. The f inance 
ministry e-mailed that it has therefore “performed its obligations to service the securities of the Russian 
Federation in full and in pursuance with the Eurobonds’ issuance Documentation.” Contacts did not expect 
Russia to use the RUB alternative payment clause available for this bond. 

Local currency 10-yr yields settled around 250 higher after the stock section of the Moscow 
Exchange restarted trading in federal government bonds yesterday. The central bank said that it will 
purchase federal government bonds to prevent excessive volatility.  

China 
China’s State Council pledged stronger policy support. In a meeting chaired by Premier Li on Monday, 
the cabinet called for the adoption of monetary policy tools to sustain credit expansion at a stable pace. 
The authorities also promised to maintain policies that can support the economy and avoid measures that 
can hurt sentiment in the capital market. The State Council didn’t make specific reference to the reserve 
requirement ratio but focused instead on fiscal support. In particular, China will implement a large-scale 
value-added tax (VAT) credit refund. The move is aimed at keeping operations of market entities stable 
and maintaining job security. The refund is worth about 1.5 tn yuan ($236 bn), of which 1 tn yuan will go to 
self -employed households, micro businesses, and small businesses. Separately, Alibaba expands its 
share buyback plan to $25 bn from $15 bn. The move follows China’s earlier signals to soon end its 
technology sector clampdown. The buyback program will end in March 2024. Alibaba shares rallied 11% 
on the news. Separately, several property developers will miss the March 31 release deadline for 
audited 2021 results. Some developers blamed the COVID pandemic for the delay. Evergrande and 
related units also mentioned drastic changes in the operational environment as reasons. Further, 
Evergrande’s property services unit is investigating how 3.4 bn yuan ($2.1 bn) of deposits were pledged as 
security for third party pledge guarantees enforced by relevant banks. Sunac warned its 2021 profit 
attributable to owners will crash by about 85% y/y, based on exchange f ilings. Equities were mixed 
(Shanghai: +0.2%, Shenzhen: -0.4%). Meanwhile, The MSCI China Index’s implied risk premium over the 
S&P 500 Index has climbed to a record 6.5%, exceeding the previous high set during the global f inancial 
crisis, Bloomberg estimates. The renminbi was little changed. 10-year yields firmed +2 bps, the spread 
to US Treasuries narrowed to 50bps the lowest level since 2019.  



GLOBAL MARKETS MONITOR March 22, 2022 
 

IMF | Monetary and Capital Markets—Global Markets Analysis 6 

Brazil 
Markets and surveys suggest that BCB might have 
to continue hiking beyond May 2022. BCB last week 
raised rates to 11.75% and signaled that another 100 
bps hike in May might be the end of the hiking cycle 
especially if  inf lation expectations start moving back 
closer to target. Financial markets are not yet convinced 
that May will mark the end and there are currently 
pricing 80 bps extra hikes after May. The latest survey 
also showed similar doubt as year-end Selic expectations rose 25 bps for 2022 to 13.0%. For example, JP 
Morgan changed its call this week and now expects another 50 bps hike in June to follow the 100 bps hike 
in May. In terms of inflation, the median of IPCA inflation expectations increased 14 bps for 2022 (to 6.59%), 
its tenth consecutive increase. For 2023 (the main policy horizon for the central bank) the IPCA f igure 
increased marginally to 3.75%, well above the 3.25% target.  

Egypt 
Egypt’s Eurobonds are little changed after Egypt unexpectedly hiked its policy rate 100 bps and 
devalued its currency 10% yesterday. Some analysts are speculating that a weaker currency and tighter 
monetary policy could lead to new inflows. 

Ghana 
EMBIG U.S. dollar spreads fell but remain elevated at 1276 bps 
after the Bank of Ghana (BoG) hiked its policy rate a more-than-
expected 250 bps to 17% yesterday. Headline inf lation rose to 
15.7% yoy in February, compared to a 10% upper target band of the 
BoG, as the cedi depreciated 17% against the U.S. dollar so far in 
2022. Analysts believe that the BoG will need to deliver more 
hikes and that Ghana will need to implement more fiscal 
reforms to boost domestic and external market confidence.  
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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