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Further CNY Depreciation Unavoidable
- by Tim Cheung and Riki Zhang, p16-17
We reckon that USD/CNY will surge through 7.00 in Q2 and reach as high as 
7.20 by the end of 2019.

US IG Corp Bonds: 2018 Down 12.42%; 2019 Ave Est Down Another 8.3%
- by Andrea Johnson, p18
Estimators think 2019 will see another year-on-year drop in investment 
grade supply.

US High Yield: 2018 Volume Drops 38%, no Catalysts Seen to Spur 2019 
Volume - by Stephen Carter, p19
Looking ahead to 2019, it is hard to see any catalyst that will drive a faster 
new issue pace…

European Corporate Juggernaut Slows in 2018, More Potential Roadblocks 
Ahead - by Matthew Barrett, p20-21
With so many of the risks that plagued 2018 remaining unresolved, it makes 
predicting what will happen in 2019 very tricky indeed.

Publication of STS Guidlines Offers Hope 
– by Anil Mayre, p22
Publication by the EBA of its final guidelines for complying with the new STS 
framework provide clarity.

Emerging Asia Credit May See a Better Year Ahead
- by Tim Cheung & Riki Zhang, p23-25
Looking ahead, we have a strong preference for AT1 credits in 2019…

Liquidity Withdrawal Causing Concern
- by Marcus Dewsnap, p3-4
As the markets wind down for the festive period, the seasonal liquidity 
scarcity is compounded by regulatory reasons for draining liquidity. 

Two-Way Risk For Oil?
- by Marcus Dewsnap & Ed Blake, p5
The OPEC+ production cut has stabilised Front Month Brent around $60/brl. 
The Brent curve is in Contango until mid-2019 before the month-to-month 
differential returns to Backwardation.

CEEMEA & LatAm: Will Peak USD Allow EM Assets Room to Rally?
- by Christopher Shiells & Natalie Rivett, p6-8
2018 will be remembered as the year that policy normalization and trade 
wars finally led to a squeeze on Emerging Markets. 

China Growth Outlook Will Likely be Bumpy
- by Tim Cheung & Riki Zhang, p9-10
In our view, 2019 H1’s outlook will be quite bumpy. A failure to resolve 
trade conflicts would jeopardise Chinese policymakers’ efforts to stop the 
economic slowdown.

IGM L/T FX Forecasts: The Start of 2019
- by Tony Nyman, p11-12
Our largely neutral-to-USD-positive forecasts have proved largely productive 
in 2018 and we are loath to give up on these trends and our bias just yet.

G10 FX Bank Forecasts For 2019 
- by Tony Nyman, p13-15
It’s pretty united that there’ll be a global slowdown next year, which 
includes the US. What’s less obvious is whether there are any other G10 FX 
members that can pick up the baton.



The Context

As the markets wind down for the festive period, the seasonal liquidity
scarcity is compounded by regulatory reasons for draining liquidity. Add
in growing concerns as to the impact of central bank liquidity
withdrawal. In many respects, this should not come as a surprise. Back
in Q2 2017, although not the only folks, we did identify late Q3 into Q4
2018 as the period when the global central bank balance sheet
contraction was to start. This is the flow aspect, for the stock remains
relatively close to its peak. Markets, however, tend to react to flow.
Hence, if the equity bull market was at least supported by the global
central bank balance sheet expansion, then a sustained contraction
might do the opposite.

As per norm, there are several ways of looking at this, aside from the
aggregate balance. The global monetary base is one. Here we show a
proxy by using the US, Japan, China and Eurozone.

Perhaps not surprisingly, this is contracting as central banks pull
economic liquidity.

Another method is to use a global-Usd liquidity measure in the form of
Dollar M1.

The change in our global M1 proxy (again US, Japan, China and
Eurozone) does have some correlation with changes in the MSCI Global
Equity Index. The concern is that the rapid M1 slowdown of 2018 will
continue into 2019 as central banks pull liquidity and will therefore drag
equity markets down too.

Continued page 4

Liquidity Withdrawal Causing Concern
By Marcus Dewsnap, IGM Head of Fixed Income Strategy and Ed Blake, Chief European FI Technical Analyst
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To us this is too simple an explanation. Yes, there is a correlation and
there is a risk market liquidity problems tighten financial conditions, but
there might be other causations too. Risk sentiment has a propensity to
react to the US-China trade tariff news flow. Part of the reason is the
heavy weighting of indices such as the S&P towards manufacturing and
multinationals. Just the sort of companies which are likely to be most
heavily and negatively impacted by tariffs. There are also political
uncertainties which probably hit the same sort of corporates. However,
most of the large Western economies are service, rather than

manufacturing, oriented.  Thus, whilst an important variable in the 
markets, we would caution against using liquidity alone as the reason for 
volatility and to infer economic doom is just around the corner.  Nor 
does M1 include lending, that is for the broader monetary aggregates.  
And it is lending which in its simplest terms drives economic growth 
(nominal and real) and in turn this is a major stock market driver … 
although the technical analysis picture suggests more S&P downside is 
on the cards.

Extended the long-term uptrend to 2940.9 (21 September record high), 
before reversing sharply to expose 2532.7 (2018 low – 9 February)

With multi-timeframe studies deteriorating, potential builds for a 
sustained break under 2532.7 to confirm a major 14-month top

Risk would then be seen through 2404.2/2405.7 (23.6% of 666.8/2940.9 
rally and 29 June 2017 higher low) towards key clustered support 
between 2072.2-2124.5, before bulls attempt to resume the long-term 
uptrend

The 2072.2-2124.5 zone consists of 38.2% of 666.8/2940.9 (2072.2), 
76.4% of 1810.1/2940.9 (2077.0), 4 November 2016 higher low (2083.8) 
and the potential 14-month top target (2124.5)

Only a failure under 2532.7 and/or a clearance of 2815.2 (7 November 
lower high) would avert the current downside threat and refresh the 
broader uptrend for 2940.9 

Liquidity Withdrawal Causing Concern – cont’d
Back to Index Page
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The OPEC+ production cut has stabilised Front Month Brent around
$60/brl. The Brent curve is in Contango until mid-2019 (G9-G0 also in
Contango) before the month-to-month differential returns to
Backwardation. This is a reflection of the expected over supply for H1
2019 (note Brent contracts for difference are also negative implying a
well supplied physical market). There are however, several issues which
present two-way risk.

• Will OPEC+ cuts be adhered to?

• Impact/effectiveness of Iranian sanctions.

• Unplanned production outages.

• Response of US supply.

