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e Prevalence of fixed rate mortgages protects US households as interest rates rise (link)
e Crypto assets under heavy pressure following liquidity stress at large exchange (link)
e Analysts expect sizeable repayments of ECB’s targeted lending programs (link)

e China’s interbank association restarts bond issuance program for private sector (link)
¢ National Bank of Romania slows pace of tightening with 50 bps policy rate hike (link)

e Chilean assets rally on lower-than-expected October inflation results (link)
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Caution prevails across markets

Markets are trading with a cautious tone with both bond yields and equity markets mixed to slightly
lower as focus remains on election outcomes and tomorrow’s update on US inflation. Yesterday,
global equity markets finished with gains for the third consecutive day as investors awaited the outcome of
the US midterm elections and further clarity on the implications for future policy proposals. While still too
close to call in some races, the projected outcome is leaning towards a divided government between the
House and Senate that is expected to deliver more legislative gridlock but have minimal effects on financial
markets in the short-term. Although stabilizing this morning, core sovereign bond yields have drifted lower
over the past day alongside general US dollar weakness with the broad dollar index down about 3% since
last Friday. Risk asset performance has been somewhat overshadowed by a bout of outsized volatility in
crypto assets over the last day as Bitcoin and other crypto assets have declined over 15% following news
that market leader Binance is on the verge of taking over the FTX crypto exchange amid liquidity strains
after the latter had paused some customer activity following a surge of withdrawals.

Key Global Financial Indicators

Last updated: Level Change from Market Close Since

11/9/22 8:04 AM Last 12m Latest 1 Day 7Days 30 Days 23-Feb-22
Equities % %
S&P 500 M 3828 0.6 1 5 -18 20 9
Eurostoxx 50 TV ngna,s 3723 0.4 3 10 -14 -13 -6
Nikkei 225 e 27716 0.6 0 2 5 -4 5
MSCI EM % 36 0.7 5 2 -29 -25 -23
Yields and Spreads bps
US 10y Yield """ 413 0.9 3 25
Germany 10y Yield 223 -4.8 9 4
EMBIG Sovereign Spread M 508 1 -26 -38 160 141 95
FX / Commodities / Volatility %
EM FX vs. USD, (+) = appreciation [ wwa. . 49.6 0.1 1 2 -10 -6 -7
Dollar index, (+) = $ appreciation | __..~~"" 109.9 0.3 1 -3 _
Brent Crude Oil ($/barrel) s 93,9 -1.5 2 -4 11 21 -3
VIX Index (%, change in pp) W—m‘" 25.5 0.0 0 -6 8 8 -6

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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United States

US equities closed 0.6% higher in a volatile session yesterday. Treasuries rallied, with yields declining
7-9 bps. The dollar index depreciated 0.3% to drop 4% below its recent highs, though it remains 15%
higher year-to-date.

Housing prices are declining at a similar rate across AEs, but US households are less impacted by
rate hikes due to the structure of household mortgage debt. Mortgage rates have jumped across
advanced economies, with benchmark rates up about 400 bps (30-year) in the US and 300 bps in the UK
(2yr) over the last year. Housing prices have been declining at roughly a 15% annualized rate across AEs,
according to Goldman Sachs (GS). However, despite a relatively high share of households with a mortgage
in the US compared to Europe (ex. Scandinavia), the use of long-term fixed rate mortgages is likely to limit
the effect on households. GS analysis found that while around 20% of households in Australia and New
Zealand and 10% in UK and Canada will face higher interest payments in 2023, US homeowners will be
largely unaffected.
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Crypto assets came under heavy pressure following news that market leader Binance would take
over FTX following a strange saga in recent days that saw a liquidity problem threaten to become a
solvency problem as withdrawals from the FTX exchange accelerated and crypto asset prices fell. In recent
days, Binance had begun liquidating its holdings of FTT, the native token of FTX, after reports that Alameda
Research’s (a trading firm owned by FTX founder Sam Bankman-Fried) balance sheet was primarily filled
with FTT. FTT had also reportedly been used as collateral for various loans. FTT’s price fell around 75%
on Tuesday. Analysts noted that while FTX is a systemically important exchange in the crypto ecosystem,
and the potential contagion may be large for certain crypto assets, the general decline in leverage in crypto
could help contain the selloff somewhat. Nevertheless, spillovers to other crypto assets saw the total
market capitalization of crypto fell over 10% to below $1tn.

