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Brl/Mxn - Opportunity To Go Long In Election Aftermath 
- by Chris Shiells, p6-8
From the markets point of view, elections mark an important moment for
Latin America’s largest economy. If the next president is unable or unwilling
to implement fiscal reforms to rein in Brazil’s runaway budget deficit, a
weak recovery could lose steam, sending the country back into recession.

China Insight: PPP Investment Accelerates, A Recovery Of LGFVs Won't Be 
Far - by Tim Cheung, Riki Zhang, p9-10
Given no signs of easing on housing policy, infra development is probably 
the only sector to potentially see a large increase in credit demand. 

EUR/USD – Scope For Further Gains But Tough Barriers Ahead – Andy 
Dowdell, p12
Watch for a stronger recovery to 1.1750/91, possibly 1.1851/1.1928. Below 
1.1394 resumes course lower towards 1.1187/1.1110.

US 5/30S Spread – Scope To Re-test Cycle Flats - by Marnie Owen, p13
Enter into a flattener with scope towards 2.4 with potential for inversion. 
Place a protective stop above 30.9.
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Inside this week’s edition…

Know the Flows: China And US Funds Seemingly Immune To Trade 
Tensions Between World’s Largest Economies - by Cameron Brandt, p3
The escalating trade war between the US and China is casting a growing
shadow over the global economy. But funds dedicated to the two
protagonists sailed above the fray during the third week of August, as
investors in both countries tuned out the political noise and focused on
strong domestic stories.

Much Ado About FOMC Minutes - by David Ader, p4
One should hardly be surprised by Trump’s admonitions of the Fed,
specifically his pick for Chairman, given his tendencies towards people who
don’t do exactly what he wants. I’m not sure what Trump’s issue is given
the generic state of the stock market and economy overall.

The Gbp Week - Bias Is Bearish, Mark Mitchell, p5
The fact that the market is so overwhelmingly short of Sterling should limit
further losses and accentuate gains if we do receive any good news on the
Brexit front.
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The escalating trade war between the US and China is casting a growing
shadow over the global economy. But funds dedicated to the two
protagonists sailed above the fray during the third week of August, as
investors in both countries tuned out the political noise and focused on
strong domestic stories. Flows into EPFR-tracked China Equity Funds hit
a nine-week high, US Equity and China Bond Funds posted inflows for
the 14th and 16th time respectively since the start of the second quarter
and US Bond Funds took in fresh money for the ninth week running.

With the rest of the world in line to be trampled by this confrontation
between the world’s two economic super-powers, investors continued
to bail out of funds with global, emerging markets and European
mandates. Redemptions from Emerging Markets Bond Funds climbed to
an eight-week high, money flowed out of Emerging Markets Equity
Funds for the 13th time in the past 14 weeks, Europe Equity Funds
posted their 24th straight outflow, Europe Bond Funds recorded
consecutive weekly outflows for the first time since mid-June and both
Global Equity and Bond Funds experienced net redemptions.

Overall, flows remained in the summer doldrums. For the week ending
August 22, EPFR-tracked Bond Funds posted collective net outflows of
$543 million while Equity Funds took in a modest $2.5 billion and Money
Market Funds nearly $18 billion.

With yields on US Treasuries currently exceeding the average dividend
yield for the companies in the S&P 500 index, investors continue to pull
out of Dividend Equity Funds. Collectively, these funds have recorded
outflows in 31 of the 34 weeks year-to-date with total redemptions now
north of the $60 billion mark.

At the single country fund levels, South Africa Bond Funds posted their
biggest outflow on record while redemptions from Austrian Bond Funds
hit levels last seen in mid-2Q17. Argentinian Equity Funds extended
their longest run of outflows in over seven years and investors pulled
money out of Brazil Equity Funds for the eighth week running.

