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low at 8.7889 is viable. Only above 9.7472 offers bulls a reprieve.
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Reasons to Remain Bullish Usd/Try
By Christopher Shiells, Managing Analyst EM
Usd/Try has been trending higher since late March, as a mix of President Erdogan comments and
falling FX reserves once again spooked investors, showcasing how fragile the Lira remains since
last year's extreme sell-off. The CBRT did step in with some temporary tightening measures, but
these have been pulled back and the Lira has been left to weaken once again post the Turkish
local elections, as the AK party refuses to accept defeat in Istanbul. Thus USD/TRY having pulled
back to 5.3000 has jumped back to test 5.8200 in recent days and for the reasons we outline
below we continue to favour upside in the pair with a target of 6.2282.

• Recovered from 5.3049 (26 March low) to threaten strong resistance between 5.8448-5.8788
(22 March/3 January peaks)
• Constructive daily/weekly studies and moving averages (potential Golden Cross (50/200DMAs)
forming) suggest a clearance of this barrier to complete a six-month base over 5.1344 (29
November 2018 low)
• Further gains would then be anticipated through 5.9373 (38.2% retrace of the 7.2362/5.1344
fall) targeting 6.1853/6.2282 (50% retrace of 7.2362/5.1344 and 4 October 2018 lower high)
Reasons to be Usd/Try bulls
• Turkey recession - Due to the slump in the Lira last year and the eventual huge jump in
interest rates, the Turkish economy is going through a painful correction and credit crunch,
plunging the economy into a recession. Recent data suggests this economic readjustment is
still having an impact, which coupled with weak data from Germany, (Turkey's biggest export
destination) indicates a protracted recession ahead.
continued page 4
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Reasons to Remain Bullish Usd/Try – cont’d
• Turkish banking health - The Turkish corporate sector has a high share of USD-denominated
debt, which due to the Lira slump has led to a large number of debt restructurings. This in turn
has led to a spike in non-performing loans, raising concerns that foreign banks may at some
point decide not to roll over their large syndicated loans exposure to Turkish banks. The
Banking Regulator in March said that the ratio of non-performing loans to total cash loans was
4.11% in Feb, vs 2.92% in the same month last year. It also said that regulatory capital-to-riskweighted-assets ratio was 17.01% in Feb, up from 16.70% a year ago. Some expect the NPL
rate to rise above 10% by year end, although the regulator and govt expect the peak to be
around 6%. The govt has also just announced a fresh capital injection for state banks of
TRY28bn and a plan to remove some bad loans off banks' balance sheets.

• Geopolitics - Turkey's intention to acquire the S-400, an air and missile defense system from
Russia, has led to increased tensions between Turkey and the US, as Russia is not a NATO ally.
As a result, Turkey could be sanctioned under the Countering America's Adversaries Through
Sanctions Act. The United States could even cancel the delivery of next-generation F-35 fighter
jets to Turkey.
• FX Reserves - FX reserves dropped in March and with the adequacy ratio already well below
the IMF's recommendation, this limits the central bank’s tools to intervene in the currency
market.

• CBRT moves too early - There remains a latent risk that the CBRT could start to ease monetary
policy too early, under pressure from the government and President Erdogan, although for
now this looks unlikely.

Back to Index Page
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FIG Snapshot: Novelty Value Helps Underpin Demand
By David Corbell, IGM Head of Credit, Europe
Euro denominated supply from FIG issuers totalled EUR4.75bn last week, a respectable looking
tally considering the looming Easter break and also the approach of the current earnings cycle.
That's also more than double the EUR2.125bn which printed the previous week with FIG the only
asset class to see a pick up in supply, accounting for 54% of the overall total raised via single
currency deals.

The resulting supply imbalance shows no obvious signs of correcting just yet although it's worth
remembering that overextended markets can (and do) reverse without large-scale selling or
adverse news. Sometimes, just running out of buyers can be enough.
The positive reception given to last week's deals suggests we have yet to reach that stage though
while the debut nature of some of the week's offerings also ensured plenty of interest.
LBP's NPS Green bond got the week off to a good start on Monday with more than 130 accounts
clamouring to get a piece of its first such offering. That was followed by TD Bank (Tue) and BNS
(Wed) who became the first Canadian D-SIBS to sell bail-inable senior paper in the single currency,
where yield hungry investors were prepared to tolerate a fairly limited looking pickup compared
to existing super senior paper. WFC's first visit to the euro market (Wed) since May 2017 also
went down a treat.
Befitting the strong demand, the week's deals have all performed in secondary to varying degrees
too.
Looking more broadly though and a weaker tone in the latter stages of the week is indicative of
some profit taking with AT1 paper leaking a little lower. However, with EUR AT1s having delivered
total returns above 8% YTD (iBoxx), a degree of consolidation is perhaps healthy and will no doubt
be welcomed by investors who are still attempting to correct any underweight positions.

