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Up, down, and somewhere in between

The decisions from several central banks this week have, on the whole, amplified hopes that the world
economy remains on course for a soft landing. Equity investors were certainly reassured by the absence of
big changes to the Fed's interest rate outlook, despite some concerns following last week’s US inflation
surprises. This week’s unexpected decision by the Swiss National Bank (SNB) to cut interest rates by 25bps,
in the meantime, chimed with the idea that a global easing cycle has now commenced. In the other direction,
moreover, the Bank of Japan’s cautious move toward policy normalization met with a muted financial
market response, possibly because it was softened by some dovish communications. In our charts this week
we assess some of these financial market reactions (in charts 1 and 2), we review recent global inflation
trends (in chart 3), and we then examine China's credit growth (chart 4), and its possible impact on other
Asian economies (in chart 5). Finally, we assess 2023's equity market inflows in a selection of major
economies, as a prelude to a forthcoming webinar with EPFR.

US interest rate expectations

Following this week’s US FOMC meeting, investors are still anticipating roughly three interest rate cuts of
25 basis points by the end of this year (see chart 1). That’s much less than the six such rate cuts that were
being priced in mid-January. But it does mean that investors are now more in sync with the Fed’s
projections that were published in January and subsequently little-changed at the meeting this week.
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Chart 1: Implied expectations for the US Fed Funds rate from futures contracts

<«4— Federal Funds [Effective] Rate (% p.a.)
<— Expected FFR implied from Mar 2024 Futures Contracts
<----- Expected FFR implied from Jun 2024 Futures Contracts

686 Expected FFR implied from Dec 2024 Futures Contracts - > %6'0

36+ -36

30- | -30

AUG 23 SEP 23 OCT 23 NOV 23 DEC 23 JAN 24 FEB 24
Source: Federal Reserve Board/Haver Analytics

The Bank of Japan

The key headlines from this week’s BoJ meeting concerned its exit from a negative interest rate policy. But
there were nuances. For example, the accompanying decision to exit the so-called Yield Curve Control
policy arguably sent a strong signal about the BoJ’s tightening intentions. That said, the yen weakened and
government bond yields (JGBs) dipped following these communications (see chart 1). This could reflect
the combination of a widely-telegraphed decision in the Japanese media last weekend. Governor Ueda's
hint at gradual future rate hikes may have additionally eased investor concerns.

Chart 2: Japan: Long-term interest rate differentials versus the USD/JPY exchange rate
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Inflation in the UK and Canada

Inflation-watching remains in vogue at present given the importance of these data points for central banks’
decision making. On that score, it was notable this week that much of the incoming inflation data that were
published in several major economies surprised expectations to the downside. CPI releases from Canada,
the UK and Denmark, for example, all revealed a sharp drop in headline and core inflation (see chart 3).
This stands in contrast to last week’s US inflation data, which revealed an uncomfortable message about
the trajectory of core inflation and equally surprised the consensus on the upside.

Chart 3: Core CPI inflation in Canada, Denmark and the UK
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Emerging market growth surprises

Possibly in part because the global inflation and interest rate cycle are turning, incoming data for global
growth have taken a turn for the better over the past few weeks. Economic activity in emerging markets, in
particular, appears to have improved according to Citigroup’s growth surprise index. Sentix surveys equally
suggest that a cyclical improvement is underway in Asia (see chart 4) as well as in Latin America.

Chart 4: Emerging market growth surprises versus the sentix expectations component for Asia
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China’s credit growth

It is possible too, however, that an improvement in China’s economy could have contributed to these
regional and broader emerging market positives. This week’s dataflow from China for industrial production
and fixed asset investment certainly registered unexpected improvements in January and February. Haver’s
calculations for China’s credit impulse equally suggest that a broader uplift in the domestic economy might
now have commenced (see chart 5).

Chart 5: China’s credit impulse versus industrial commodity prices
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Equity market flows

Notwithstanding disappointing growth over the past few months, China is notable for having attracted large
positive equity market inflows in 2023, according to data from EPFR (see chart 6). In fact, Asia, as a whole
became a focal point for equity investors last year, with India and Japan also attracting substantial
investment. This trend contrasts with several other major economies, including the US, which experienced
notable equity market outflows.

Chart 6: Net equity flows for selected major developed and emerging markets in 2023
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Data featured in this commentary:

Chart 1: Implied expectations for the US Fed Funds rate from futures contracts

Series 1: FFED@DAILY [Federal Funds [Effective] Rate (% p.a.)]

Series 2: (100 - BFFM24S@FFUTURES) [CBOT: 30-Day Fed Funds Futures: Jun 2024 Contract: Settlement Price(100-FF
Rate)]

Series 3: (100 - BFFU24S@FFUTURES) [CBOT: 30-Day Fed Funds Futures Sep 2024 Contract: Settlement Price (100-FF Rate)]
Series 4: (100 - BFFZ24S@FFUTURES) [CBOT: 30-Day Fed Funds Futures: Dec 2024 Contract:Settlement Price(100-FF Rate)]

Chart 2: Japan: Long-term interest rate differentials versus the USD/JPY exchange rate

Series 1: (RI11IMA@INTDAILY - R1I58MA@INTDAILY) [United States: 10 Year Treasury Bond Mid Yield (% p.a.)]
[Japan: 10 Year Treasury Bond Mid Yield (% p.a.)]

Series 2: X158JBB@INTDAILY [Japan: Spot Yen/USD Exchange Rate: 17:00 in JST (Yen/USD)]

Chart 3: Core CPI inflation in Canada, Denmark and the UK

Series 1: yryr%(S156PCX@G10) [Canada: CPI: All Items Less Food and Energy (SA, 2002=100)]

Series 2: yryr%(H112PCX@G10) [UK: CPI excluding Energy and Unprocessed Food (SA, 2015=100)]
Series 3: yryr%(H128PCX@G10) [Denmark: HICP: All Items Excluding Food and Energy (SA, 2015=100)]

Chart 4: Emerging market growth surprises versus the sentix expectations component for Asia
Series 1: V201CSI@INTDAILY [Citigroup Economic Surprise Index: Based on Emerging Market Currencies (%)]
Series 2: N505VSGX@EMERGE [Asia ex Japan: sentix Overall Index (NSA, %Bal)]

Chart 5: China’s credit impulse versus industrial commodity prices
Series 1: N924CISF@EMERGEPR [-4] [China: Credit Impulse Based on Monthly Social Financing Flows (NSA, 12M % Chg)]
Series 2: yryr%(PZRJOCC@CMDTY) [FIBER Industrial Materials Price Index: Core(1990=100)]

Chart 6: Net equity flows for selected major developed and emerging markets in 2023
*Please refer to the Excel file included in this chart pack.
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