Downside price risk is evident in the Technical Analysis outlook

• Rallied from 27.10 (2016 low – 20 January) to 86.74 (2018 top -3
October), before reversing dramatically to confirm topping

• Deteriorating daily-monthly studies combine with the recently
completed death cross (50/200 DMAs) to suggest further downside
risk

• Decisively below 57.50 (29 November low, near 50% retrace of
27.10/86.74 rally) risks the 49.88/50.00 cluster (61.8% retrace of
27.10/86.74 rally and 17 August 2017 higher low), perhaps 44.35
(2017 low – 21 June), before we see attempts to resume the three-
year uptrend

• A clearance of 70.30 (15 August 2018 former low) is required to give
bulls traction for a return towards the 86.74 peak

Two-Way Risk For Oil?
By Marcus Dewsnap, IGM Head of Fixed Income Strategy and Ed Blake, Chief European FI Technical Analyst Back to Index Page
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2018 will be remembered as the year that policy normalization and trade
wars finally led to a squeeze on Emerging Markets, with economic
frailties laid bare by the retreating tide of capital.

The Trump fiscal stimulus facilitated an acceleration of growth in the US,
while large parts of the rest of the world have slowed, and the Fed
responded with an accelerated pace of rate hikes this year. The tighter
financial conditions in the US led to a stronger USD, which, combined
with increasing geopolitical risks in a number of Emerging Markets, and
Trump’s decision to start waging trade wars, drove broad EM local
currency asset weakness and capital outflows.

Thus, old vulnerabilities came back to haunt Emerging Markets, with
those countries that failed to fix external imbalances since the taper
tantrum of 2013 coming under the most pressure from sellers. This was
most evident in the cases of Turkey and Argentina, which saw local
political risk add fuel to the fire, sending their respective currencies
tumbling (please refer to the following dashboard).

Overhangs into 2019

As we head into 2019, there has been a broad stabilisation in CEEMEA
markets, aided by a number of central banks responding to currency
weakness with rate hikes, a reduction in trade war risk and a perceived
dovish turn from the Fed in response to signs that the US economy is
peaking and the global risk backdrop is precarious, with China, Brexit and
global trade all concerns. This has seen the USD turn lower into year-
end, whilst the US 10-year yield has slumped back below 3.00%. The US
yield curve has flattened and once again there is talk of an inversion as a
sign of an impending US recession, which has sent stocks tanking.

However, the focus in 2019 will shift from the impact of Fed tightening
to slowing global growth as the weak currency impact from 2018 will
gradually become more pronounced in the economic activity and
inflation trajectory of Emerging Markets next year. As weaker FX rates
gradually pass through to higher inflation, real wage growth tends to
slow down, restraining consumption. The picture is complicated by the
US/China trade war, which may have paused but is not forgotten. The
IMF has already made downward revisions to its growth outlook for
emerging countries, which are now expected to grow 4.7% in 2019.

We have already seen a hawkish shift in Emerging Market central banks
at the end of this year and this will become even more acute in Q1 2019
when new forecasts will be available that include 2021 inflation
outlooks. 2019 will be the year when global QE turns decisively into
QT, as while the Fed's balance sheet has shrunk this year, those of the
BoJ and ECB still increased, but should also decline next year.

With US markets signaling that the economic cycle has reached its peak,
many are asking if 2019 will see the USD head lower on a poorer growth
outlook for the US, which in turn may stop the Fed from hiking rates at
the same pace next year. On one hand, the prospect of a weaker USD
should mean solid returns for EM assets, but there will be a fine line
between renewed carry trade appeal and fear over the pace of growth in
developed markets. The net effect of this will be a very cautious rally
for Emerging Market local currency assets in 2019.

CEEMEA & LatAm 2019 Outlook – Will Peak USD Allow EM Assets Room to Rally?
By Christopher Shiells, Managing Analyst EM and Natalie Rivett, Senior EM Analyst

This is an excerpt from our CEEMEA & LatAm 2019 Outlook - for the full report, please click HERE.

Continued page 7

https://financialintelligence.informa.com/resources/product-content/ader-steady-at-the-fed-sideways-in-the-market
https://www.informagm.com/stories/1445741


CEEMEA & LatAm 2019 Outlook – Will Peak USD Allow EM Assets Room to Rally? …cont’d
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Global themes that will impact CEEMEA markets in 2019

• Slowing Global Growth – The most important development of 2019.

• US/China Trade War – Markets to get nervous as the 90-day truce
draws to a close at the end of February.

• The Fed – Further normalization of monetary policy.

• The ECB – Attempted next step of policy normalization.

• The PBoC – Much depends on the outcome of US trade negotiations.

• EU Budget Negotiations and Conditionality – Standoff between the
EU and some CEEs states set to continue.

• Brexit - UK’s departure from the EU, whilst still surrounded by
uncertainty, will have direct effects on the CEE region.

Thus, the key questions heading into 2019 are:

• When will the top of the US economic cycle hit?

• Will the Fed pause rate hikes in early 2019 and will it hike fewer
times next year than in 2018?

• Will the US/China trade war reignite at the end of the 90-day truce?

• Will a disorderly Brexit have an impact on the CEE region?

Broad CEEMEA Market Outlooks

The world will face slower growth, higher inflation and tighter policy.
However, 2019 should see a turning point, specifically in US growth,
inflation and policy relative to the rest of the world, but as we
mentioned above the question remains when?

Bullish Case - The macro backdrop for CEEMEA is positive, the sell-off in
2018 means many currencies are cheap, the Fed is flirting with a pause
and China and the US may reach a trade deal. Thus, for bulls, the US
economy needs to be strong, but not too strong, the US needs to de-
escalate its trade wars and the “Beijing put” needs to remain in place,
(Chinese authorities will continue to stimulate economy when needed).
Throw in to the mix robust commodity prices and sound policy decisions
from EM authorities, and there is the perfect recipe for broad EM asset
gains.

Bearish Case – The impact of the EM FX sell-off in 2018 adds to sharper
than expected global growth slowdown, which together with still
elevated geopolitical risks and ample room for further Fed hikes, all
suppress risk appetite in 2019. There is a risk US inflation accelerates,
forcing the Fed to tighten more aggressively, whilst there is also a risk
that protectionist 'tit-for-tat' between the US, China, Europe and RoW
increases.