Robust demand and a cash rich investor base helped to underpin the week's euro offerings that
between them amassed combined orderbooks which exceeded EUR12.3bn.
And thanks to solid demand, issuers were also able to raise funding either flat or slightly through
existing curves, again.
In essence, pricing power remained with sellers (issuers) who are able to charge investors a
premium for providing them with opportunities to put money to work that are largely unavailable
in the secondary market. That comes after a prolonged period of tightening and one way inquiry
has cleaned out inventory in the street and where dealers are unprepared to short paper that
could prove tough to get back.
Back to Index Page

Looking ahead, earnings will be a major driver of sentiment in European markets although
financials only start filtering out toward the end of the week when Barclays, Bankinter and UBS
report on Thursday. That will be followed on Friday by updates from Bankia, Deutsche Bank, RBS,
and Sabadell.
EUR pipeline…
ASR Nederland N.V. has mandated HSBC as Sole Structuring Adviser and ABN AMRO, Deutsche
Bank, HSBC and UBS Investment Bank as Joint Lead Managers, to arrange a series of European
investor meetings commencing Tuesday 23rd April. A EUR benchmark 30 year non-call 10 year
Tier 2 transaction in RegS bearer format will follow, subject to market conditions. The securities
are expected to be rated BBB- by S&P.
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Accelerated Silverstone Sets New Benchmark
By Anil Mayre, Senior Credit Analyst
Nationwide Building Society’s prime UK RMBS last week established a new route to securitisation,
as it brought the first UK STS transaction and the first public transaction to reference SONIA
rather than the more traditional Libor.
The transaction was a resounding success, in terms of its performance through the various phases
of pricing as well as for Nationwide achieving its objective with Silverstone Master Issuer 2019-1.
The new securitisation regulation came into effect on January 1 2019 with the simple, transparent
and standardised (STS) framework. And becoming the first UK STS deal was important for both
Nationwide and investors.

“The new securitisation regulation impacts all types of collateral and it was important to us to get
into a position to not only comply structurally, but in terms of the pool composition too. This is
because a large part of the traditional investor base requires STS compliance to invest,” said
Krishan Hirani, senior manager of funding and capital markets at Nationwide Building Society.

But the agreement to extend Brexit to 31 October 2019 eased some of the uncertainty and
potential near-term volatility.
This was important for the USD investor base whose willingness to engage could have been tested
by the headline risk, according to one banker on the deal.
Investors still had their work to do, however, as GBP buyers would be seeing SONIA used for the
first time in public securitised form. Eight covered bonds have been issued in SONIA for
GBP5.95bn. But RMBS would be another test, not least due to the amortising format versus bullet
maturities of covered bonds and because bond platforms are yet to offer forward modelling. But
both Bloomberg and Intex have made good progress in recent weeks though, bankers say.
For Nationwide, the decision to issue a SONIA deal is part of a bigger shift in strategy.

“The benefits are that some investors require LCR eligibility, and STS gives them that. And STS also
offers preferential risk weight and capital treatment for certain investors too.”

“Effective April 5 we have begun to transition our balance sheet to SONIA from an internal
reporting, forecasting and management perspective. This means a greater emphasis on the
wholesale market adopting SONIA for issuance as well as hedging, so SONIA was a natural choice
of reference rate,” said Hirani.

Being in a position to meet those requirements was a big undertaking for the issuer, but one that
would ultimately be beneficial.

Market participants appear comfortable with SONIA covered bonds, as GBP10.5bn of orders for
just under GBP6bn of bonds shows (according to IGM data).

“We have made sure we complied with all aspects of the regulation. It was a huge project
internally, but the results of the transaction justified the decision. There were a number of
investors that participated that would not have done without STS, and others played in a larger
size,” Hirani said.

And a lack of recent prime UK supply, in conjunction with an easing of immediate Brexit worries,
instilled some confidence in Nationwide to accelerate its new trade. The issuer was, however,
mindful of maintaining some familiarity with other SONIA structures.

Nationwide came to market via Barclays, BAML, BNP Paribas and Citi offering 1.95-year USD (due
to mature before Libor is phased out) and 2.94-year GBP Triple A bonds.
When the deal was announced on April 8 the shadow of Brexit uncertainty – and the impending
April 12 deadline – still hung over the market.

