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e The Fed signaled fewer rate cuts in the updated economic projections (link)

e 2-year Treasury yields reached the highest level since 2006 (link)

e Canada’s inflation rate re-accelerates on higher gasoline prices (link)

e The pound weakens after BoE leaves policy rate unchanged (link)

e Swedish Riksbank hikes rates as expected and announces FX hedging (link)

e Brazil's central bank cut benchmark interest rate by 0.5% to 12.75% as expected (link)
e Chinese authorities signal more policy measures to come (link)

e Special Feature: Corporate Earnings Monitor Second Quarter 2023 (attached)
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Treasuries extend drop following a hawkish Fed

Hawkish Fed, higher yields, a number of central bank actions in Europe. Treasuries continued to trade
weaker following a hawkish Fed meeting that conveyed a higher for longer message for yields. The Fed's
latest economic projections took two rate cuts for next year off the table, on the back of stronger economic
momentum, lower unemployment, and only gradually receding inflation. This prompted 2-year Treasury
yields to reach their highest levels since 2006. In Europe, a number of central banks made decisions today:
the Bank of England kept its policy rates unchanged, leading to a weaker pound. The Swedish Riksbank,
as expected, raised its rates, and delivered a surprise by announcing plans to hedge parts of its foreign
currency reserves, strengthening the Swedish Krona. Meanwhile, the Norges Bank delivered an expected
rate hike, which had negligible impact on the Norwegian Krona. The Swiss franc depreciated after the Swiss
National Bank unexpectedly held its policy rate at 1.75%, contrary to market expectations of a 0.25% hike.
The central bank of Turkiye hiked rates by 500bps, as expected with a weaker Lira following the decision.
Later today, the South African and Egypt Central Banks will meet with both expected to keep rates on hold.

Key Global Financial Indicators

Last updated: Level Change from Market Close

9/21/23 8:41 AM Last 12m Latest 1 Day 7 Days 30 Days 12MmM
Equities % %
S&P 500 =" 4402 -0.9 -1 0 16 15
Eurostoxx 50 L~ a0 [ - 0 20 11
Nikkei 225 32571 -1.4 0 2 20 25
MSCI EM g T 39 -0.4 -1 1 4 2
Yields and Spreads bps
US 10y Yield W 4.48 7.1 19 14 95 60
Germany 10y Yield S et 2.77 6.7 18 7 88 20
EMBIG Sovereign Spread "\M.—f‘"-\\,_ 412 -5 -12 -13 -94 -40
FX / Commodities / Volatility %
EM FX vs. USD, (+) = appreciation e N 47.3 -0.5 0 -1 -4 -5
Dollar index, (+) = $ appreciation e~ 105.7 0.4 0 2 -4 2
Brent Crude Qil (S/barrel) RPN 93.2 -0.4 -1 10 4 8
VIX Index (%, change in pp) P e, 16.3 11 3 -1 -12 -5

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

Initial jobless claims fell to 201K, below expectations, the lowest level since January, as
the labor softening is taking longer than expected. S&P 500 futures fell (-0.9%), Nasdaq futures
underperformed, while bond yields rose (10-year at 4.48%) alongside the dollar (+0.4%).

Period Consensus Actual Prior Revised
Initial Claims Sept. 16 225K 201 220K 221K

Source: Bloomberg L.P.

The Fed signaled fewer rate cuts and 2024 Fed Fund forwards came under fire. In yesterday’s Fed
meeting, the Fed held federal funds at a range of 5.25-5.5% and the updated economic projections took
center stage. The Fed marked-up growth for this and next year on the idea that economic momentum is
strong while inflation remains elevated, leaving Fed Funds higher for longer. The projections portray
significant reductions in the unemployment rate, which some market contacts see at odds with the fairly
unchanged inflation forecasts that predict a gradual return to the target. The median Fed Fund dots for
2024 and 2025 both increased by 50 bps (left chart), taking two rate cuts for next year off the table. In the
press conference, Chair Powell flagged upside risks and made distinctions in the short versus long run
neutral rate, so that market contacts saw the upward shift in the 2024 median dot as far more powerful than
the move in the 2025 one. Following the hawkish forward guidance, money markets continue to price out
rate cut expectations for next year, with one more rate hike towards terminal (right chart).

