
1

The Context
March 4th 2019



China Insight: USD/CNH to Head For 6.63-6.65 Once HFs Have Set Enough 
USD Shorts - by Tim Cheung and Riki Zhang, p10
US President Trump announced the extension of the 1 March tariffs
deadline (for tariffs to increase from 10% to 25% on USD200bn of imports
from China) after the latest US-China trade talks were wrapped up on 24
February, and added that he would meet with China’s President Xi at Mar-a-
Lago to conclude an agreement if additional progress is made.

Front Month Schatz - Bears Gain Momentum For 111.770 Then 111.710
- by Ed Blake, p12
Sell into any near-term gains as we await a downtrend extension targeting 
111.770/111.710. Place a protective stop above the 111.925 lower high.

USD/CAD - Downside Looking Vulnerable
- by Andrew Dowdell, p13
Look to sell for a decline to 1.2528. Above 1.3375 threatens further
congestion, but bulls would need to clear 1.3665 to signal a return to
strength.

CRB Raw Industrials Index – The 488.77/495.39 Barrier is Key to Direction
- by Ed Blake, p14
Buy into near-term dips towards 481.81 amid recovery attempts targeting
lower highs at 495.39, perhaps 503.58. Stop and reverse on a return below
the 477.85 higher low.

What’s Your Risk Gauge Say?
- by Marcus Dewsnap, p3
In some respects, it has been a strange old week. Positive noise on US-
China trade discussions failed to boost risk asset sentiment, suggesting
there is a high bar to further equity upside from this impulse. Trump
walking out of talks with his North Korean counterpart raises the risk he
could do the same with China over trade negotiations, hence, some caution
is in order with regards going all-in on a successful US-China trade deal.

FX Seasonality in March
- by Tony Nyman, p4-5
Mixed US data so far this month, but the USD is up against everything in
G10 land so far, through to +0.5% JPY and SEK and +1.0% CAD (after some
disappointing Canada GDP data) as yield convergence continues to fail to
materialise. However, how does the USD tend to fare generally in the last
month of Q1?

Metals Prices And CNH Point to Broader EM FX Gains
- by Christopher Shiells, p6-8
Despite all of the pessimism around the global economic cycle, commodity
prices have been on a strong run in 2019, and even shaken off the broad
sell-off that occurred in risk markets in February.

Know The Flows - Yin And Yang For US And China Equity Funds in Late 
February - by Cameron Brandt, p9
The final week of February saw EPFR-tracked US Equity Funds snap their 
longest redemption streak since 2002 while China Equity Funds posted their 
biggest outflow since mid-3Q15. That, for the moment, bucked the trend of 
China Equity Funds attracting money despite flirting with bear territory 
during 2H18...
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In some respects, it has been a strange old week. Positive noise on US-
China trade discussions failed to boost risk asset sentiment, suggesting
there is a high bar to further equity upside from this impulse. Trump
walking out of talks with his North Korean counterpart raises the risk he
could do the same with China (or anyone else for that matter) over trade
negotiations, hence, some caution is in order with regards going all-in on
a successful US-China trade deal. Despite the generally pessimistic
economic outlook (deteriorating economic growth rather than
recession), benchmark bond yields in the US, Eurozone and UK have
risen as have industrial metals, which leads some to talk of the already
bottomed global economy.

Given the rally this year, equity markets can be forgiven if they need a
breather and it seems Central Banks have their back. Normalization
from the ECB and BoJ seems some way off and the Fed’s new ‘normal’
will involve a much larger balance sheet than originally thought, thus
keeping the global CB balance sheet larger than expected. The market is
dovishly priced for both the ECB and Fed. EUR OIS prices mid-2020 for
rate lift off, Fed Funds Futures favour a cut as the next FOMC move.

There are some idiosyncratic factors at work on the bond yield front. In
the US, Breakeven rates are the main contributor to the recent yield
upside and these are driven by the Oil price rise (and there are reasons
to suspect further upside). Better-than-expected Q4 GDP did help real
yields, but the expected economic growth slowdown caps.

Bund yields, meanwhile, seem to be driven in part by positioning and
partly by diminishing chances of a no-deal Brexit. The latter is ‘good’
news which in a market that has gotten itself into the ECB isn’t going to
tighten for ages thought process is therefore susceptible (which also
suggests fragile) to positive news (although the trade talk didn’t help
here). TLTRO talk also helps.

Gilt yields are a function of the Brexit talk, and given the fall in
breakevens, real yields are the responsible party for the move, which
makes sense on the perceived better economic prospects a ‘deal’
suggests.