Back to Index Page

“We were conscious that the covered bond market has accepted SONIA issuance, which gave us
an element of comfort that SONIA could work. It had not been seen in the public ABS market but
consciously we kept the conventions consistent, such as daily compounding with a 5-day lag as we
didn’t want to diverge from other markets,” Hirani explained.
continued page 7
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Silverstone - cont’d
IPTs were initially expected on April 15, but Nationwide quickened its schedule to release
initial indications on April 11.

and priced flat to the secondary market,” said Hirani.

This showed the USD tranche at 3mL+65bp area and the 2.94-year GBP notes at
SONIA+80/low 80s.

And that performance could set the tone for others to follow now that the path to UK
STS/SONIA has been established, particularly the ability to price with little or no premium to
Libor.

For pricing references, the leads looked to existing prime UK paper on a Libor basis, factoring
the 15-16bp basis at the 3-year maturity of SONIA versus Libor.

Nationwide itself will remain a regular issuer in the secured funding market, RMBS and
covered bonds, as it refinances Term Funding Scheme drawings.

As such, IPTs equated to around 3mL+65-high 60s. The syndicate official said this took into
account 2-year master trust paper, from Nationwide’s existing deal and Lloyds too, being
around the 3mL+low 50s while 5-7bp was factored in for the additional tenor as well as
premium for the first SONIA trade.

As at the end of 2018 Nationwide had drawn GBP17bn.

The subsequent book updates reflected growing interest in the trade. The USD books hit
USD1bn the same afternoon, with an expected size in the USD250-350m range. A larger
tranche could have been possible even at that stage, but issuing in USD is more costly for UK
sellers due to the currency swap. However, it nonetheless allowed Nationwide to maintain a
presence in the US market.
UK issuers made good use of USD bonds last year, selling USD6.88bn in RMBS and credit card
format – the highest since 2012 according to IGM figures.

In its February 2019 investor update Nationwide reported lower wholesale funding
requirements in the 2018/2019 financial year due to its TFS participation. It said it would
typically issue GBP7-10bn of term funding across secured and unsecured asset classes, and
expects to do so for 2019/2020 onwards.
Distribution stats were awaited at the time of writing.
The capital structure for Silverstone 2019-1 is as follows:
Class
1A
2A

Size(m)
USD350
GBP750

S/M/F
AAA/Aaa/AAA
AAA/Aaa/AAA

CE
10%
10%

WAL
1.95y
2.94y

Step
Oct-21
Oct-22

IPTs
3mL+65bp area
SONIA+80/low 80s

Guidance
57-60bp wpir
77-80bp

On the morning of April 12, leads said the USD book had grown to USD1.5-1.7bn, depending
on the tranche size, and around GBP575m for the Class 2A.

- Leads: Barclays/BAML/BNP Paribas/Citi.

That allowed a sizable revision at guidance. The Class 1A narrowed to 3mL+57-60bp (wpir) and
the Class 2A to SONIA+77-80bp with orders in the range of USD1.5-1.7bn and in excess of
GBP800m.

- Settlement 24 April 2019. Update #1 Class 1A ~USD1bn. Update #2 USD1.5-1.7bn and
~GBP575m. Update #3 USD1.5-1.7bn and >GBP800m. Final terms USD350m 3mL+57bp book
~4.9x and GBP set at SONIA+75bp with book >GBP1.4bn. Final GBP book ~1.9x.

Coupon
57bp
75bp

Price
100
100

- Note margin doubles if not called. LFM 21 Jan 2070.
USD terms were set at USD350m at 57bp with the book around 4.9x covered (over USD1.7bn)
while the GBP spread was set at 75bp with the book around 1.9x, or over GBP1.4bn. The GBP
tranche equated to around 3mL+60bp or very marginally tighter.
“The book was bigger than we initially expected despite us being first mover in SONIA. The STS
benefit certainly played a part too. It was a case of looking at the size we could achieve while
being cognisant of how far we could move on pricing. We achieved a high-quality order book
Back to Index Page

- Collateral highlights as of Jan-19: UK prime, owner occupied mortgages, Pool size: GBP 7.2bn,
102,737 accounts, Average current balance: GBP 69,900, WA original LTV: 70.1%, WA indexed
CLTV: 39.2%, WA seasoning: 137 months, WA remaining term: 12.9 years, Repayment loans:
68.6%
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Know The Flows – Hope Springs Again For US-China Trade Deal
By Cameron Brandt, Director, Research
The week ending April 17 saw EPFR-tracked US Equity Funds post consecutive weekly inflows for
the first time since early September and China Equity Funds for the first time since mid-February
as hopes built that the two countries will reach an agreement on the trade issues that have
divided them since US President Donald Trump took office in early 2017.
This cautious optimism about Sino-US trade relations was not enough to derail the ongoing
rotations from Equity to Bond Funds and from Developed Markets Equity Funds to Emerging
Markets Equity Funds. It also failed to stem the outflows from Europe Equity Funds, which have
now experienced net redemptions for 10 straight weeks and 56 of the past 60.

