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e Powell pick sends US rates higher (link)

* Yen at weakest in four years (link)

e Markets price first ECB hike in December 2022 (link)

e Survey finds investors still bullish on stocks (link)

e Turkish lira plunges 9% (link)

e Ghana unexpectedly hikes policy rate as currency weakens to record low (link)
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Stock markets weaken as interest rates move higher

Stocks are down in most advanced economies as government bond yields moved higher following
the nomination of Fed Chair Powell for a second term. The worsening Covid situation in Europe also
played a role in pushing markets lower. The rally in the dollar is drawing increased scrutiny as currencies
such as the Yen hit multi-year lows and emerging market currencies in such as the Turkish lira and the
Ghanaian cedi also depreciated to all-time lows. Meanwhile, the US announced that it would release 50
million barrels of oil from its Strategic Petroleum Reserve to counter rising oil prices. Other countries such
as India, China and South Korea are to take similar steps. All eyes are on OPEC+ to see how the bloc
responds. The US oil benchmark West Texas Intermediate (WTI) declined following the news, but the
European benchmark Brent crude price was slightly higher.

Key Global Financial Indicators

Last updated: Level Change from Market Close

11/23/217:53 AM Last 12m Latest 1Day 7Days  30Days 12m
Equities % %
S&P 500 | " 4683 -0.3 0 31 25
Eurostoxx 50 e N N -0.6 -2 3 24 21
Nikkei 225 e 09774 0.1 0 3 17 8
MSCI EM PR 51 -0.8 3 -3 3
Yields and Spreads bps
US 10y Yield I 1.66 33 2 2 80 74
Germany 10y Yield ™A 0,04 - 0 -13 34 33
EMBIG Sovereign Spread e, s 356 -3 9 1 -24 6
FX / Commodities / Volatility %
EMFX vs. USD, (+) = appreciation e 52,6
Dollarindex, (+) =$ appreciation bt 066 0.0
Brent Crude Oil ($/barrel) e 708 0.1 -3
VIX Index (%, change in pp) wdr i, 197 0.5 3

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

Previous editions of the GMM and Special Features are available in our Online Archive. 1
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Mature Markets back to top
United States

The news that President Biden will nominate Fed Chair Powell for a second term pushed US rates
higher. Treasury yields rose across the yield curve and the Fed Funds futures market is now pricing the
first rate hike in June 2022. In addition, markets are now pricing nearly three full rate hikes by the end of
next year. Back on October 15, the market was pricing less than two rate hikes by December 2022. The
dollar extended gains against most currencies. There had been some speculation that current Vice Chair
Brainard might be elevated to the top spot instead, which would have been viewed as a more dovish choice.
JP Morgan thinks the Powell pick will benefit markets by reducing uncertainty. New Fed chairs often run
into difficulties early in their terms. Weak two-year and five-year auctions also weighed on Treasury prices.

Fed Funds Futures: Number of Rate Hikes by December 2022
Source: Bloomberg and IMF Staff Calculations
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The tech-heavy Nasdaqg index is showing signs of strain despite hitting multiple new records in
recent days. The number of stocks hitting 52-week lows has soared, while those hitting 52-week highs has
declined sharply. Analysts consider this trend to be worrisome because the index is being led higher by a
dwindling number of market leaders, mainly the mega-tech giants such as Apple, Google, Microsoft, and
their like. If these stocks run into headwinds, the overall index is at risk of a sharp selloff. The S&P 500 is
experiencing a similar trend, although it is less pronounced. With the Fed edging closer to tightening
financial conditions, investors are getting increasingly nervous about current market valuations.

The Great Divergence: Trends in Nasdaq Stocks
Source: Bloomberg and IMF Staff Calculations
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The latest JP Morgan investor survey finds that investors remain positive about stocks despite the
major indexes trading at or near record levels. Two-thirds of those surveyed are above the 50"
percentile and 26% are above the 70" percentile. 54% of investors intend to add more exposure to their
equity portfolios. In contrast, investors are very bearish with regard to interest rates, with just 20% looking
to add duration exposure. 76% of investors expected Fed Chair Powell to be renominated. Finally, 61%
expected core US CPI to fall back to 2% by 2023. Most are bullish on the dollar versus other major
currencies, with the exception of the yuan.
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Figure 1: What is your current equity pesitioning or sentiment in historical terms, expressed from

most bearish (Oth percentile) to most bullish (100th percentile)? Figure 3: Are you more likely to increase or decrease bond portfolio duration over the coming

days/iweeks?

