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China Insight: Hard to Stop Implicit Debts From Accumulating
- by Tim Cheung and Riki Zhang, p10-11
Credit Suisse, not long ago, quoted an expert with a domestic rating agency
in China as saying that China's implicit government debts should be in the
CNY32-42tn range by 2018, or 1.7X-2.3X of explicit debts.

USD/CAD – Upside Favoured While 1+Year Channel Supports
- by Matthew Sferro, p13
Buy into any weakness towards the 1.3251 reaction low in anticipation of a
break above the 1.3451/1.3468 reaction highs towards the 2018/2017 highs
at 1.3665/1.3793. Stop on a break below 1.3069 which would confirm 1.25-
year channel support breakdown.

UK 10-Year Yield – Bears In Charge, But For How Long?
- by Andrew Dowdell, p14
Risk remains for another attempt lower and test of 0.951/0.923 prior lows.
Wider momentum has dissipated, however, and scope for a rebound is
growing.

NYMEX WTI (M9) – Bulls Eye Inverse Head & Shoulders Target
- by Marnie Owen, p15
While prices remain above a 3-month rising trendline, buy dips for the
67.16/68.36 area initially. Place a protective stop beneath the higher range
low at 58.41.
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The Market Follows The Fed’s Tune (in Part)
- by Marcus Dewsnap, p3
The ECB maintained its very dovish stance but reports that a tiered Depo
Rate was met with ‘scepticism’ offered push back to the idea another Depo
rate cut might be in the works.

Saudi Aramco Smashes International Bond Debut Amid Favourable Market
With Rebounding Oil Prices - by Natalie Rivett, p4-6
Oil giant Saudi Aramco has successfully made its first foray into the
international debt market with a USD12bn multi-tranche placement - the
most hotly anticipated deal of the year so far. The proceeds from the sale
will be used to pay for the USD69bn acquisition of a majority stake in
petrochemical company Sabic from Saudi Arabia's sovereign wealth fund.

The EUR Week – Bias is (Cautiously) Bullish
- by Tony Nyman, p7-8
An increasing number of investors are talking a possible 2019 base at
1.1177/84 for a 1.1500-plus reclaim and beyond. In recent weeks, risk bulls
have been encouraged by China stimulus and some better data (particularly
lending) which can potentially inspire global growth momentum, while
closer to home Berlin is hopeful that German fiscal stimulus can boost
domestic GDP ahead.

Know The Flows: Mutual Fund Investors Step Cautiously Into Q2
- by Cameron Brandt, p9
With the first quarter earnings season, an election in Spain, the latest
meeting of the European Central Bank and more twists in the never-ending
saga that is Brexit on the immediate horizon, mutual fund flows in early
April tilted towards those dedicated to the US while maintaining the broad
rotation from Equity to Bond Funds that started three months ago.
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By Marcus Dewsnap, IGM Head of Fixed Income Strategy

The ECB maintained its very dovish stance but reports that a tiered Depo Rate was met with
‘scepticism’ offered push back to the idea another Depo rate cut might be in the works. As of
writing, EUR OIS is still suggesting, at most 4bp of, easing, although not to any great extent. There
have been upwards revisions to some German data of late, which paint a less bleak picture of
manufacturing there (markets tend to ignore revisions).

Meanwhile, the Fed signaled that it was very much on pause via the minutes to the last meeting
and several speakers. Indeed, Jan20 Fed Funds Futures which only recently were pricing a 25bp
cut, now imply 2.26%, an 11bp chop from the current mid-range. Powell has made it clear that an
inflation acceleration is required for a rate hike. Within this, however, there is no indication as to
what the tolerance level for an inflation overshoot nor what would instigate a rate cut. US
breakevens (oil related?) are edging higher and sit just below 1.95% which suggest the pause
message is getting through and inducing a belief that the strong labour market (jobless claims at a
lowest since the late 1960s) will at least keep consumer spending expanding for a while yet. And
a nod should be made to a couple of other issues which might create that inflation for a rate hike.
Financial conditions, via the GS version, are steadily falling back towards the level of early Autumn
last year. This also supported by more attempts to roll back banking regulation (which acts as
though policy is being eased). Second regards the fiscal side. House Democrat Leader Pelosi is
setting off on the road to an infrastructure spending programme. Sure, there is a long way to go,
and negotiating with President Trump won’t be easy (but recall he did want something of this
nature), but this will represent a significant fiscal boost and if talks gain serious traction, might
nudge the Fed into changing its tune.