Equity Funds with socially responsible (SRI) and environmental, social and governance (ESG)
mandates continue to get a pass on the redemption front. The latest week’s inflows topped $1.5
billion and were the largest since EPFR started tracking this sub-group in 2000.
Overall, EPFR-tracked Bond Funds absorbed another $7.9 billion during the seven days ending
April 17 while $539 million flowed out of Alternative Funds, $1.1 billion out of Equity Funds, $1.3
billion out of Balanced Funds and $67 billion out of Money Market Funds. The redemptions from
Money Market Funds reflected the deadline for US taxpayers to file their 2018 taxes: during the
same week in 2018 outflows hit a two-month high.
At single country and asset class fund levels, France Bond Funds posted their biggest weekly
inflow since 3Q17 while France Equity Funds recorded their 26th consecutive outflow,
redemptions from Hong Kong Equity Funds hit levels last seen in late 2Q13 and Saudi Arabia
Equity Funds absorbed fresh money for the 15th week running. Total Return Bond Funds took in
over $1 billion for the seventh straight week while High Yield and Municipal Bond Funds extended
their longest inflow streaks since 4Q17 and 2H16 respectively.
Healthcare/Biotechnology Sector Funds recorded their biggest outflow since the week ending
January 2 in mid-April as the sector joined financials and technology on the list of favored political
punching bags. Calls by US politicians to cap drug prices, make it easier to import generic
medicines and move the US towards a state managed system of healthcare buffeted a sector that
is expected to have one of the better quarterly earnings seasons.
Another group tied to a sector that has enjoyed more than its share of political attention on both
sides of the Atlantic, Technology Sector Funds, posted their fifth outflow in the past six weeks.
Major US technology plays are under attack for not paying enough taxes, not protecting the
privacy of users, exploiting near monopoly positions and stifling competition, with proposed
remedies ranging from sharply higher taxes to breaking them up.
Bucking the trend during the week ending April 17 were Financial Sector Funds which posted their
biggest inflow since the beginning of August as several major US plays exceeded the low
expectations for their 1Q19 earnings.

Back to Index Page

For further information on EPFR, please click HERE
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China Insight: Yield Curve Set to Steepen as Fiscal Policy
Turns More Proactive
By Tim Cheung, Head of China, Riki Zhang EM Analyst
A proactive fiscal policy stance has been maintained in China for a few years now. However, the
situation has been quite different for each year. Given that China has a complicated fiscal
system, it is difficult to tell the magnitude of fiscal expansion by just looking at the general fiscal
budget deficit. Besides the general fiscal budget deficit, the Chinese government also uses its
reserve fund (for both local and central governments) and special bond issuance (for local
governments) to adjust the strength of its proactive fiscal policy.

China's increasingly proactive fiscal policy, to a certain extent, reflects the central government's
growing reluctance to opt for expansionary monetary policy as a means to support the economy,
especially since the sharp depreciation in the CNY and massive capital outflows that occurred in
2016. Against this backdrop, both central/local government debts have been increasing at
different magnitudes in recent years (chart 2).
continued page 10

The targeted general fiscal budget deficit fluctuated around 2.6%-2.9% of GDP in 2015-19. For
2019, the general fiscal budget deficit is planned to reach CNY2.76tn or 2.8% of GDP. However,
the broad deficit, including the general fiscal budget deficit, utilization of the reserve fund and
local government special bond financing, or the gap between government revenue and
expenditure (excluding the social security budget system) rose from 3.4% of GDP in 2015 to 6.5%
of GDP in 2019 (chart 1).

Back to Index Page
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China Insight - cont’d
Whether economic growth can be stabilized by proactive fiscal policy remains uncertain; however, with China's outstanding debts increasing, we expect its yield curve to turn much steeper,
for sure (chart 3). In our view, the 5-year vs 1-year ND IRS spread, currently at 37bp, will be heading for 2018's year-wide 47bp over the next few months, and we wouldn't be surprised if it
finally surges through the 5-year wide of 64bp set in 2013 later this year.

