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e Corporate earnings of more trade dependent US companies underperform (link)

e USinvestors continue to gravitate to lower-fee investment funds (link)

e PM May poised to bring Brexit deal for parliamentarian vote for the fourth time
(link)

e ETFs drove large outflows for both EM bond and equity funds last week (link)

e PBCverbal intervention helped to stabilize a weak RMB (link)
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Market sentiment deteriorates on ongoing trade concerns

European stocks and US equity futures dropped this morning as trade disputes continued to simmer.
Futures on the Nasdaqg 100 underperformed as the fallout from the US administration moves against
Chinese telco giant Huawei hit technology shares. Unsurprisingly, Facset released a report last week
showing that US firms more dependent on international sales saw their quarterly results underperform in
Q1. The VIX rose 1 percentage point to 17.1 while US Treasury and bund yields were litte changed this
morning. Inemerging markets, election news from India was the main market mover, while the RMB traded
in a narrow range to end the day slightly stronger following verbal intervention by the PBC over the
weekend.

Tensions over Iran and US-China trade developments will likely continue to steer investor sentiment this
week. The US has a fairly full pipeline of economic releases, beginning with FOMC minutes (Tuesday), a
PMI manufacturing report (Thursday), and capped by durable goods (Friday)—with several reads on the
housing market throughout the week. Some European PMI reports are also out (Thursday), while that day
will also see Germany release its IFO report and GDP numbers. The UK will report inflation (Tuesday). Japan
has a big week, opening with Q1 GDP, and continuing with PMI manufacturing, machine tool orders, CP|,
and finishing off with a report on all industry activity. There will be rate decisions from Egypt, Israel, and
Nigeria.

Key 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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United States

Stocks seesawed on Friday, but finally finished the day in negative territory. Trade tensions and news
feeds onsuch once againimpacted market sentiment. Sectors were broadly lower, with the more defensive
utility sector (+0.5%) standing as a notable exception. Equity volatility as measured by the VIX rose to 17
pts in early morning trading today, but it was over 20 last week. Treasury yields ended little changed.
Consumer sentimentas measured by the University of Michigan hita 15-yearhigh. The Conference Board's
index of leading economic indicators rose for a third month.

Firms that were more dependent on international sales saw their quarterly results underperform in
Q1. Such companies faced a double-digit decline in earnings, effectively eliminating any growth in the
overall S&P 500. FactSet gauges the factors contributing to such were a higher dollar, slowing economic
growth, and trade tensions. The sectors with the highest international exposure indude tech and materials,
with utilities and telecom the lowest.

S&P 500: Earnings and Revenue Growth, 2019:Q1
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Investors have increasingly moved into lower-cost mutual and exchange-traded funds over the past
few years according to Morningstar. One of the primary drivers of this migration is the lower fee structure
of passive funds. This cost advantage has also pressured active funds to lower their fees, and so average
fees across the asset class keep falling as well. Separately, Lipper reported leveraged loan funds sustained
their 26™ week of outflows. Butinvestment-grade bondfunds had 16 weeks of inflows and municipal bond
funds 19 weeks.

Asset-Weighted Fees (%) Flows into Low Cost-Funds (US$ bn)
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The transition away from Libor will have the biggest impact on interest rate derivate products
according to Bank of America, especially interest rate swaps and Eurodollar futures. Most of the impacted
products are traded and defined by the Chicago Mercantile Exchange (CME) or are linked to CME
benchmark indices. Bank of America gauges that a move to an alternative like SOFR (secured overnight
financing rate) would likely result in wider spreads since investors would need to introduce a credit
component to compensate for its risk-free nature.

Chart 2: Estimated USD LIBOR Market Footprint by Asset Class Chart 3: Securitized Product Market's exposure to LIBOR
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European bourses started the week in the red, with the EuroStoxx 600, DAX, and CAC 40 indices all
down about 1.5%. Italy’s Titans 30 underperformed with losses of about 2.9% in morning trading. Bank
stocks (-2.0%) were also lower.