The Fed and ECB are anchoring the front-end. That is not to say the BoE
isn’t, but GBP OIS has brought forward pricing for the next BoE hike to
November 2020 from Q1 2022, in a little over a week which has
supported the higher UK 2-year yield. This hasn’t prevented the UK
curve from steepening, as have both the UST and German curves.

Depending on your favoured FX gauge of ‘risk-off/on’, yields different
answers. AUD/JPY whilst off the ytd low is yet to recover to pre-2018
end slump in sentiment levels, moving sideways for the most part.
CAD/JPY, on the other hand, is in a clear uptrend and approaching last
October’s level. The latter is also influenced by oil, the former by an RBA
that was more dovish in February than originally expected.

What’s Your Risk Gauge Say?
By Marcus Dewsnap, IGM Head of Fixed Income Strategy Back to Index Page

This is an excerpt from Marcus’ Week Ahead.  Full piece HERE.

https://igm-novus-production-uploads.s3.amazonaws.com/uploads/upload/asset/123696/IGM_Weekly_-_1_March_2019.pdf


Mixed US data so far this month, but the USD is up against everything in
G10 land so far, through to +0.5% JPY and SEK and +1.0% CAD (after
some disappointing Canada GDP data) as yield convergence continues to
fail to materialise.

However, how does the USD tend to fare generally in the last month of
Q1? Further, are there any G10s that seem to perform particularly
well/badly through Mar?

• In 2018, Mar was a mixed month. The USD lost out vs the -0.2% JPY
as well as the -0.8% NOK, -0.9% EUR and -1.9% GBP. Among the USD
wins were +0.4% CAD, +0.8% SEK, +1.1% AUD and +1.2% CHF.

• In 2017, mixed again. Mostly USD losses, incl -0.3% CHF through to -
0.7% EUR and SEK, -1.2% JPY and -1.4% GBP. USD gains seen vs +0.4%
AUD, +2.4% NOK and +2.6% NZD.

• In 2016, material USD losses across the board. From -0.1% JPY
through to some hefty moves such as -3.2% GBP, -4.7% EUR, -5.1%
NOK, -5.5% SEK and -7.2% AUD

• In 2015, the reverse, the Usd was an across the board winner, from
+0.4% JPY to some big +4.0%-plus wins vs GBP, EUR and the +4.9%
NOK.

• In 2014, the USD was a fair size loser vs the Antipodeans -3.3% NZD
and -3.8% AUD. Mostly light USD gains elsewhere, incl +1.0% SEK and
+1.4% JPY.

• In 2013, it was a similar story. the USD was down just -0.2% GBP and
then bigger losses vs the commodity bloc -1.4% CAD, -1.5% NZD and -
1.9% AUD. USD gains elsewhere, from +0.8% SEK through to +1.7%
JPY, +1.8% NOK and +1.9% EUR.

• In 2012 a mixed bag, but largest losses were vs -0.6% GBP and USD
gains from +0.9% CAD to +1.9% NZD, +2.1% JPY and +3.6% AUD.

• In 2011, generally light USD losses, incl -1.0/1.1% NOK and CHF
through to -1.4% AUD and -2.6% EUR. Only USD gains came vs +1.4%
GBP and +1.6% JPY.

continued page 5

FX Seasonality in March
By Tony Nyman, IGM Head of G10 FX



• In 2010, more USD losses vs commodity blocers -1.8% NZD (and the -
1.9% CHF too), -2.4% AUD and -3.6% CAD. Largest USD gains vs the
+4.8% JPY.

• Ten years ago, USD profit taking as the S&P 500 bottomed, with near
USD losses across the board. Worst again -8.2% AUD, -9.3% SEK and -
11.7% NZD. Only USD gains +1.4% JPY.

• For good measure, in 2008, a mixed USD performance, incl sizeable
losses vs the likes of 2.3% NOK, -4.0% EUR, -4.1% JPY and -4.8% CHF.
USD gains included this time against the commodity bloc +1.6% NZD,
+1.9% AUD and +3.7% CAD.

So, Mar does not tend to be one of the more volatile months. The USD
often puts in a mixed performance, but losses can tend to pan out vs the
commodity bloc so it will be interesting to see how these three fare
through the course of the month, particularly as they all are on the
relative back foot and carry independent weights for now.

The USD can outperform vs the YEN.

We'll go for it as a result despite the fact that it has already gone a long
way. We'll look to buy a USD/JPY dip in Mar at 111.60 for 113.55. We'll
leave our stop below its possible pivot of the 200-dma (111.35) at
110.85.