CEEMEA & LatAm 2019 Outlook – Will Peak USD Allow EM Assets Room to Rally? …cont’d
Back to Index Page
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Since the beginning of 2018, institutional investors in general have become
cautious on China's economy and markets. Speculation over what policy
measures the top policymakers will take to offset downward pressure on the
economy seems to have become a habit of many investors. While a
turnaround of fixed asset investment (+5.7% y/y) in October suggested that
the stimulus measures the central government has taken since late-summer
seem to have started working out effects on some segments of the
economy, many investors are not convinced we are at the bottom yet, citing
concerns such as trade wars, RMB depreciation, earnings slowdown,
regulatory risks and lack of reforms.

Besides manufacturing PMI, property construction (chart 2) is also a good
indicator of investor confidence in China. Property construction, mirroring
the incentives to invest in real estate, has been decelerating markedly since
mid-2016. As it is the biggest engine of the economic growth, its slowdown
has become a concern to top policymakers. For 2019, moderate, but not full,
relaxation in home purchase regulations in some cities will likely take place,
which may halt further deceleration in property investment. As said before,
fixed asset investment (FAI) saw a turnaround (+5.7% y/y) in October.
However, it is still too early to say an FAI slowdown has already ended.

We have to bear in mind that infrastructure investment has slowed rapidly
since early-2017 amid tpolicymakers' continued efforts to maintain financial
stability through regulatory policy (so-called financial deleveraging) in
several areas, including local government debt risks, shadow banking and
housing sectors. Financial deleveraging has weighed on infrastructure
investment through reducing the funding available for investment. Look
more deeply into the picture, we find that fading credit impulse as a result of
financial deleveraging has weighed on growth activity (chart 3).

China Growth Outlook Will Likely Be Bumpy

By Tim Cheung, Head of China, and Riki Zhang, EM Analyst
Back to Index Page

Continued page 10
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However, with the government becoming more concerned about growth
stability, a series of measures have been taken recently to boost
infrastructure investment. In order to boost infrastructure investment while
banks, for the sake of their balance sheets, remaining reluctant to increase
their lending to the corporate sector, central government will continue to
support infra investment via increasing its own debt liability (chart 4).

Though financial deleveraging seems to have been abandoned without
notice, we are just not sure whether it will be resumed at some point in the
near future. In our view, a deterioration of the leverage outlook of the local
governments could force the top policymakers to go for financial
deleveraging again even at the expense of further FAI slowdown (chart 5).

China Growth Outlook Will Likely Be Bumpy - cont’d
Back to Index Page

In our view, 2019 H1's outlook will be quite bumpy. A failure of the US
and China to resolve their trade conflicts, which looks quite possible at
least at this stage, will jeopardize Chinese policymakers' efforts to stop
the economic slowdown. As a reasonable pessimist, we expect China's
GDP growth will slow to 6.2-6.4% y/y in 2019 H1. For the full year of 2019,
GDP growth may hit as low as 6.2% y/y.



It's always a big one, forecasts for the start of the next year.

There is a pressure to change, but we do not feel like revising things that
much over the 3, 6 and 12 months periods just yet.

Our largely neutral-to-USD positive forecasts have proved largely
productive in 2018 and we are loath to give up on these trends and our
bias just yet.

We do expect a changing backdrop in 2019.

Like many of the banks/investors, we also suspect that we might have
already seen an economic peak in the US (4.2% in Q2?). Generally, softer
global growth forecasts suggest that it's not just the US who will feel the
strain with question marks on the outlooks of China, the EZ and the rest
of the developed economies also.

That should mean slower Fed tightening next year (two seems a realistic
starting point) and less obvious USD props through the course of the
period.

However, one reason we did not change estimates much in H2
particularly was that we'd need an alternative, one or a bunch of
currencies that are obviously attractive. Going into 2019, it remains the
case that they are thin on the ground.

EUR - Clearly, the ECB has started down the path to normalisation by
putting a halt to QE, but policy will likely remain very accommodative in
2019. Further, staff estimates for next year were lowered for inflation
and growth. Politics will be to the fore again and looks a weight, with EU
parliamentary elections scheduled for May. Italian budget issues are not
yet resolved, Macron's France has fallen increasingly under the same
microscope and Merkel and Germany is no longer the stable govt (and
economy) that we have previously been able to take for granted. We are
not here to be overly dramatic, but we think the EZ is a risk in 2019. No
crisis predicted, but what happens if the UK manages to actually

implement a satisfactory Brexit and one of the populist govts in the zone
look longingly at greater independence as the answer to their problems?

Current forecasts 1.15, 1.18 and 1.15. We will change Eur/Usd to 1.10,
1.13 and 1.15 and unlike some of the banks we think the Euro will
struggle to recapture 1.20+ during the period.

JPY - Talk about accommodative policy. The Japanese economy
continues to show positive signs, but the BOJ is not seen as accelerating
the normalisation process any time soon as the 2.00% prices goal
remains an elusive target. Much will depend once again on broader
market sentiment and whether the Yen can regain its outsize safe haven
prop. Whilst US-China trade discussions are yet to bring official
agreement this might have to wait, as some investors will stay cautious
on the possible negative impact of a deterioration on Japan/the rest of
the Asian economy as well as concern that Trump might turn his ire on
Tokyo and its admin for artificially keeping its Yen down via a negative
interest rate policy. So Usd/Jpy could rise in H1 to new highs beyond
115, but deficits/surpluses differentials could weigh in the second half of
2019 and spark a drop.

Current forecasts are for 110, 112 and 115. We will change Usd/Jpy to
117, 113 and 111 amid possible pressure from the US admin to keep a
cap on the Dollar to ensure strong US stocks performance.

GBP – Oh the 'Proud Pound'! What to do with this volatile EM and
temptation to believe that this Brexit mess will never get sorted. As we
end 2018 amid worries of governmental collapse, no-deal and even UK
PM Corbyn in 2019, we maintain that somehow these two dysfunctional
families, the UK and EU, will eventually have to resolve this mess to the
mutual benefit of the two parties and an orderly Brexit. That should be
good for the economy and a prop for BOE rates in 2019 (and at least one
hike?) for a European FX outperformer.

IGM L/T FX Forecasts – The Start of 2019
By Tony Nyman, Head of G10 FX, with technical analysis from Ed Blake

Continued page 12



Current forecasts are 1.30, 1.33 and 1.37. We will change Gbp/Usd (with
some trepidation) to 1.32, 1.40 and 1.47 as we agree with many of the
banks that the Pound is highly undervalued (in the absence of Brexit
anyway!). Even if it all bombs, the prospect of a second referendum
could even stir Gbp further, particularly if the remain option is included.
We do not rule out, however, that the falling off a cliff scenario is viewed
as an increasing possibility in the interim and a 1.20/1.23 run is not seen
first!