Euro area sovereign yields inched up 1-2 bps across countries. German 10 bonds at -0.08% (+2 bps);
Frenchat0.30 (+2 bps); ltalianat2.67% (+1 bp); Spanish at0.88% (+1 bp). Italian spreads to German bunds
are currently at 276 bps.
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Elections to the European Parliament will be held during May 23-26 across 28 members of the EU,
including the UK. Currently, center right parties control 29% of the seats in parliament, while the center
left has 25%. For the forthcoming vote, it is expected that both parties will lose a substantial number of
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seats and that support for various euro-skeptic groups will surge. The UK has the right to 73 seats, which
will be distributed across 14 member states once Britain leaves the EU.

Seating Arrangement
How the European Parliament’s 751 members are spread across the EU
[] Member of the European Parliament seat

20 13 6
Sweden Finland  Estonia

1
Ireland

21
Belgium
The UK. has 73
seats that are due
to be partially
reallocated to 14
other EU countries
after Brexit

54
Spain

21

Portugal 6 6
maita|__] cyorus[_|

Source: European Parliament

In Brexit news, Theresa May is poised to bring a new “bolder’ Brexit deal to the Commons for vote
in early June. The new plan is rumored to include improvements to workers' rights in a bid to persuade
Labour MPs to support it. Pundits speculate, however, that the new agreement will just be a rehashing of
the previous one(s) and that PM May has failed to gather enough supportfor hernew proposal to succeed.
Separately, Labour leader Corbyn appeared to edge closer to supporting a second referendum by saying
that it was “reasonable” to hold a public vote on any Brexit deal that is made.

When Britain Has a New Leader But Still No Deal

MNew leader MNew leader
pursues no-deal 4—\ seeks renegotiation
Parliarment EU says EU offers  Megotiations
says “No” “No” minor drag on
concession )
Deal Deal ™
fails passes :
MNo-deal General election or e Britain General
Second referendum leaves election
2022

In ratings news, on Friday Fitch affirmed Ireland and Slovakia at A+ with ‘stable’ outlooks, while DBRS
affirmed Finland at AA (high) ‘stable’ and Cyprus at BBB (low) ‘stable’.
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Japan

Theyen held steady (¥110.03 /dollar) whileequities mustereda modestgain (Topix: +0.2%). Investor
sentiment was buffeted by U.S. decision to remove steel and aluminum tariffs on Canada/Mexico and
ongoing trade tension between the U.S. and China. Japanese economy expanded unexpectedly in Q1,
growing 2.1% (qog, annualized), compared to expectations for +1.9%. That said, the growth bounce came
from higher net exports, while declining imports underscored weak domestic demand. Notably, the
economy'’s pillars of growth — exports, capital spending and private consumption — all declined during the
quarter.

Australia

News that PM Morrison’s coalition is expected to secure a parliamentary majority fueled a market
rally. The incumbent's surprise victory lifted the ASX (+1.7%) and the Australian dollar, which appreciated
as much as 1% on the day before settling at USD 0.692/AUD.

Commodities

Oil prices rose after OPEC signaled supply restrictions. Following the group’s weekend meeting in
Jeddah, Saudi energy minister Al-Falih urged members to “stay the course” on output cuts. Meanwhile,
Russia’s energy minister Novak said that the parameters of the current arrangement may need to be
tweaked to prevent a market deficit. Away from the OPEC meeting, prices were also helped by continued
tensions between the US and Iran. Both Brent and WTI were up in a 0.4-0.5% range after rising over 1% in
early morning trading, adding to recent moves which have seen year-to-date gains reach almost 40%.
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Emerging Markets back to top