Although Consumer Goods Sector Funds saw their longest inflow streak
since Q1 2015 come to an end and flows to Technology Sector Funds
rebounded after their 14-week inflow streak was snapped the previous
week, overall flows for EPFR-tracked Sector Fund groups retained their
defensive tinge during the seven days ending August 22. Telecoms
Sector Funds recorded their 10th consecutive inflow, Healthcare Sector
Funds attracted over $500 million for the seventh straight week and
flows into Utilities Sector Funds hit a six-week high while Financials,
Energy and Commodities Sector Funds recorded outflows ranging from
$242 million to $1.27 billion.

Know The Flows - China And US Funds Seemingly Immune To Trade Tensions Between World’s Largest Economies
By Cameron Brandt, Director, Research Back to Index Page

For further information on EPFR, please click HERE

https://financialintelligence.informa.com/products-and-services/data-analysis-and-tools/epfr
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One should hardly be surprised by Trump’s admonitions of the Fed,
specifically his pick for Chairman, given his tendencies towards people
who don’t do exactly what he wants. I’m not sure what Trump’s issue is
given the generic state of the stock market and economy overall. If he
were a thinking man on the topic, surely, he’d be satisfied with the tax
and spending plans he has at his back and wouldn’t quibble about the
Fed hiking.

The irony or self-serving cynicism of his critiquing Yellen for keeping
rates too low merely to boost Obama’s legacy comes to mind. Oh, and
he did say that. This is from CNBC just before the election; Trump said
rates are being kept lower to bolster Obama's legacy. "Any increase at all
will be a very, very small increase because they want to keep the market
up so Obama goes out and let the new guy ... raise interest rates ... and
watch what happens in the stock market." Then again, maybe he’s
talking position.

To those who say the implications of a flattening yield curve is different
this time around, I offer up Atlanta Fed’s Bostic on the subject. He said
that an inverted curve is indeed a concern and something he’d vote
against if he saw policy going that way. Pay attention to this. A number
of Fed officials are giving due respect to the curve’s predictive capability
including Powell and Bullard among others. You may not agree with
their concern, but to the extent it translates to policy you have no other
choice in the matter.

Those who say this time is different rely on two major themes. One is
that the Fed’s use of the balance sheet has made long rates lower than
they otherwise would be and that has been exacerbated by foreign
central banks doing their own version of QE. The second is that because
of monetary policies, US rates are that much more attractive drawing in
foreign money. I don’t disagree that those are major influences, but
they ignore the Fed’s hiking and its ‘targets’ (inflation, dot plots) putting
upward pressure on short rates even more.

Too, the balance sheet story has an expiration date. I’m being cute here,
but first the reduction is well under way without observable market
consequences that I can identify. There’s a growing chorus out there
suggesting the balance sheet reduction won’t last too much longer due
to liquidity needs. Further, if we agree that the balance sheet will be
larger than pre-crisis due to various factors (money in circulation, for
example) and that the portfolio will largely be made up of Treasuries,
then there’s a good case for the current level of Treasury holdings not to
have much further to go; I can imagine the reduction in Treasuries
ending by 2020 and sooner if global liquidity needs concern the Fed.

What we don’t know is the maturity breakdown goal, but I suspect it will 
largely be in bills (again the liquidity thing) though in a recession would 
likely move out the curve.  Again.

Much Ado About FOMC Minutes
By David Ader, Chief Macro Strategist

This is an excerpt from Ader’s Musings. For the full article, please click HERE.

Back to Index Page

https://financialintelligence.informa.com/resources/product-content/ader-steady-at-the-fed-sideways-in-the-market
https://igm-novus-production-uploads.s3.amazonaws.com/uploads/upload/asset/100395/Ader_FI_musings_Aug_24.pdf
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Expected Gbp/Usd trading range is 1.2750/1.2950.

