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e ECB cutits policy rates by 25 bps as expected (link)

e Some analysts highlight lingering uncertainty around the German fiscal package (link)

e Leveraged loan prices have fallen significantly in recent weeks amid growth fears (link)
e The central bank of Turkiye cut its policy rate by 250 bps to 42.5% as expected (link)

e Cross asset volatility has remained modest despite high economic uncertainty (link)

e RBIlannounced measures to boost liquidity through bond purchases and FX swaps (link)
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Global Bond Yields Continue to Rise While the Dollar Erased Its Post-Election Gain

European bond yields rose another 6-8 bps on Thursday, with the sell off extending to Asia where
Japanese yields rose 10 bps. While the main global catalyst has been the announcement of higher fiscal
spending in Germany, some Japanese unions also reportedly asked for the largest wage increase in over
thirty years, boosting the prospects for inflation and further rate hikes. The ECB cut its benchmark rates by
25 bps this morning as expected, with investors looking for additional color in the press conference.
Treasury yields have been more subdued than other advanced economies in recent days. Initial jobless
claims came in below expectations at 221k, dispelling some recent growth fears, though all eyes will be on
the nonfarm payrolls report tomorrow (exp. 160k). The rapid shifts in global macro have weighed on
currency markets, with the dollar index down nearly 3% in the last week alone. The mighty Swedish krona
has risen over 6% this week, while the euro reached its highest level since early November. Most emerging
market currencies have gained over the last week as well. Global oil prices stabilized today but have fallen
in recent weeks, with Brent declining below $70/bbl for the first time since September after OPEC+
announced it would increase production.

Key Global Financial Indicators
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United States

Initial jobless claims of 221k came in slightly below consensus (233k). Continuing claims were 1.89
mn (vs 1.87 expected). Immediate market reaction was limited, though 10y vyields rose slightly. 2y yields
remained below 4%. Stock futures were down over 1% ahead of the print. The January trade deficit hit a
record $131.4 bn, possibly driven by importers rushing to get ahead of tariffs, according to analysts.

Leveraged loan prices have fallen significantly in recent weeks. The US leveraged loan market has
seen a sharp repricing this week as growth fears spark concerns about a deterioration in credit quality.
Resilient growth had supported prices and issuance during 2024 as borrowers sought to refinance and
extend maturities. While growth concerns are likely to remain a headwind, markets are pricing in close to
70 bps of cuts in 2025, which should provide some relief to borrowers.

Prices Fall to November Levels
Leveraged loans nearly erase all of their post-election gains
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Cross asset volatility has remained modest thus far despite high economic uncertainty. The large
jump in economic policy uncertainty has caused only a modest increase in overall market volatility despite
an uptick in recent days, based on JPMorgan’s average of implied volatility across equities, bonds, credit,
commodities, and currencies. Measures of equity volatility, including the VIX and VVIX, have risen this
week, but JPMorgan analysts highlighted that levels remain below that associated with previous
corrections. Analysts believe retail investors continue to provide a backstop to the equity market, while
overall leverage remains contained. Meanwhile, the nearly 30 bp move in German bund yields on
Wednesday drove a significant, but still relatively modest increase in three-month EUR/USD implied

volatility.
Figure 2: Economic policy uncertainty proxy
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Europe

ECB cuts its three main policy rates by 25 bps as expected, while revising the inflation outlook
slightly higher and the growth slightly lower. The statement noted that “monetary policy is becoming
meaningfully less restrictive” while “the disinflation process is well on track.” The latest staff projections for
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headline inflation are 2.3% in 2025, 1.9% in 2026, and 2.0% in 2027. The slight upward revision in headline
inflation in 2025 reflects stronger energy prices. Core inflation is projected to reach an average of 2.2% in
2025, 2.0% in 2026, and 1.9% in 2027. The latest projections also expect a slower economic recovery
relative to the December projections with GDP growth of 0.9% in 2025, 1.2% in 2026, and 1.3% in 2027,
with the downward revisions reflecting lower exports and elevated policy uncertainty weighing on
investment. The euro advanced against the dollar (+0.5%) to reach 1.0844, a new four-month high.
European bond yields were trading around 6-8 bps higher on the day. Equities were mixed, with the
German DAX up modestly.