FX Seasonality in March – cont’d
Back to Index Page



Metals Prices And CNH Point to Broader EM FX Gains
By Christopher Shiells, Managing Analyst EM
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Despite all of the pessimism around the global economic cycle,
commodity prices have been on a strong run in 2019, and even shaken
off the broad sell-off that occurred in risk markets in February. Like most
risk markets, this has been fuelled by the Fed's dovish turn and hopes
that China and the US may come to a deal on the trade front.

However, there are still large downside risks for commodity prices this
year, given the US-China trade war is yet to be resolved and European
industrial production is in a downswing, adding to the slowing global
growth narrative that is expected to define 2019. That increases the
downside risk for commodity prices and EM FX this year.

Relationship between commodities prices and EM FX

As the graphs of the MSCI EM Currency Index and Bloomberg
Commodities Index/LME Index show; EM FX has in the past moved in
tandem with commodity prices and remains largely correlated. During
the 2014-15 "commodity carnage", EM FX lost 15% against the USD,
then both asset classes posted a v-shaped recovery in 2016-17. The
graphs also show that EM FX is more closely correlated with the LME
Index of metal prices rather than the much broader Bloomberg
Commodity Index.

The likelihood of a repeat commodity price collapse, like in 2014, is small
though. The large oil producers' plans to control supply and
infrastructure demand from China mitigate that risk. Also, the graphs
show that recently (from late 2018) EM FX are much more correlated
with commodity prices when they are rising vs when they are slumping,
which is down to improving macro policies in EM countries that aim to
limit vulnerability to swift commodity price swings via implementation of
counter-cyclical fiscal policies.

What is more likely to lead EM FX higher?

As we mentioned earlier, it would seem that metals prices are a better
gauge to the health of EM FX in recent months, which may be due to

their close correlation with the health of the Chinese economy and thus
the US/China trade talks. Prices will react swiftly on - positive or negative
- trade deal news. The general expectation is that risk appetite will
improve more significantly in base metal markets – and thus prices –
when a trade deal is reached, and thus the positive momentum this year
has fuelled sharp metals price rises and strengthening EM FX vs the USD.

Thus looking at the technical picture for the LME Index, which has
scope to extend the recent upside to 3137 in the near term, there is
potential for the MSCI EM Index to gain another 1.67% to hit 1,677,
new 9-mth highs, based on current correlations.

continued page 8

Metals Prices And CNH Point to Broader EM FX Gains – cont’d
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• Extends the recovery from 2730.1 (3 January, 20-month low) via
2891.7 (12 February higher low) to threaten 3051.8 (3 October 2018
lower high)

• Constructive studies suggest a decisive break over 3051.8 to
complete a 7-1/2 month base over 2730.1 and open 3114.9/3137.4
(50% retrace of 3499.6/2730.1 and equality of 2730.1/2975.8 from
2891.7)

• Sustained strength would then expose 3205.7 (61.8% of
3499.1/2730.1 fall), perhaps 3275.3 (1 May 2018 former low)

• Only a failure to hold over 3051.8 and/or a return below the 2891.7
higher low would caution and signal extended consolidation over
2730.

However, this is a broad measure of commodities and of EM FX, which
we know are no longer such a homogeneous bunch of currencies. Also,
weaker USD equals stronger commodities prices – so does USD/CNH as
the anti USD trade provide more of a clue to EM FX performance? The
graph in the dashboard would suggest so. It shows that broadly speaking
when the CNH strengthens vs the US dollar (USD/CNH lower), EM FX also
strengthens, and over the last year this relationship has been strong.

We anticipate USD/CNH will head for 6.63-6.65 in weeks and then
possibly 6.60 over the rest of H1. But will we see a return of long-term
appreciation of the CNY, which will eventually push the pair to re-test
6.30? Our answer is "No", because we think what the Trump
administration has requested is only for there to be no CNY depreciation
on the back of manipulation by the Chinese policymakers, which does
not necessarily mean CNY appreciation. At the same time, a strong and
persistent currency appreciation should be unacceptable to Chinese
policymakers given the prevailing economic slowdown in the mainland.
As a matter of fact, we also believe the PBOC has been refraining from
doing anything to drive CNY depreciation, since it learnt in 2016 that
currency depreciation would spark massive capital outflows.