CHF – Recall last week's SNB included serious downside revisions to
inflation forecasts for 2019 and 2020 (to 0.5% and 1.0% vs 0.8% and
1.2%). Jordan and co also indicated no changes to monetary policy and
we think they will stay behind the ECB regarding a tightening outlook.
Positive risk could emerge via European politics and if UK and Brexit and
the Euro and EZ states' budgets and populists leaders issues escalate the
Swissy could emerge as a safe haven of choice amid some expectations
the SNB could show greater restraint intervention wise near-to-med
term.

Current forecasts are 1.00, 1.02 and 1.05. We will change Usd/Chf only
slightly to 0.98, 1.01 and 1.05.

CAD – We wrote a Forecasts special in mid-Jul asking the question where
is the BOC Cad support? It's worth a reminder that the BOC has hiked
interest rates five times since Jul 2017. That obviously outguns all other
G10s apart from the Fed and the Usd, which contrasts pretty favourably
(seven 0.25% rises since Dec 2016). Sitting about half way up the G10
GDP table too and Canada and the Loonie should feel the benefit of the
new NAFTA, i.e. the USMCA, and sitting around Usd 60/brl currently we
cannot see too much in the way of greater oil losses in 2019 (Usd 45/50
base?). So, overall, we think the Cad is also one of the more undervalued
G10s out there and we look for some signs of greater demand next year,
at least vs some of the more vulnerable crosses.

Current forecasts 1.33, 1.27 and 1.25. We will change Usd/Cad only
slightly also to 1.36, 1.31 and 1.26.

• Recovered from .9188 (2018 low – 16 February) via .9542 (21
September higher low) to reach 1.0128 (13 November, 21-month
high), before easing

• Further short-term easing is possible towards .9766 (61.8% retrace of
.9542/1.0128), perhaps the .9675/.9680 cluster (47-month rising
trendline and 76.4% retrace of .9542/1.0128) before the broader
uptrend resumes

• Weekly/monthly studies remain constructive and an eventual return
above 1.0128 and then 1.0171 (7 March 2017 lower high) opens
1.0344 (2016 top – 15 December), perhaps 7-1/4 year rising channel
resistance at 1.0622

• Only below the .9675/.9680 cluster would damage upside potential
and leave the .9542 higher low vulnerable to a re-test

IGM L/T FX Forecasts – The Start of 2019 cont’d Back to Index Page



Going through the expert analysis, there are a number of takeaways.

First, it's pretty united that there will be a global growth slowdown next
year, which includes the US. What's less obvious is whether there are
any other G10 FX members that can pick up the baton from here.
Certainly, politics continues to dent sentiment towards the EZ, which has
arguably already witnessed slowing.

There is a general consensus too that the USD's uptrend is against
borrowed time, but that does not mean it will not first make fresh highs
for the range in H1 before it eases/slides lower in the second half.

Again, there's little unanimity what the FX alternatives are, which makes
us think why not stick to trend for longer, although Brexit aside from a
LTFV perspective it's no surprise to see plenty of banks think GBP
is undervalued.

CUSTODIAL – The US to outperform again. Growth to slow to 2.6% vs
2.9% in 2018, but a combination of tax cuts (still), immediate expensing
of capital expenditures, mandatory repatriation of overseas profits and a
broad deregulation push should incentivize capital expenditure.

Expect tighter monetary policy, strong US growth and trade uncertainty
to continue to support the USD in early 2019. By H2, however, the
dispersion between the US and ROW could start to peak.

However, the UK and EZ will continue to struggle, the latter's growth to
slow to 1.6% vs previous 1.9% and 2.5%. Structural reform remains
limited to a handful of countries, while Italy still faces enormous fiscal
challenges.

JAPAN brings up the rear. As the Oct VAT hike is so late in the year, it will
have a limited effect on 2019 numbers, allowing growth to hold up at
1.2%.

Notes NOK is extremely cheap despite improving growth, rising inflation
and the start of the Norges Bank rate-hiking cycle.

CAD a new member of preferred group on impressive growth, steadily
rising BOC rates and NAFTA resolution, even though slightly undervalued

vs USD.

SWEDEN looks in the riskiest position. Growth, core inflation have been
positive but erratic in 2018 and the Riksbank has stayed at -0.5%.
Still, SEK is extremely cheap to LTFV, the economic situation is improving
and the Riksbank projects tighter policy by Q1. Remain negative Sek for
now, but continue to monitor these upside risks carefully (STST).

INV HOUSE - Global economy to slow moderately from 3.8% to 3.5%, led
by deceleration in US and further softening in China. Fed call remains
hawkish relative to the market, with five more 0.25% hikes to 3.25-
3.50% by end 2019.

Among their top trades are short EUR/SEK, short USD/CAD (GS).

INV HOUSE 2 - Buy volatility into the start of 2019 and asks will
decoupling continue? If so, the Usd could outperform again.

Concerned over Italy, but think the BTP-Bund spread will need to be
400BPs before Rome capitulates to Brussels.

USD wise, concerns over a higher risk premium associated with political
gridlock and late-cycle (economy and Fed) depreciation is their central
scenario. Favors selling Dollars vs a currency insulated from US-China
trade rhetoric (GBP) or low beta FX (CHF, EUR, JPY). Recommend a six-
month 0.93 USD/CHF one-touch.

Bullish GBP on a Brexit deal alleviating political risk premium; which
should reinforce the correlation between Gbp and UK rate cycle and the
Pound remains significantly undervalued. Long 1.35 GBP/USD call for
end Q1. Initiated in Sep.

Contrarian trades - Long EUR/USD (US fiscal stimulus fades) and
long NZD/CAD (short positioning at risk).

Relative value – short EUR/JPY for 118.00. Stop 133.50. Market
complacently long in overvalued cross. Catalysts either benign US
growth deceleration or synchronised global downturn (thanks to
BofAML).

G10 FX - Bank Forecasts For 2019
By Tony Nyman, Head of G10 FX

Continued page 14



INV HOUSE 3 - Amid a worsening US outlook, forecast a major peak
in USD and outperformance by Europeans (EUR, GBP, SEK). Major Usd
bears citing lower global growth, inflation shifts higher and G4 CBs
committed to tightening and major shifts in the relative macro narrative,
especially for US vs ROW.

EUR and JPY bulls, expect both economies to improve domestically and
see capital demand increasing, with rising private capex in Japan and
fiscal expansion in Europe along with CBs turning more hawkish. Eur to
be outperformed though by SEK and NOK.

