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Indicators All Point to Worsening of Conditions For African Eurobonds
- by Christopher Shiells, p10-11
Average yields for USD-denominated bonds issued by African governments
(excluding SA) rose above 9% for the first time in almost three years during
November. The JP Morgan index also shows spreads on the Africa's
sovereign Eurobonds have widened to 506bp above USTs, the most in two
years.

US 2v10YR YIELD SPREAD – Minor Bounce Ahead of Attempts to Invert
- by Ed Blake, p13
Sell into near-term widening as we await inversion targeting -8. Place a 
protective stop above 25

EUR/GBP – Where Can it Go?
- by Andrew Dowdell, p14
Clearance of .8997 sets up an attempt on .9099/.9155, possibly
.9307/.9415. Below .8656 risks further weakness through .8621 to .8548,
possibly .8420

GOLD/PALLADIUM RATIO – Downtrend Targets 0.924, Possibly 0.864
- by Ed Blake, p15

Look to sell into near-term corrective strength as we await a downtrend 
resumption targeting 0.924, possibly 0.864. Place a protective stop above 
1.147

Know the Flows: Trade Tensions Keep The Lid on Fund Flows in Early 
December - by Cameron Brandt, p3
With global markets whip-sawed by shifting developments in Sino-US trade
talks, the US three and five-year sovereign bond yield curves inverting and
fixed income investors looking ahead to this week’s meeting of the
European Central Bank (ECB), flows to EPFR-tracked fund groups during the
first week of December ranged from negative and subdued.

The US Economic Growth Engine That Might Impact The ECB
- by Marcus Dewsnap, p4
US yield curve inversion (3s5s, briefly 1s2s) and flattening is a major talking 
point.  FOMCers in general remain upbeat on the economy and on balance 
US data isn’t supportive of the purported ramifications of inversion i.e. 
recession.

The NOK Week – Bias is Neutral to Bullish 
- by Mark Mitchell and Andrew Dowdell, p5-6
The latest Norwegian CPI report is a salient reminder that drawing
conclusions from just one month's figures can be an issue. Back in Nov, the
much lower than expected CPI print for Oct and the slowdown in the
Norwegian Q3 GDP numbers led to a downgrading of interest rate rise
projections. Today's CPI data for Nov swung the other way…

CLO Spread Widening Erodes Repricing Benefits
- by Anil Mayre, p7-9
Progressively wider European CLO liability spreads have steadily eroded the
repricing benefit for transactions that have exited their non-call period this
year. At the start of 2018 Triple A notes could be repriced around 80bp
inside their original levels, but that has been whittled down. In one
refinancing, the Triple A bond repriced at just 4bp inside its original coupon.



The Context

With global markets whip-sawed by shifting developments in Sino-US
trade talks, the US three and five-year sovereign bond yield curves
inverting and fixed income investors looking ahead to this week’s
meeting of the European Central Bank (ECB), flows to EPFR-tracked fund
groups during the first week of December ranged from negative and
subdued. The only major groups to absorb over $2 billion were Europe
and Japan Money Market Funds and all Emerging Markets Equity Funds.

Italy’s more conciliatory stance on its proposed 2019 budget took some
of the pressure off Europe Equity Funds, although they collectively
recorded their 13th straight outflow, and dedicated Italy Equity Funds
saw a nine-week run of outflows come to an end. Europe Bond Funds,
meanwhile, extended their longest redemption streak since 4Q11.

Overall, investors pulled $5.1 billion out of all Equity Funds, $833 million
from Alternative Funds, $8 billion out of Bond Funds and $42 billion from
Money Market Funds during the week ending Dec. 5. The bulk of the
Money Market Fund redemptions came from US Money Market Funds,
which nevertheless remain the leading fund group in terms of net
inflows since the beginning of the third quarter. Balanced and Total
Return Bond Funds, the two major multi-asset fund groups, have fared
worst over that period and saw another $4.2 billion flow out during the
latest week.

At the asset class and single country fund levels, France Equity Funds
recorded outflows for the ninth time in the past 10 weeks and Russia
Equity Funds for the 12th time since mid-August while Greece Bond
Funds posted their biggest outflow since 1Q16. Redemptions from
Convertible and Inflation Protected Bond Funds hit 11- and 38-week
highs respectively and Municipal Bond Funds extended their longest run
of outflows since 4Q13.