It was a week of mixed fortunes for the Pound last week. Against the
Dollar the UK unit recovered smartly during the first three days of the
week, with Cable rising to 1.2936 from the previous week's fourteen
month lows down at 1.2662. The pair handed back a significant
proportion of those gains, after the UK govt published its contingency
plans for the event of a no-deal Brexit. The warnings over increased red
tape and delays at border crossings did not sit well with investors and
Cable slipped back to 1.2800 at one stage. The early Cable strength last
week was mostly due to the Trump rhetoric aimed at the Fed and
further rate hikes and the enveloping personal scandal surrounding the
President, so it is worth taking a look at how Sterling performed against
the Euro last week.

Badly, is the one word answer, with Eur/Gbp piercing resistance at

0.9030/33 on Friday before pushing on to its highest levels in almost a
year up at 0.9060 in early Asian trade Monday.

The UK press this weekend has continued the theme from the Thursday
contingency plans, with Brexit the only influence of note on the UK unit
at the moment.

It is a quiet week data wise from the UK, with lending and money supply
data on Thursday, the minor highlight. We are now not too far away
from the next BoE meeting on September 13.

The latest CFTC data on IMM positioning shows that Sterling spec shorts
are at their highest level since May 2017.

RISK: The fact that the market is so overwhelmingly short of Sterling
should limit further losses and accentuate gains if we do receive any
good news on the Brexit front.

The Gbp Week - Bias Is Bearish
By Mark Mitchell, Senior FX Analyst Back to Index Page
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Official campaigning for the Brazilian Presidential Election in October has
begun, with the candidates all now registered, and the first polls since
this deadline passed have been published. The main issues as the vote
draws nearer remain the same; What impact will jailed front-runner Lula
have on the election? Who will emerge out of the pack to challenge
him? Polls consistently show widespread dissatisfaction with the
political-class after years of corruption, and rising crime, will this mean
Brazil is ready to vote for a radical change?

From the markets point of view - the elections mark an important
moment for Latin America’s largest economy. If the next president is
unable or unwilling to implement fiscal reforms to rein in Brazil’s
runaway budget deficit, a weak recovery could lose steam, sending the
country back into recession.

A Look At Mexico – Worst Case Scenario Was Not That Bad

The outcome of the Brazilian election could follow that of Mexico's in
July, although there is a lot more uncertainty around the result at the
moment than there was in the run up to the Mexican vote, when AMLO
was the clear favourite (and was allowed to take part!). However, in
Mexico the thought of left-wing candidate AMLO winning the election
was scary for markets and in the lead up this contributed to the Mxn's
15% decline versus the Usd from mid-Apr to mid-Jun. Like in Brazil there
was a strong ant-establishment sentiment, which AMLO played on, and
even though Mexico's economic and corruption backdrop was less
negative than in Brazil, investors feared that AMLO would end market
friendly policies and could herald the unravelling of key reforms.

The dashboard (next page) shows how in the month running up to the
election and since AMLO's victory, Mexican assets have rallied. This
shows how certainty over the outcome (whatever it may be) is
welcomed by markets, and the fact that AMLO has said and done all of
the right things to calm markets since his victory. Thus, Usd/Mxn has
pulled back under 19, and the Mxn is the only EM currency to see gains

versus the USD since 1 June (+5.24%), whilst the Mexbol is now 10%
higher and the yield on the USD Jan-2028 bond has fallen ca 45bp.

What Each Candidate Means For Brazilian Markets.

• Lula/Haddad – the most fearful of outcomes for markets. Would roll
back policies to ease labour rules and implement a spending cap,
favours capital controls to reduce FX volatility.

• Bolsonaro – Wants to reduce the size of the government, backs
faster privatisation including Petrobras and use proceeds to pay down
debt. Has promised to drastically cut spending and cut taxes. His
policies should be market friendly, but his Trump-esque rhetoric will
increase market volatility and there may be an initial negative
reaction in markets due to his more controversial views.

• Alckmin – Supports privatisation, including Petrobras, wants to
simplify and cut tax, aims to slash govt spending, will retain spending
ceiling. Thus the most market friendly and should stimulate the
economy, thus leading to positive market reaction.

