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e Sharp rise in sovereign bond yields hits global equity markets (link)

e Yields on mid-October Treasury bills price higher risks around hitting US debt limit (link)
e UK sterling depreciates on rising inflation and supply chain concerns (link)

e Kishida set to become Japan’s next PM; continuation of current policies expected (link)
e Bank of Thailand maintains policy stance; looks to recovery as pandemic eases (link)

e Romanian sovereign yields trend higher ahead of no-confidence vote in parliament (link)
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Risk aversion loses steam as bond sell-off stalls

The nervousness in markets that has prevailed to start the week has slightly vanished this morning
as the rapid rise in core sovereign yields has stabilized. Yesterday, global equities fell sharply on
concerns about the rapid rise in rates, potential inflation pressures, and ongoing political uncertainty. The
S&P 500 fell 2%, the largest decline since May, and the tech-heavy Nasdaq declined close to 3% as risk
sentiment weakened amid the bond sell-off. Monetary policy and inflation concerns have remained evident
with advanced economy sovereign yields still at multi-month highs as 10-year US Treasury yields hover
near 1.50%. The US fiscal impasse has also lingered as Congressional lawmakers look increasingly split
over the debt ceiling with the deadline looming. The risk-off moves continued overnight with most major
Asian bourses closing lower, but European stocks and US equity futures are trading higher as core bond
yields retreat from highs. The fallout from yesterday’s decline in equities and spike in bond volatility has
kept the VIX above 20, while the safe haven bid has been mostly seen in a broad strengthening of the US
dollar with the US dollar index approaching a one-year high. The EM currency complex has trended lower
in response with the EM FX index weakening to close to year-to-date lows.

Key Global Financial Indicators

Last updated: Level Change from Market Close
9/29/21 8:00 AM Last 12m Latest 1 Day VAEVS 30 Days 12m
Equities % %
S&P 500 M 4353 0 -3 30 16
Eurostoxx 50 T 4097 1.0 -1 -2 27 15
Nikkei 225 et 99544 -1 5 27 8
MSCI EM W“"W 50 -1.3 0 -2 16 -2

Yields and Spreads

US 10y Yield | r? T 150 3.3 20 86 59
Germany 10y Yield ™A 022 2.1 33 35

EMBIG Sovereign Spread “'L\,\,.w 355 1 4 9 -80 4
FX / Commodities / Volatility %

EM FX vs. USD, (+) = appreciation [ ™" wm 555 0.1 -1 -2 3 -4
Dollar index, (+) = $ appreciation W 94.0 0.2 1 1 0 4
Brent Crude Oil ($/barrel) et 785 -0.7 3 8

VIX Index (%, change in pp) LN TR 22.5 -0.8 2 6 -4 0

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 sharply lower yesterday (S&P 500 -5%; Nasdaq -3%), as US Treasury yields
continued to march higher amid mounting concerns over the debt-ceiling impasse in the US and
expectations around the possible start of monetary policy normalization over the next year. The US
Treasury yield curve steepened with 30-year yields climbing 10 basis points (at 2.1%), and 10-year yields
rising by 6 bps to 1.55%. This morning, core sovereign yields have steadied with 10-year Treasury
yields back down to 1.50% and S&P 500 futures pointing to modest gains (+0.5%) at the open.

Equities have struggled to digest the rise in real interest rates amid a weary economy backdrop. 10-
year Treasury yields have moved sharply higher during the past two weeks, driven primarily by real rates.
JP Morgan’s analysts argue that the composition and speed of interest rate rises matters for equity retums
more than the level or rates. S&P 500 returns have historically fared poorly when interest rates rise sharply.
In addition, the S&P 500 is particularly sensitive to rate shocks given the growing weight of the technology
sectorintheindex. This is becauserising interestrates pose agreater riskto the valuations of long-duration
stocks, which have a high share of cash flows expected to be generated in the more distant future. Finally,
while increases in real rates have worked well for equities when heralding improved economic prospects,
this is not the case currently, when real rates are rising while the global economic recovery risks losing

momentum.
Exhibit 1: Interest rates have sharply risen during the last two Exhibit 2: Equities typically struggle when rates rise by 2+ standard
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Mid-October T-bill yields price higher risks around hitting US debt limit. Treasury Secretary Yellen
informed the Congressional leadership ahead of her Senate hearing yesterday that the Treasury would
likely exhaust its extraordinary measures to stay under the debt limit by October 18. This is earlier than
most analysts expected and have led many to reconsider their estimates, albeit given the belief that
Treasury tends to be conservative in its forecasting due the extensive impact of a technical default. The
market impact of the news is imprinted in T-bills maturing in the second half of October. The latter are now
sitting at the cheaper end of their trading range over the last month. Even though a resolution of the debt
ceiling does not appear imminent, the market baseline expects a unilateral rise in the ceiling by the
Democrats via the reconciliation process.
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Exhibit 3: T-bills maturing in mid- to late-October
cheapened today following Yellen’s comments
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Euro area

European equity indices are recovering this morning with most country benchmarks trading up around
1% after declining by more than 2% yesterday. Consumer discretionary segment (+1.8%) and luxury goods
(+2%) were outperforming as concerns around China have eased somewhat the last few days.

