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e US corporates report solid Q1 earnings but provide cautious forward guidance (link)

e EU considers postponing Russian oil sanctions (link)

e Markets price further rate hikes in Eastern Europe despite signals of a slower pace (link)
e China’s credit growth slows sharply in April amid the COVID-19 outbreak (link)

e Mexican central bank hikes 50 bps and hints at increasing pace going forward (link)

e Central bank of Peru lifts policy rate 50 bps citing strong inflationary pressures (link)
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Global risk aversion tentatively recedes

Global equity markets are taking a breather from the recent sell-off this morning as investors mull
central bank communication on the pace of future policy tightening. Major equity indices in Asia
posted gains close to 2% and European stocks are rebounding by over 1%. Despite a volatile trading day
that saw the S&P 500 pull nearly level yesterday by the close, the index ultimately registered its 5" decline
in the last 6 trading sessions, though futures are pointing to gains at the open this morning as risk sentiment
has steadied. Bond markets in the US and Europe have seen sovereign yield curves resume steepening
with front-end yields stabilizing as multiple Fed speakers pushed back against speculation of more
aggressive policy rate hikes and re-assured the central bank’s commitment to getting on top of inflation.
The volatility in crypto assets has also calmed for the moment with Bitcoin gaining despite a week of rising
uncertainties around stablecoins. In commodity markets, oil prices have rebounded over the last day
following warnings of supply shortages from the IEA and European natural gas prices continue to see large
swings amid uncertainties around potential supply disruptions from Russia. Central bank decisions were in
focus in emerging markets where policy rates were hiked 50 bps in both Mexico and Peru alongside
guidance for further rate increases given growing complexity around the outlook for inflation.
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United States

Yesterday, risk sentiment continuedto be weighed downby concerns that inflation may not subside
enough to avoid stagflation. Higher than expected PPI (headline 11% y/y vs. 10.7% expected, core 6.9%
yly vs. 6.6% expected) initially pressured US stocks lower, but comments from Fed officials talking down
the possibility of 75 bp hikes in the near term (Fed Chair Powell and San Francisco Fed President Daly)
helped to lift stocks from lows late in the trading session. Treasury yields fell and the curve steepened with
2-year yields down 7 bps and 10-year yields down 6 bps, on the back of continued tightening in inflation
expectations (10-year, -10 bps). The 10-year nominal Treasury yield is on track for its largest weekly
decline since March 2020.
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Q1 corporate earnings remained solid, but weak guidance points to downside risks. With 90% of
S&P 500firms having reported, earnings-per-share (EPS) has risen 11%Yyoy, with all sectors coming ahead
of expectations and 56% of firms beating both sales and EPS. However, corporate sentiment deteriorated
sharply, as the number of firms expecting weak demand rose to the highest level since the onset of COVID.
Measures of earnings guidance as well as earnings revisions have also plummeted, which typically points
to downside risks to earnings ahead.
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Euro area

European equity markets were trading in the green (Stoxx 600 European index +1.3%) with the
travel and leisure (+2.6%), technology (+2.0%) and banking (+1.7%) sectors outperforming. That
said, banking sector shares are trading roughly -11% lower YTD. Scope Ratings analysts expect
German banks’ strong 2021 performance to weaken in 2022 despite solid results in 1Q2022, as
inflation pushes up costs and the warin Ukraine weighs on economic growth and increases risk. Analysts
expect German banks to be able to manage the economic deterioration.
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European Banking sector valuation
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The euro was little changed trading at around 1.0389 against the U.S. dollar as expectations
mount that the euro will fall below parity with the US dollar. Early morning gains were reversed after
data showed eurozone industrial production data tumbling in March. Eurozone industrial production
fell to -1.8% mom in March from +0.5% (vs expected -2%). JPMorgan analysts highlight that the war
in Ukraine weighed on production, with the impact mainly seen in Germany as a result of its dependency
on the Eastern European supply chain. Elsewhere on the data front, final April inflation prints for France
(+5.4% yly), Spain (+8.3% yly) confirmed earlier estimates.

European sovereign yields increased (10-yr bund yield +5 bps) in line with US Treasuries, while
peripheral spreads were little changed. ECB Governing Council (GC) member Makhlouf indicated
yesterday that interest rates will likely be positive in early 2023, in line with comments from GC member
Kazimir who hinted that he is supportive of a rate hike in July. This morning GC member Centeno noted
that monetary policy normalization is necessary and noted thathe does not see evidence of de-anchoring
inflation expectations, and ECB Vice President de Guindos said that bond purchases will come to an end
in July. Markets are pricing in roughly 81 bps of tightening in 2022.

The EU is reportedly considering postponing oil sanctions in order to reach agreement and
proceed with the EU’s sixth sanction package. EU officials are yet to reach an agreement on a
Russian oil embargo, and while some are still hoping to implement the fully proposed sanction package,
which includes sanctions on Russian oil, contacts are skeptical that an agreement will be reached by
Monday. Bloomberg reports that some EU members are sup portive of delaying oil sanctions while others
caution that such a move would be perceived as a sign of weakness.

