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China Insight: Deleveraging Re-emphasized as The Risk of Slowdown
Reduced - by Tim Cheung and Riki Zhang, p9-10
The Politburo held a regular meeting on economic affairs on 19 April, two
days after the better-than-expected 6.4% Q1 GDP growth was released.
Overall, the tone of the meeting statement was less dovish than before,
after we saw a strong rebound in loan supply and stabilized GDP growth in
Q1.

GBP/USD – Buyers Lie in Wait at Lower Levels
- by Andrew Dowdell, p12
Short-term weakness may attract fresh buyers in the 1.2800/1.2773 area, or
lower down near 1.2670/63. Recovery over 1.3019 returns focus higher.

US 10yr TIPS – Downtrend Resuming For 48.3 Then 41.5/37.6
- by Ed Blake, p13
Sell into any near-term gains as we await a return to 48.3, below which
targets 41.5/37.6. Stop and reverse on a break back over 65.5.

Brent N9 Future – 6-Month High And Scope to 77.15/80.39
- by Ed Blake, p14
Buy into any near-term corrective dips as we await a rally extension to
76.35/77.15, with 80.39 targeted on extension. Stop under clustered
support by 68.21.
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Soft Global Capex Versus Domestic Demand
- by Marcus Dewsnap, p3
A souring Ifo. Dire Japanese IP. Soft Australian inflation. A BoC that gave
up the rate hike ghost. A BoJ and Riksbank that went more dovish…

South African 2019 General Election - Preview
- by Christopher Shiells, p4-6
General elections will be held in South Africa on 8 May 2019 to elect a new
National Assembly and provincial legislatures in each province. They will be
the sixth elections held since the end of apartheid in 1994 and will
determine who will become the next President of South Africa.

Long-Term FX Forecasts: Some Vindication From USD Bears?
- by Tony Nyman, p7
We've stuck by our mostly neutral-to-bullish Dollar forecasts for some time,
through the late Q4/early 2019 turn in market sentiment. We get the fact
that, yes, it looks like the Fed could be done hiking rates. However, we
always left the qualification that until we see a genuine G10 alternative we
would not be joining the list of firms that made big Usd bearish calls.

Know The Flows: Higher Oil Prices And Trade Issues Weigh on Most
European And Asian Equity Fund Groups - by Cameron Brandt, p8
With trade issues between China and the US still unresolved despite the
more optimistic tone of official statements about recent negotiations, oil
prices climbing back over the $70 a barrel mark and Spain preparing for a
general election, mutual fund investors erred on the side of caution going
into the final week of April.
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By Marcus Dewsnap, IGM Head of Fixed Income Strategy

A souring Ifo. Dire Japanese IP. Soft Australian inflation. A BoC that gave up the rate hike ghost.
A BoJ and Riksbank that went more dovish (latter more so than expected – see SGB/RIBA/SEK
reaction). Dire South Korean Q1 GDP. The first two and the last together maintained the theme
of weak global capex aligned with supportive domestic consumption (add in better-than-expected
Japan retail sales too). A bright spot was US durables, although here, the upwards revision to
February’s core-shipments was the positive offsetting the unexpected drop in March. Meanwhile,
earnings season has overall been better-than-expected.

The data results in central banks becoming more dovish which pushes bond yields lower and
therefore supports risk assets. Lower real yields, particularly in the US, seem to be aiding the
S&P500 to new highs. This is a graph we mentioned earlier this year. The SPX seems more
sensitive to downside real yield moves … which is also a reflection of the rise in P/E ratios from
the late 2019 low, but without much in the way of higher forward EPS estimates.

The other important mover is OIL which has aided energy equities. The BRENT FRONT END sits
above $74. The surprise end to Iranian oil waivers and Russia suspending supplies to parts of
Europe are responsible for the latest leg higher. All eyes on US, Saudi and UAE production figures
from here to (theoretically) make up the shortfall from falling Iranian exports. As yet the Saudis
are to play ball verbally. However, there will need to be some caution so as to prevent too high a
price and/or too sharp a price rise derailing the global economy further. Yes, those trade issues
continue to hamper global capex/investment (more China-US talks scheduled for next week. Abe
and Trump also meet) which raises the question as to whether it is tight-supply or growing
demand from more economic activity which is driving the oil price higher. The latter is clearly
preferred, but it is suspected that the former is carrying more weight (by the way, the IEA thinks
the physical market is well-supplied, which isn’t the consensus!). In tandem with a potential
economic cost, higher oil could stoke some inflation pressures (watch for that ‘transient’ word
from central bankers in relation to this).

Amidst all of this the higher than the rest UST yields coupled with a still better performing US
economy relative to the rest support the Dollar.