Short USD/SEK for 7.30 - Sek undervalued and cheapest vs USD relative
to historical aves. Should benefit from improving fundamentals in
Europe and expectation of a rising EUR.

AUD, CAD and NZD to weaken due to rising global funding costs and
market volatility (MS).

CLEARER - Talks of the ECB initiating new unconventional policies with
little scope for fiscal action. The ECB might enter next downturn with
negative rates, with EZ growth slowing and core inflation low. EUR would
likely weaken on anticipation of fresh easing vs CHF and SEK (HSBC).

GERMAN - Continue to believe EUR/USD will print 1.20+ in 2019, which
would mark the 15th year in 16 that this has happened. However,
increasing evidence of slowing across largest economies/zones. Possible
scenario is Fed relents near neutral (2.75%) and ECB hardly tightens.
Euro mixed, i.e. base at 1.10, modestly stronger 1.20, but remains
slightly cheap vs fair value. USD/JPY down moderately on risk & rate
convergence (Deutsche).

DUTCH - Core US inflation to rise to 2.5% next summer bringing four
more Fed hikes. However, the USD is significantly overvalued vs most
G10s so any new highs could be marginal, i.e. 1.10 and 117 in Q1.

US rates should be coming off highs by year-end and as US growth
converges lower on the ROW, expect investors to rotate out of US asset

markets. A search for alternative sources of stimulus may also see the
White House favour a weaker Dollar.

In EZ, is hard to see a significant pick-up in activity. EUR/USD will
struggle to go 1.20+ as the ECB barely lifts rates off the floor. Ahead of
May's EU parliamentary elections, the rise of the populists and
implications for the EU project are a key concern for Eur prospects
among clients.

Expect GBP to continue to trade on volatility levels more common in
EMs, but see only a 25% chance of a 'no deal' Brexit and say
sell EUR/GBP for 0.85 via options.

In JAPAN, the last consumption tax hike in 2014 caused a brief recession.
Therefore, think BOJ policy will remain cautious and we'll continue to
see some modest expansion of the BOJ balance sheet as it continues
QQE.

Buy NOK/SEK for 1.10 on Swedish growth slowing vs Norway expansion
intact; equal amount of tightening in 2019 vs current market pricing of
more for Riksbank; downside in oil prices limited as OPEC+ may cut
production; Norges Bank more tolerant of FX strength.

Despite the possibility of some weather related softness in NZ and Kiwi,
suspect AUD/NZD could move closer to parity as NZ wages growth is
well ahead of Australia. (ING).

ITALIAN - Fairly downbeat. Global growth is likely to moderate further to
3.4% in 2019. Slowdown set to intensify in 2020 as the US slips into a
mild recession. The Fed will probably hike rates through H1 and reverse
course in 2020 with three cuts. The ECB will have just enough time to
exit negative rates in Q1 2020 before EZ growth weakens materially.

EUR/USD to slip to 1.08 by mid-yr, reflecting the risk picture and US-EZ
growth differential. A reversal to 1.20 likely in 2020 as the Fed starts
cutting rates.

G10 FX - Bank Forecasts For 2019

Continued page 15



GBP has room to rebound once Brexit-related uncertainty recedes. UK
base case scenario remains reason will prevail and UK will leave the EU
in Mar 2019 with a deal that allows Britain to keep close ties to the EU.
Sees a dramatic drop in EUR/GBP to 0.80 in Q2. See 1.33 GBP/USD in
Q2, 1.40 in Q4.

The JPY will likely rise over a two-year horizon. Other haven, CHF, slightly
contrarian, but Swiss fundamentals justify more FX strength.
Estimate EUR/CHF fair value at around 1.10 and SNB may be relaxed
over coming quarters and a brief undershooting to 1. 08 possible.

SCANDIS - Two drags in this apparently very favourable scenario
for SEK and NOK. Swedish high household indebtedness complicates
Riksbank interest rate normalization. Housing market remains fragile,
which mean just a prudent tightening pace. A decent degree of
tightening is already priced in by the two forward curves. In 2 years, see
100BPs in Sweden, nearly 70BPs in Norway,

Continued COMMODITY BLOC vulnerability – backed by deteriorating
fundamentals, incl softer commodity prices have led to an unfavorable
development in their terms of trade. Over two years, market-implied
policy rates for the RBA and the RBNZ are currently about flat, while
market sees three BOC hikes. However, if the Fed cuts rates in H2 2020,
past experience strongly suggests all three will follow. By 2020, they see
0.65 AUD and 0.61 NZD (thanks to UniCredit).

DUTCH 2 - Think global growth in 2019 will be a little lower than in 2018,
but not by much. Recessions are unlikely (thanks to Abn Amro).

SWISS - A significant focus will be on the factors that can prolong the
economic cycle.

A key risk is the positive impact of US demand fades and there is nobody
to take over the baton.

Base case foresees a gradual rise of inflation in advanced economies.

Expect monetary policy to continue to tighten globally, but at a
moderate pace.

Challenging to predict the path of the USD in 2019. In past late cycle
phases, especially when the US yield curve inverted, the USD would rally.
It is unlikely the Fed will tighten policy excessively in 2019. Any slightly
hawkish surprise from the ECB or BOJ would tend to strengthen
the EUR or JPY (neutral on EUR/USD. At such a tipping point, the large
US twin deficit might impact and prove a USD weight.

Among the advanced economy currencies, the GBP, NOK and SEK looked
clearly attractive on a valuation basis, CHF and NZD expensive (CS).

Look at that chart, none of the ten betting on a lower GBP? Interesting.
We're another optimist that think things cannot get any worse. How
wrong we could all be!

G10 FX - Bank Forecasts For 2019 Back to Index Page



The Context

At time of writing, the focus was still on the arrest of Huawei's CFO by the
Canadian police on behalf of the US government, which shocked the market
in the aftermath of the G20 meeting. In reaction to this event, China
complained very strongly and CNY nearly pared all of the post-G20 gains
against the USD. Any negative developments in this event, in our view, could
make the US-China negotiation on trade matters more difficult. Given that
the available information on the Huawei incident is still very limited, it is hard
for us to predict when it will be settled and how the US-China trade as well as
CNY FX will be possibly affected.

Putting the Huawei incident aside, we are now going to have a look at CNY FX
based on the already-known market or economic factors.

After a mild appreciation in the first half of 2018, CNY has seen a sharp
depreciation in the second half on the escalating US-China trade war.
Coincidently, we have also seen a slowdown in the growth of foreign holdings
of onshore RMB bonds since the outbreak of the trade war (chart 1). Of
course, the decline in the growth of foreign holdings of onshore RMB bonds
may reflect the adverse effects from some cyclical factors, such as the
narrowing interest rate gap between China and the US.