In its September economic projections, the Fed Money markets continued to price out rate cut
moved up by +50 bps the 2024 and 2025 median dots expectations with one more hike to terminal
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Treasury yields reached cyclical highs following the Fed meeting. 2-year Treasury yields reached
surpassed 5.17%, the highest level since 2006 and 10-year Treasuries pulled up further to 3.39% (left
chart). The shift upwards was largely driven by real yields (right chart), consistent with the Fed'’s higher for
longer narrative conveyed during yesterday’s hawkish meeting. From here, the repricing of 10-year yields
might have further legs to run as a Bloomberg survey taken yesterday after the Fed meeting showed that
half of the 172 surveyed market participants see the peak in 10-year yields above 4.5%.
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Treasury yields sharply corrected, reaching . which real yields drove, reflective of the
cycle highs... restrictive forward guidance
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Canada

Canada’s inflation rate re-accelerates for the second consecutive month. In August, Canada’s
consumer price index increased by 4% yly (exp. 3.8% from 3.3%), which was the fastest rate since April.
The gains were mostly due to rising gasoline costs (which rose by 0.8% yly, the first increase since
January). While the Bank of Canada might be looking through the surge (with recent GDP and job vacancy
rate data weaker-than-expected), overnight swaps traders increased their wagers that the central bank
would continue tightening, with the likelihood of another hike in October climbing to over 50% (55% after
yesterday’s Fed meeting), up from 25% on Tuesday. Canada’s 2-year government bond yield intially
jumped by 4 bps to 4.89% after the release, but surpassed 4.97% at the end of the trading session as
traders took their cue from the surge in Treasury yields.

Canada’s headline inflation rises again on the
back of rising gasoline prices...

. and Canada’s 2-year yields moved up, in
tandem with Treasuries
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Euro Area

European equities were trading lower, the euro weakened, and sovereign core yields increased in
the aftermath of the FOMC meeting. The Stoxx 600 Europe index was lower (-1.1%), with most sectors
trading lower. Sovereign yields increased (10y bund +4bps to 2.74%), reversing yesterday’s moves. The
euro was trading weaker against the dollar (-0.2% to 1.06).

United Kingdom

The pound extended early morning losses after the Bank of England’s (BoE) rate decision. The
pound extended early morning weakness and was trading -0.5% weaker against the dollar at 1.23 after the
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rate announcement. Markets have scaled back BoE tightening expectations and are now pricing the
terminal rate at around 5.4%. Gilt yields were higher (10y yield +8bps to 4.29%).

In a split decision, the BoE kept rates on hold. The MPC voted by a majority of 5—4 to maintain Bank
Rate at 5.25%, with four members in favor of a 25bps hike. Consensus had expected a 25bps hike, but
some analysts had expected the BoE to remain on hold significant downside surprise in August inflation
data. Markets had also scaled back hiking expectations recently. The BoE expect CPI inflation to fall
significantly further in the near term but said that further monetary policy tightening appears required if there
were evidence of more persistent inflationary pressures.
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Sweden

Swedish Riksbank hiked rates by 25 bps to 4%. The central bank said the policy rate could be increased
further, with forward guidance showing a peak of 4.1% (up from 4.05% in June). Market contacts see this
interest hike as the final one in this tightening cycle. In this regard, Goldman Sachs analysts expect rates
to remain on hold and only see the first rate cut in Q4 2024. ING analysts caution that renewed currency
weakness could result in further tightening.

