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e US Treasury yield curve flattens as selloff in short-maturity bonds persists (link)

e Strong balance sheets and ratings upgrades support US corporate credit markets (link)
e ECB rate hike expectations build on worries energy prices will push inflation higher (link)
e ECB confirms euro liquidity lines with non-euro area central banks until 2023 (link)

e Bank of Japan continues to defend 10-year yield target (link)

e China appoints new government advisors to the central bank (link)
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Risk sentiment improves on optimism around Russia-Ukraine talks

Global risk assets are rallying on positive news soundbites regarding talks between Russia and
Ukraine. Stock markets are rising amid some hope a ceasefire may be brokered between Russia and
Ukraine. European equities are gaining 3% and US equity futures are pointing to modest gains at the open.
Yesterday, the S&P 500 extended its streak of gains for the third day, led by a rotation to tech sector growth
stocks that again saw the Nasdaq outperform by advancing over 1%. On the other hand, energy sector
shares have been on the defensive with crude oil prices falling more than 9% yesterday and remaining
volatile this morning in reaction to spreading COVID lockdowns in China that continue to stoke demand
concerns. Further on energy supplies, the offshore Russian ruble has appreciated more than 8% as
analysts have cited the EU is not expected to materially reduce its dependency on Russian natural gas
imports in the near-term, while Russian authorities have maintained their stance of insisting that Europe
pays for gas in rubles, which Europe has so far refused. The fluctuations in global interest rates have
remained top of mind with the moves higher in core sovereign bond yields continuing to be concentrated in
the policy-sensitive front-end of yield curves. Bond yields in the US, Germany, and the UK are up 4 to 15
bps across the curve this morning, led by sharp moves higher in short-term rates, as 2-year bund yields
are up 12 bps and hovering near positive territory for the first time since 2014.

Key Global Financial Indicators
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United States

US equities were higher on Monday, with the S&P 500 closing
up 0.7%, driven by mega-cap tech shares, while the energy
sector underperformed as oil prices declined. Tesla gained 8% on
the news that it plans to seek shareholders’ approval for a move
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Exhibit 8: ...but given rising pension funded
ratios, there is more scope for the curve to flatten
over the medium term

Milliman 100 Pension Fund Index funded ratio, with March
2022 nowcast*; %

that would enable another stock split. US Treasury markets were 1% erch 2072
relatively calm during the NY session, with the 10-year yields ot
closingdownby 1.5 bps to 2.46%. The yield curve continued to

80%

flatten, with the 2 year yields up 4 bps while 30-year yields were
down 4 bps, and 5-year yields (2.56%) rose above 30-year &%
yields (2.54%) for the first time since 2006. JPMorgan analysts o |
commented that in the medium-term, they expect the Treasury wwoomewm e e w3
yield curve to flatten further as strong demand from liability-
driven investors likely keep the long-end well anchored.
Elsewhere, the TIPS breakeven curve steepened as the oil prices
declined.

* Nowcast based off 4-year regressions: Pension fund asseis regressed on
S&P 500 (pts). 20-year Treasury yields (%) and JULI spread fo Treasuries
(bp). Pension fund liabilities regressed on 20-year Treasury yields (%) and
JULI spread to Treasuries (bp). Al independent variables are 1-month
moving averages.

Source: Milliman PFI, J.P. Morgan

US IG and HY corporate bond spreads have tightened recently, recovering nearly 50% of their year-
to-date sell-off, likely supported by solid fundamentals. Corporate ratings have been upgraded within
both HG and HY, with the wave of rising star upgrades following. According to JPMorgan analysts, of the
originally identified 41 names, nine have already been upgraded, and 12 new issuers are also identified as
candidates, with the energy sector leading this upgrade trend. HY upgrades have outpaced downgrades
every month since December 2020.

Figure 5: We have already seen upgrades outpace downgrades within HG and YTD this trend
accelerated with the ratio of upgrades to downgrades at 3:1
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Commodity Prices

Brent oil prices (-4%) are lower and natural gas prices are higher (+4%) in Europe. Germany’s
economy and climate minister said that Germany can become independent from Russian coal by autumn,
virtually independent from Russian oil by the end of 2022, and largely do without Russian natural gas by
summer 2024.