Election news from India was the main market movers in emerging markets. Indian bourses surged
(Sensex: +3.7%), its biggest gain in three years, after exit polls signaled that PM Modi’s ruling coalition is
slated to retain power. The news also boosted the Indian rupee, which appreciated 0.7%, outpacing others.
Other Asian equities were mixed while currencies were mostly little changed. Chinese shares fell further on
trade worries (Shanghai Composite: -0.4%). Equities in the EMEA region saw a quiet startto the week
Indices were mixed with Hungary (+0.7%) advancing while South Africa (-0.5%) retreated. Local currencies
were moderately stronger against the dollar with the South African rand (+0.6%) among the best
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performers. Latin American equity markets were mostly lower on Friday. Argentina saw the biggest losses
as the Merval fell 1.7%, followed by Chile equity index (-1%). The Brazilian real led losses among local
currencies, depreciating by 1.3% against the dollar on Friday. 10-year government bond yields rose 13 bps
in Brazil and were mostly lower in other countries.

Key Emerging Market Financial Indicators

Last updated: Level Change
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Colors denote tightening/easing financial conditions for observations greater than +1.5 standard deviations. Data source: Bloomberg.

EM Fund Flows

Last week saw the largest weekly outflows for both EM bond and equity funds since June 2018,
mainly driven by ETFs. EM bond fund outflows were -$2.7 bn (from +$422 mn the week before), driven
by hard currency ETF redemptions (-$1.2 bn, the largest outflow since November 2016). EM equity fund
flows were -$6 bn (from -$1.3 bn) and were also driven by strong outflows from ETFs. Regional outflows (-
$3.2 bn) were dominated by Asia ex-Japan funds (-$3.1 bn) for the second week in a row. Having said this,
YTD flows to EM bonds and equities funds are still positive at +$37.8bn and +$15.7 bn, respectively.

Exhibit 1: Weekly Cross-Asset Flows Exhibit 2: Annual EM bond and equity fund flows
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China

The RMB traded in a narrow range to end the day slightly stronger but remains above the
6.90/dollar level following verbal intervention over the weekend. The onshore CNY gained 0.07% to
CNY 6.913/dollar while the offshore CNH gained 0.14% to CNH 6.94/dollar. Contacts noted that PBC
offered verbal intervention on the RMB over the weekend. In an interview with China Financial Times,
Deputy GovernorPan Gongsheng noted that PBC has the “confidence and capability to maintain FX market
stability, as we have accumulated rich experience and policy tools ... and will adopt necessary counter-
cyclical adjustment measures.” The USDCNY fixing, which restricts the CNY’'s moves by 2% on either side,
came in at CNY 6.9888/dollar, stronger than market expectations. The estimated countercyclical
adjustment factor also suggested efforts to nudge the RMB to a stronger level.

USD/CNY: Fixing and previous close
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Meanwhile, equities trended lower as the U.S. ban on Huawei suggest that US-China relations are far

from improving. The Shanghai Composite Index lost as much as 1.5% before paring its loss to -04% on

the day. Bloomberg estimated that trade volume on the index is about 27% lower relative to its 30-day

average, suggesting reluctance to participate in the market just yet. The Shanghai Composite is
approaching its lowest level since February.

Brazil

Brazilian assets suffered losses last week as a heady mix of nationwide protests, political tensions,

and crumbling growth estimates. The real depreciated by 3% against the dollar in the week
underperforming all developing-nation
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Argentina

Argentina’s presidential race took an unexpected turn on Saturday when former president Cristina
Fernandez de Kirchner announced that she had asked her former cabinet chief, Alberto Fernandez,
to run for the presidency in her place. Most pollsters have been arguing that the electoral race is too
close to call, while some analysts commented that a “Fernandez-Fernandez duo” could tip the electoral
balance in their favor.

Nigeria

Growth disappointed in Q1 as the oil sector contracted. Headline growth was 2.01% y-o-y in the
quarter, compared to consensus expectations of 2.61%. Analysts suggest that the data may increase the
likelihood of an interest rate cut at tomorrow’s central bank meeting, although the majority surveyed

expects unchanged rates at 13.5%. The monetary policy committee unexpectedly lowered rates last month
to support output.
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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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Local Currency Bond Yields (GBI EM)
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Bond Spreads on USD Debt (EMBIG)
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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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