Enter the FOMC (Tuesday-Wednesday). Nothing especially fresh is expected although the rise in
Effective Fed Funds alongside slowing inflation is tightening policy vis real Fed Funds.

Further, effective Fed Funds continues to print above the mid-point of the range, last 2.44%, thus
any pointers on this will be of interest. The presser provides opportunity to ask Powell whether
another IoER adjustment is in the works. BMO note,

‘the communication challenge here will be significant, as market participants may misinterpret the
move to be equivalent to a partial ‘rate cut’ rather than a money market plumbing adjustment,
further raising the specter of over-pricing 2019 policy easing.’

Reaction to the recent US (and China) data stabilizing is also of import as are any further balance
sheet nuances. The market still expects the next move to be a rate cut. In about a year’s time.

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/130757/IGM_Weekly_-_26_April_2019.pdf
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By Christopher Shiells, Managing Analyst EM

Can Ramaphoria be reignited after 2019 elections

General elections will be held in South Africa on 8 May 2019 to elect a new National Assembly
and provincial legislatures in each province. They will be the sixth elections held since the end of
apartheid in 1994 and will determine who will become the next President of South Africa.

There are 400 seats in the National Assembly and 201 seats are needed for a majority. The
President of South Africa is elected by the National Assembly after the election.

Recall, in February 2018, Zuma resigned as President, leaving Ramaphosa as Deputy President, to
succeed him as acting president and serve out the remainder of Zuma's term. This came after
Ramaphosa was elected as leader of the ANC at the December 2017 national congress, becoming
their official candidate for the 2019 election.

Support for the ANC has rebounded under Ramaphosa, with polls suggesting the party will still
win nearly 60% of the vote. This is up from the all-time low of 54% won in the 2016 municipal
elections and would give Ramaphosa the presidency but is still below the 62.2% secured in the
2014 election and way off the peak of 69.7% in the 2004 election.

However, the ANC remains fractured, given that Ramaphosa only won the ANC leadership
election by a slim margin and there are competing factions and battles within the party that have
led to a continued policy paralysis, lack of reform and the continued inability of government to
deliver services. Thus, the initial ‘Ramaphoria’ that gripped markets on his election victory in
December 2017 has waned and although there has been some progress on fighting corruption
and reforming SOEs, many of South Africa’s economic bottle necks remain and the economy
continues to struggle. The hope is that with a clear mandate from this election the ANC will be
forced to get behind Ramaphosa and support his reform agenda, which should lead to
‘Ramaphoria II’.

Polls Breakdown

The polls point to two notable trends: the DA now appears to be going backwards, and the EFF,
meanwhile, has almost doubled its support since the 2014 elections where it secured 6.4% of the
vote. Also of note, the IEC has noted a drop in voter registrations among the youth (18-29), which
is leading to expectations of relatively low voter turnout on election day.

The main issues for S.African voters after a so called ‘lost decade’.

As the above polls show, the ANC rides into these elections as the clear favourite but having lost 
many municipalities and support in the 2016 local elections, including councils such as Nelson 
Mandela Bay, Tshwane and Johannesburg, there is a lot at stake for the party.  Support for the 
ANC has been ebbing for the last 10 years, in what has now become known as the ‘lost decade’ 
under President Zuma.

It was characterised by state capture and corruption, leading to the degradation of state 
institutions and service delivery, and a failure to live up to any economic promises.  As such, 
unemployment has held up at 27%, GDP growth has struggled to reach 2.0% y/y and after an 
initial lift on Ramaphosa’s election, BER consumer confidence has begun to drop again (see 
dashboard on next page).

continued page 5
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Thus, heading into the 2019 election many issues from that lost decade remain:

• Corruption - within government and government owned enterprises is a significant
electoral issue, with all three of the largest parties campaigning on the issue. State capture has
dominated the agenda in South African politics for the last two-years and voters are desperate to
see the Zondo Inquiry reach a conclusion and see those guilty brought to justice.

• Land reform - is also a major campaign issue. The ANC pledged to accelerate redistribution
through expropriation in a way that will not negatively impact food security. The EFF have
campaigned for state ownership over all land and the abolition of rents, whilst the DA

campaigned to strengthen property rights.

• The Economy – The economy has stagnated over the last decade, with political and policy
uncertainty a big factor in this. Note in April the IMF lowered its forecast for South Africa’s
economic growth to 1.2% in 2019 and to 1.5% in 2020. The economy continues to suffer from
structural bottle necks - a lack of skilled labour and competition in key industries. The ANC
announced that it would be making economic growth and reducing unemployment the party's
main campaign issues during the election. Other parties also focused on job creation with

continued page 6
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the DA promising economic reforms to encourage growth and promoting the growth of small
businesses whilst the EFF promised special economic zones to attract foreign investment.