90-100th %ie (NN 8%

80-90th %ie I 2%

70-80th %l NI 16% Increase - 20%
60-70th %ie ] 9%

50-60th %ile N 12%

40-50th %ile [N 10%

20-30th %ilc | 10%

10-20th %ile I 2%
0-10th %ile W 2%

Source: J.P. Morgan

Euro Area

Euro area money markets are once more pricing in a first ECB hike in Dec 2022 following comments
by several ECB officials. Banque de France governor Villeroy de Galhau commented that the ECB is
“serious” about ending its emergency QE program in March 2022 and may not expand regular asset
purchases to cover the shortfall. ECB Governing Council member Schnabel said that risks to euro
area inflation are skewed to the upside, adding that the rise in covid-19 infections is likely to have
a moderating effect on activity but will not derail the overall recovery.

Euro area: ECB policy rate forward curve (%)
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Italian 10-yr spreads and 10-yr Greek spreads over bunds have widended 4-6 bps in the past week
as contacts warn that Italian and Greek spreads could widen further if the ECB does not make any changes
to its regular QE program if the pandemic QE program ends in March 2022. In the past 3 months, 10-yr
Greeks spreads have widened 45 bps compared to 21 bps for Italy and 2 bps for Spain.

Euro area: 10-year spreads over German bunds (bps)
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Euro area confidence data disappointed yesterday but PMI data for November surprised to the
upside. The flash manufacturing PMI was 1 point better than expected (at 58.6) and the services PMI was
3 points higher than expectations (at 56.6). Analysts had downgraded their expectations for PMI data
pointing to supply restrictions, the pick-up in covid cases and a slowdown in other economic data.

Japan

The yen depreciated (-0.2%), reaching the weakest level in four years. The currency hit 115 against
the dollar as the renomination of Jerome Powell as Fed chair fueled speculation that the Fed might tighten
policy more quickly. Local markets were closed for a holiday.

One Fifteen
Dollar-yen has climbed to the 115 level for first time in four years
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Emerging Markets back to top

EMEA stocks were mixed. In Asia, most stock markets were lower as the strong dollar dominated trading.
Local government bond yields pushed higher. Paraguay’s central bank tightened monetary policy by 125
bps for a second consecutive month, lifting its benchmark interest rate to 4%. It also reaffirmed its previously
announced guidance of a similar hike in December. In Chile, markets surged as the right wing candidate
did better than the left wing candidate in Sunday’s election is believed to have an advantage going into next
month’s runoff.

Relief Rally
Chile's stocks, peso rally on election results
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China

The People’s Bank of China (PBOC) injected 50 bn yuan ($7.8 bn) of liquidity via open market operations,
keeping net liquidity withdrawal at zero. Some analysts noted an increase in leverage in bond markets,
which may discourage the PBOC from deploying easing measures to support growth. The daily overnight

IMF | Monetary and Capital Markets—Global Markets Analysis 4



GLOBAL MARKETS MONITOR November 23, 2021

repo turnover has exceeded 4 tn yuan ($626 bn) for 15 consecutive days, the longest run ever. The elevated
turnover could indicate that financial institutions are taking advantage of ample liquidity to boost their
borrowings. In other news, Aoyuan, a mid-sized property developer failed to pay a trust loan in full, reviving
market concerns about liquidity stress among Chinese property developers; some of its offshore USD
bonds declined sharply. In contrast to other currencies in the region, RMB remains strong given the sizeable
trade surplus. Equities were little changed.

Flush Cash, High Volume

China's overnight repo turnover exceeds 4t yuan in the longest stretch on record
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Ghana

Ghana unexpectedly increased interest rates by 100 bps to 14.5% (the consensus was for no change),
after headline inflation reached 11% yoy in October. The MPC statement flagged concerns over rising
global inflation, higher energy prices, uncertainties around food prices and investor behavior. Analysts
think the continued reliance on domestic financing is unsustainable, given high domestic interest
costs. Ghana’s Eurobonds and currency have been under pressure in recent months given persistent
foreign portfolio outflows: non-resident holdings of Ghana domestic debt declined to US$5.8bn in October
from US$6.1bn in August, while gross external reserves declined to US$10.7bn from US$11.4bn in the
same period. Eurobond yields were little changed following the announcement while the Ghanaian cedi is
trading at record weak levels at roughly 6.50 cedi per dollar.

Figure 1: Ghana policy rate and inflation Africa: Eurobond yields
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Turkey

The Turkish lira weakened to above 12.50 liras per dollar and 10-yr yields jumped (+6 bps). The lira
has depreciated by another 9% this morning, trading around 12.47 liras per dollar, marking a 50%
depreciation since the start of September. Yesterday President Erdogan defended lower interest rates to
support economic growth and job creation - the central bank has cut interest rates by 400 bps since
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September, to 15%. The Borsa Istanbul 100 Index was trading higher this morning, led by companies with
hard currency income, according to Bloomberg, who also reports that the bourse extended daily price limits
on certain currency futures to 20% from 10%. The onshore overnight swap markets are now pricing

about 400 bps of increases by the end of March, with expectations building of an interest rate
increase in January.