• Gomes – Wants to fix petrol prices, expropriate oil fields auctioned
off to foreign investors, increase taxes and use FX reserves to pay
down debt. Policies are market unfriendly.

• Silva – Pro-privatisation, but not Petrobras, wants to soften impact of
petrol price changes on consumers, agrees with spending ceiling but
less rigours, will increase taxes - should not be too disruptive.

Cont. page 7

Brl/Mxn - Opportunity To Go Long In Election Aftermath
By Chris Shiells, Managing Analyst Emerging Markets Back to Index Page
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Cont. page 8

Brl/Mxn - Opportunity To Go Long In Election Aftermath - continued…
Back to Index Page



Title

8

The Context

Brl/Mxn - Opportunity To Go Long In Election Aftermath

Brazil is still recovering from a large recession, and during a recovery
period like this one, populist leaders tend to win elections, which puts
Bolsonaro in the driving seat, if Lula does not run. The initial reaction
would likely be a Brl sell-off for all candidates except from Alckmin.
Whoever wins will need to make an effort to restore fiscal imbalances,
whatever populist rhetoric they spout on the campaign trail. The
examples of Turkey and Argentina should serve as recent warnings as to
what can happen if some form of fiscal/economic sustainability is not
put into place.

Thus, we expect that eventually there will be a Mexican-esque rally in
Brazilian markets after the election, after an initial sell-off, the severity
of which depends on who wins. If the PT Party candidate wins (even if
not Lula) the initial sell-off will be steeper, and will decrease in the
following order (Gomes, Bolsonaro, Silva), with an Alckmin win possibly
seeing an immediate rally.

Ahead of this we expect Brazilian markets to become increasingly
nervous if the leftist candidates continue to gain momentum in the polls.
We would express this view in a short BRL/MXN positioning targeting a
return to sub 4.5000 levels. This could be accelerated by more positive
news out of Mexico and the ongoing NAFTA negotiations, with talk that
a deal could be agreed between the US and Mexico as early as this week.

However, the Brl has only been this weak at times of great political
stress - following the country's downgrade to junk and during the first
stages of the impeachment of Dilma Rousseff - and this suggests that
that Brl pricing is too extreme, as the currency is not (yet) in crisis mode,
whilst CTFC data suggests short Brl is already a crowded trade. Also at
some point, the BCB would likely step in and sell fresh FX swaps, as it did
as recently as June, to curb Brl weakness. This all means that we would
be looking for entry points to go LONG BRL/MXN, dependent on
whoever wins, but we will update on what these may be closer to the
time of the election

Brl/Mxn - Opportunity To Go Long In Election Aftermath - continued…
Back to Index Page
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We have seen a lot of signs of de-escalation of financial deleveraging since
PBOC and CBIRC, on 20 July, announced a set of less harsh
implementation guidelines for the asset management business and the
consultation paper on banks' wealth management products (WMPs).

We lately observed that total private public partnership (PPP) investment
reversed its recent downward trend and increased by CNY224bn to
CNY17.2tn in June (chart 1). As the cleanup campaign comes to an end,
the execution of PPP should pick up and more projects would be added to
the official pool. The return of PPP may add around 2 percent points to
infra investment growth in the remaining five months.

Given no signs of easing on housing policy, infra development is probably
the only sector to potentially see a large increase in credit demand. Due to

that, PPP recovery is needed.

A relaxation of restriction(s) on PPP, in our view, will be positive for LGFV
financing at the local government level. A signal reinforcing a potential
turnaround of the LGFV sector is Premier Li's recent comments on infra
development-related investment at the local government level. Premier Li
on 23 July said at a State Council meeting that the government would
guide FIs to satisfy LGFVs' reasonable funding demands. During his trip in
Tibet on July 25-27, he said that infra development-related investment in
Central and Western China is a good choice for stimulus. Both comments
significantly improved investors' perception of LGFVs and lowered LGFV
bond yields by 20-50bps. In our view, these positives will likely prompt a
notable recovery of local government project bond issuance in Q4 of this
year, which is still very sluggish as shown by the grey bars in chart 2.