• Eskom load shedding - Rolling electricity blackouts caused by long running and ongoing
problems resulting from mismanagement and corruption at the state utility Eskom are a major
issue. Eskom’s woes are the biggest economic problem facing the ANC, which as recently as this
month were required to bailout Eskom with an emergency USD355mn payment in order to stop a
catastrophic debt default. Ramaphosa is under pressure to develop a new strategy for the state
utility while retaining the support of trade unions.

• Credit rating downgrade risk – the fate of Eskom is tied to the credit rating of the
sovereign, as the rating agencies have identified Eskom as one of the biggest risks to the rating.
Ramaphosa needs to preserve South Africa’s sole investment-grade credit rating with Moody’s.

Possible election outcomes and what this means for reform and the Rand

1) Ramaphoria is re-ignited - This would need the ANC to secure over 60% of the vote, which
should be taken as a strong mandate for reform leading to a rebound in inflows and greater
private sector investment. Real reforms have a chance as the ANC rallies around Ramaphosa,
enabling him to overcome infighting and factions. Ratings agencies see fiscal space emerging and
consolidation becomes possible thanks to faster growth and revenue.

USD/ZAR downside potential to 13.236 (see technical study right).

2) Ramaphosa Rumbled - If the ANC get between 50-55% of the vote and potentially even less
than this, then Ramaphosa’s position will come under threat. He may be forced out and the ANC
party may be forced into a coalition with the EFF, who push for more radical policy. This would
lead to outflows of private and foreign capital reducing GDP growth.

USD/ZAR upside risk potential to 15.165 (see technical study).

3) Ramaphosa Restrained – This is the status quo outcome, where the ANC win the expected
58-60%, and not much changes. We see a brief period of Ramaphoria mark II after the elections
occurring on “hope”, but then it will fade when additional momentum in reforms is not seen.

• The pullback from 14.748 (2019 peak - 28 Mar) was contained at 13.872 (11 April low), allowing a resumption of the
recovery from 13.236 (31 January base).

• Strengthening daily/monthly studies and the recent Golden Cross (50/200DMAs) suggest fresh tests of 14.748 (near 25
December 2018 lower high at 14.751 and 61.8% retrace of 15.696/13.236 at 14.756).

• A sustained clearance would initially target the 15.062-15.165 zone (9 October 2018 lower high, 76.4% retrace of
15.696/13.236 fall and a 3-1/4 year tentative falling trendline).

• Only a return below 13.872 and then 13.800 (25 February higher low) to negate current upside and leave 13.236 vulnerable
to a re-test.

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

Back to Index Page

The matrix is based on + (bullish), - (bearish) and N as neutral for the base (LHS) currency as
normally quoted (Dollars, other than Euro/Stg).

Currency Forecast matrix – all vs. USD

We've stuck by our mostly neutral-to-bullish Dollar forecasts for some time, through the late
Q4/early 2019 turn in market sentiment.

We get the fact that, yes, it looks like the Fed could be done hiking rates.

However, we always left the qualification that until we see a genuine G10 alternative we would
not be joining the list of first-tier firms that made big Usd bearish calls. That has not panned out.
In fact, it's not even been close, as German economic underperformance hits the Euro and our
very optimistic Gbp bets look way off. The latter might still be 'undervalued' fundamentally, but
so long as the Brexit fiasco continues unabated and two of the worst political parties in UK history
currently keep their heads in the sand some more then it's not going to change.

We are aware that there is still a 62% probability of a 2019 Fed rate cut in 2019, but yield
convergence is not happening any time soon.

It's worth noting that one of the most vocal Usd bears so far in 2019, MS, admits they have
underestimated Usd strength as markets seem to be getting overwhelmed by a wave of liquidity.

With the Fed still shrinking its balance sheet, the well followed US investment house suggests
international fund flows stand behind the US liquidity surge that is lifting equities and bonds, with
credit spreads tightening rapidly.

There are three possible sources of these inflows:

• US-based investors repatriating funds from abroad

• US investors taking advantage of cheaper funding conditions abroad

• Foreign investors placing funds into higher yielding Dollar-denominated assets.

MS adds falling real yields may be an indication of markets driven by excess liquidity. Globally,
corporate bond issuance has picked up markedly, particularly from low-yielders, i.e. about Chf
6bln YTD issued. Proceeds of these bond sales lead to outflows and low-yielding FX weakness.