Euro area

Cautious investor sentiment saw european equity markets trading lower (Stoxx 600 index -0.5%),
while sovereign yields fell (10y bund -5 bps) and the euro weakened (-0.2%). The ECB consumer
expectation survey showed a slight increase in inflation expectations one year ahead to 5.1% (from 5.0%),
while 3 year ahead inflation expectations remained unchanged at 3%.
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Collateral scarcity is easing, as  Germanswap spreads have tightened but T-bills remain stretched against OIS swaps
reflected in tighter swap spreads, in the
aftermath of Germany’s decision to
increase the amount of bonds lent in the

repo market in late October. Moreover " bp
Germany is reportedly planning to increase 0
2023 net debt to €45bn, compared to the
previous plan of roughly €17bn published o0

in June, according to Bloomberg. The Nov19 May20 Nov20 May21 Novz1 May22 Novz2
budget plan is still being negotiated by the FYGe v sess; ====JM ik O

German government. ING analysts note s aermnmne

that these developments have likely contributed to swap spreads tightening, while other factors such as
speculation of ECB intervention and anticipation of early targeted lending operation repayments are seen
as secondary drivers. Analysts are also focused on the impact of near-term debt issuance and expect
investors to remain cautious when it comes to purchasing bonds, as it is not clear when the tightening cycle
will come to an end. Relatedly, ECB General council member Wunch yesterday said that if the euro area
economy only sees a modest downturn and a futher increase in inflation, interest rates would likely be
increased above market consensus. The spread between the 2y swap and bund yield has narrowed
from roughly -110 bps in early October to roughly -80 bps.
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Analysts estimate that banks’ decision to to repay TLTROs early or not, is financially neutral and
thus argue that banks’ decisions will likely depend on collateral considerations or the need for
funding. At the most recent ECB meeting the modalities of the targeted longer-term refinancing operations
[l (TLTRO IIl) were changed, with the rate of the TLTRO set at the average deposit rate over the period
from 23 November onwards. Credit Agricole CIB analysts find that keeping TLTROs or repaying them after
this date is finanically neutral for banks, with the gain from the deposit facility equal to the cost of the TLTRO.
As such analysts see the use of collateral, the size of banks’ balance sheets and required funding as the
most likely factors to determine banks’ decision to repay loans early or not. Analysts expect the shortest
operations to be repaid first, and estimate that in a scenario where banks keep operations maturing
after December 2023, total TLTRO repayments could amount to €1.5 tn in December 2022.

On the ECB balance sheet more generally, Morgan Stanley analysts also expect the largest
reduction in the ECB balance sheet to be as a result of banks repaying TLTROs. Analysts note that
€500 bn TLTRO’s could be repaid in November with a total of €1.5 bn TLTROs repaid over the next nine
months. In regards to quantitative tightening, analysts expect a gradual passive balance sheet runoff to
start in Q1 2023, estimated to amount to roughly €400 bn by end-2024.

We expect TLTRO IIl.2 to TLTRO IIL.6 to be repaid in full | ...which would have a sizeable impact on the ECB’s
in December 2022.___ balance sheet
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Japan

Equities slipped -0.4%. Japan is not considering a third extra budget for FY 2023, according to new
economic minister Goto, Bloomberg reported. Instead, Goto pointed to ¥4.7 tn ($32.2 bn) of reserve funds
to tackle crises. Also, Goto retained the government’s goal of a balanced primary budget by FY 2025. Goto
assumed office on October 25, 2022, and replaced Yamagiwa, who stepped down due to controversy
surrounding his ties to the Unification Church. Japan investors continued heavy foreign bond selling
in October, led by life insurers, amid a further-increased yields abroad, Barclays notes. Japanese yen
and 10-year yields were little changed. 30-year government bonds rallied after a strong auction
(bid-cover: 3.3x, previous: 2.9x).
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Source: MoF, Barclays Research

Emerging Markets back to top

Latin American stocks gained, and currencies were mixed. Equity gains were led by Chile (+2.2%),
Brazil (+0.7%), Colombia (+0.7%), and Mexico (+0.3%). Currencies in Colombia (+2%) and Chile (+1.3%)
outperformed after both countries released October inflation numbers. October CPI was 12.22% yly
(estimated 12.17%) for Colombia and 12.8% y/y (estimated 13.3%) for Chile. Asian equities were mixed,
and little changed on net. Taiwan, Province of China gained +2.2%, South Korea firmed +1.1%, Hong
Kong SAR fell -1.2%. Asian currencies mostly appreciated. Thai baht (+1.4%), South Korean won
(+1.5%), and Malaysia ringgit (+0.9%) appreciated. 10-year yields mostly fell alongside US Treasury
yields, Vietnam slipped -25 bps, Thailand fell -9.1 bps. Equity markets in EMEA traded with a cautious
tone for a second day in a row, with currencies weaker against the U.S. dollar. In contrast to last week’s
rally, the Hungarian forint (-0.7%) remains under pressure after headline inflation was higher than expected
at 2% m/m (1.6% expected) or 21.1% yly (21% expected). Ukraine’s Economy Minister Svyrydenko
believes that the US will maintain financial support for Ukraine even if Republicans take control of
the US House of Representatives following the midterm elections.