However, we should not rule out the possibility that foreign appetite for RMB
bonds had already been dampened by their concerns about a potential bias
of Beijing towards using CNY depreciation as a means to offset the tariffs'
impact on China's trade competitiveness.

As a matter of fact, even if Beijing does not have an intention to let CNY
depreciate, both cyclical and structural economic forces still make a
compelling case for a CNY weakening.

First, the decoupling of China's interest rate cycle vs the rest of the world has
squeezed the interest rate differential to a multi-year low (chart 2), giving rise
to depreciation pressure on the CNY. Second, with capital outflows
accelerating, CNY depreciation will become unavoidable (chart 3). This
actually did happen in 2015-2016. With inflows to RMB bonds slowing down
and China's economic outlook getting more uncertain, we wouldn't be
surprised if a net outflow-driven CNY depreciation happens again in 2019.

Looking Into 2019: Further CNY Depreciation Unavoidable

By Tim Cheung, Head of China and Riki Zhang, EM Analyst
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The Context

In fact, a CNY depreciation in the foreseeable future is becoming a
consensus in the onshore market, making an acceleration of capital
outflow pressures increasingly likely over the next few quarters. Chart 4
shows that onshore Chinese corporates' demand for foreign currencies
(mainly USD) has been increasing since mid-Q1 2018.

Experience since 2015 tells us that a weaker CNY will have negative
spillover effects to the rest of EM, with varying degrees. Chart 5 shows the
beta relationship between CNY and other EM FX. We see higher betas for
commodity-related EM currencies as market participants in general
believe that CNY weakness is always a reflection of an economic slowdown
in China, which inevitably impacts global commodity demand. Relatively
greater resilience from EM Asia FX is largely due to their strength in
external balances relative to the rest of EM, regardless of the fact that
economic linkages between China and EM Asia are generally stronger.
Within EM Asia, KRW and TWD are much more beta-linked to CNY than
the other currencies, which in our view should be due to their economies
being more trade-orientated.

In our view, US and China will not be able to make a full deal by the end of
the 90-day negotiation period. That means the US will impose more tariffs
on China. As a result, depreciation pressure on China will accelerate
notably in Q2 onwards. On this we reckon that the USD/CNY will surge
through 7.00 in Q2 and reach as high as 7.20 by the end of 2019.

Looking Into 2019: Further CNY Depreciation Unavoidable - cont’d
Back to Index Page



Every year since 2013, US high grade market players have been calling
for a drop in annual supply, but final volume totals just kept going up.
That is, until 2018, and perhaps 2019, with the average estimate for next
year's supply coming in down 8.3%.

The growth in US high grade supply over the past decade has been
staggering. Suffering a sharp 19.21% decline in 2008, the final volume
total for that year was only $586.22bn. At the end of 2017, volume
reached a staggering $1.335114 trillion. That's an increase of 128%.

When volume passed the trillion mark in 2013, most thought the pace
could not continue. Annual average estimates gathered by IGM have
called for a drop in annual supply ever since, but the US high grade
market kept defying the odds, rising 32.7% from 2013 to 2017 as
borrowers continued to take advantage of low interest rates and tight
concessions.

At last in 2018 we have seen a drop, and quite a substantial one at that.
As of Dec 12th, 2018 sits at $1.169276 trillion, down 12.42%
($165.868bn) vs 2017's final $1.335144 trillion total. The most
pessimistic of our estimators this time last year called for a $1.2tln total
in 2018 (down 10.12%).

2017 TOUGH TO BEAT FROM THE GET GO; BUT Q4 2018 TOOK BIG
TOLL

2017's blistering pace was always going to be tough to compete with.
Straight out of the gate, Jan 2017 sported a whopping $174.033bn – the
second largest month in US high grade history (May 2016 at $177.724bn
the largest). This was followed by May 2017 at $158.088bn – the third
largest month in history. Q1 2017 totaled $393.587bn vs Q1 2018 at
$346.199bn.

That said, the volatility in Q4 2018 had the largest impact on US IG
primary issuance. As of October 5, 2018, this year had scraped back to
within 5.8% of 2017. In the end, Q4 2018 has turned in only $193.170bn,
down 26.86% vs Q4 2017 at $264.122bn.

New issue concessions tell part of the story, with Q4 2018 sporting an
average NIC of 8.335bp. The average concession in November 2018 hit
double digits at 10.586bp.

Q4 2018 – AVG NIC 8.335bp
Q3 2018 – AVG NIC 3.408bp
Q2 2018 – AVG NIC 5.88bp
Q1 2018 – AVG NIC 4.40bp.
FULL YEAR 2017 – AVG NIC 1.07bp

But by the end of November and into December, clearing levels were
completely in question, making it tough for issuers to take a leap of faith
on how much premium would be required to clear a deal.

Market players remained hopeful at the beginning of December, coming
in with an average guess of $31.786bn. The grand total for December as
it stands now (unless another deal or two can sneak in) lands at $5.2bn.
This is just over $20.50bn shy of the Dec 2017 total ($25.707bn), and just
over $35bn shy of the 3yr average volume for December ($40.233bn).

2019 AVG ESTIMATE DOWN 8.30%; TONE, HIGHER FUNDING COSTS,
LESS M&A

All estimators think 2019 will see another y-o-y drop in supply, with the
average estimate coming in at down 8.3% ($1,071.975bn).

Most think volatility has a good chance of carrying over into the start of
the year. If risk tone stabilizes, benchmark yields will go up. Either way,
sources say, you're looking at higher funding costs and likely less
opportunistic issuance.

As well, our M&A 2019 estimates show market players expect M&A
supply to come in around $200.625bn – down around 22.74% from
2018's $259.69bn total.

US Investment Grade Corporate Bonds: 2018 Down 12.42%; 2019 Average Estimate Down Another 8.3%
By Andrea Johnson, Senior Analyst Back to Index Page



At $237.061bn (US$ 162.442bn and non-US$ $74.619bn equivalent) the
high yield volume for 2018 fell well short of both last year's number and
the predictions for 2018 as volatility in the second half slowed the high
yield deal flow. For the year Global Volume fell 37%, US$ fell 39%, and
non-US$ fell 30%.

These are the lowest new issue volume figures since the Credit Crisis
ended. One has to go back to the dark days of 2009 to find a lower
number.