MS ultimately still sees a lower Usd/Jpy but for now we'll stick with the mantra - there is no Usd
alternative.

A 1.10 Eur/Usd by H1 end anyone?

FX BONDS MKT POSN POLICY TRADE POLITICS OVERALL F/C

EUR

3-mth - - - - - - 1.1

6-mth - - - - - N 1.13

12-mth - N N - + + 1.15

GBP

3-mth - N N - - N 1.32

6-mth N N + - + + 1.4

12-mth N N + - + + 1.47

CHF

3-mth + - + N N N 0.98

6-mth + - + N N + 1.01

12-mth + N + - N + 1.05

JPY

3-mth + - + N - + 117

6-mth + - + N - N 113

12-mth + + + N - - 111

CAD

3-mth + - N N N + 1.36

6-mth + - N - N + 1.31

12-mth N N N N N + 1.26
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By Cameron Brandt, Director, Research

With trade issues between China and the US still unresolved despite the more optimistic tone of
official statements about recent negotiations, oil prices climbing back over the $70 a barrel mark
and Spain preparing for a general election, mutual fund investors erred on the side of caution
going into the final week of April. US and China Equity Funds both posted outflows, as did
Emerging Markets and High Yield Bond Funds, while Europe Equity Funds posted outflows for the
15th time in the 16 weeks year-to-date.

It was a better week for fund groups dedicated to Japan as the Bank of Japan left its ultra-
accommodative polices unchanged. Flows to Japan Equity Funds hit a 29-week high while Japan
Money Market Funds recorded their biggest inflow since mid-December.

Overall, investors committed another $9.8 billion to EPFR-tracked Bond Funds during the week
ending April 24 while redeeming $78 million from Alternative Funds, $1.03 billion from Balanced
Funds, $4.3 billion from Equity Funds and $12.6 billion from Money Market Funds with those
dedicated to Europe posting the biggest redemptions. Dividend Equity Funds posted only their
fifth inflow over the past year as they snapped a six-week run of outflows.

At the asset class and single country fund levels, Hong Kong Equity Funds set a new weekly
outflow record driven by in-kind redemptions from a single fund and France Equity Funds chalked
up their 27th consecutive outflow. Commitments to Municipal Bond Funds hit record-setting
levels and Total Return Bond Funds took in over $1 billion for the eighth week in a row.

A string of strong first quarter earnings reports for US technology majors drew investors back to
this sector going into the final week of April, bucking a trend that favored EPFR-tracked Sector
Fund groups with defensive reputations. Healthcare, Consumer Goods, Telecoms, Utilities and
Infrastructure Sector Funds all recorded inflows for the week ranging from $25 million to $802
million while between $153 million and $614 million was redeemed from Energy, Real Estate,
Financials, Commodities and Industrial Sector Funds.

Although technology companies remain squarely in the sights of politicians and regulators –
Facebook is bracing for a multi-billion dollar fine for privacy violations – flows to Technology
Sector Funds jumped to an eight-week high ahead of earnings reports by Microsoft and Facebook
that exceeded expectations. This fund group was the week’s best performer among the 11 major
groups tracked by EPFR and is the leader, in performance terms, year-to-date.

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

The Politburo held a regular meeting on economic affairs on 19 April, two days after the better-
than-expected 6.4% Q1 GDP growth was released. We here below list out the key takeaways
from the meeting:

• China will maintain policy support for the economy, which still faces many difficulties and
problems, despite the better-than-expected Q1 growth;

• Bolder and more effective measures must be taken to implement the proactive fiscal policy
and the prudent monetary policy will be neither too tight nor too loose;

• The goal of making financing easier and cheaper for private enterprises and SMEs was
reiterated;

• China will push forward structural deleveraging and adhere to the orientation that houses are
used for living, not for speculation while reaffirming a city-based approach in controlling the
property sector.

Overall, the tone of the meeting statement was less dovish than before, after we saw a strong
rebound in loan supply (chart 1) and stabilized GDP growth in Q1. Fiscal expenditure increased as
much as 15% y/y in Q1 (chart 2). China's top leaders may already be aware of the possibility of
high fiscal expenditure growth in Q1 overdrawing the fiscal revenue due to the generous tax and
fees reductions.

The top leaders, who sound more optimistic about the outlook of the economy, might have
intentionally sent a warning shot to the market given the strong recovery of the equity market.
After learning the experience of a boom and bust in 2015, they now are apparently concerned
about potential bubbles, especially in the equity market.

continued page 10
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Interestingly, two issues, which were not touched in the Politburo meeting on 13 December
2018, were surprisingly mentioned again on 19 April. The first issue was deleveraging and the
second one was housing. In our view, China's top policymakers are highly wary of the risk of
being over-leveraged amid the strong rise in loans as a percentage of deposits (chart 3).

