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e US 10-year real yields climb to the highest since 2010 (link)

e British pound touches historic low against the dollar as gilt yields spike (link)

e German leading IFO indicator falls sharply (link)

e Fratelli d'ltalia leader Meloni expected to form new government (link)

e BOJ’s Governor Kuroda voices support for government's yen intervention (link)
e EM fund outflows accelerate (link)

e China reinstates 20% risk reserve requirement on bank FX forward sales (link)

e Fitch downgrades Ghana amid increased likelihood of debt restructuring (link)
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Global risk sentiment sours; pressure on UK mounts

Global risk assets extended their sell-off this morning on rising concerns about elevated inflation
and global recession. UK markets were in focus as the pound weakened to an all-time low to the dollar
and bond yields spiked to the highest level in more than a decade amidst fiscal worries and speculation of
emergency action by the Bank of England. Elsewhere, the dollar continued to strengthen while US and
European sovereign bond yields rose. The VIX gained another 2 percentage points reflecting the
deteriorating risk sentiment. Italian sovereign bond spreads were 7 bps wider this morning, after the
right-wing coalition obtained a majority in the general elections. Particular attention will be paid to the
appointment of the finance minister and the drafting of the 2023 budget ahead of discussions at the EU
level. In emerging markets, equities traded lower while currencies weakened against the dollar.

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.

Previous editions of the GMM and Special Features are available in our Online Archive.
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This will be another busy week for central bank policy meetings. Central banks in Hungary (100 bps
hike expected), Nigeria (50 bps hike), Thailand (25 bps hike), Mexico (75 bps hike), Colombia (150 bps
hike), Kenya (13 bps hike), and India (50 bps hike) are all expected to raise rates, while the Czech Republic
is expected to be on hold. There will be speakers from the Fed, ECB, and BoE throughout the week. On
the economic data front, the US will release Q2 GDP (third estimate), PCE deflator, and housing data.
Outside of the US, CPI data in European countries (Eurozone, Germany, France, Italy, among others) will
be closely watched. 2Q GDP (Final estimate) will come in the UK, and China will release PMI.
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United States

On Friday, US 10-year real yields climbed to 1.31%, the highest level since 2010. Since the beginning
of this month, US real yields have increased across the curve, with 10-year real yields surging by 60 bps
as nominal yields have risen about 50 bps and break-even inflation declined by 10 bps amid increasing
bets of tighter monetary policy. Higher real yields have hit risk assets from stocks to commodities.
US equities broadly sold off, most metals on LME closed lower, and WT] oil prices dropped nearly 5% on
Friday.

US TIPS Yields
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The S&P 500 (-1.7%) declined on Friday, with all major sectors in the red. Volatility surged, with the
VIX topping 30 ppts during the day. The S&P 500 lost nearly 5% last week, taking the index to 1.5% shy
of June’s intraday low. Meanwhile, Goldman Sacks analysts lowered their year-end S&P 500 target from
4,300 to 3,600 on the back of higher real yields. According to their analysis, equity valuations have closely
tracked real interest rates until recently, but lately, real rates have risen more sharply than the stock markets
have fallen, indicating more room for lower valuations.

Exhibit 1: Valuation and real rates have recently dislocated, posing a risk to equities
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Source: Data compiled by Goldman Sachs Global Investment Research

IMF | Monetary and Capital Markets—Global Markets Analysis 2



GLOBAL MARKETS MONITOR September 26, 2022

United Kingdom

Gilt yields traded sharply higher, with 2-year yields 54 bps higher at 4.43%, as contacts pointed out
that comments by UK Chancellor Kwarteng over the weekend on more tax cuts to come did not
calm concerns about the mini-budget announced on Friday. The British pound (-1.3% to 1.07)
recovered from sharper losses, after reaching a historic low against the U.S. dollar in earlier trading.

UK: Currency and yields
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Euro area
Equities fell as much as -0.7% earlier this morning and the euro (-0.4%) weakened as 10-year
German bund yields rose 9 bps to 2.11%. Bank equities (-1.9%) underperformed.

Analysts warn that the euro area could be quickly entering recession as the IFO leading indicator
for Germany disappointed in September. Indexes for current assessment and expectations showed a
significant fall (with expectations at 75 compared to 79 expected).

Germany: IFO Business Surveys
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Italian sovereign bond spreads were 7 bps wider at . . o

) . . . . Euro area: 10-yr interest rates (%)
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d’ltalia leader Meloni will now form a new government
with coalition partners Lega and Forza Italia. Particular
attention will be paid to the appointment of the finance minister and the drafting of the 2023 budget
ahead of discussions at the EU level in coming months.
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Japan

Equities fell -2.7% amid broader selloffs in Asia. Bank of Japan (BOJ) Governor Kuroda voiced support
for government’s yen intervention. Kuroda said the intervention last Thursday was needed to tackle
excessive yen moves and did not contradict BOJ monetary stimulus, which is required for economic
support. Relatedly, FM Suzuki indicated readiness to act further on speculative yen moves if necessary.
Separately, Japan preliminary composite PMI entered expansionary territory in September (50.9,
previous: 49.4), aided by services (51.9, previous: 49.5) but mildly dragged by manufacturing (48.9,
previous: 49.2). The data’s publisher Jibun bank attributed the PMI lift to further-loosened COVID
restrictions but warned of still-subdued overall growth amid inflationary pressures, deteriorating global
growth. The Japanese yen depreciated -0.4%. 10-year yields firmed marginally (+1.4 bps). The BOJ
boosted its 5-10-year note purchases (¥550 bn, planned: ¥500 bn) during regular operations today as yields
once again climbed towards the bank’s 0.25% upper policy limit.