Against a backdrop that included a one-day, 799-point drop for a
benchmark US equities index and oil prices moving sharply either side of
the $60 a barrel mark, Healthcare/Biotechnology Sector Funds emerged
as investors’ favorite EPFR-tracked Sector Fund group during the first
week of December while Financial Sector Funds posted their fifth
outflow of over $1 billion so far this quarter.

Funds dedicated to the US accounted for the bulk of the headline
number for all Financial Sector Funds. With the three and five-year
Treasury yield curves inverting and Democrats resuming control of the
US House of Representatives -- and expected to block legislation that
rolls back more of the post-2008 crisis regulations – investors are
questioning the outlook for US financial plays despite a good third
quarter earnings season.

Know The Flows – Trade Tensions Keep The Lid on Fund Flows in Early December
By Cameron Brandt, Director, EPFR 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


The Context

US yield curve inversion (3s5s, briefly 1s2s) and flattening is a major
talking point. FOMCers in general remain upbeat on the economy and
on balance US data isn’t supportive of the purported ramifications of
inversion i.e. recession. There are those who stick to the historical
narrative that inversion is a red flag signaling a recession in the future,
but given the length of the expansion, the longer it goes on, then it is
natural for the probability of a recession to increase. The FRBSF point to
the 3m10s spread as the most important to watch. It is not inverted yet.

There are those who point to the regulatory regime as reason for 
inversion in that rules imposed since 2008 have seriously dented 
liquidity.  And there are those such as UBS’ Paul Donovan: 

‘Bond yields used to be dominated by inflation, and inflation used to be
very strongly tied to the economic cycle, so "economy down = inflation
down = bond yields down" sort of worked. US bonds today are not
dominated by inflation. Inflation is not strongly tied to the economic
cycle.’

Breakevens continued to fall … with oil … which suggests these are not
necessarily the most reliable of indicators for the inflation outlook. BMO
also point out

‘Note that this alone still may not be sufficient for the Fed to hold on an
additional rate hike; back in December 2015 they raised the target range
with 5-year breakevens at 1.20%, as headline levels were suppressed by
falling crude prices.’

The US Economic Growth Engine That Might Impact The ECB
By Marcus Dewsnap, IGM Head of Fixed Income Strategy Back to Index Page

This piece is part of Marcus’ Week Ahead.  The FULL outlook can be read HERE.

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/114229/IGM_Weekly_-__7_December_2018.pdf


The NOK Week – Bias is Neutral to Bullish
By Mark Mitchell, Senior FX Analyst

Continued page 6



Expected Eur/Nok trading range 9.5900 to 9.7700

The latest Norwegian CPI report is a salient reminder that drawing
conclusions from just one month's figures can be an issue. Back in Nov,
the much lower than expected CPI print for Oct and the slowdown in the
Norwegian Q3 GDP numbers led to a downgrading of interest rate rise
projections.

Today's CPI data for Nov swung the other way, with underlying CPI
coming in at 2.2% y/y (up from 1.6% y/y in Oct), its highest level since
Dec 2016. This reading is 0.4% above the Norges Bank's forecast.

SEB, in reaction to the data, say that the short-term inflation trajectory is
bound to be lifted in the new MPR on Thu and that domestic price
pressures are rising, suggesting the bank is bound to continue hiking
rates -> exp small changes to the new rate path.

EUR/NOK dipped down to 9.6514 in response from just above 9.7000,
but there is a natural scepticism about the data, given the huge misses in
the last two months. Oil prices continue to be a major influence, with
the OPEC inspired bounce in prices on Fri, being unable to clear recent
highs, which suggest prices may come under pressure again soon.

This is why our stance is Neutral to Bullish and why Eur/Nok recovered
close to 9.6800 after the initial data inspired fall. A break below 9.6339
would sour positive sentiment on the pair, but remember Nok largely
struggles in Dec.

How the Norges Bank interpret these figures on Thu will be crucial for
near term direction and they will be cognisant of the European economic
slowdown on their doorstep.