Turkey: Currency and equity market
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Global Financial Indicators

Last updated: Level Change
11/23/21 7:55 AM Last 12m  Latest 1Day  7Days 30Days

12M

Equities

United States | ™" 4683 0 3

Europe e 4311 -2 3

Japan el 09774 0.1 0 3 17 8

China M 3589 0.2 2 0 3

Asia Ex Japan A 86 04 -2 2 -4
Emerging Markets S 5L 08 3 3 -2

Interest Rates basis points

US 10y Yield AT 166 33 2 2 80 74
Germany 10y Yield A 0,24 - 0 -13 34 33
Japan 10y Yield 008 0.0 0 -2 6 5

UK 10y Yield ™ (.08 43 -2 -17 66 78
Credit Spreads basis points

US Investment Grade YV B 01 1 4 19
US High Yield Mt 350 4.1 9 -100 -29
Europe IG el v 51 11 2 1 0 3

Europe HY WAl 259 57 11 -1 -17 18
Exchange Rates %

USD/Majors e 0658

EURIUSD P e 112

USDIIPY e 1150

EMUSD e 526

Commodities

Brent Crude Oil ($/barrel) T e 01

Industrials Metals (index) w 168 01 3 -3

Agriculture (index) S 6] 0.2 1 7

Implied Volatility %

VIX Index (%, change in pp) M 19.7 05 33 43 -30 -3.0
US 10y Swaption Volatility MNW 80.0 -0.2 -38 6.4 24.8 19.9
Global FX Volatity Aot 78 | 00 03 [N o1 | 03
EA Sovereign Spreads 10-Year spread vs. Germany (bps)

Greece winnd 153 | 12 6 [N (!
ltaly W S’ 107 15 6 17 7 16
Portuga w6 |12 4 [ s 6

Spain w73 12 1 10 8 11

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)
11/23/2021 Change (in %) Level Change (in basis points)

7:57 AM Last 12m Latest 1Day 7Days 30Days 12M YTD Last 12m Latest 1Day 7Days 30Days 12M

Level

(+) = EM appreciation
China [l oty 6.39 0.1 0.0 0 3 2 W 30
Indonesia gt W s 14258 -0.1 -0.3 -1 -1 B N R X
India g 74 0.0 0.1 1 0 2 LT 65
Philippines _J_,wf"”‘h 51 01 05 0 5 5 Jw 46
Thailand ™ 33 1.9
Malaysia et 400 3.6
Argentina " 100 50.7
Brazil e 563 118
Chile e 811 ) ) 5.2
Colombia it 3000 |01 -0.8 -4 7 A3 | =T 68
Mexico MW 2115 75
Peru T a0 5.9
Uruguay ST as 8.6
Hungary M 331 4.5
Poland ettt 419 3.2
Romania e 4.4 4.9
Russia e e 751 9.3
South Africa St et 159 7.7
Turkey 1322 21.4
US (DXY; By UST) |o ppmppmm? 97 1.36

Equity Markets Bond Spreads on USD Debt (EMBIG)
Level Change (in %) Level Change (in basis points)
Last 12m Latest 1Day VAEVS 30 Days 12M Last 12m Latest 7Days  30Days 12M
basis points
China M 4913 0.0 1 -1 196 -1 -10 -38 -33
Indonesia M 6678 -0.7 1 155 -5 -15 -55 -45
India M 58664 0.3 -4 131 -6 -12 -40 -20
Philippines W 7401 16 0 2 99 2 -9 -24 -13

Malaysia M\_ 1523
Argentina M’J\ 85695

109

Brazil A 102122 | <09 -4 -4 -5 14 fanAe, ™ 318 4 -6 40 59
Chile P W d 4759 -0.5 15 18 MMl 132 4 - -32 -24
Colombia [ ™ 1312 1.0 5 9 [ 308 8 21 84 -
Mexico = 50497 | 06 2 -3 19 15 [N, 334 3 -13 -91 23
Peru AN 19832 -1.5 -4 5 5 5 el 53 4 -5 1 24
Hungary | """ 50700 . R 112 5 2 -29 -37
Poland ™" 69215 . N Y -1 6 18 16
Romania | 12472 g, A 187 10 -11 -25 -16
Russia | e 3034 A L T 13 13 -33 -14
South Africa e 0701 | -02 "they e 352 15 -1 77 -32
Turkey Ve 1774 11 20 [ ey 201 2 24 -13 44

Ukraine T a3 0.0 0 1 4 5 |t nd 604 32 11
EM total e 51 -0.8 -3 -3 3 2 [t 378 11 4 15 39

Colors denote tightening/easing financial conditions for observations greater than 1.5 standard deviations. Data source: Bloomberg.
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