UST real yields are just a touch off the low for the year though. This possibly a function of how
negative the Fed appears to be on economic growth forecasts versus say the Atlanta Fed’s
outlook that is now back at 2.27% for Q1. The market’s view on the economic growth outlook can
be gauged by the UST 10-year growth expectation, a result of calculating TIPs minus the ACM
Term Premium, which is testing the ytd low i.e. the Fed’s outlook is trumping all others.

Back to Index Page
This is an excerpt from Marcus’ Week Ahead.  For the full piece see HERE.

https://igm-novus-production-uploads.s3.amazonaws.com/uploads/upload/asset/129168/IGM_Weekly_-_12_April_2019.pdf
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By Natalie Rivett, Senior EM Analyst & Andrew Dowdell, FX Technical Analyst
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Oil giant Saudi Aramco has successfully made its first foray into the international debt market with
a USD12bn multi-tranche placement - the most hotly anticipated deal of the year so far.

The proceeds from the sale will be used to pay for the USD69bn acquisition of a majority stake in
petrochemical company Sabic from Saudi Arabia's sovereign wealth fund, giving Crown Prince
Mohammed a fresh injection of cash needed to achieve his ambitious plans to diversify the
economy and modernise the Kingdom.

Strong demand sees Saudi Aramco price inside the sovereign

Demand for the 3, 5, 10, 20 and 30-year bonds was so robust – exceeding USD100bn at the peak
– it allowed Aramco to tighten 20bp from IPTs on all five tranches, to price through the curve of
Saudi Arabia, by 10-20bp (refer to the preceding dashboard). A highly unusual move for a
company that has the same ratings as the sovereign (A1/A+ at Moody's/Fitch).

That said, Moody's did suggest Saudi Aramco has many characteristics of a top-notch Aaa rated
corporate, with minimal debt relative to cash flows, large scale production, market leadership and
access in Saudi Arabia to one of the world's largest hydrocarbon reserves. Its final rating is
constrained by the government of Saudi Arabia because of close linkages between the sovereign
and the company.

The credit rating process offered a glimpse into the company's accounts for the first time since its
nationalisation four decades ago and this provided investors with plenty of reasons to snap up the
debt. Most notably, with net income of USD111.1bn, Saudi Aramco was the world's most
profitable company in 2018, easily beating the likes of Exxon and Apple.

The sale appealed to both Emerging Market debt and investment grade investors; the latter will
have considered the bonds attractive when compared to other oil majors, such as Exxon.

Deal set against a backdrop of improved sentiment towards Saudi Arabia

The sheer strength of demand for Aramco's landmark debt offering, which was skewed to the
longer-tenors, was evidence that the hunt for yield had outweighed any concerns investors might
have over the repressive state government. The sale, of course, also follows the Kingdom's own
USD7.5bn dual tranche offering back in January - the first since the killing of journalist Khashoggi -

that attracted demand of more than USD27bn.

The Khashoggi crisis, along with sliding oil prices, hit Saudi assets in late 2018. At the height of the
sell-off, the Tadawal and iShares MSCI Saudi Arabia ETF (KSA) slipped to 10- and 7-month lows
respectively and the EPFR flows data shows that investors pulled money out of Saudi focused
Equity and Bond Funds.

The situation has since reversed, with the Tadawal and KSA both bouncing clear of 20% from
October troughs to trade up at highs since July 2017, and record peaks in the case of the latter.
Moreover, cumulative net flows to Equity and Bond Funds have been on a sharp upwards
trajectory since the turn of the year (refer to the dashboard).

…aided by rebounding oil prices

This turnaround in sentiment has seemingly been helped by a rebound in oil prices, with Brent
rallying around 30% since the start of 2019 to top USD70/brl, and up from 16-month lows near
USD50/brl in December (see the dashboard). The production curbs by OPEC+, which pump about
half the world's oil, have played a major part in the turnaround in the oil market this year, as have
US sanctions on oil exporters Iran and Venezuela.