• Last week's attempt to resume prior up-trend off 9.6339 (near 38.2%
of Oct-Nov's advance at 9.6345) stalled at 9.7331 on Fri

• Back under 9.6339 can trigger a deeper setback, risking to
9.5842/9.5675 (near the 100/200-dma's) next

• Above 9.7331 re-opens the Nov/Sep 9.7692/9.8046 highs, beyond
which lies the YTD peak (9 Feb) at 9.8785

RISKS are centred around the Norges Bank tone on Thu, but oil prices
remain a wild card.

The NOK Week – Bias is Neutral to Bullish cont’d
By Mark Mitchell,  Senior FX Analyst, with Technical Analysis by Andrew Dowdell Back to Index Page



Progressively wider European CLO liability spreads have steadily eroded
the repricing benefit for transactions that have exited their non-call
period this year.

At the start of 2018 Triple A notes could be repriced around 80bp inside
their original levels, but that has been whittled down.

In one refinancing, the Triple A bond was repriced at just 4bp inside its
original coupon.

Halcyon Loan Advisors European Funding 2016 priced in November 2016
with a EUR188.2m Class A-1 at 3mE+103bp. And that was reset in
October with a EUR219m Class A-1 at 3mE+99bp.

However, this was a reset and not just a straight refinancing, enabling
the collateral manager to amend terms of the transactions, such as
introduce a new non-call period to end in October 2020 and a longer
reinvestment period of 4.5-years, versus the original 4-years.

Savings, on a spread basis, were more substantial at the bottom of the
capital structure though. The Single B was reset to 3mE+722bp at a price
of 93 from 750bp at 82.05. The 10-point cash price improvement
amplified the advantage of a 28bp lower coupon to give a 225bp saving
on the discount margin at pricing. The Triple As, however, typically price
at par.

Of the 25 CLOs newly issued in 2016 that have been repriced in 2018, as
at the time of writing, the average Triple A coupon has fallen to around
81bp from about 138bp. The biggest saving was made on Elm Park CLO,
where the Triple A was repriced at 3mE+62bp from an original level of
150bp, which was the joint third widest senior spread that year.

The widest new issue in 2016 was BlueMountain Euro CLO 2016-1 at
155bp, with Contego CLO III just 2bp back at 153bp.

Bouncing off record tights

Having peaked in the mid-150bp range in late Q1/early Q2 2016, Triple A
spreads tightened as the year progressed to the high 90s in late Q4 and
maintained that trend in 2017 aided by tightening loan spreads and
anchor investors.

But after hitting a post-crisis tight in Q1 2018, European CLO spreads
have widened steadily since, as the chart below illustrates.

Fitch said in its Q3 2018 European CLO Index Market Update that
refinancing activity could slow as it has become less attractive due to the
increase in senior spreads. Recent Triple As have priced in the low 100bp
area.

Managers have been faced of late, therefore, with an opposing spread
trend of wider new deals refinancing existing transactions that had been
benefiting from tighter levels.

CLO Spread Widening Erodes Repricing Benefits
By Anil Mayre, IGM Senior Analyst 

Continued page 8



Source: Informa Global Markets, pricing announcements

As can be seen from the above graph, which orders transactions by
repricing date and not original launch, the differential between existing
and refinanced Triple A spreads for the 2016 vintage has narrowed
significantly

And with Triple A spreads shedding a further 20bp in 2017, to end the
year in the low 70s, it now brings into focus collateral managers’
strategies for deals that become callable in 2019.

At the time of writing there were six deals that could have been called in
2018 but the manager had not done so. Issuer notices for Accunia
European CLO I had already confirmed the postponement of its
refinancing first from September and then again from December.

But no statements have been made yet on BlackRock European CLO II or
Tikehau CLO II.

The managers of Cadogan Square CLO VIII and Euro-Galaxy V CLO did
say, however, that refinancing was being explored.

Around 50 new issue CLOs priced in 2017 for over EUR20bn, in a range
between 3mE+72bp and +96bp at the Triple A level. Around EUR5.8bn is
not callable until early 2020 having launched late in 2017 with
settlement in early 2018.

CLO Spread Widening Erodes Repricing Benefits – cont’d

Continued page 9
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But there are around 10 deals from late 2016, priced between
September and December, that are callable in January and February
weighing in at EUR4.2bn.

Adding in the six deals that were not called in 2018 takes the gross value
back to around the EUR20bn mark that could be refinanced in 2019.

The first notices for 2017 vintage deals have been released, with PGIM
contemplating refinancing two of its deals.