Metals Prices And CNH Point to Broader EM FX Gains – cont’d
Back to Index Page
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The final week of February saw EPFR-tracked US Equity Funds snap their
longest redemption streak since 2002 while China Equity Funds posted
their biggest outflow since mid-3Q15. That, for the moment, bucked the
trend of China Equity Funds attracting money despite flirting with bear
territory during 2H18 and investors using this year’s rally to cash out of
US Equity Funds.

Although European equity markets are off to their best start since 2015
despite slowing economic growth, Brexit and the electoral calendar,
investors continue to pull out of Europe Equity Funds. This group ended
February by posting outflows for the 50th time in the past 52 weeks, a
run that has seen over $100 billion redeemed from this fund group.

Overall, EPFR-tracked Equity Funds took in a net $305 million during the
week ending Feb.27. Bond Funds collectively absorbed $6.4 billion and
Alternative Funds $137 million while $1.4 billion flows out of Balanced
Funds and $529 million out of Money Market Funds.

At the asset class and single country fund levels, flows into Municipal
Bond Funds hit a 32-week high and Mortgage Backed Bond Funds
absorbed over $500 million for the seventh time in the past eight weeks.
Mexico Equity Funds ended their seven-week run of outflows, Greece
Equity Funds recorded their biggest inflow in nearly 10 months, France
Equity Funds extended their longest redemption streak since a 24-week
run ended in early 4Q16 and outflows from Canada Equity Funds
climbed to a 35-week high.

Flows into Technology Sector Funds rebounded sharply in late February
as investors finally started buying into the New Year’s rally by US and
other equity markets. But these inflows were the exception to the recent
flow pattern, where the bulk of any fresh money has been absorbed by
Sector Fund groups with defensive reputations. During the latest week
Healthcare, Utilities, Real Estate, Consumer Goods and Telecoms Sector
Funds all posted inflows while Commodities, Energy, Industrials and
Financial Sector Funds recorded outflows.

Technology Sector Funds dedicated to the US accounted for the bulk of
the headline number for all funds, which was the largest since early June
last year. Investors cast a broad net: among the top 10 funds ranked by
inflows for the week were ones with semiconductor, cyber security,
China, software and multi media networking mandates. Meanwhile,
financials remain the biggest single sector allocation for all the major
fund groups except US Equity Funds.

Know The Flows – Yin And Yang For US And China Equity Funds in Late February
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
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US President Trump announced the extension of the 1 March tariffs deadline
(for tariffs to increase from 10% to 25% on USD200bn of imports from China)
after the latest US-China trade talks were wrapped up on 24 February, and
added that he would meet with China’s President Xi at Mar-a-Lago to conclude
an agreement if additional progress is made.

As per news reports, progress has already been made in a few areas, such as
China buying more US goods (agriculture, energy and semiconductor), non-tariff
barriers, market access, services, intellectual property, technology transfers, and
potentially also a pledge to keep the CNY FX stable.

Rumours about a pledge to keep the CNY FX stable were leaked on 19 February,
before the kick-off of the trade talks. The former immediately triggered a fall in
the USD/CNH from 6.7850 to 6.6900 during 19-21 February. Though a further
selloff happened on 25 February in the Asia morning, in reaction to Trump's
announcement about the tariffs deadline extension, it was more short-lived than
many people expected. The pair, after reaching 6.6740, finally pared most of the
post-announcement losses within a few hours.

In comparison with real money investors, hedge funds looked far more reluctant
to hold CNH longs before the trade talks started on 21 February (chart 1-3).
After missing the recent USD/CNH downleg, hedge funds instead might be
working hard to protect the downside of USD/CNH, so that they can have better
market levels to set fresh USD shorts (CNH longs). That could be a major reason
why the selloff seen on the 25 February Asia morning was so short-lived.

Given the above-mentioned, we anticipate USD/CNH will head for 6.63-6.65 in
the coming weeks and then possibly 6.60 over the rest of H1, once hedge funds
have completed building their USD shorts in the 6.68-6.70 region.

Then the remaining question is whether we will see a return of long-term
appreciation of the CNY, which will eventually enable us to resee 6.30. Our
answer is "No", because we think what the Trump administration has requested
is only for there to be no CNY depreciation on the back of manipulation by the
Chinese policymakers, which does not necessarily mean CNY appreciation. At
the same time, a strong and persistent currency appreciation should be

unacceptable to Chinese policymakers given the prevailing economic slowdown
in the mainland. As a matter of fact, we also believe the PBOC has been
refraining from doing anything to drive CNY depreciation, since it learnt in 2016
that currency depreciation would spark massive capital outflows.

.