The resurgence in fighting around the Libyan capital of Tripoli is also now providing upside risks to
global oil prices from the supply side that could in turn help to maintain this improved appetite
towards the assets of Saudi Arabia and other oil exporting nations, at least in the short term.

On the demand side, lingering concerns over global growth remain a risk to oil prices, with the
IMF once again lowering the economic outlook recently - its third downgrade since October.
However, the impact from these growth concerns could ease should we see more positive data
out of the US, China and the Eurozone and indeed, the long-awaited trade deal between Beijing
and Washington.

continued page 6
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From a technical perspective, the outlook is still constructive for oil prices. Beyond
USD71.77/brl, opens targets at USD72.52/73.85/brl and with scope to go higher potentially.

• Price action remains constructive, with the market firmly entrenched within an approx. 3-
month bullish channel

• The 50-Day MA has also reversed higher, and now underpins the current advance

• Immediate focus is on 61.8% of the Oct-Dec (84.55-51.09) fall at 71.77

• Through there opens further targets at 72.52/73.85 ahead of the 76.4% retrace at 76.65/29
Oct high at 77.41

• Dips should attract fresh bids ahead of prior reaction highs-turned-support at 68.48/67.77

• Only below 28 Mar 65.93 low weakens

Back to Index Page
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By Tony Nyman, IGM Head of G10 FX

continued page 8
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Expected Eur/Usd trading range is 1.1225/1.1375

An increasing number of investors are talking a possible 2019 base at 1.1177/84 for a 1.1500-plus
reclaim and beyond.

In recent weeks, risk bulls have been encouraged by China stimulus and some better data
(particularly lending) which can potentially inspire global growth momentum, while closer to
home Berlin is hopeful that German fiscal stimulus can boost domestic GDP ahead.

It sounds good, although we'd like to see it with our own eyes so EZ, especially Germany,
DATA will garner plenty of interest this week.

Standouts could be:

Tue - German ZEW (seen mixed).

Thu - Flash PMIs and so all eyes on manufacturing after Mar's shocker and series low 44.1. A
rebound of sorts expected to 45.0. Bbg poll extremes are 43.1 and 47.0.

In between, Wed, there is EZ Mar CPI.

RISK - It's worth noting that two banks at least are going all in on long Eur/Usd reccs. We talked
about MS targeting 1.1800 earlier and it’s worth noting NORDEA, too, are betting on the green
shoots narrative for 1.1650. The Scandi giant leaves its stop at 1.1187. The bar for disappointment
could be quite low. Will the data back this more optimistic view up. Will ECB speakers such as
Nowotny (Tue) and Lautenschaleger (Wed) sounds as enthusiastic after Villeroy stated monetary
policy must remain accommodative earlier? Externally, it might only take a fresh failure in trade
talks to dent plenty of this new found optimism.

• Wider bearish momentum has slowed, and a potential base may be starting to form

• Clearance of the 100-dma (approx 1.1350) then 1.1391 (22 Mar high) is needed to open the
key 200-dma (approx 1.1445)/Mar 1.1448 peak

• Through there would firm conviction that a signIficant low is in place

• Below 1.1230 (10 Apr low) suggests an extension lower and initial re-test of the Apr/Mar
1.1184/77 lows

Back to Index Page

https://www.informagm.com/stories/1482882/
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By Cameron Brandt, Director, Research

With the first quarter earnings season, an election in Spain, the latest meeting of the European
Central Bank and more twists in the never-ending saga that is Brexit on the immediate horizon,
mutual fund flows in early April tilted towards those dedicated to the US while maintaining the
broad rotation from Equity to Bond Funds that started three months ago. Overall, EPFR-tracked
Bond Funds absorbed another $14.3 billion during the week ending April 10 as US Bond Funds
recorded their biggest weekly inflow since mid-1Q15. Equity Funds saw another $2.6 billion flow
out despite US Equity Funds posting their third inflow year-to-date.

Other recent fund flow trends remained intact. These include the exodus from Europe Equity
Funds, the preference among multi asset investors for Total Return Bond Funds rather than
Balanced Funds, the positive flows enjoyed by funds with socially responsible (SRI) and
environmental, social and governance (ESG) mandates and the defensive tone of Sector Fund
flows.