Cont. page 10

China Insight: PPP Investment Accelerates, A Recovery Of LGFVs Won't Be Far
By Tim Cheung Head of China, Riki Zhang EM Analyst Back to Index Page
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With regard to our favoured LGFV papers (see our 12 June issue of China
Insight), we here below illustrate their performance so far.

Given the sharp depreciation of the CNY and the selloff in Chinese
equities, we are not surprised by their weak performance during the said
period. With credit expansion starting to work out at the local
government level, we expect most of these papers will see a decent
recovery over the rest of the year.

As per the latest data (chart 3), we note the nationwide banks in mainland
China significantly increased their holdings of local government bonds
(may or may not include project bonds) in July. That, to a certain extent,
suggests investors' appetite for debt papers at the local government level
are picking up.

China Insight: PPP Investment Accelerates, A Recovery Of LGFVs Won't Be Far… Continued
Back to Index Page
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• Bounced off 1.1301 near confluence of prior lows/highs and 200-

WMA to trigger a bullish stochastics divergence

• Scope for gains to 1.1750/91, but tough barriers from 1.1851 up to

1.1996 guard against a more sustained rally

• Below 1.1394 resumes course lower, exposing 61.8% of the January

2017 – February 2016 advance at 1.1187

____________________________________________

STRATEGY SUMMARY

Watch for a stronger recovery to 1.1750/91, possibly 1.1851/1.1928. 
Below 1.1394 resumes course lower towards 1.1187/1.1110

EUR/USD – Scope For Further Gains But Tough Barriers Ahead
Technical Analysis by Andrew Dowdell Back to Index Page

Resistance Levels 

R5 1.1996 14 May 2018 high 
R4 1.1928 50% of 1.2555-1.1301 fall, near the 50-Week MA 
R3 1.1851 14 June 2018 high 
R2 1.1791 9 July 2018 high 
R1 1.1750 23 July 2018 high 

Support Levels 

S1 1.1394 20 August 2018 low 
S2 1.1301 15 August 2018 low, near the 9 November 2016 spike high at 1.1300 
S3 1.1187 61.8% of 1.0341-1.2555 rally 
S4 1.1110 30 May 2017 low 
S5 1.0906 27 March 2017 high 
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• The RSI has remained below 30 for 11 months, but except for a 3-

month stint below 30 in 2000, since 1994 (our first full year of data), it

has stayed below 30 anywhere from 9-15 months per cycle

• Below July's 18.6 11-year tights would stage an extension towards

the key 2.4 area near a Fibonacci cluster

• Steepening through 30.9 would prolong consolidation, but only

above 40.4 suggests a more enduring reversal

____________________________________________

STRATEGY SUMMARY

Enter into a flattener with scope towards 2.4 with potential for 
inversion. Place a protective stop above 30.9.

US 5/30S Spread – Scope To Re-test Cycle Flats
Technical Analysis by Marnie Owen Back to Index Page

Resistance Levels 

R5 86.6 1 November 2017 wide 
R4 65.4 9 February 2018 key peak 
R3 52.8 5 March 2018 minor peak 
R2 40.4 30 May 2018 peak near 40.0, 1 February 2018 prior trough and 200 DMA (41.0, not shown) 
R1 30.9 13 August 2018 peak 

Support Levels 

S1 18.6 12 July 2018 11-year trough 
S2 10.4 5 June 2007 minor higher trough  
S3 2.4 29 June 2006 trough near 2.1 (1.00x 256.3/100.9, 157.4) and 1.9 (1.50x 287.8/184.2, 157.4) 
S4 -12.7 2006 trough – 27 February, near -10.4, 1.618x 287.8/184.2, 157.4 
S5 -28.9 6 September 2000 narrows 
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