These are Dryden 51 Euro CLO and Dryden XXVIII-RR, where the latter is
a re-issue of a deal that had originally priced in 2013 and was refinanced
in 2016. These priced in March and April 2017 at 3mE+85bp and 87bp
respectively.

The first new issue of 2017 was St Paul’s CLO VII with a Class A-1 at
3mE+100bp, but that has already been reissued in July at 95bp.

CVC Cordatus Loan Fund VIII was the second new issue at 82bp. It is
callable in April 2019, but no notices regarding refinancing have been
issued yet.

Its next new deal came in July at 85.5bp and is callable in August 2019. It
returned in December at 72bp with a deal callable in January 2020.

But CVC’s most recent new issue was CVC Cordatus Loan Fund XII in
November 2018 with a Triple A at 96bp. This is 14bp wider than where
CVC Cordatus Loan Fund VIII priced.

CVC’s freshest deal came in a busy month for the CLO market, where ten
new deals totalled around EUR4bn, on top of which the EUR458.95m
reset of Griffith Park CLO also priced.

These came in difficult market conditions for all sectors, and so the
managers could have decided to take decisive action rather than risk the
uncertainty of future market sentiment.

It could also be due, in part, to managers accelerating timing in light of
new and more onerous rules on reporting that come into force next
year.

Nonetheless, that EUR4bn further supported 2018’s status as a record
year for European CLOs, where a post-crisis high of around EUR28bn of
new deals had priced at the time of writing.

CLO Spread Widening Erodes Repricing Benefits – cont’d



The Context

With Egypt mulling not asking for further funding from the IMF when its
current USD12bn program expires next year, does the recent sell-off in
African Eurobonds suggest that this is ill advised?

A Terrible Year for African Eurobonds

According to Standard Bank, average yields for USD-denominated bonds
issued by African governments (excluding SA) rose above 9% for the first
time in almost three years during November. The JP Morgan index also
shows spreads on the Africa's sovereign Eurobonds have widened to
506bp above USTs, the most in two years, with a 166bp climb in 2018,
compared with the 101bp average for wider Emerging Market
Eurobonds (source Bloomberg).

A different story in 2017 and early 2018

In 2017 and H1 2018, African Eurobond issuance was buoyant. Our data
shows that the number of deals in 2017 more than doubled from 2016
and then climbed again this year to 34, totalling USD32.9bn. Issuance
peaked in H1 this year, before dropping off again in H2 as it did in 2017
(see dashboard on next page).

This was all despite some still very unsavory political developments in
the continent. In Zambia there was a de-facto state of emergency and
the detention of an opposition leader on treason charges, whilst in
Kenya the 2017 election was marked by deaths, postponements and
annulments, which failed to prompt any real sell-off in local markets. The
Ivory Coast also had a tumultuous 2017, with eight mutinies.

Yet, despite riskier profiles, foreign investors were piling into these
assets, as seen in the increase in EPFR tracked fund flows into the
continent, which surged in 2017 and early 2018 (peaked in April), whilst
our analysis of the data shows that African issuers paid lower rates for
new issuance in 2017 and 2018 than in previous years, despite a broad
deterioration in the credit quality of these deals, with the majority of the
deals rated single B.

This was being driven by external factors, specifically a global search for
yield, as investors largely ignored intrinsic risks just to grab on to some
decent yield premium versus a benign US/EZ backdrop.

A Turn in Fund Flows

This rush to invest despite the risks means that the situation has soured
very quickly. The EPFR data shows that since April the continent has
been experiencing net fund outflows, whilst as we mentioned in the
beginning African Eurobond spreads are now at their widest levels in two
years. Yields on the 10yr USD bonds issued by Kenya and Egypt in Feb
this year surged as much as +215bp and 164bp, in Nov respectively,
whilst the Nigerian 10yr bond sold in Nov 2017 saw its yield climb 225bp
at worst this year.

This all points to 2019 being a much trickier backdrop for African
Eurobond issuance, which may see deals fall back to levels seen in 2016.

Indicators All Point to Worsening of Conditions For African Eurobonds
By Christopher Shiells, Managing Analyst EM

For the full viewpoint, please click HERE.
Continued page 11

https://financialintelligence.informa.com/resources/product-content/ader-steady-at-the-fed-sideways-in-the-market
https://www.informagm.com/stories/1436639
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The following pages are dedicated to Technical Analysis. 