Among the major Money Market Fund groups, flows into Europe Money Market Funds hit a 13-
week high. In six weeks before the March 21 deadline for full implementation of wide-ranging
reforms the euro-denominated funds tracked by EPFR experienced redemptions totaling some 5%
of AUM.

At asset class and single country fund levels, Municipal Bond Funds attracted fresh money for the
14th week running, their longest such run since 2H15, while Bank Loan Bond Funds extended
their longest outflow streak in over four years. Flows into UK Bond Funds climbed to a 27-week
high, UK Equity Funds posted their ninth consecutive outflow and redemptions from New Zealand
Equity Funds hit their highest level since late 3Q18.

Ahead of a first quarter earnings season that is expected to underwhelm, flows to most EPFR-
tracked Sector Fund groups in early April fell into the modest-to-non-existent category. Those
with defensive reputations again fared best: Telecoms, Consumer Goods, Real Estate and
Infrastructure Sector Funds all recorded inflows ranging from $44 million to $498 million.

With the bar set low, some investors believe that US financial earnings will throw up some
positive surprises and have been building up positions ahead of the reports of banking majors JP
Morgan and Wells Fargo on April 12. Flows to Financial Sector Funds hit a 28-week high. Four of
the five funds seeing the biggest inflows during the week are focused on preferred securities.

Back to Index Page For further information on EPFR, please click HERE

https://financialintelligence.informa.com/products-and-services/data-analysis-and-tools/epfr


China Insight: Hard to Stop Implicit Debts From Accumulating

10

By Tim Cheung, Head of China, Riki Zhang EM Analyst

Credit Suisse, not long ago, quoted an expert with a domestic rating agency in China as saying
that China's implicit government debts should be in the CNY32-42tn range by 2018, or 1.7X-2.3X
of explicit debts.

The expert reminded investors of regional debt risks. On his radar, Western provinces like
Qinghai, Ningxia, Guizhou, Gansu and Liaoning had the highest risk and had to rely on the central
government to solve the issue. He also said there was great pressure on LGFVs, and that many
defaults in non-compliant products by LGFVs last year were a leading indicator for defaults of
LGFV bonds this year.

He otherwise expected relief of debt pressure via alternative substitutions around the benchmark
rate, where China Development Bank will play a big role. For example, after China Development
Bank stepped in for the Zhenjiang case, which had an implicit estimated debt of CNY330 bn, the
financing cost of Zhenjiang LGFVs significantly declined.

In our view, the central government is already aware of the severity of implicit debts, which is
highly associated with LGFVs. That's why quite a number of policy measures have been
introduced recently, in an effort to resolve the local government contingent debt problem.

Above all, the government’s 2019 work report encourages the adoption of market approaches to
solve the issue of maturing LGFV debts and makes sure that projects financed by such debts are
not stopped halfway. More special local government bonds would be issued (CNY2.15tn in 2019,
up CNY800bn from 2018) and the scope of use for special local government bonds will be
moderately expanded. This is designed to provide funding for key projects as well as create
conditions for better forestalling and defusing of local governments' debt risks.

Meanwhile, the work report also mentioned to continue the issuance of some local government
bonds to replace outstanding debts (chart 1 and chart 2).

continued page 11
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One of the principles of issuance of more special local government bonds is to open the front
door (i.e. allowing more formal debt issuance) while also making sure to narrow down the back
door (i.e. reducing the implicit government debt financing via LGFVs).

However, in our view, it is not easy for the central government to stop implicit government debt
at provincial/municipal level from accumulating (chart 3) because local governments would opt
for private public partnerships (PPPs) to finance themselves when they see LGFVs no longer
viable financing tools

Though implicit debts will likely continue to accumulate, we, more optimistically than the above-
mentioned expert, think the default risk from LGFV bonds will continue to be under control over
the rest of this year. That being said, assessing the default risk and the level of implicit
government support for LGFVs remains a challenge for many investors.

In regard to offshore LGFV papers, we would avoid the provinces/municipals, in which their
LGFVs have defaulted on their shadow banking products over the past two years. Besides, we
would also avoid those which will more likely opt for financing via PPPs as LGFVs are decreasingly
viable for them (chart 4).