The central government is getting back to the stance of structural deleveraging with a bias
towards managing the market expectations to avoid runaway credit expansion, though it vows to
maintain proactive fiscal policy. We believe the central government will refrain from loosening
monetary policy further, at least over the summer. Besides, we expect the policymakers will not
further loosen the financing condition for LGFVs as they want to keep local governments'
contingent debts well-controlled.

All of these suggest there is more upside than downside room for CNY IRS curve. We like to be a
payer for 5-year non-deliverable IRS (currently trading at 3.30%) with 3.48% as the initial upside
target.

Back to Index Page



The following pages are dedicated to:

IGM 11

Technical Analysis
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Technical Analysis by Andrew Dowdell

• 6+ week falling trending keeping bulls in check for now

• However, longer-term MAs are flattening out & potential for a snap back will grow as we 
approach 1.2800/1.2773

____________________________________________

STRATEGY SUMMARY

Short-term weakness may attract fresh buyers in the 1.2800/1.2773 area, or lower down near 
1.2670/63. Recovery over 1.3019 returns focus higher.

Back to Index Page

Resistance Levels 

R5 1.3383 13 March 2019 high 
R4 1.3269 27 March 2019 high 
R3 1.3196 3 April 2019 high 
R2 1.3133 12 April 2019 high 
R1 1.3019 23 April 2019 high 

Support Levels 

S1 1.2800 61.8% of 1.2441-1.3381 rally 
S2 1.2773 14 February 2019 low 
S3 1.2670 15 January 2019 low 
S4 1.2663 76.4% of 1.2441-1.3381 rally 
S5 1.2441 3 January 2019 low 
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Technical Analysis by Ed Blake

• Channelled down from 117.0 (8-1/4 year high) to 48.3 (2019 low - 27 March), before

recovering to 65.5

• However, the move is losing traction (see minor channel break) and potential builds for a

return to 48.3

• Multi-timeframe studies remain weak and below 48.3 would extend the wider decline for

support at 41.5/37.6

• Only a return above 65.5 would mark a falling channel break and suggest further recovery

towards 75.6/80.6

____________________________________________

STRATEGY SUMMARY

Sell into any near-term gains as we await a return to 48.3, below which targets 41.5/37.6. Stop 
and reverse on a break back over 65.5

Back to Index Page

Resistance Levels 

R5 86.0 5 February 2019 high 
R4 80.6 5 March 2019 high 
R3 75.6 12 March 2019 high 
R2 69.9 27 February 2019 former low 
R1 65.5 17 April 2019 high and the 50DMA, just above six-month falling channel resistance at 62.5 

Support Levels 

S1 52.8 10 April 2019 low 
S2 48.3 2019 low - 27 March, also 16 January 2018 higher low 
S3 41.5 8 November and 29 December 2017 higher lows 
S4 37.6 61.8% retrace of -11.5/117.0 rally, near 13 October 2017 higher low at 38.9 
S5 35.7 25 September 2017 higher low, near six-month falling channel support at 36.3 
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Technical Analysis by Ed Blake

• Extends the 2019 rally to post near six-month highs

• Bullish multi-timeframe studies and an imminent Golden Cross (50/200DMAs) suggest the

rally will extend

• Above 76.35/77.15 (76.4% retracement of 84.11/51.24 fall and 29 October 2018 high)

opens clustered resistance at 80.26/80.39

• Only the loss of trendline support near 69.84 and then a former high at 68.21 (near

50/200DMAs) would caution

____________________________________________

STRATEGY SUMMARY

Buy into any near-term corrective dips as we await a rally extension to 76.35/77.15, with 80.39 
targeted on extension. Stop under clustered support by 68.21

Back to Index Page

Resistance Levels 

R5 86.51 1.382 projection of 51.24/67.59 rally from 63.91 
R4 84.11 3 October 2018 contract top, near 1.236 projection of 51.24/67.59 rally from 63.91 at 84.12 
R3 80.39 16 October 2018 minor lower high, near equality of 51.24/67.59 rally from 63.91 at 80.26 
R2 77.15 29 October 2018 minor lower high 
R1 76.35 76.4% retracement of 84.11/51.24 fall 

Support Levels 

S1 69.84 9 April 2019 low, near a four-month tentative rising trendline 
S2 68.21 21 March 2019 former high, near the 50/200 DMAs which are poised to form a Golden Cross 
S3 65.59 28 March 2019 higher low 
S4 63.91 8 March 2019 higher low 
S5 59.62 14 January 2019 higher 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.
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