China

China’s interbank association restarted a bond issuance program for the private sector. In November
2018, Governor Yi Gang summarized three funding channels, dubbed as three arrows, to support financing
of the private sector including bank lending, bond issuance, and equity financing. On Tuesday, China’s
National Association of Financial Market Institutional Investors (NAFMII) restarted the bond financing
program of 250 bn yuan ($34.5 bn) for private firms, including property developers. Support measures
include credit guarantee, credit enhancement, and direct bond purchases; the first two items are existing
policy tools, while bond purchases are a new tool. According to NAFMII, the funding support of the bond
issuance program will be financed by the central bank’s financing tools. Property developer shares and
bonds surged following the news. Analysts assessed the move as positive but insufficient for struggling
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developers. Separately, inflation cooled in October. Consumer inflation slowed to 2.1% y/y (previous:
2.8%) as food inflation moderated (7%, previous: 8.8%). Producer prices fell -1.3% yly, for the first time
since 2020. Equities declined (CSI 300: -0.9%). Onshore Chinese investors have net-bought Hong Kong
SAR-listed stocks for 24 straight sessions through November 8, according to Bloomberg. Meanwhile,
foreign outflows from China reached -$8.8 bn in October (previous: -$2.1 bn), driven by equities (-$7.6 bn),
according to IIF estimates. The yuan and 10-year yields were little changed.

Chinese developer stocks rally by most since March
W Daily change in BI China Real Estate Index
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Romania

The leu (-0.1%) edged lower after the central bank of Romania slowed the pace of hikes to 50 bps
yesterday, raising the policy rate to 6.75%. The hike was in line with expectations. The central bank
expects inflation to rise “mildly some more towards end-2022 and then to embark on a gradual downward
path, which is seen declining to one-digit levels in 2024 H1.” Annual HICP inflation rate rose to 13.4% yly
in September, from 13.0% in June (chart below with the national measure).

Romania: Inflation, local currency bond yield and policy rate
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Tiirkiye

Tiirkiye’s U.S. dollar bonds held on to recent gains after the government extended the FX-protected
deposit program to the end of 2023. In late October, Vice President Oktay said in parliament that the
FX-protected deposit program, which offer protection against lira weakness and have been introduced to
boost lira deposits, have cost the government and central bank almost 150 bn liras ($8.1 bn). Earlier this
week, Turkiye’s eurobond sale of $1.5 bn due in 2028 attracted bids of more than 3 times the actual issue
size from over 150 accounts, in line with recent outperformance of Turkiye’s U.S. dollar bonds.
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Tiirkiye: 5-yr U.S. CDS (bps) and yield on U.S. dollar bond (%)
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Chile

Chilean markets rally on lower-than-expected October inflation results. Chile’s annual inflation
declined for two consecutive months reaching 12.8% y/y in October (Bloomberg median estimate 13.3%),
compared to 13.7% in September. Monthly inflation (0.5%) reached its lowest level since February. Equity
gains led the region, the peso appreciated past the key 900 per dollar mark momentarily, and two-year
swap rates declined 84 bps following the announcement. Bloomberg analysts expect Chile’s central bank
to hold interest rates constant through the first half of next year.

Price Downturn Chile Consumer Price Inflation

Annual inflation eases for second straight month
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Last updated:

Global Financial Indicators

Level

November 9, 2022
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11/9/22 8:06 AM
Equities
United States
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Change
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0.1 -1
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0.0 -15.4 -21.0 55.6
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23-Feb-22
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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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Emerging Market Financial Indicators

Last updated: Exchange Rates Local Currency Bond Yields (GBI EM)
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South Africa M M 69526 | 0.7 4 6 2 6 T NN 300 |28 74 57 35 1

Ukraine 1 519 0.0 0 0 1 1 0 | pAv a339 | a13 3580 2866
EM total N 36 0.7 5 2 -29 -25 23 S 424 -20 34 56 38 34

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