Yen has gradually pared its gains since intervention
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Emerging Markets back to top

Asian equities fell -1.6%. South Korea fell -3% while Vietham and Taiwan POC lost -2.7% each. Asian
currencies depreciated. The South Korean won and the Thai baht weakened -1.5% and -0.9%,
respectively. 10-year yields mostly rose, particularly in Taiwan POC (+27 bps), Vietham (+11.5 bps),
Malaysia (+10.2 bps), and Indonesia (+9.8 bps). Bank Indonesia revealed it intervened in FX markets
today to smooth rupiah volatility but affirmed rupiah depreciation remains manageable. Bank of Korea
Governor Rhee said offshore capital repatriation is won-supportive and should be encouraged, as it would
ease pressure for added rate hikes. Rhee also warned of worsened inflation risks from persistent won
depreciation. In EMEA, equities were trading mostly lower while currencies weakened against the
dollar amid weakened risk sentiment this morning. Equities in Russia (-9.7%) saw the largest declines
as Russia’s escalation of the war in Ukraine saw protests and a Russian exodus from the country, according
to Bloomberg. Poland’s equities underperformed (-1.7%) amidst news that the country is reportedly seeking
to raise 13.5 bn zloty ($2.8 bn) from a windfall tax on utilities. The South African rand weakened against
the dollar (-0.6% to 18.04) to the weakest level since May 2020 following warnings that electricity outages
are unlikely to be resolved in the near future. In Latam, equity markets fell and currencies depreciated
on Friday, driven by fears of continued interest rate hikes in developed economies and concerns of
a global recession. Argentina’s equity market had the largest daily decline (-4.4%). Credit default swaps
also widened across countries. This week, Colombia and Mexico’s central banks will announce interest rate
policy decisions on Thursday. Bloomberg analysts expects Mexico’s central bank to increase rates by
75 bps to 9.25%, and Colombia’s central bank to increase rates by 150 bps to 10.5%.

EM Fund Flows

EM bond fund outflows were the largest since mid-June, and equity fund outflows accelerated this
week. EM bonds outflows were -$2.6 bn (compared to -$1.5 bn a week ago), largely driven by the largest
outflow in hard currency funds in three months (-$1.6 bn). Within hard currency bond funds, outflows were
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driven by broad EM bond funds (-$1.3 bn). EM equity flows were -$2.5 bn (compared to -$1.7 bn a week
ago) mainly driven by non-ETF funds (-$1.8 bn). Major EMs recorded outflows this week, Taiwan POC
(-$1.5 bn), Korea (-$657 mn), and India (-$237 mn). All EM ASEAN also reported outflows, and the largest
were for Indonesia (-$175 mn) and Thailand (-$173 mn).

Exhibit 1: Weekly Cross-Asset Flows

Exhibit 2: Annual EM bond and equity fund flows
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China

China’s central bank will reinstate a 20% risk reserve requirement on bank FX forward sales,
effective September 28. While analysts deem the move as yuan-supportive, they think it will unlikely stem
the yuan’s broader depreciation trend against the US dollar. Separately, China Construction Bank will
set up a 30 bn yuan ($4.2 bn) fund to buy properties from developers. The fund lasts 10 years with a
possible extension, with purchased properties to be renovated into rental housing. Analysts, however, think
the fund is insufficient to save the property sector. Equities slumped (Shanghai: -1.2%, Shenzhen:
-0.8%). Onshore yuan depreciated -0.4% towards its weakest since 2008, offshore yuan weakened
-0.2%. 10-year yields firmed +2.4 bps.

Onshore yuan is sliding toward the weakest level since 2008
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Ghana

Fitch Ratings downgraded Ghana’s credit rating on Friday, citing a higher likelihood that the
country would pursue debt restructuring amid higher financing stress. Fitch Ratings lowered Ghana'’s
long-term local and foreign-currency issuer defaults ratings to ‘CC’ from ‘CCC’, noting that interest
payments on domestic debt amount to roughly 75% of total interest costs, with total interest costs up to
54% of revenue in the first half of this year. This follows on reports last week from unnamed sources that
Ghana is set to start restructuring talks with domestic bondholders. Ghana requested a Fund-supported
program in July and Fitch analysts believe that an agreement with the IMF is likely within the next six
months, with a support program likely to require a form of debt treatment.
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Africa: Eurobond yields
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Hungary

Analysts expect the Hungarian National Bank (NBH) to slow the tightening pace after a 100 bps hike
at tomorrow’s meeting. Morgan Stanley analysts highlight that the risk premia in the Hungarian forint has
eased amid some recent positive news on the two main idiosyncratic risks that Hungary has faced over
the past few weeks—namely higher gas prices and uncertainty over the rule of law mechanism that unlocks
EU funds. However, analysts argue that markets have not yet been reassured that risk has reduced
drastically. Against a backdrop of continued rise in inflation expectations and with the EUR/HUF above 400,
Morgan Stanley analysts expect a 100 bps NBH hike tomorrow to take the rate to 12.75%, with the pace of
tightening expected to slow to 50 bps per month from October but end in December amid recession risk
and the additional tightening through the liquidity channel. However, analysts caution that uncertainty
remains high and further currency depreciation amid tighter global financial conditions and
uncertainty of EU funding could see the central bank continue with 100 bps hikes in the coming
months.

Hungary: Currency, Policy rate and Inflation
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Global Financial Indicators

Level Change Since
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Interest Rates
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Exchange Rates

USD/Majors =" 113,67 04
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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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Thailand N o 1621 0 0 0 0 0 0
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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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