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¢ Inflation and supply chain disruptions cloud outlook for US and European corporates (link)
e European natural gas prices trend lower on warmer weather and LNG imports (link)

e EM bond fund outflows intensify amid pullback from Chinese local currency bonds (link)
e Decline in Chinese PMIs stokes growth and supply chain concerns (link)

e Reports suggest EU likely to propose ban on Russian oil imports by year-end (link)

e Colombian central bank hikes policy rate 100 bps and signals more tightening ahead (link)

Mature Markets | Emerging Markets | Market Tables

Global growth concerns keep markets on edge

Markets are trading cautiously this morning after a confluence of worries around the growth
outlook, tighter monetary policy, and mixed earnings results drove a volatile end to April for global
markets. US equities declined sharply on Friday as weak corporate profit guidance, particularly from a few
key tech companies, added to the growing pessimism towards the overall growth outlook. Tech sector
shares drove the declines in broader indices with both the S&P 500 and Nasdaq falling over 3.5%, while
European equities are catching up with the declines in the US from Friday and trading down over 2% this
morning. Although core sovereign bond yields are slightly lower this morning, the sell-off in US Treasuries
also accelerated on Friday with yields up 10 to 12 bps across the curve as 10-year nominal yields approach
3% and 10-year real yields are on the verge of trading in positive territory. European bond markets also
contributed to the fixed income sell-off that gained momentum late last week amid higher inflation reads
and policy rate expectations as 10-year German bund yields climbed back towards the 1% threshold. Those
Asian markets not on holiday closed slightly lower as softer PMI readings from China over the weekend
added to the negative sentiment in the region. Investors will be focused on the midweek FOMC meeting
decision with markets pricing in a 50 bp hike. Attention will also be on Chair Powell’'s guidance during the
press conference in an attempt to gauge future policy intentions and the committee’s reaction function.
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In the week ahead, Wednesday’s FOMC announcement of its policy rate decision will be the main
focus: a survey by Bloomberg expects a 50-bps increase. On Thursday, the Bank of England is expected
to increase its policy rate by 25 bps. In other countries, the following interest rate increases are expected:
Australia (Tuesday, +15 bps), Brazil (Wednesday, +100 bps), Norway (Thursday, unchanged), Czech
Republic (Thursday, +50 bps), Chile (Thursday, +100 bps), Poland (Thursday, +100 bps). On the data front,
the US nonfarm payrolls report (consensus +390k) on Friday will be top of mind.
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United States

On Friday, the S&P 500 lost almost 4%, due to disappointing quarterly results that drove rising
pessimism around the outlook for tech giants (in particular, Amazon), as well as the uncertainty
regarding the Fed’s policy path. US Treasury yields rose by 10—12 bps across all tenors (attributed to rising
real yields) as data releases showed U.S. spending and employment costs’ growth were higher than
expected. The US dollar depreciated 0.4% versus major currencies.

Last Friday’s data release showed that first-quarter US employment costs increased by 1.4%—the
largest increase since the early 2000s and significantly exceeding expectations (1.1%). US inflation-
adjusted spending increased by 0.2% in March—upper panel in the chart below—in part, fueled by
spending from accumulated consumer savings. These developments underpin expectations of a more
aggressive tightening path by the Fed, including the expected 50-bp policy rate increase this week.

Resilient Consumers
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Corporate executives in the US and Europe express concerns around inflation and supply chain
disruptions during quarterly management calls. Bloomberg analyzed management call transcripts for
the S&P 500, the Nasdaq 100, and the Stoxx Europe 600 indexes: inflation and supply chain disruptions
are the largest concerns for company executives going forward (left chart below). In addition, the topic of a
possible economic slowdown is sharply rising in frequency of mentioning (though, not yet entering the top-
51list). In the US, these concerns have not yet materially affected the 1Q2022 earnings as they (on average)
were in line with market expectations, though their pace of growth no longer exceeded market expectations
as it was during the last several quarters (right chart).
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Top of Mind Back to Earth
Inflation is most discussed topic after usual eamings subjects U.S. earnings growth is moderating, following the post-pandemic boom
W Most mentioned topics during 1Q earnings calls /Z S&P 500 quarterly EPS growth y/y / Expected growth

3K 100

2 ,
0
1 -50
100
0 ' ! '
Q4 Q1 0

Q2 Q3 Q4 Q1 Q2 Q3 Q4 Q1

Inflation Pricing Supply chain China Headwinds 2019 2020 2021 2022
Source: Bloomberg Source: Bloomberg Intelligence, tally for 1Q 2022 as of April 28, with 50.4% of
Note: S&P 500, Nasdaq 100 and Stoxx Europe 600 earnings calls in April 2022 Bioomberg Market cap reported Bloomborg
Euro area

European equities are trading sharply lower today, with the Euro Stoxx index down 2%, as the
negative momentum in global markets continued after the heavy losses in North America on Friday.
European losses are broad-based across sectors, with all major sectors in the red, led by information
technology (-2.6%) and consumer discretionary (-2.2%).

