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Global equities have extended their rally in recent months, on balance,
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since October ...
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... supporting a rebound in equity issuance, especially in emerging
markets.

2. Gross Equity Issuance
(Billions of US dollars, quarterly)
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In the United States, valuations are high relative fo their historical
averages and pre-GFC peak, and to other countries.
3. Valuation Metrics
(Dotted arrows: 2008-12; solid arrows: 2012-18;
squares: long-term average)
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However, US equity valuations appear low relative to US Treasuries.

4. Valuation Metrics

(Z-Scores)
3- —— PE (left scale) =3
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The relative equity valuations are closer to their historical averages if
more sustainable earnings are assumed.
S5 . Bloomberg Finance L.P.; Citigroup
Index LLC; ICE Bank of America Merrill
Lynch; JPMorgan Chase & Co; IMF, World
Economic Outlook (WEQ) database;Morgan
Stanley Capital International (MSCI);
Standard & Poor’s; Thomson Reuters IBES;
and IMF staff calculations.
7E: bps = basis points; CAPE = cyclically
adjusted price-to-earnings ratio; EM =
emerging market; EMEA = Europe, Middle
East, Africa; EPS = earnings per share;ERP =
equity risk premium; GFC = global financial
crisis; Latam = Latin America; PE =

price-to-earnings ratio.
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A still-high share of negative-yield assets ...
1. Share of Negative Yielding Global Bonds
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... has supported demand for risky assets and compressed credit spreads.
2. Credit Spreads per Rating Bucket, 1999-2018
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This has spurred the new issuance of risky bonds in
lower-credit-quality buckets.
3. Share of the Lowest Credit Bucket
(Percent)
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Profitahility has helped reduce debt ratios.
4. Debt Ratios
(Net debt to EBITDA, percent)
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As a result, interest coverage ratios have dipped, except for the United
States and China.

5. Interest Coverage Ratios
(EBIT to interest expense)

— United States —— Europe
— China EMs excluding
China

1999 2001 03 03 07 09 1 13 19 1703

>k : Bloomberg Finance L.P.; ICE Bank
of America Merrill Lynch; JPMorgan Chase &
Co; Standard & Poor’s; and IMF staff

calculations.

7E: In panel 2, the full sample is from
1999 to 2018. In panels 4 and 5, the full
sample from 1999 to 2005 from the source is
limited. In panel 6, high leveraged isdefined as
firms with net debt divided by EBITDA > four
times. Real estate and utilities sectors are not
included. EBIT = earnings before interest and
taxes;EBITDA = earnings before interest,
taxes, depreciation, and amortization; EM =

emerging market.
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Loan issuance reached record highs in 2017 ...

1. New Issue Global Leveraged Loan Volume

(Billions of US dollars)
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... With the share of proceeds used to fund acquisitions and
shareholder enhancements still large.

2. Global Leveraged Loan Issuance by Use of Proceeds
(Percent)
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Covenant protections have weakened over time ...

3. New Issue Covenant-Lite US Leveraged Loans and Covenant
Quality Index
80—
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KiJi: Barclay’s; Moody’s Default and
Recovery database; Standard & Poor’s
Leveraged Commentary and Data; and IMF

staff calculations.

7E: In panel 3, the Moody’s Loan
Covenant Quality Index score is a yearly
average; data are unavailable from 2008 to

2010 due to lack of rated leveraged loan
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issuance. A higher Covenant Quality Index

score represents weaker covenant protections.
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In the United States, correlations between individual stocks and across
sectors have picked up.

1. Average Correlations
(90-day rolling versus S&P 500; cap weighted)
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Within the global equity market, cross-country correlations have
rebounded somewhat.

2. Average Correlations
(Versus the United States; five-year rolling window)
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The average correlations across major asset classes have remained
relatively high ...

3. Average Correlations with S&P 500
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... While market turnover has been relatively low.

4. Corporate Bond Market Turnover
(Ratio of trading volumes to amounts outstanding, percent)

— Investmeni-grade bonds
—— High-yield bonds -200

2003

S5 Bloomberg Finance L.P.; Haver
Analytics; Market Axess; and IMF staff

estimates.

7F: Inpanel 4, data are as of
end-February 2018. EM = emerging market.

S&P = Standard & Poor’s.
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Although well below precrisis levels, synthetic CDO issuance is coming
back ...
1. Synthetic CDO Issuance

(Billions of US dollars)
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... with elevated stock borrowing by margin indicating greater leverage
risk in US equity markets ...

2. Margin Debd from Stock Borrowing

700~ sy Margin debt (pillions of US dollars, left scale) -29

G00— —— Margin debt (percent of market Y
capitalization, right scale) M :

500 - r} | ﬁ'w'/

400- f

0
1992 94 96 98 2000 02 04 06 08 10 12 14 16

K 19 Bt RiEe s A b e

AE GTRA L T {8 BLIE 21 25 HE R e i



... and net exposures in margin accounting for stock borrowing
reaching record negative levels.
3. Net Exposure of Investors with Margin Debt
(Percentage of market capitalization)
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There is strong growth in the AUM of selected large regulated bond
funds that use derivatives ...

4. Assets under Management of Selected Bond Funds
(Trillions of US dollars)
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>KJ8:  Annual reports of selected
regulated investment funds; Bloomberg
Finance L.P.; Federal Reserve; Financial
Industry Regulatory Authority; ICE Bank of
America Merrill Lynch; and IMF staff

estimates.
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ETFs invested in less liquid bond markets are receiving strong

inflows ...

1. Assets under Management of ETFs Invested in Global High-Yield,
Bank Loan, and Emerging Market Bonds
(Billions of US dollars)
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... and ETFs are owning a growing share of the underlying markets.

2. Bond ETF Holdings as a Share of Total Market Value
(Percent)
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... their investor base is significantly more flight prone ...

4. Flows as a Percentage of Net Asset Values for High-Yield Bond
ETFs and Regulated Investment Funds
(Percent)
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.. and their greater sensitivity to major iguid markets increases contagion risks.

5. Average Dynamic Conditional Betas with S&P 500

— EM and US highyid ETFs
== Underying indices
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>kJ5: Bloomberg Finance L.P.; EPFR
Global; Haver Analytics; ICE Bank of
America Merrill Lynch; and IMF staff

estimates.

7E: The market value of underlying bonds
in panel 2 is calculated using ICE Bank of
America Merrill Lynch indices. EM =
emerging market; ETF = exchange-traded
fund; NAV = net asset value. S&P = Standard

& Poor’s.
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