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e Aslightly more hawkish FOMC has limited impact on markets (link)

e BoOE leaves policy unchanged but sees case for modest tightening (link)

e Norges Bank starts rate tightening cycle (link)

e Chinaregulators urged Evergrande to avoid near-term dollar default (link)

e The People’s Bank of China continues to pump liquidity into the financial system (link)
e Brazil's central bank hikes policy rates by 100 bps (link)

e Central Bank of Turkey unexpectedly cuts 100 bps (link)
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Market sentiment improves post FOMC

Amid a flurry of central bank rate decisions, European bourses and Asian stocks gained as
concerns about the systemic nature of a debt default by Chinese property developer Evergrande
appeared to fade. News that the People’s Bank of China continued to pump liquidity into the financial
system also helped boost market sentiment. Markets were little changed by the FOMC yesterday, with the
US Treasury yield curve experiencing a modest flattening. This morning, 10-year US Treasury yields more
than reversed yesterday’s modest drop and the dollar weakened. In its statement, the Fed signaled that
tapering is near, in line with market expectations, while the updated dot-plot revealed a hawkish shift with
a growing number of FOMC members expecting at least one policy rate hike in 2022. Meanwhile, central
banks in the UK, Norway, Brazil, Turkey, Philippines and Taiwan POC also announced interest rate
decisions over the past 24 hours.
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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

The FOMC had arelatively modest impact on markets on Wednesday despite news that a growing
number of FOMC members expecting at least one policy rate hike in 2022. The S&P500 gained 1%,
the dollar appreciated 0.3% and the US Treasury yield curve flattened. US Treasury 30-year yields fell by
5 bps while 2-yearyields roseby2bps. Thereleased Fed’s “dotplot’ indicated that half of FOMC members
expected at least a 25 bps hike next year, with three of them expecting a 50 bps increase (right chart).
Previously, only 7 out of 18 members had expectations of a rate lift. Consequently, markets attached a
slightly higher probability of earlier rate hikes (left chart). Fed Chair Powell reiterated that a policy rate lift-
off is not going to start before the end of the tapering, which he currently expects to be in mid-2022.
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This morning, US jobless claims stood at 351k, above the expected 320k. Continuing claims posted
at 2845k, also exceeding the expected 2600k. There was limited market reaction to the release.

Longer Term

Projectio

The Fed will pay specific attention to keep inflation expectations anchored. Fed Chair Powell
reiterated that if sustained higher inflation were to become a serious concern, the Fed would respond. Some
analysts are concerned that if inflation becomes de-anchored, the Fed will have to raise policy rates
prematurely, which could conflict with the employment objective. However, Powell still perceives the
elevated currentinflation as temporary and due to supply bottlenecks that have not begun to abate yet and
may persist for the next few months and into next year. Overall, he assesses that the Fed remains “very
much on track” to achieve its inflation target over time and the “very modest overshoots” of 2% inflation in
coming years are unlikely to affect households’ inflation expectations.
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JP Morgan’s latest survey shows that investors are mostly in line with Powell’s assessment of the
nature of current inflation. This week’s interim survey results show that a majority of investors believe
that the supply constraints will fade away within a few weeks and that the August US CPI print should not
affect their view on the persistency of inflation.
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Figure 5: What is your view on supply constraints? Figure 4: Does the August US CPI print change your view on the persistency of inflation?
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Euro area
Equities (+1.0%) traded higher with bank stocks (1.3%) outperforming as 10-year bund yields (+2 bps
to -0.30%) traded higher. Italian 10-year spreads European spreads over bunds fell 2 bps to 98 bps
after Italy said that will not sell bonds via bank syndications in early fall considering the
improvement in its economic outlook. Syndicated bond sales are more expensive than auctions as
borrowers pay a premium to ensure bonds are sold.

PMI data disappointed in August, with the manufacturing PMI at 58.7 (60.3 expected) and the
services PMI at 56.3 (58.5 expected). Analysts believe that euro area growth is now slowing, with
sustained supply-side constraints weighing on demand.
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Equity analysts are also expecting corporate earnings growth to slow in Q3 as positive base effects
start to fade. Growth in earnings-per-share (EPS) is expected to continue slowing in Q4 and to turn
negative in Q1.
Europe: Earnings momentum across sectors
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United Kingdom
The British pound (+0.6%) appreciated after the BoE left policy unchanged but added that some

developments have strengthened the case for modest tightening. The MPC voted unanimously to
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keep Bank rate unchanged at 0.1% and voted 7-2 to keep the bond buying target unchanged (at £875 bn
for government bond purchases). Following the meeting, money markets brought forward expectations
of afirst hike of 15 bps to March 2022 from May 2022 earlier.

PMI data disappointed in September, with manufacturing slowing to 56.3 (59 expected) and services to
54.6 (55 expected).

Norway

The krone (+0.5%) strengthened after the Norges bank hiked its policy rate 25 bps to 0.25%. The
governor added that the policy rate will likely be raised further in December, with the rate path suggesting
another 75 bps of hikes in 2022. Analysts at HSBC argue that the tightening is linked to financial
stability risks as the Norges Bank is expecting core inflation (CPI-ATE) to undershoot its 2% target
for the duration of the forecast horizon.