European bond market pressures eased this morning with 10-year bund yields declining by 2 bps.
Southern European spreads tightened 1-2 bps with Italy outperforming (-3 bps) as Prime Minister Draghi
presented a new budget plan with a lower deficit projection on stronger growth performance. The euro (-
0.2%) traded at the weakest level against since November, reflecting the diverging central bank stance.
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In this regard, ECB President Lagarde’s speech at the Sintra forum mostly repeated her earlier
messages on the transitory nature of inflation and the need for further monetary accommodation.
Some analysts have noted that the ECB’s messaging over the last few day s provides a strong indication
that the Asset Purchase Program will be boosted and modified in December to insure a smooth transition
from the Pandemic Emergency Purchase Program.

United Kingdom

The UK sterling depreciated on growing inflation and supply chain concerns. The pound saw its
biggest one day decline this year, losing 1.2% both against the dollar and the euro. The move occurs
against a backdrop of rising short-term rate expectations and hence yield differentials, which should
normally support the exchange rate. However, contacts note that the rapid rise in inflation expectations
and broader uncertainty around the supply-chain and energy shock have shifted investor attention

IMF | Monetary and Capital Markets—Global Markets Analysis 3



GLOBAL MARKETS MONITOR September29, 2021

to real rates, which are now projected to be more negative than expected. Contacts also note that
there are some concerns among investors that the Bank of England may underdeliver against the current
rate hike projections as the incoming data points to further growth downside. Currency options markets
have also seen an increase in activity with investors looking to buy protection against sterling depreciation.
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Japan

Fumio Kishida is set to become Japan’s next prime minister. Kishida, a former foreign minister, was
elected as new leader of the ruling Liberal Democratic Party (LDP). As the LDP is expected to maintain the
majority in the parliament in the upcoming general election, Kishida sets to succeed Prime Minister Suga
who will step down. Analysts noted that Kishida’s win represents the LDP’s preference of “stability” over
“reform” which is advocated by his key rival Taro Kano. While earlier expressing the need for fiscal
consolidation over the medium term, Kishida vowed to introduce a stimulus package of tens of trilions of
yen by the end of the year. Equities declined (NIKKEI: -2.1%) on the global risk-off sentiment. Japanese
yen appreciated (+0.2%) on the safe-haven demand; long-end JGB yields dropped (10-year: -0.8 bp; 30-
year: -1.6 bps).

Emerging Markets back to top

Asian equities were mixed, declining 0.8% on net. Taiwan (-1.9%), Korean (-1.2%) and Chinese (CSI
300: -1.0%) stocks led the decline, while share prices rose in Indonesia (+0.8%) and Hong Kong SAR
(+0.7%). Most Asian currencies depreciated, led by Thai baht (-0.3%). Markets in the region were
generally affected by the global risk-off sentiment amid the rise in U.S. Treasury yields and the U.S. equity
sell-off. In Latin America, Brazilian equity markets saw losses of 3.1%, followed by Peru (-0.7%) and
Chile (-0.7%), while Columbia (+0.4%) and Argentina (+0.2%) slightly gained. The Mexican peso fell as
much as 1.1% on Tuesday to the lowest since Aug. 27 as a stronger dollar and rising Treasury yields put
pressure on emerging-market currencies. Moody’s upgraded Petrobras rating to Bal. In EMEA, equities
and currencies traded higher in line with the improvement in risk sentiment this morning. The ruble
was little changed but equities in Moscow (-1%) underperformed as oil prices (-0.6%) fell.

EM currencies in September

This month, sharp gains in oil and natural gas prices helped make the ruble one of the best perfoming
currencies, both in terms of spot and total returns. In contrast, EM currencies fell 2.5% against the U.S.
dollar as concerns about inflation and expectations of a near-term reversal in global policy easing
weighed on risk sentiment.
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EM Currency returns (includes spotreturn + carry) in September 2021
(%, against U.S. dollar)
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China

The People’s Bank of China (PBC) injected liquidity for a ninth day. The PBC injected net liquidity of
40 bnyuan ($6.2 bn) via 14-day reverse repos with banks. Analysts noted that the liquidity injection aims
to ensure amply liquidity ahead of quarter-end and upcoming week-long holidays. Interbank repo rates were
mixed, with overnight rates falling (DR001: -42.6 bps) while longer-maturity rates rising (DR007: +35.7 bps;
DRO014: +16.2 bps). Evergrande agreed to sell a 20% stake in Shengjing Bank to an entity owned by
the local Shenyang government for 10 bn yuan ($1.6 bn). Shengjing Bank demanded that all proceeds
to settle with debt with the bank. After the sale, Evergrande’s stake in the bank will drop to 14.6%. The
agreed transaction price is 5.7 yuan per share (market price: 5.9). Evergrande’s share price rose (15.1%).
Japan’s Government PensionInvestment Fund (GPIF) said thatit will notinclude Chinese sovereign
debt in its portfolio. The GPIF, the world’s largest pension fund, made the decision ahead of FTSE
Russell’s addition of Chinese debt to the benchmark global bond index. Equities declined (CSI 300: -
1.0%); RMB depreciated (-0.1%).