Wednesday’s move in German 10y bund yields was the largest increase since March 1990, when
markets began to price in the significant fiscal costs associated with reunification. Yesterday,
Germany also issued via syndication €6 bn of its new 30y benchmark bond. According to Bloomberg data,
the order book came in at €36.0 bn, resulting in a bid-to-cover ratio of 6x. Per the German Finance Agency,
central banks and official institutions received 55% of the issue, with asset managers picking up around
24%, and the remainder split across bank treasuries, hedge funds, and other NBFIs. In related news,
funding options for the European Commission’s proposed €800 bn fiscal package are likely to be discussed
at today’s EU summit.

10y government bond yields (%)

Germany (RHS) —_UuUs
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Source: Bloomberg and IMF calculations

Some analysts highlight lingering uncertainty around the German fiscal package. Analysts at Credit
Agricole noted that the package announced by the CDU/CSU and the SPD, which includes a €500bn
infrastructure fund and exempts defense expenditures above 1% of GDP from the debt brake, “has to be
taken with caution” citing potential political and constitutional issues that could prevent the full spending
program from being passed. In addition, the analysts note that final implementation may also be “less
ambitious than expected.” Commerzbank analysts also noted that formal discussions will begin on March
13th in the Bundestag with a vote scheduled for March 17th. The analysts expect this to pass given the
CDU/CSU, SPD, and Greens still have a 2/3 majority in the outgoing Bundestag, although some
concessions may be required.

United Kingdom

Pound sterling rose as much as 0.6% against the dollar yesterday following hawkish comments
from policymakers before stabilizing today. External MPC member Megan Greene stated that monetary
policy needed to “remain restrictive,” and that the Bank of England would likely continue to take a “gradual
approach to easing policy rates.” BoE Chief Economist Pill remarked that “large and more rapid interest
rate cuts are unlikely,” given the uncertain path for inflation. In addition, BoE policymakers remarked that
potential US tariffs pose a “substantial” risk to the UK and world economy. Following the comments, money
markets are now pricing in around 52 bps of easing by year-end from the BoE, down from 59 bps expected
last week. Elsewhere, 10y gilt yields were higher again this morning, rising 3 bps to 4.71%. Separately,
according to Bloomberg, UK banks borrowed £10 bn from the BoE’s Indexed Long-Term Repo facility
yesterday, exceeding £10 bn for the first time since March 2020, while banks also borrowed £57.8 bn from
the BoE’s Short-Term Repo facility. The sterling has gained over 2% this week and almost 3% YTD
against the dollar.
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UK: Currency and gilt yields
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Japan

Japanese government bond yields rose 10 bps to 1.54% alongside the sell off in European bonds,
while some unions are requesting large wage increases, bolstering the case for further rate hikes.
The annual wage negotiations are seen as a key input for monetary policy decisions as the central bank
debates the sustainability of inflation. The Japanese Trade Union Confederation (Rengo) reported that is
members requested a 6.1% wage increase, up from 5.9% last year, and the highest since 1993. The yen
appreciated to 147.60 against the dollar, the strongest level since October.

Emerging Markets back to top

EMEA equities were mostly trading higher while currencies were mixed. Equities in CEE continued to
gain, though Hungary (-0.3%) underperformed. Regional currencies were mostly weaker against the euro,
and local currency bond yields continued to climb. In South Africa, equities gained (+0.9%) and the rand
was marginally weaker against the dollar after the current account deficit narrowed by more than expected
in Q4.Hungary’s industrial production disappointed in January but retail sales surprised on the upside.