The high yield primary market started the year well with the Trump tax
cut providing a nice tailwind. Monthly totals were of decent-size in both
the US and Europe through June, but the second half of the year was a
different story as increasing volatility (due in a large part to the Trump
tariff policy headwind) put a damper on the new issue pace. September
was not a bad month, but it was all downhill from there, leading to a big
fat zero for December.

This is only the second time the US HY market has posted a zero monthly
volume total since the high yield market was reborn after the collapse of
Drexel Burnham Lambert in February 1990. The last time we had a zero
month was November 2008, shortly after the start of the credit crisis.

2019 Outlook - No Catalyst to Drive New Issue Volume Higher

Looking ahead to 2019 it is hard to see any catalyst that will drive a
faster new issue pace as most of the same themes seen in the second
half of this year will continue into next year.

M&A financing is not likely to pick up with equity values high and
interest rates rising.

The shift in the debt financing mix to the leverage loan market is likely to
continue, albeit at a slower pace as the growth in the CLO market tapers
off from this year's torrid pace (around $120bn for the year). Issuer
preference for floating-rate, callable, covenant light loans will remain
strong. Second lien loans will continue to replace senior unsecured notes
as the subordinated piece in the capital structure.

Refinancings will not drive a faster pace either. There are around $209m
of high yield bonds maturing next year, which is roughly the same
amount seen over the last two years. And with rates rising the incentive
to refinance early is lessening.

Many of the same economic and geopolitical themes that slowed the
high yield new issue pace this year will continue into 2019. On the
economic side rates will continue to rise in the US, and begin to rise in
Europe, quantitative tightening will increase in the US and begin in
Europe, and as we enter the late stages of the economic cycle growth
will slow (or at least the expectation of slowing growth will rise).

Once again default rates will not be a big factor as they are expected to
remain below their historical average of around 3 to 4%.

On the geopolitical side, trade policy tensions will continue. The focus
will primarily be on US and China, but also on Europe, both internal and
external. Also in Europe the state of the European Union will be watched
closely as Brexit and now Italy's economic policy proceed.

2019 Volume Predictions: The Same or Higher

Collating 2019 US high yield volume predictions from eight Street
research reports we see most are saying volume for next year will be the
same or a little higher. The predictions range from as low as $150bn to
as high as $200bn and average to $175bn. Adding another five syndicate
desk predictions ranging from $145bn to $250bn ($180bn average), and
the total average gets skewed a little higher to $180bn.

Our outlook is more pessimistic than most. We see a slow start to the
year (but January will not be a zero), and market volatility continuing.
Just as important is the continuing shift to the loan market in the place
of high yield bonds. There will be windows of opportunity in which deal
flow will pick up, but it will once again be erratic. This leads to our
prediction of US$235bn global high yield volume consisting of US$165bn
and non-US$ of US$70bn equivalent.

US High Yield: 2018 HY Volume Drops 38%, no Catalyst Seen to Spur 2019 Volume
By Stephen Carter, Head of Content, Americas Back to Index Page



With the curtain now falling on 2018 and seasonal factors taking a
stronger grip, it gives us a chance to look back at what has been an
eventful and indeed volatile year for corporate borrowers and the
broader credit markets in Europe.

Having enjoyed a long period of low funding costs and blowout demand
after the ECB announced a new stimulus bazooka (including the
corporate sector purchase programme) in March 2016, several factors
conspired this year to force up costs for corporates and, in turn, dampen
primary issuance.

One of those factors was, of course, the central bank itself announcing
that it was this year removing the stimulus crutch that saw it buy
EUR177.679bn of qualifying euro IG bonds (as of 7th Dec) which had
previously helped galvanize the primary juggernaut.

Elsewhere, headline geopolitical developments have weighed heavily on
broader sentiment this year, including ongoing Brexit uncertainty, Italy's
controversial budget plans and spat with the EU as well as the ongoing
trade war between the global superpowers China and the United States.
Also thrown into the mix were volatile oil prices and general concerns
regarding slowing global growth/weak inflation which have given
investors and issuers alike further food for thought.

IGM data shows euro IG/split rated corporate bond issuance notched up
EUR266.506bn in 2018, which is down from 2017's record
EUR307.045bn and marks the first-time year-on-year issuance has
dropped since 2011 when the European sovereign debt crisis and
concerns over the global economy were raging.

Notable was the fall of reverse yankee issuance in 2018 with US
borrowers instead deciding to print domestic deals. In 2018 reverse
yankee issuance stood at just EUR27.87bn, less than half the
EUR58.35bn of US euro-denominated IG/split-rated corporate paper
that printed in the whole of 2017.

The average new issue concession (NIC) has risen and average cover
ratios fell in 2018 with investors showing increased willingness to drop

out of the book building process when they deem pricing is squeezed in
too far.

2019 to keep participants on their toes

Turning our attention to 2019, and with so many of the risks that
plagued 2018 remaining unresolved (Italy, Brexit, trade etc), it makes
predicting what will happen next year very tricky indeed.

Traditionally, the market gets back into full swing quickly and January
marks one of the busiest months of the year, with 2017 and 2018 seeing
EUR31.09bn and EUR32.35bn of euro corporate supply respectively.

The first corporate euro deal over the last four years has come between
the 3rd and 7th of January with automakers historically amongst the first
out. In 2018, BMW AG and RCI Banque kicked things off, while the likes
of Valeo, PSA Banque, FCE Bank and Volkswagen were also quickly out
of the blocks in recent years.

However, whilst US/China trade headlines have overall been more
positive at the start of December, any roadblocks put up over the
Christmas period could potentially set us back with the automakers in
particular likely to be sensitive to any trade/tariff curveballs.

One banker remarked that “surely Jan will be busy but a lack of
conviction by investors to look at anything at all in the later part of 2018
creates a lot of execution risk".

That is likely to require issuers to take more time and assess the tone on
a day-to-day basis, whereas in the 2016 and 2017 Goldilocks years the
market seemed bulletproof and investors were snapping up almost
anything it was offered. Investors will probably do even more credit
work in 2019 and be even more discerning, meaning certain
sectors/names may find the going tougher than others.

It's not all doom and gloom though and there are a few potential sparks
of optimism.

European Corporate Juggernaut Slows in 2018, More Potential Roadblocks Ahead
By Matthew Barrett, Senior Credit Analyst
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With the Bloomberg Barclays Euro Aggregate Corporate OAS index
showing that corporate spreads have blown out around 70bps (~81%)
over the year (see chart below) to near pre-CSPP levels amid the ongoing
volatility, corporate curves now look more traditionally “normal" having
been squeezed “synthetically tight" in the earlier CSPP years.