Crypto Assets

Bitcoin is little changed this morning at $47k after gaining 14% in March. The latest digital asset flow
of funds data shows a record weekly inflow for the year, totaling $193 mn as of March 25.

Euro area

Equities (+2.0%) are higher, with bank equities (+3%) outperforming. Yesterday, ECB supervisory
board chair Enria said that banks could earn almost €6 bn euros in annual revenue given the
estimated $2.3 tn a year in financing needed from global banks to finance the green transition. The
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ECB is also pushing banks to prepare for losses they could face from extreme weather or the possibility of
polluting companies going out of business given carbon emission targets. German 10-yr bund yields (+10
bps to 0.67%) jumped, with 1-yr bund yields 3 bps higher at -0.47%.

Europe: Bank equity performance (1 Jan 2022: 100)
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Money markets are continuingto price in ECB hikes in 2022 as Bank of Spain governor De Cos
warns that additional increases in energy prices will push inflation significantly higherin March.
Yesterday, ECB chief economist Lane warned that the drops in euro area sentiment data is a “major
concern” but sees scenarios where it would be appropriate to start normalizing interest rates in 2022.
German GfK consumer confidence for April fell to the lowest level in over a year.
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Italian spreads are little changed as Crédit Agricole points out that a large, short bias for IK futures
on ltalian government bonds has been growing, compared to only a modest short bias in German
and French bond futures. Data suggests that investors have been adding shorts in IK futures though it
has yet to signal a crowded position.

Italy: Open interest for positioning for IK futures
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The ECB confirmed euro liquidity lines with non-euro area central banks until 15 January 2023 to
address possible liquidity needs in non-euro area countries given the uncertainty from Russia’s
invasion of Ukraine and regional spillover risks. The ECB and central bank of Poland will set up a new
€10 bnswap line until 15 January 2023. The ECB also extended temporary bilateral repo lines with Hungary
(€4 bn), Albania (€400 mn), North Macedonia (€ 400 mn) and San Marino (€100 mn). These bilateral lines
were established in 2020 to provide euro liquidity to financial institutions in those countries via their central
banks. Thelines were due to expire at the end of March 2022, as they were specifically aimed at addressing
possible euro liquidity needs in the presence of market dysfunctions due to the COVID-19 pandemic.

United Kingdom

10-yr gilt yields are 8 bps higher, reversing yesterday’s drop. Bonds rallied yesterday after Govemor
Bailey confirmed that the BoE softened its rate guidance in face of uncertainty. The Bank of England
will also delay the 2022 stress test for banks.

Shares in Barclays are 6% lower as an anonymous shareholder sold about £ 900 mn ($1.2 bn) of
stocks. Yesterday, stocks closed 7% lower after the bank said that it expects to record a £450 mn hit net
of tax after issuing about $15 bn more of structured notes and exchange traded notes than it had registered
for sale. The bank also delayed a share buy-back. The three largest shareholders of Barclays are
BlackRock, Vanguard, and the Qatar Investment Authority, according to Bloomberg.

Japan

Equities rallied+0.9%. PM Kishida’s new support package will be ready by end-April. The package, meant
to address rising prices, will be financed by reserve budget funds for emergency spending, Kyodo reports.
Separately, Bank of Japan (BOJ) reiterated dovishness in its March Summary of Opinions. The Board
members argued that continued easing is needed as domestic inflation is unlikely to exceed 2% in a
continuous manner amid low domestic demand, with higher inflation due to heightened geopolitical risks.
Meanwhile, Finance Minister Suzuki called for close yen monitoring. He said the government should
assess whether the weaker yen is starting to have a negative impact. Japanese yen recovered +0.1%.
10-year yields declined -0.5 bps to 0.24%. BOJ bank offered twice today to buy unlimited amounts of
government bonds and recorded a total uptake of ¥528.6 bn ($4.3 bn), Bloomberg reports.