China Boosts Cash
Longest run of net injections via open market operations since December
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Thailand

The Bank of Thailand (BOT) kept the policy rate unchanged at 0.5% as expected. The BOT noted that
the ramp-up of vaccination and faster-than-expected easing of containment measures should support
growth, with the economy bottoming out in Q3. The government has promoted a living with COVID-19
strategy and recently decided to shorten the quarantine period for arriving visitors. The BOT kept its 2021
growth forecast at 0.7% and raised the growth projection for 2022 to 3.9% from 3.7%. The BOT also
reiterated that it stands ready to use additional tools if needed but fiscal support would be more effective.
The government earlier this month raised the public debt limit from 60% of GDP to 70% to allow for higher
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state borrowing to simulate the economy. Equities were little changed; Thai baht depreciated (-0.3%). The
currency has been recently under depreciation pressure as the prospectfor a strong revival of tourism
activity remains dim given the global pandemic situation.

Sentiment Shift
Hedging cost against Thai baht is approaching this year's high in July
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Romania

Local 10-year yields have traded 30 bps higher, and the leu fell 0.3% against the euroin September
amid concerns about fiscal stability and accelerating inflation. The government of PM Citu will face
the final vote of a no-confidence motion in parliament next week. Meanwhile headline inflation accelerated
to 5.25% yly. The central bank has left its policy rate unchanged at 1.25% but officials have said this week
that rates could increase sooner rather than later.

Romania: Local currency bond yield and policy rate (%)
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Global Financial Indicators

Last updated: Level Change
9/29/21 8:02 AM Last 12m Latest 1 Day 7 Days 30 Days 12 M

Equities

United States ™ 4353 16
Europe 4097 15
Japan e 99544 8
China Ve 3536 2
Asia Ex Japan e 85 -1.2 0 -2 12 -5
Emerging Markets | e e B -1.3 0 2 16 -2
Interest Rates basis points

US 10y Yield T 150 -3.3 20

Germany 10y Yield TN 1022 2.1

Japan 10y Yield e 0.08 -0.7

UK 10y Yield LS 0,97 2.2

Credit Spreads basis points

US Investment Grade e, 86 2.0 -3 -5

US High Yield N~ 314 4.6 -7 -11

Europe 1G pnponn 49 -0.7 0 4

Europe HY N 247 2.7 4 18

Exchange Rates %

USD/Majors oM 93.95 0.2 1 1

EUR/USD NN 117 -0.3 0 -1

USD/JPY e 1114 | 01 [ 1

EM/USD M 55.5 0.1 -1 -2

Commodities %

Brent Crude Oil ($/barrel) T 79 0.7 3

Industrials Metals (index) T 164 -0.4 -1 2 24
Agriculture (index) | 5y 0.5 2 -2 19
Implied Volatility %

VIX Index (%, change in pp) *J\M 22.5 -0.8 1.6 6.1 -3.8 -0.3
US 10y Swaption Volatility W 76.2 0.0 9.9 2.1 32.7 16.1
Global FX Volatility Mo 68 0.0 0.0 0.2 -2.6 1.3
EA Sovereign Spreads 10-Year spread vs. Germany (bps)

Greece ortvom o 107 1.2 -2 -6 -50 -13
Italy Ay A, 103 2.3 4 -2 -37 -8
Portugal Mt e, 54 0.5 0 -6 -25 -6
Spain o™ 63 -0.7 0 -8 -14 2

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
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Turkey A 7 886 | 02 23 5 A2 | <16 [T 179
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Indonesia A 6163 | 08 1 0 3 M 171 -13 12
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Chile e 4323 | 00 1 148 5 5 49 8
Colombia e~ 1351 | 04 3 299 9 25 25

Mexico T 50026 | 13 0 354 7 2 3
Peru W 18515 | 07 4 170 2 -4 -13 41
Hungary " 51659 | 04 1 128 9 4 31 21
Poland """ 69823 | 06 2 21 5 15 12 7
Romania """ 12590 | 05 2 192 2 7 64 a1
Russia _~~—"""" 4066 | -11 1 159 0 -10 75 20

South Africa T 64173 | 06 3 5 18 8 [ 366 8 15 - -18
Turkey | e 1306 0.9 -1 -4 24 5 M 509 27 50 -133 62
Ukraine T 526 0.0 0 0 5 5 MNre, 515 31 20 206 | 22
EM total L 50 0.0 0 2 16 2 Mo pens 371 6 15 -49 33

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