That factor could help renew interest from investors who may now feel
that prices more accurately reflect the risks. And while EUR IG credit
investors have endured negative total returns in 2018, the asset class
has hardly been alone in that regard.

Additionally, whilst the corporate market has endured a correction this
year and has the scope to widen further, especially in the early part of
2019 with event risk remaining high, it is still seen as a relative safe-
haven by many versus other sectors such as FIG, for example, which has
endured an even tougher year.

And whilst a correction has happened, we are still in an historically low-
yield/low-flation environment for borrowers with the ECB, of course,
also stating it expects to keep key interest rates on hold until at least
through the summer of 2019.

Lastly, whilst the central bank is to stop buying corporate securities from
the end of 2018, it is not going to disappear completely. The ECB said at
its December meeting that it would reinvest maturing debt “for as long
as possible" whilst it of course also has the scope to re-open the purse
strings if really needed, although it has no plans to at this time.

But, as we have said before in this piece, with trade tensions, Brexit and
other geopolitical factors all likely to remain live risks into 2019, the
potential for ongoing volatility remains high. That will require some good
timing and decision making from syndicate desks, issuers and investors
alike.

Fingers crossed for a more orderly and positive 2019!

Corporate Juggernaut Slows in 2018, More Potential Roadblocks Ahead – cont’d
Back to Index Page
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The Context

A number of European asset classes recorded year-on-year growth in 2018,
with volumes up around 10%. The potential to repeat that in 2019, however,
had been clouded by the imminent new European securitisation regulation,
and Brexit.

But the publication by the European Banking Authority on December 12 of its
final guidelines for complying with the simple, transparent and standardised
(STS) framework could make the forecast a little clearer.

Market participants were concerned that the new securitisation regulation
would come into effect on 1 January 2019 without the guidelines to ensure
their deals were compliant.

As such, a slow start to 2019, and even a potential decline in overall volumes,
was predicted as market players cautiously step into the new world of STS.
The STS framework will give qualifying deals better regulatory treatment, and
the EBA says the guidelines will provide a harmonised interpretation of the
criteria for securitisation to qualify as STS.

And the guidelines have been welcomed.

Industry body Prime Collateralised Securities (PCS) said that “without these
guidelines, the STS regime was not capable of being operated.” And that is a
worry as it is meant to restore the sector to full health and acceptance.

PCS went as far as to call it “The EBA's early Christmas present to the
industry”.

The good news, according to PCS, is that while the guidelines still need to be
translated for member states, they can be considered final and do not have
to be accepted by the European Commission before being signed off by the
European Parliament and European Council. That said, they are not legally
binding on the national competent authorities, according to PCS.

The EBA says the objective of the guidelines is to ensure common
understanding of all the STS criteria. And they are "an important building
block in a set of initiatives that aim to destigmatise and revive a sound
securitisation market in the EU, and facilitate further lending to the real

economy in line with the objectives of the Capital Market Union."

The revival of securitisation volumes in the early part of 2019 had been
looking doubtful due to the lack of detail on complying with STS rules.

Around EUR116bn was placed in 2018 at the time of writing, including pre-
placements, according to Informa Global Markets figures. Rabobank analysts
had said in their 2019 outlook that new non-retained ABS issuance could fall
20-25% as the market became familiar with the STS rules, but that was ahead
of the guidelines being published. That forecast could now appear
conservative.

Publication of STS Guidelines Offers Hope

By Anil Mayre, Senior Analyst
Back to Index Page
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The Context

To start, let’s review the performance of USD-denominated Asia bonds YTD:

Emerging Asia Credit May See a Better Year Ahead 

By Tim Cheung, Head of China and Riki Zhang, EM Analyst
Back to Index Page

30 November 2018 vs 29 December 2017

Total Returns 
(%)

Yield Change 
(bp)

Z-Spread 
change (bp)

JACI aggregate -2.08 +147 +78

Quasi -1.16 +118 +49

Corporate -1.94 +172 +100

Sovereign -4.25 +108 +44

IG -1.34 +107 +40

HY -4.55 +319 +243

In summary, most of the sectors in the region have performed far worse
than most major investment banks expected at the end of 2017. We
attribute this to the general underestimation of the spillover effects from
China's financial deleveraging program and market participants' failure to
foresee an outbreak of the US-China trade war.

If EM Asia Secondary market performance has been disappointing since Q1,
then what about the primary market?

We note that both USD debt issuance by Chinese or non-Chinese Asia
issuers started to shrink as soon as Nov 2017 as a result of intensification of
financial deleveraging in China (chart 1). Needless to say, the subsequent
outbreak of the US-China trade war only made the situation worse.

Asia has seen USD 191bn of new supply in the first ten months of 2018 (chart
2), and we expect the full-year number to come in at around USD210bn,
lower than our forecast of USD260bn given at the end of 2017. Despite this,
2018 would still be the second busiest year for the Asia primary market.

However, due to the sharp change in the business/economic environment in
EM Asia as a result of China's economic slowdown and subsequently the
trade war, we reckon the drop in debt financing needs on a net basis (that
we already experienced this year), will extend further in 2019 (chart 3).

Chart 4 shows both HY and financials will see a decrease in net supply in
2019, with the latter even falling into negative territory (i.e. maturities
exceeding new issues). Henceforth the supply outlook will likely be more
supportive, though risk sentiment could also turn much weaker as the road
to resolving the US-China trade tensions may be bumpier than many people
expect. Continued page 24



The Context

Emerging Asia Credit May See a Better Year Ahead - cont’d
Back to Index Page

Charts 5 to 7 show the pricing map of each of Asia IG, Asia HY as well as 
Asia AT1.

Continued page 25



The Context

Looking ahead, we have a strong preference for AT1 credits as this
sector is expected to experience a significant decrease in net supply in
2019. In our view, Chinese policymakers' increasing bias towards
monetary easing and growing reluctance to intensify the macro
prudential assessment (MPA) will let FIs take a breather, which should
be positive for banks/financials credits.

Besides this, we expect the Chinese LGFV sector, which has been the
major victim of financial deleveraging (chart 8), to see a turnaround in
2019. We expect China to rely far more on the infrastructure sector to
support growth than before because the external trade environment
has become tough. As such, the central government will likely take
some supportive measures to encourage infrastructure investment and
channel the supply of funds to this sector, which should be positive for
LGFV bonds as a whole.

Emerging Asia Credit May See a Better Year Ahead - cont’d
Back to Index Page
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