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e Net foreign purchases of Treasuries slowed in March (link)

e EU confirms European corporates can buy Russian natural gas (link)

e ECB official signals potential 50 bps hike in July depending on inflation data (link)
e Chinese equities gained on optimism around Shanghai’s reopening (link)

e Special Feature: Emerging Markets Local Currency Bond Monitor (attached)
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Hope of reduced lockdowns sends markets higher

Optimism of reduced Covid restrictions in Shanghai, along with news that European companies
can continue to buy Russian gas, are sending markets higher. Shanghai has now reported three
straight days of zero community transmission, setting the stage for a reopening. Asian equities rose sharply
overnight, led by Hong Kong where markets gained over 3%. News that the EU confirmed companies can
continue to import Russia gas without breaking sanctions helped send European equities higher. Adding to
the revitalized optimism was better than expected euro-area growth data in Q1. European equities are
about 1.5% higher this morning and US futures are up over 1%. Most emerging market currencies are
higher on the improved sentiment, although the Turkish lira has continued its slide, falling over 1% this
morning on reports of reduced FX intervention by state-owned banks.
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Previous editions of the GMM and Special Features are available in our Online Archive. 1
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US stocks dipped lower (-0.4%) on Monday in a quiet day for markets. 10y Treasury yields slipped 4
bp to 2.88%, down from a recent high of 3.19% on May 9™. The dollar index edged lower but has rallied
another 1.2% so far in May.

Retail sales for April were largely in line with expectations at 0.9% m/m (vs 1% expected), while sales
excluding autos and gas beat expectations at 1.0% (vs 0.7%). S&P futures were little changed, while
Treasury yields moved 1-2 bps higher initially following the release.

Net foreign purchases of long-term Treasuries slowed in March to $48.8 bn, following inflows of $75
bn in both January and February, according to the latest TIC data. Foreign official institutions net sold $32.4
bn in March, following outflows of $16 bn in February. Total foreign holdings were $7.61 tn in March. Higher
frequency data from the Ministry of Finance shows that Japanese investors pulled money from overseas
bond markets in April and early May, suggesting Japanese demand has not been driving the recent bond
rally, though the geographic breakdown is not available.
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Tech sector underperformance has deepened alongside a slowdown in startup financing and hiring.
Market sentiment in the tech sector, especially for high growth, speculative firms has soured amid the sharp
selloff in bond yields and the end of pandemic-related investment trends. The Nasdaq is down nearly 18%
since April 1, compared to 11% for the S&P500, while the Ark Innovation ETF has collapsed nearly 35%.
Venture capital investments in the first quarter declined over 25% from $95 bn in Q4, according to the Wall
Street Journal, while investors have reportedly started marking down private valuations as well. In recent
months, layoffs at tech startups have accelerated—including at the likes of Carvana, Better.com,
Robinhood—while larger firms such as Uber, Twitter, and Metahave slowed or frozen hiring.
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Euro Area

Equities (+1.5%) and the euro (+0.8%) are higher as the EU confirmed that companies can import
Russian gas without breaching sanctions. The authorization was expected but removes a big source of
uncertainty for corporates. Gazprom will make a payment confirmation in the contractual currency (in euro
or U.S. dollar). Gazprom also confirmed that transactions related to gas payments will be carried out by
unsanctioned entities such as GazpromBank. Euro area growth was also a bit better than expected at
0.3% q/q (0.2% q/q expected).

German 10-yr bund yields (+8 bps) are sharply higher and  Furoarea: ECB policy rate forward curve (%)
money markets are pricing in almost 100 bps of hikes in 2022 . 6 May 2022
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increase of 25 bps in interest rates in July and that a bigger move
of 50 bps may be justified if data shows that inflation is broadening
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terminal rate by the ECB even as they have priced in more hikes b—ﬁ miztﬁ My

ource: Bloomberg an sta
in 2022.

The European Commission (EC) cut its 2022 real GDP growth forecast to 2.7% from 4.3% for the
euro area and raised its inflation forecast to 6.1%. German GDP is expected to grow by just 1.6% this
year and 2.4% in 2023, France by 3.1% followed by 1.8%, Italy 2.4% this year (just about avoiding a
recession) and 1.9% next, while Spain is projected to grow by 4.0% and 3.4% in 2023. Euro Area aggregate
government borrowing in 2021 was much lower than expected at 5.1% of GDP compared to 7.1% of GDP
estimated last autumn. For 2022, the Commission expects borrowing to fall to 3.7% of GDP followed by
2.5% of GDP in 2023, roughly unchanged compared to previous forecasts. Citi points out that the reduction
in fiscal policy support to the economy now amounts to 0.6% of GDP fiscal tightening in the Euro Area this
year and 0.7% next.
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United Kingdom

The pound (+1.2%) jumped and 2-yr gilt yields rose 9 bp after data showed rapid job growth in April and
a falling unemployment rate of 3.7% in March. According to news reports, the UK government could publish
new legislative plans that would override elements of the Northern Ireland protocol.