In Asia, regional equity markets mostly gained (EM Asia: +2.2%) ahead of Chinese press meetings
alongside the National People’s Congress, with Hong Kong SAR outperforming (+3.2%). Onshore Chinese
stocks also gained (CSI300: +1.4%), though consumer stocks have generally lagged, with tech
driving the market. Regional currencies were mixed, with the Thai baht underperforming (-0.5%). Bank
Negara Malaysia held the overnight policy rate at 3% as expected while forecasting resilient domestic
demand, but also highlighted external risks from US tariffs. The RMB appreciated (+0.2%) against the
dollar, with a fixing at 7.1692/$, 706 pips stronger than the estimate, the smallest gap since December.
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In Latin America, risk assets rallied on Wednesday, with the Brazilian real (+2.2%) and the Chilean
peso (1.6%) outperforming. Argentine equities gained 3.8% amid reports of negotiations around a new
IMF program. Elsewhere, El Salvador has reportedly resumed buying Bitcoin.
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China

Chinese authorities promote economic growth, financial stability, and policy space during National
People's Congress. PBOC Governor Pan Gongsheng reiterated that rate cuts were likely but failed to
provide a detailed timeline. Barclay’s analysts believe the PBOC is waiting for any lingering currency
pressures to ease. The governor noted that the number of high-risk small financial institutions has halved
but did not mention plans to boost risk mitigation resources through the financial stability fund, as
speculated by the media earlier. He also announced an expansion of the relending scheme from RMBO0.5
tn to between RMBO0.8 tn and RMBL1 tn, largely to support the tech sector. The finance minister highlighted
progress in curbing hidden debt, with RMB2.96 tn of debt swap bonds issued by local governments.
Meanwhile, the commerce minister emphasized that boosting consumption is a top priority, with
plans to expand last year’s successful trade-in program, though some economists believe it only serves to
frontload demand.

India

The Reserve Bank of India (RBI) announced plans to buy INR1 tn ($11.5 bn) in bonds and conduct
a $10 bn buy-sell FX swap to ease liquidity pressures. The RBI previously had purchased around INR1
tn in bonds, conducted a $15 bn FX swap, and offered frequent variable rate repo auctions to ease liquidity
pressures that have arisen from FX intervention and tax payments. Bloomberg analysts noted that the RBI’s
large short forward dollar position could imply further liquidity pressures in the near term, with a majority of
the forward book maturing in less than three months. Dollar-rupee forward premiums dropped, with the
one-year sliding 20 bps to 1.99%. Otherwise, Citigroup economists expect at least two 25 bp rate cuts in
April and June due to easing inflation and some growth concerns.
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EM bond issuance

International bond issuance slowed this week following elevated bond market volatility and a strong
start to the year. For the week ending on March 1, emerging market issuers sold $11.4 bn in bonds, down
from $30 bn the week before. Sovereign issuers sold $5.9 bn, down from $16 bn last week, and a weekly
average of $10.7 bn in 2025. ($10.7 billion). Corporate and financial sector issue also slowed to $2.5 bn
and $2.4 bn, respectively. YTD issuance volumes in EMs stand at $189 billion, up year on year from 2024.

Figure 1. EM bond issuance, by sector (bn. USD) Figure 2. EM bond issuance, by region (bn. USD)
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Sources: Bond Radar, and IMF staff calculations.
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Tarkiye

The central bank of Tlrkiye cut its policy rate by 250 bps to 42.5%, as expected. This marks the third
consecutive 250 bp rate cut after the central bank started its easing cycle in December 2024. While some
analysts had expected a larger rate cut given the downside surprise in the February inflation print (39.1%y/y
versus 39.9% expected, 42.1% previously), Bloomberg analysts argued that FX-related developments
could result in only gradual rate cuts. They believe that the recent increase in foreign-currency denominated
deposits likely contributed to the lira’s recent depreciation, with the currency weakening despite central
bank intervention (estimated at roughly $9 bn over the past two weeks). However, Deutsche Bank analysts
do not see the recent increase in local FX demand as a structural shift against the lira, and instead attribute
the recent increase to temporary seasonal factors. They did however, caution that the short-term nature of
local investors’ positioning in lira could mean that residents’ demand for FX increases as the policy rate
eases. The Turkish lira is now roughly 1.3% weaker against the dollar than at the start of February.

Tirkiye: Policy rate, Inflation and Currency
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Global Financial Indicators
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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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