Sweden: Inflation and currency
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Source: Bloomberg and IMF calculations
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The Swedish Krona strengthened on the Swedish Riksbank’s announcement to hedge parts of its
FX reserves. Against the backdrop of a -6% depreciation against the euro this year, Riksbank officials
stated that the krona was unjustifiably weak. Accordingly, Riksbank decided to hedge a quarter of its foreign
currency reserves by selling $8 bn and €2 bn for Swedish krona. The currency hedging is set to start on 25
September 2023 and will be fully completed within four to six months. While the Swedish krona weakened
-0.5% against the euro after the interest rate decision, it strengthened sharply by as much as +0.8%
following the currency hedging announcement. Gains were, somewhat retraced in later trade to settle at
11.93/€.

Emerging Markets back to top

In Asia, equity markets and currencies inched lower. Stock markets only gained in Philippines (+0.9%)
and Thailand (+0.4%), while contracting in China (-0.9%), India (-0.9%) and Indonesia (-0.3%). In FX
markets, except for the Indonesian Rupiah (+0.1%) most currencies depreciated, led by the Chinese Yuan
(-0.3%)

EMEA equity markets were mostly trading lower, with currencies weakening and local currency
bond yields edging higher, with risk sentiment dented by concerns of higher-for-longer global
interest rates. Equities in Hungary (-2.7%) underperformed and the Hungarian forint seeing the largest
losses among CEE peers (-0.7% to 386.93/€) following news after commentary from the central bank
governor that market contacts saw in favor of further interest rate easing. Banking stocks were lower after
the finance minister indicated that higher taxes on bank profits is a possibility. South African equities were
lower (-2.1%) and the rand marginally weaker against the dollar (-0.2% at 18.89/$).

Latin American assets traded mostly in narrow ranges on Wednesday. Stocks gained in Brazil (0.7%),
Mexico (0.6%) and Colombia (0.4%). Chile’s equity markets lost after reopening from a long weekend
(-1.2%). Currencies depreciated in Brazil (-0.3%), Peru (-0.3%) and Mexico (-0.1%), while the Chilean peso
(0.6%) and the Colombian peso appreciated versus the US dollar (0.4%).

Brazil

Brazil's central bank cut benchmark interest rates as expected. In yesterday’s meeting, the central
bank has cut its policy rate by 0.5% to 12.75%, which marks the second consecutive time of a half percent
cut. As service inflation slows, Brazil central bank’s officials signaled that they plan to maintain this pace in
upcoming meetings. They see the GDP growth observed during the first half 2023 as a sign that they have
accomplished a soft landing of the economy. Brazil's sovereign bond yields fell across the yield curve before
the central bank announcement. Meanwhile, Brazilian Development Bank plans to allocate $4.1 billion for
infrastructure projects, primarily through local debt purchases by infrastructure companies. This move aims
to attract private investors and increase the impact of financing.
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China

Policymakers hinted at more
stimulus measures to come to
support the economy, fueling :g;:;:t;:ﬁ;gﬁﬂ\

market expectations for policy _\_\1 Laso
support. The People’s Bank of —H\

China (PBC) stated it has sufficient [
policy room meanwhile government E 350
officials pledged to improve local ﬁ\

government finances and step up >
policy action. Analysts expect the = faso
central bank to further cut the ot |
reserve requirement ratio for banks

and lower interest rates in the

coming months. As for the yuan, it has hit its weakest level against the dollar since December 2007 two
weeks ago on the back of the widening rate difference between China and the US. Against this backdrop,

the PBC warned against speculation, stating it would crack down on behaviors that disrupt the market order
and firmly prevent risks of excessive yuan adjustments.
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Tarkiye

The central bank of Tiurkiye (CBT) hiked rates by 500bps, as expected. With the latest decision, the
one-week repo rate now stands at 30%. The CBT has hiked rates by 1650bps in the past three meetings.
The policy statement said that “monetary tightening will be further strengthened as much as needed in a
timely and gradual manner until a significant improvement in the inflation outlook is achieved.” The lira
weakened against the dollar after the decision (-0.2% to 27.09).

Traders Ramp Up Bets for Higher Turkish Rates
Lira swaps show expectations for rate hikes are on the rise
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Global Financial Indicators

Level

September 21, 2023
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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
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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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