Japan

Japanese equities gained (NIKKEI: +0.4%). The yen depreciated (-0.1%). Long-end JGB yields edged up
(10-year: +0.2 bp; 30-year: +1.7 bps), with 10-year yields at 0.242%.
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Emerging Markets back to top

Asian equities gained, +3.5% on net, led by Hong Kong (+3.3%) and Indian (+1.9%) equites. Most Asian
currencies appreciated, led by the Thai baht (+0.6%). Meanwhile, the Indonesian rupiah depreciated (-
0.3%) on potential weak trade data as a result of the ban on palm oil exports. Long-term government bond
yields were mixed, with 10-year yields rising in India (+4 bps) while falling in Taiwan Province of China (-10
bps). In India, wholesale prices rose 15.1% in April, higher than expected (consensus: +14.9%). The Indian
rupee depreciated (-0.2%). In Thailand, GDP grew 1.1% q/q in 2022Q1, stronger than expected
(consensus: +0.9%), supported by a rebound in services exports. The government downgraded the
economic growth outlook by 1 ppt to 2.5%-3.5% due to the impact of the war on the global economy.
Equities gained (+1.2%). Equity markets in EMEA were generally trading higher while currencies traded
stronger against the dollar as risk appetite improved on hopes of easing Covid-related restrictions in China.
Equities in Poland (+2.4%), Hungary (+2.3%) and Romania (+0.8%) gained while the Polish zloty (+0.2%),
Hungarian forint (+0.9%) and Czech koruna (+0.1%) appreciated against the euro after preliminary Q1 GDP
growth data surprised on the upside. Poland’s Q1 GDP increased to +2.4%q/q (vs expected +1.8% from
+1.8%), while Hungary’s Q1 GDP came in at +2.1%q/q (vs expected 1.5% from 2.2%) and 1Q economic
growth in Romania increased to +5.2%q/q (vs expected 1.0% from 1.0%). Goldman Sachs analysts note
that CEE economies remain exposed to the war in Ukraine and while there are limited signs of a meaningful
slowdown in data, analysts expect economic growth to weaken from Q2 onward. Latin American assets
advanced for another day. Stocks rallied across the region, with Mexican stocks (+2%) surging the most.
Except for the Argentine peso (-0.4%) and a flat Brazilian real, currencies appreciated (0.3—0.5%), with the
Colombian peso running ahead (+1.3%), presumably driven by higher oil (+3.3%) prices as well as by
better-than-expected prints in GDP growth (+8.5% yl/y, for Q1 2022) and economic activity (+7.6% yly, for
March). Yield curves remained roughly unchanged, except for downward shifts in the local currency curves
of Brazil (-14 bps at 10-year) and Peru (-10 bps at 10-year), as well as an upward move in Colombia’s local
currency curve (+15 bps at 10-year maturity).

EM Hard Currency Bond Issuance

In the last week, borrowers issued $4.4 bn in EM hard currency debt, almost doubling the previous
week. Chinese financials and municipalities issued $2.1 bn, banks and corporates from Hong Kong $0.8
bn, Korean corporates $0.5 bn, Estonian banks $0.5 bn, and Chilean corporates another $0.5 bn.

Sector Last week The week before YTD
Corporate 1.5 1.2 64.1

Sovereign - - 47.5
Financial 2.6 0.3 447
Agency - 0.5 14.8
Muni/Local Gov't 0.3 0.3 11.2
Supra - - 2.6

Total 4.4 2.3 185.0

Source: Bond Radar, Bloomberg

China

Chinese equities gained on optimism around Shanghai’s reopening (CSI 300: +1.2%. Hang Seng
China Enterprises: +3.9%). Shanghai reported a third consecutive day of no new COVID-19 infection cases
in the community, paving a way for a reopening. RMB also appreciated (+0.5%). The American and
European Union chambers of commerce in China said that businesses are reassessing their supply chains
in the face of China’s zero COVID policy in a separate briefing. This does not mean that foreign firms are
leaving China. However, they consider the need to expand investment in China amid growing uncertainty
while weighing options of building additional production hubs and/or developing alternative supply chains
outside China. The China Banking and Insurance Regulatory Commission warned of rising leverage from
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policy stimulus. China needs to prevent an excessive increase in debt by nonfinancial institutions and local
governments and to develop debt restructuring plans to avoid a rebound in NPLs.

Pessimism Dominates
U.S. firms in China on their investment plans after recent Covid outbreaks
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Delayed

Source: AmCham China
Note: survey conducted on 121 companies between April 29 and May 5

CEE

Following recent upside inflation surprises, JPMorgan analysts have revised terminal rate forecasts
for Czech Republic and Hungary, and expect that Poland, Hungary and Czech Republic will start cutting

interest rates in 2023. In contrast analysts expect Romania’s terminal rate to reach 8% in 2023 and be kept
at this level likely throughout 2024.
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Turkey

Turkey’s CDS credit spreads increased to above 710 bps, while the lira (-2.1%) depreciated for the
ninth consecutive day with reports that FX interventions by state banks slowed. According to
Bloomberg citing anonymous sources, state lenders had sold roughly $1bn in the last two trading days, but
the size of interventions slowed this morning. Yesterday data showed that Turkey’s current account deficit
had widened to US$5.55 bn in March (from US$5.44bn) mainly driven by higher energy import costs.
Goldman Sachs analysts expect a current account deficit of 4% of GDP in 2022, but flag risks to the upside.

Turkey: Currency and CDS
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Brazil

Brazilian assets gained, as inflation and the fiscal budget data appeared benign. Brazil registered in
March a primary budget surplus of BRL 4.3 bn, bringing the 12-month trailing primary surplus to 1.4% of
GDP. Public net debt jumped by 1.1 ppt, to 58.2% of GDP. Inflation decelerated over the last week by 42
bps to 0.41% w/w, 11 bps less than expected. Meanwhile the Brazilian central bank’s Monetary Policy
Director remarked that the central bank would prefer to keep its benchmark rate as steady as
possible. Local currency interest swap rates reacted by falling up to 20 bps and Brazilian stocks gained
(+1.2%), while the real remained flat.

Brazil: Interest rate swap curve shifts down after
14 - benign fiscal data and hints at policy rate stability.
(Swap rates, percent; change in swap rates, bps)
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Emerging Market Financial Indicators
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