Norges Bank policy rate path
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Emerging Markets back to top

Asian stocks gained (+1.1%). India outperformed gaining +1.6%, Taiwan Province of China (POC) was
up +0.9%, China advanced as well (Shanghai +0.4%, Shenzhen +0.5%). Regional currencies traded in
narrow ranges, Singapore dollar and Indian rupee strengthened by about +0.2%. Philippines centra
bank kept policy rate unchanged at 2% as expected. Taiwan POC applied to join the Comprehensive
Progressive Agreement for Trans-Pacific Partnership (CPTPP), which is the largest free-trade agreement
in the region; its central bank kept the rate unchanged at record low 1.125% and raised GDP growth
outlook at 5.75% in 2021. EMEA equity markets mostly traded higher with indices up in Hungary (+1%),
Czech Republic (+0.8%) and South Africa (+0.5%). EMEA currencies mostly appreciated with the South
African rand (+1%) outperforming. The Turkish lira (-1.2%) underperformed on the unexpected policy rate
cut. Markets in LATAM were mixed yesterday. Equity markets were up, with Brazil (+1.8%) making the
largest gains. Most regional currencies were little changed to the dollar, with the Brazilian real (-0.3%)
underperforming.

China/ Hong Kong

Chineseregulators urged Evergrande Group to complete unfinished properties and avoid near-term
dollar default. Financial regulators reportedly instructed the developer to communicate proactively with
bondholders. Evergrande has an $83.5 mn coupon on its offshore bond due Thursday, with a 30-day grace
period to make the payment. There’s no indication that regulators offered financial support to Evergrande,
and it's unclear whether officials believe the company should eventually impose losses on offshore
creditors, according to Bloomberg. Separately, China’s State Council repeated its call for “cross-
cyclical” adjustments in guiding economic policy. In this context, the Council will study measures to
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further boost consumption, Bloomberg reports. The term “cross-cyclical’ approach was used by the officials
earlier this year, and analysts interpretit as policy focus on preemptive and moderate actions aiming to
smooth out fluctuations in growth.

The People’s Bank of China (PBOC) continued to pump liquidity into the financial system, the
biggest liquidity boost in eight months. The PBOC added 110bn yuan ($17bn) with seven- and 14-day
repo. Separately, Southbound Bond Connect became operational Thursday, adding another channel for
Mainland institutions to by buy bonds traded in Hong Kong. China stocks moved up (Shanghai +0.4%,
Shenzhen +0.5%), renminbi and the 10-year yield were little changed.

PBOC injects cash on Evergrande saga, 1 spike in d d for cash
®PBOC's gross injections via reverse repurchase agreements
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Brazil

Brazil’s central bank (BCB) hiked policy rates (Selic) by 100bps to 6.25%, in line with the market
expectations. Further, it indicated another hike of similar magnitude in October, while spelling out that a
terminal rate in the ongoing tightening cycle of 8.5% (in 2022) would attaininflation of 8.5% and 3.7% for
2021 and 2022, respectively. However, according to sell-side analysts, given that the BCB’s 2022 inflation
forecastis higher than its target of 3.5%, the terminal rate for the cycle could end up being higher, and in a
range of 9-10%. The country’s inflation has risen from 4.19% y/y in Jan 2021 to 9.68% y/y in Aug 2021.

Table 1: COPOM inflation scenario Brazil's policy rate, percent

%oya

Meeting 2021 . 2022 . 2023 [

August 3 34 - 6

September 29 33

October 31 33 - 51

December 34 34 4

January 36 34

March 5 35 - 3

May 51 34 2]

June 58 35 -

August 65 35 32 14

September 85 37 32 0 ‘ ‘
September (estimated by JPM) 7578 36-38 30-33 2019 2020 2021

Sources: BCB, JP Morgan and Bloomberg

Turkey

The Central Bank of Turkey unexpectedly reduced its policy rate by 100 bps to 18%. Contacts noted
that the move comes as a large surprise even when compared to more dovish expectations in the market.
The interest rate markets were pricing a 50 bps cut around the October meeting. The Turkish lira
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depreciated 1.5% after the decision, hitting record low 8.80 liras per dollar. Contacts note that the
offshore investor positioning remains light by historical standard and given the still high level of rates, the
impact from the early rate cut on the FX market could be contained if further easing remains limited.
However, an easing cycleinto Fed’s and ECB’s tapering could exposethe exchangerateto renewed
depreciation pressure.

Russia

Sanction fears returned to the government local bond market. A new US bill aims to extend purchase
restrictions to the secondary bond market. The US already banned purchases of government local debt in
the primary market back in April. Contacts noted that the local bond market has seen inflows in July and
August, with positioning most likely shifting to overweight. However, inflows have stalled in September due
to some renewed inflation concerns but also weaker global risk sentiment. Over the past week, 10-year
government bond yields increased by 25 bps despite policy rate expectations remaining anchored
and concerns are now rising that the passing of the bill can trigger a larger sell-off. By contrast, the
Russian ruble (+0.5%) has been trading immune to both global and local developments as analyst pointed
out benefits from rising energy prices as well as a build-up in corporate FX liquidity onshore.

Russia currency and local debt
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Global 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.
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Emerging Market Financial Indicators

Last updated: Exchange Rates Local Currency Bond Yields (GBI EM)
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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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