IGM’s global team of Technical Analysts constantly look for interesting
patterns in prevailing price action of a broad range of currency pairs,
fixed income and commodity products.

We will highlight the most compelling on these pages.

For information on the full spectrum covered, please contact your
Account Manager.



The Context

• Accelerated the long-term narrowing trend to reach Wednesday's 11-
1/2 year low at 9, before ranging

• While near-term corrective widening is capped by 18 (27 August 
former key low), watch for renewed narrowing

• Deteriorating daily-monthly studies concur and below 9 risks 
inversion targeting -8 (7 May 2007 higher low)

• Over 18 offers near-term relief, but corrective widening should stall 
by 25-29 (28/19 Nov highs/10mth trendline)

____________________________________________

STRATEGY SUMMARY

Sell into near-term widening as we await inversion targeting -8. Place a 
protective stop above 25

US 2v10YR YIELD SPREAD – Minor Bounce Ahead of Attempts to Invert

Technical Analysis by Ed Blake Back to Index Page

Resistance Levels 

R5 49 30 May 2018 high 
R4 37 9 October 2018 lower high 
R3 29 19 November 2018 minor lower high, near a ten-month tentative falling trendline at 28 
R2 25 28 November 2018 minor lower high 
R1 18 27 August 2018 former low 

Support Levels 

S1 9 4 December 2018, 11½ year low 
S2 0 Psychological support 
S3 -8 7 May 2007 higher low 
S4 -16 2007 low - 23 February 
S5 -20 2006 low - 15 November 

 



The Context

• Remains entrenched within a long-term sideways range/contracting

triangle

• Wider momentum is broadly supportive, but clearance of .8997 is

needed to open .9099/.9155, possibly higher

• Below .8656 negates triangle pattern, risking to .8548, possibly

.8420

_____________________________________________________________________

STRATEGY SUMMARY

Clearance of .8997 sets up an attempt on .9099/.9155, possibly 
.9307/.9415. Below .8656 risks further weakness through .8621 to .8548, 
possibly .8420

EUR/GBP – Where Can it Go?
Technical Analysis by Andrew Dowdell Back to Index Page

Resistance Levels 

R5 .9415 7 October 2016 high 
R4 .9307 29 August 2017 high 
R3 .9155 Trendline from 2016/17 peaks (falling by 2-3 pips per week) 
R2 .9099 28 August 2018 high 
R1 .8997 24 September 2018 high 

Support Levels 

S1 .8811 28 November 2018 low 
S2 .8621 17 April 2018 low, near the 13 November 2018 low at .8656 
S3 .8548 76.4% of .8314-.9307 rally 
S4 .8420 1x .9307-.8621 fall projected from .9099 
S5 .8305 5 Dec 2016 low, near the 18 April 2017 low at .8314 

 



The Context

• Extended the 9¾ year downtrend to last week’s 0.977, 16-year low 
before ranging

• Negatively aligned daily-monthly studies combine with the 
September’s death cross to suggest continued easing

• The initial downside target is a Fibonacci projection at 0.924, below 
which risks levels from 2002 at 0.864/0.834

• Near-term corrective gains are possible, but the 1.094/1.147 zone 
should limit upside forays

____________________________________________

STRATEGY SUMMARY

Look to sell into near-term corrective strength as we await a downtrend 
resumption targeting 0.924, possibly 0.864. Place a protective stop 
above 1.147

GOLD/PALLADIUM RATIO – Downtrend Targets 0.924, Possibly 0.864

Technical Analysis by Ed Blake Back to Index Page

Resistance Levels 

R5 1.413 5 November 2018 minor lower high 
R4 1.249 4 September 2018 high, near 7 June 2018 former low at 1.263 
R3 1.178 15 January 2018 former low 
R2 1.147 3/18 October 2018 highs, near 30 October high at 1.146 
R1 1.094 23 November 2018 lower high 

Support Levels 

S1 0.977 5 December 2018, 16-year low 
S2 0.924 .618 projection of 5.008/1.617 fall from 3.009, near 13 September 2002 low 
S3 0.864 27 August 2002 low 
S4 0.834 20 May 2002 low 
S5 0.761 26 March 2002 low 
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