Japan's stocks have outperformed since the yen's breakout
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Emerging Markets back to top

Stock markets slightly declined in Latin America yesterday, with Argentina (-1.5%) falling the most,
followed by Peru (-0.9%) and Chile (-0.5%). The Peruvian sol (+0.2%) rose as President Castillo faces the
second ousting attempt since he took office less than one year ago. Asian stock markets were mixed,
gaining +0.7% on net. Hong Kong SAR (+1.1%) and Vietnam (+0.9%) outperformed while Malaysia
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slipped -0.9%, with losses distributed across sectors. Asian currencies mostly appreciated. South
Korean won (+0.6%) outperformed. 10-year yields mostly fell. South Korean yields declined the most (—
7.5 bps). EMEA markets traded with an optimistic tone. Equities rose sharply in Hungary (+3%) but are
up in several countries. The Hungarian forint (+1.1%) and Polish zloty (+0.4%) firmed. Swap rates edged
lower. The Ukrainian government estimated yesterday the economic damage caused by the Russian
invasion so far at $565 bn, including property damages and lost trade and GDP.

China
China appointed new govel"nment U"i-ﬂl'!.lj-lﬂjl.ll.lrl jll.nll hin.nd yia.lds are near historic highs
advisers to the central bank. Kang Yi, e M

the new head of the National Bureau of jl &
Statistics, and Yu Weiping, Deputy Wtj 2
Finance Minister, will join the People’s % w
Bank of China’'s monetary policy mj\\ru §
committee. Separately, more than ten _DK/M\, " e
property developers will delay audited —/" 5
results. Most of them cited COVID

pandemic effects as a reason for the -

delays and will instead reportunaudited  soucce: swomsers G B W eomiei®
results by the March 31 deadline,

Bloomberg reported. They will face share trading suspensions if audited results are not published by April
30. Further, Sunac shares will be suspended from trading in Hong Kong SAR from April 1, as the company
announced it will not even publish unaudited results by March 31. Its shares dived by as much as 22%
following the announcement. Separately, state-owned Citic Group will become the largest shareholder
of Huarong Asset Management. It will receive 2.41 bn shares from the Ministry of Finance to optimize the
layout of state-owned financial capital, Bloomberg reported. Citic's stake will increase to 26.46%, with the
ministry’s ownership down below 25%. Huarong stocks declined more than 60% since trading resumed in
early January. Equities declined (Shanghai: -0.3%, Shenzhen: -0.2%), renminbi and 10-year yields
were little changed.

Russia

Reactions to sanctions continue to impact markets. Payment modalities for Russia’s natural gas
exports remain unclear, with Russia demanding that countries characterized as “hostile” pay in rubles or
gold, and its western customers rejecting the demand. At the same time, EU customers do not appear
ready to eliminate their dependency on Russian natural gas over the short run, which provided support for
the ruble and pushed up European natural gas prices (+10%) yesterday. The offshore ruble (+8%) gained
as defense minister Shoigu said that the Russia’s main goal in Ukraine is focused on the Donbas
region. Stocks in Moscow (-1%) are trading lower.

European natural gas and ruble appreciate both
(USD left scale, RUB right scale)
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Several Russian corporates face the risk of defaulting despite attempts to service their external
debt, as settlement processes are severely compromised by international sanctions and capital controls
introduced by the Russian central bank. Several international companies, including the breweries Heineken
and Carlsberg, announced plans to pull out their business activities from Russia, with Heineken estimating
its associated costs to EUR 400 mn. In the financial sector, Credit Suisse announced yesterday that it has
stopped all new business in Russia and is cutting its current exposures of $900 mn. Russia has continued
to make coupon payments. Yesterday the finance ministry filed notifications for an “interest payment” and
“principal repayment” on $2 bn of dollar-denominated debt due on April 4.

Argentina

Argentina could struggle to compete with other LNG buyers in the wake of the war between Russia
and Ukraine. The nation was once a gas exporter and aspired to become a shale powerhouse. According
to Bloomberg, despite its shale-gas reserves which rival those in Appalachia, Argentina’'s gas industry has
suffered from years of underinvestment that’s left it unable to meet domestic demand, not to say the needs
from overseas markets. As a result, Argentina is competing for shipments of LNG with industral
powerhouses such as the U.K. and Japan. To many observers, the specter of fewer-than-needed LNG
cargoes puts the country on the cusp of having to limit energy supplies to industrial consumers.

Supply Squeeze
Ukraine war increases Argentina's competition to source LNG

M Cargoes to Argentina by supplier (2017-2020 winters)
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Source: Shipping data compiled by Bloomberg Bloomberg
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Global Financial Indicators

Last updated: Level Change
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Emerging Market Financial Indicators

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