European bond yields are lower today, with 2-year and 10-year German bond yields down 3 bps and 2
bps, respectively, on growth concerns underpinned by worries about monetary policy normalization and
energy prices. German 10-year real yields dropped 3 bps to -2.20%, while breakeven inflation edged higher
by 1 bp.

The euro-area manufacturing PMI was slightly better than expected in April—at 55.5 compared to the
consensus and previous estimate of 55.3. Across the region, PMIs in Germany, France, and Italy remained
in expansion territory in April.

European natural gas prices fell today on warmer-than-expected weather, based on Bloomberg
reporting. Dutch futures initially declined up to 6.5% this morning amid thin trading after falling 21% in April.
Reportedly, Europe has imported large amounts of liquefied natural gas taking advantage of subdued
imports in Asia. However, volatility remains high amid the likelihood of new European sanctions against
Russia and worries about Russian deliveries.

More LNG
LNG flows increase as EU pushes to slash Russian gas imports
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UK markets are closed for holiday.

Australia
Australian bonds sold off as investors anticipate the RBA could raise interest rates on Tuesday for
the first time since 2010. Yields on benchmark 10-year government notes jumped 14 basis points to 3.26%,
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the highest since November 2014. Markets are pricing more aggressive moves from the RBA as OIS rates
see the cash-rate target at 2.5% by year-end, from a record-low 0.1%, which would be the sharpest annual
increase since 1994.

Raising the Roof
Aussie rates traders price in more aggressive RBA hikes
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Emerging Markets back to top

Latin American equities slumped while currencies were little changed on Friday. Equities declined in
Argentina (-2.3%), Brazil (-1.9%), Chile (-0.3%), and Mexico (-2.3%). Meanwhile, currencies depreciated in
Argentina (-0.1%) and Brazil (-0.6%) and moderately appreciated in Chile (0.8%) and Colombia (0.3%).
Most EM Asia markets were closed for a holiday, with broader equity markets and currencies in the Asia
region little changed. EMEA equity markets were mixed on Monday, with South Africa rallying over 1%
while Poland and Hungary sold off.

Emerging Market Fund Flows

Emerging market bond and equity funds saw significant outflows last week. EM bonds saw the largest
outflows since the beginning of the pandemic (-$3.4bn), split between hard currency bond funds (-$1.8bn)
and local currency bond funds (-$1.6bn). The local currency bond outflows were led by China (-$1.6bn),
which experienced outflows for the 11t consecutive week. Similarly, EM equity funds saw strong outflows
at -$1.7bn, from -$1.6bn last week. Within the regional equity funds, outflows were seen in Asia ex-Japan
(-$786mn) and Latin America (-$116mn), while EMEA saw modest inflows ($35mn).

Weekly Cross-asset Flows (usp bilion)
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Source: JP Morgan
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China

Chinese Purchasing Managers' Indices (PMis) dropped in April after the lockdown forced many firms

to reduce or halt production as well as dampened consumer demand (left chart below; a level above 50

indicates economic expansion, while lower figures mean contraction). The manufacturing PMI dropped in
April to 47.4 (from March’s 49.5) the lowest level in more than two years—which was in line with
expectations. The non-manufacturing PMI fell much deeper—to 41.9—well below both the expectations

(46) and March’s figure (48.4). The data release further elevated concerns about disruptions to global

supply chains: the index of delivery time of suppliers fell sharply to 37.2 from 46.5, indicating a longer

required time for raw materials to reach their manufacturing customers, in spite of the authorities’ efforts to

avoid interruptions in logistics and transportation.
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Russia Sanctions

Media reports suggest the EU is likely to propose a ban on Russian oil imports by the end of the
year, with restrictions intensifying gradually until then. However, Hungary stated it will not support an
outright ban, and EU sanctions require unanimous agreement in most cases, so energy sanctions would
then need to proceed on a country-by-country basis. The EU is also reportedly considering additional
sanctions on Sberbank, including removing its access to the SWIFT payment system. German Foreign
Minister Annalena Baerbock said sanctions would only be lifted after Russia completely withdraws from
Ukrainian territory. The ruble sold off early in the day before recovering to gain about 0.8% on Monday.

Poland

Polish inflation printed above expectations at 12.3% yly (vs 11.4%) for April (preliminary estimate), the
highest since 1998. Analysts expect inflation to remain above the 1.5%-3.5% target range through 2023.
Markets are pricing a 100 bp policy rate hike on Thursday with more to come, and ING analysts said that
policy rates could reach up to 10% by the end of the cycle.
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Colombia

Colombia’s central bank raised its policy rate to 6%, as expected. In a split decision (three board
members voted for a 150 bp hike) and for the third consecutive time since the beginning of the year, the
central bank lifted the key rate by 100 bps to 6%, a five-year high. This widely expected move came as
inflation hit a six-year high of 8.5% y/y, and the economy is expected to grow at 5.8% y/y in 2022. According
to governor Villar, the inflation rate, driven mainly by external factors and strong domestic demand, should
reach 7% yly at end-2022. As a result, analysts expect the central bank to continue its tightening cycle over
the next two meetings.

Colombia Inflation and key interest rate
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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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