Back to Index Page
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Technical Analysis by Matthew Sferro

• Consolidates recent gains to 1.3468 within a 1.25-year bull channel off the 1.2251 low as 
weekly studies flatline

• A break above 1.3468 will confirm strength for a test of the 2018 high at 1.3665 near channel 
resistance with the 2017 high at 1.3793 to follow on continued strength  

• Only the loss of channel support near 1.3251 confirmed by a drop under 1.3069 would signal a 
return to weakness 

____________________________________________

STRATEGY SUMMARY

Buy into any weakness towards the 1.3251 reaction low in anticipation of a break above the 
1.3451/1.3468 reaction highs towards the 2018/2017 highs at 1.3665/1.3793. Stop on a break 
below 1.3069 which would confirm 1.25-year channel support breakdown.

Back to Index Page

Resistance Levels 

R5 1.4326 26 January 2016 high 
R4 1.4016 11 February 2016 lower high 
R3 1.3793 2017 high - 5 May    
R2 1.3665 2018 high - 31 December     
R1 1.3468 7 March 2019 reaction high, near 28 March 2019 1.3451 reaction high 

Support Levels 

S1 1.3251 19 March 2019 reaction low, near 9 April 2019 1.3284 low  
S2 1.3069 1 February 2019 reaction low, near 25 February 2019 1.3113 minor higher low 
S3 1.2783 1 October 2018 higher low 
S4 1.2528 17 April 2018 higher low 
S5 1.2251 2018 low - 31 January  
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Technical Analysis by Andrew Dowdell

• Trend lower remains intact, but with Stochastics hovering near oversold levels, scope is 
growing for a bounce

• 100-Week MA remains flat, increasing the likelihood of a reversion higher

____________________________________________

STRATEGY SUMMARY

Risk remains for another attempt lower and test of 0.951/0.923 prior lows. Wider momentum has 
dissipated, however, and scope for a rebound is growing.

Back to Index Page

Resistance Levels 

R5 1.749 10 October 2018 high 
R4 1.569 8 November 2018 high 
R3 1.376 18 January 2019 high 
R2 1.326 1 March 2019 high 
R1 1.249 12 March 2019 high 

Support Levels 

S1 0.967 28 March 2019 low 
S2 0.951 8 September 2017 low 
S3 0.923 14 June 2017 low 
S4 0.795 76.4% of 0.501-1.749 rally 
S5 0.641 27 September 2016 low 
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Technical Analysis by Marnie Owen

• Broke out of an inverse head and shoulders base with scope to a resistance cluster consisting 
of the 67.16 pattern target, 76.4% of the 75.65/43.80 fall at 68.13 and the 68.36 high as 
weekly RSI and MACD studies trend upwards

• A concerted break above the cluster would stage the 71.84 high ahead of the 74.39/75.65 
zone 

• A reversal under the 3-month rising trendline then 58.41 would shift focus lower instead

____________________________________________

STRATEGY SUMMARY

While prices remain above a 3-month rising trendline, buy dips for the 67.16/68.36 area initially. 
Place a protective stop beneath the higher range low at 58.41.

Back to Index Page

Resistance Levels 

R5 75.65 Contract high – 3 October 2018 
R4 74.39 9 October 2018 lower high 
R3 71.84 15 October 2018 minor range top 
R2 68.36 29 October 2018 high/68.13 (76.4% 75.65/43.80)/67.16 (inverse head and shoulders target)  
R1 64.74 5 November 2018 high near 64.71 (10 April 2019 high) 

Support Levels 

S1 60.86 22 June 2018 reaction low/60.87 (29 March 2019 high)/200 DMA (not shown - 60.83) 
S2 58.41 28 March 2019 higher range low 
S3 55.31 8 March 2019 higher low 
S4 52.37 28 January 2019 range low  
S5 49.72 7 January 2019 low 
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Informa Financial Intelligence (IFI), a unit of Informa plc (LSE: INF), provides fund 
flows, asset allocation, FX, credit issuance and banking data, quantitative products, 
research and analysis to financial institutions - both public and private - around the 
world. Our market moving data services include daily, weekly, and monthly equity 
and fixed income fund flows and monthly fund allocations by country, sector and 
industry.

To find out more:

 financialintelligence.informa.com
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