Japan
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The Bank of Japan (BOJ) has notyet achieved its price o

objective after years of easing. A rate hike would ﬁ/w/
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willing to come back and buy corporate bonds. 5= 5= Bloomberg B
The BOJ’s unlimited fixed-rate bond purchase operations help keep corporate borrowing costs low, while
credit investors can now buy corporate bonds (up to 10 years maturity) without worrying about a rise in
bond yields, which had hurt them earlier this year. The stable bond yields also support corporate bond
issuances, which were put on hold amid rising bond yields. Japanese equities gained (NIKKEI: +2.6%);
Japanese yen depreciated (-0.5%); long-end JGB yields edged down (10-year: -0.1 bp; 30-year: -0.7 bp).
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Latin American markets were mixed yesterday. Equities and currencies in Braziland Mexico gained. In
Peru, equities saw a sixth straight session of losses, while the currency appreciated (+0.7%) against the
USD. Asian equities rebounded, gaining 2.2%, led by Hong Kong (+2.7%) and Korean (+2.1%) equities.
Asian currencies were mixed, and long-end government bond yields generally increased, with 10-
year yields rising in Philippines (+33.4 bps) and India (+9.9 bps). In Hong Kong SAR, the government cut
its 2022 growth forecast to 1%-2%, from 2%-3.5%. In Malaysia, real GDP grew 3.9% q/q in 2022Q1,
stronger than expectations (consensus: +2.5%). Equities gained (+0.4%); Malaysian ringgit depreciated (-
0.1%). EMEA equities traded higher across the region, with particularly strong gains in Poland (+2.6%)
and Hungary (+2.7%). The Czech koruna (+0.9%) continues to gain after the central bank intervened
yesterday with the Hungarian forint (-0.3%) weaker as Hungary continues to resista ban on Russian oil
imports. The Turkish lira (-0.6%) continues to underperform, for a total depreciation of 3.3% against
the U.S. dollar in the past week.

Monetary Policy Outlook in Eastern Europe

Swap rates have traded lower in the Czech Republic, Hungary, and Poland in the past week as
money markets price in further hikes, but some regional policymakers are signaling a potential
slowdown in the pace of tightening. For the next three months, money markets are pricing in another 48
bps of hikesinthe Czech Republic, 59 bpsin Hungary and 63 bpsin Poland. Nevertheless, newly ap pointed
governor Michl of the Czech National Bank (CNB) opposed the CNB’s hike of 75 bps on May 5, arguing
that it would be more appropriate to leave interest rates unchanged. Deputy governor Virag of Hungary’s
central bank said that the bank is transitioning to a more gradual phase of monetary tightening.
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China

Credit growth slowed sharply in April amid the recent COVID-19 outbreak. Aggregate financing
increased 910 bn yuan ($134 bn), lower than expected (consensus: 2,200 bn yuan), while new RMB loans
amounted to 645 bn yuan ($95 bn) (consensus: 1,530 bn yuan). Credit demand appears weak, as banks
have aggressively bought commercial papers, driving the interest rate on bankers’ acceptances maturing
in one month to near-zero. In its Q&A statement accompanying the data release, the People’s Bank of
China (PBC) said that the slowdown in lending reflects the impact of the COVID-19 outbreak. Companies,
especially SMEs, are facing greater challenges, and their funding demanding dropped sharply. Chinese
equities gained (CSI 300: +0.8%), while RMB depreciated (-0.1%). The PBC continued setting RMB fixing
stronger than expected (today, 69 pips stronger). Meanwhile, interbank repo rates (DR007: 1.57%) remain
below the policy rate (at 2.1%), pointing to ample liquidity conditions.

India

CPl increased 7.8% yly in April, above expectations (consensus: 7.4% yly), reflecting a broad-based
rise across food, fuel and core inflation. The economic re-opening also started adding inflationary pressure.
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Industrial production increased 1.9% y/y in March, stronger than expected (consensus: +1.3%). Analysts
now expect more front-loaded rate hikes by the Reserve Bank of India. Long-end government bond yields
rose (10-year: +9.9 bps; 30-year: +17.3 bps). Indian rupee was little changed; equities gained (+0.2%).

Exhibit 1: Headline and core inflation increased in April
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Mexico

The central bank (Banxico) hiked rates by 50 bps to 7% and exhibited a hawkish tone in its forward
guidance. Notably, one of the five monetary policy committee members voted for a larger (75 bp) hike in
the current round. Banxico also revised upwards the inflation forecast for the rest of the year by ~70-90
bps and identified the drivers to be high and persistent core inflation, lockdowns in China, and the war in
Ukraine. Having set this backdrop, the bank further indicated to possible larger hikes in the forthcoming
meetings. Analysts believe, in addition to the factors stated by Banxico, further tightening in global financial
conditions could cause the central bank to go for larger hikes. While local equities and the peso were little
changed, the overnight TIIE (Interbank Equilibrium Interest Rates) curve flattened as the front end moved
higher, yesterday.

The central bank of Mexico inflation estiamtes revised upwards
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Peru

The central bank hiked rates by 50 bps to 5% while citing persistent inflation in tradable goods,
including food and energy in it’s statement. April headline inflation came in at 7.96%. In addition, the central
bank stated that it aimsto maintain the same pace of tightening going forward to keep inflation expectations
anchored and bringinflation withinit'stargetrange (1% - 3%) by 2Q/3Q 2022. However, as pera JP Morgan
report, the market participants are expecting some persistence in inflation, which it understands to have
been associated with possible fresh withdrawals from pension funds.
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Africa Eurobond Spread
The region-wide EMBIG spread on African Eurobonds is trading close to 2022 highs (around 773
bps) but remains below the +1000-bps reached at the start of the pandemic, even as some countries are
experiencing more stress.

Africa: EMBIG spreads on U.S. dollar bonds (bps)
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Global Financial Indicators
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Emerging Market Financial Indicators
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