China Insight: USD/CNH to Head For 6.63-6.65 Once HFs Have Set Enough USD Shorts
By Tim Cheung Head of China, Riki Zhang EM Analyst Back to Index Page



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.
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• Eases within a narrowing range bound by five-month rising

trendline support and nine-month falling trendline resistance

• Deteriorating multi-timeframe studies suggest an extension of this

year’s downtrend through trendline support

• December’s 111.770 spike low is the initial target, below which

exposes last September’s 111.710 three-year low

• Only above the nine-month falling trendline at 111.900 and then

the 111.925 lower high would cause a re-think

____________________________________________

STRATEGY SUMMARY

Sell into any near-term gains as we await a downtrend extension
targeting 111.770/111.710. Place a protective stop above the 111.925
lower high

Front Month Schatz - Bears Gain Momentum For 111.770 Then 111.710

Technical Analysis by Ed Blake Back to Index Page

Resistance Levels 

R5 112.080 13/15/17 August 2018 continuation chart lower highs 
R4 112.035 26 October 2018 continuation chart lower high 
R3 112.015 2019 continuation chart high – 2 January 
R2 111.925 24/29 January and 8 February 2019 continuation chart highs 
R1 111.895 26 February 2019 continuation chart high, near a nine-month falling trendline at 111.900 

Support Levels 

S1 111.770 13 December 2018 continuation chart spike low 
S2 111.745 10 October 2018 continuation chart low 
S3 111.710 25-27 September 2018 key continuation chart base 
S4 111.575 12 January 2016 continuation chart higher low 
S5 111.475 29 December 2015 continuation chart higher low 
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• Advance off 1.2062 lacks momentum, posting only marginal new

highs and experiencing deep corrections

• The 200-Week MA is flattening out & the market is now on the

verge of breaking below a 1+ year trendline

_____________________________________________________________________

STRATEGY SUMMARY

Look to sell for a decline to 1.2528. Above 1.3375 threatens further
congestion, but bulls would need to clear 1.3665 to signal a return to
strength.

USD/CAD – Downside Looking Vulnerable
Technical Analysis by Andrew Dowdell Back to Index Page

Resistance Levels 

R5 1.4690 20 January 2016 high 
R4 1.4326 26 January 2016 high 
R3 1.3793 5 May 2017 high 
R2 1.3665 31 December 2018 high 
R1 1.3375 24 January 2019 high 

Support Levels 

S1 1.3069 1 February 2019 low, near the 200-Week MA (approx. 1.3060) 
S2 1.2783 1 October 2018 low 
S3 1.2528 17 April 2018 low 
S4 1.2251 31 January 2018 low 
S5 1.2062 8 September 2017 low 
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• The fall from 530.07 (12 June, 4½ year peak) lost momentum and

based at 475.41 (22 January low), prompting a recovery

• Studies are mixed (daily=bullish/monthly=bearish) and the 488.77-

495.39 resistance zone is now pivotal to near-term direction

• Above would confirm a near six-month base and open lower highs

at 503.58/511.22, which coincide with Fibonacci retracements of

530.07/475.41 fall

• A failure above 495.39 would suggest a resumption of the broader

nine-month downtrend targeting 475.41/462.88

____________________________________________

STRATEGY SUMMARY

Buy into near-term dips towards 481.81 amid recovery attempts
targeting lower highs at 495.39, perhaps 503.58. Stop and reverse on a
return below the 477.85 higher low

CRB Raw Industrials Index – The 488.77/495.39 Barrier is Key to Direction

Technical Analysis by Ed Blake Back to Index Page

Resistance Levels 

R5 516.20 15 May 2018 former low, near 76.4% of 530.07/475.41 fall 
R4 511.22 31 July 2018 lower high, near 61.8% of 530.07/475.41 fall 
R3 503.58 9 August 2018 high, near 50% of 530.07/475.41 and potential 475.41/488.77 base target 
R2 495.53 20 October 2017 low, nr 28 August 2018 lower high at 495.39 and 38.2% of 530.07/475.41 
R1 488.77 19 November 2018 lower high, near 23.6% retrace of 530.07/475.41 fall 

Support Levels 

S1 481.81 5 February 2019 former high 
S2 475.41 2019 low – 22 January, near 12 February 2019 minor higher low at 477.85 
S3 462.88 5 October 2016 high, nr 50% retrace of the long-term 397.31/530.07 rally at 463.69 
S4 447.07 25 May 2016 higher low, near 61.8% retrace of the 397.31-530.07 rally at 448.02 
S5 438.85 7 April 2016 minor higher low, near a 17-year rising trendline at 438.73 
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