Chart 3
Yield curve steepens as fiscal stimulus accelerates

Back to Index Page
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Euro 10yr Yield - A Sustained Channel Break Opens
0.164/0.205
Technical Analysis by Ed Blake
•

Recovers from -0.093 (27 March base) to briefly probe six-month falling channel resistance
at 0.080

•

With studies improving, a sustained channel break opens 0.123/0.205 – lower highs from
last month

•

A clearance of this barrier is needed to suggest a more significant yield recovery to the
2019 peak at 0.275

•

A false channel break and/or a return below -0.039 would avert upside scope and re-open 0.093/-0.161

____________________________________________
STRATEGY SUMMARY
Awaits a sustained channel break targeting the 0.205/0.275 zone. Stop and reverse on a return
beneath the -0.039 higher low

Back to Index Page

R5
R4
R3
R2
R1

0.275
0.243
0.205
0.164
0.123

S1
S2
S3
S4
S5

-0.039
-0.093
-0.139
-0.161
-0.205

Resistance Levels
2019 high – 18 January
50% retrace of 0.580/-0.093 fall
1 March 2019 lower high
38.2% retrace of 0.580/-0.093 fall
19 March 2019 high, near 17 April high at 0.101
Support Levels
10 April 2019 higher low
2019 base – 27 March
Six-month falling channel support
27 September 2016 higher low
6 July 2016 record low
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Gold – Unconfirmed Topping Pattern Suggests Risk to
1251.09/1233.02
Technical Analysis by Ed Blake
•

Probed 1276.74 (4 January low, near 38.2% retracement of 1160/1346 rally) to suggest
completion of a near four-month top under 1346.80

•

Studies are deteriorating, and a sustained downside break confirms topping and risks the
1251.09/1264.39 zone

•

Below would threaten a more significant setback towards 1233.02 (14 December
low/61.8% retracement of 1160.39/1346.80 rally)

•

Only a failure below 1276.74 and/or a return above 1310.67 would suggest the broader
uptrend is resuming

____________________________________________
STRATEGY SUMMARY
Sell into near-term gains ahead of a deeper correction towards 1251.09, perhaps 1233.02. Stop
and reverse on a return above 1310.67
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R5
R4
R3
R2
R1

1375.34
1366.15
1346.80
1324.63
1310.67

S1
S2
S3
S4
S5

1264.39
1251.09
1233.02
1211.27
1196.34

Resistance Levels
2016 high – 11 July
2018 peak – 25 January, near 11 April 2018 high (1365.22) and 33-month trendline (1358.80)
2019 peak – 20 February
25 March 2019 lower high
10 April 2019 minor lower high
Support Levels
26 December 2018 low
10 December 2018 former high, near 50% retrace of 1160.39/1346.80 rally
14 December 2018 higher low, near 61.8% retrace of 1160.39/1346.80 rally
28 November 2018 higher low
13 November 2018 higher low, near 76.4% retrace of 1160.39/1346.80 rally
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Eur/Nok – 6+ Year Trendline Support Under Pressure
Technical Analysis by Andrew Dowdell
• Bears are probing approx. 6-Year trendline support drawn off the 4 Jan 2013 & 22 Feb 2017
lows
• The Weekly MACD indicator is heading lower following multiple bearish divergence signals

____________________________________________
STRATEGY SUMMARY
Risk is seen down to 9.4166/9.3869 then 9.2212. Further out, the Feb 2017 low at 8.7889 is
viable. Only above 9.7472 offers bulls a reprieve.

Resistance Levels
R5
R4
R3
R2
R1
S1
S2
S3
S4
S5

Back to Index Page

10.0581
9.9939
9.8807
9.7472
9.6697

27 December 2018 high
21 December 2017 high
8 March 2019 high
28 March 2019 high
5 April 2019 high

9.3867
9.2212
9.0668
8.7889
8.3128

Support Levels
10 July 2018 low, near the 17 October 2018 low at 9.4166
25 August 2017 low
20 March 2017 low
22 February 2017 low
7 May 2015 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
 sales.financial@informa.com
This material is provided by Financial Intelligence for the use of the recipient only and is not to be copied or distributed to
any other person. No representation, warranty or undertaking (express or implied) is given and no responsibility is accepted
by Financial Intelligence or any of its affiliates or by any of their respective partners, officers, employees, advisers or agents
for the completeness or accuracy of any information contained in, or of any omissions from, this material or any
supplementary information and any liability in respect of such information or omissions is hereby expressly disclaimed. This
material is not a comprehensive evaluation of the industry, the companies or the securities mentioned, and does not
constitute an offer or a solicitation of an offer or a recommendation to buy or sell securities. All expressions of opinion are
subject to change without notice.
© Informa Business Intelligence, Inc (2019). All rights reserved.

IGM

15

