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Know the Flows

By Cameron Brandt, Director of Research, Fund Flows

Both fixed income and equity investors opted for diversified 
exposure in late September as they assessed Europe’s 
changing political landscape, weighed the latest remarks by 
US Fed Chair Janet Yellen and waited for US president 
Donald Trump to unveil his administration’s long awaited 
blueprint for tax reform. Flows into EPFR-tracked Global 
Equity Funds – which have yet to post an outflow this year 
– climbed to a nine week high while commitments to 
Global Bond Funds hit levels last seen in mid-2Q14.

Among Europe Equity Country Fund groups, flows mirrored 
to an unusual degree the latest political currents during a 
week when French President Emmanuel Macron 
articulated a vision for the continent while German leader 
Angela Merkel weighed her coalition options and Spain’s 
leadership wrestled with the referendum on Catalan 
independence. France Equity Funds recorded their biggest 
inflow since 3Q11 while Germany Equity Funds posted 
outflows for the fourth time in the past five weeks and 
redemptions from Spain Equity Funds climbed to a 59-week 
high. 

Emerging Markets Equity and Bond Funds retained their 
luster for investors despite the background noise generated 
by North Korea, the Iraqi Kurd’s latest push for 
independence and China’s recent ratings downgrade. 
Municipal Bond Fund flows displayed a similar immunity to 
Puerto Rico’s woes and the possibility Harford may be the 
next big municipal issuer to default.

THE CONTEXT

Overall, the week ending Sept. 27 saw EPFR Global-tracked Bond Funds 
post collective inflows of $8.7 billion while a net $2.1 billion flowed out of 
Equity Funds and over $5 billion from Money Market Funds. Redemptions 
from Europe MM Funds climbed to a 13-week high.

The biggest redemptions from US Equity Funds since mid-June meant that 
EPFR-tracked Developed Markets Equity Funds ended September by 
recording only their second outflow of the third quarter. Flows for the rest 
of the major groups by geography ranging from an outflow of over $1.2 
billion for Japan Equity Funds to a $3.4 billion inflow for Global Equity 
Funds.

Investors looking at Europe had much to digest during the week ending 
Sept. 27, ranging from the fractious negotiations between the UK and 
European Union over the former’s exit…                Continued p4
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Know the Flows – cont’d

from the latter to the nature of the coalition government that 
will emerge in the aftermath of Germany’s recent general 
election. While making adjustments at the Europe Country Fund 
level, investors continued to back the region’s overall recovery 
story with both Europe and Europe ex-UK Regional Funds 
attracting over $600 million.

Managers of these diversified funds have cut their allocation to 
the UK to levels last seen in mid-1Q09. In addition to the 
uncertain outcome of its ‘Brexit’ negotiations, the UK is seen at 
increasing risk of voting in a hard left government under Labour 
Party leader Jeremy Corbyn at the next election. At the sector 
level, Europe Equity Fund allocations to financials slipped back 
from the 91-month high they touched in July and the average 
weighting for consumer discretionary stocks hit levels last seen 
in 4Q14.

Japan Equity Funds posted their first consecutive weekly 
outflow since early June, with foreign currency denominated 
redemptions hitting a record high, during a week when Prime 
Minister Shinzo Abe called a snap election for Oct. 22, 14 
months before the end of parliament’s current term. Foreign 
investors have cooled towards Japan as Abe’s government has 
shifted its focus from reform to old-style economic stimulus 
plans.

EPFR-tracked Emerging Markets Equity Funds posted inflows for 
the sixth straight week in late September as retail support 
continued to rebound.

THE CONTEXT

Funds with dividend mandates snapped a five-week outflow streak while 
Emerging Markets SRI/ESG Equity Funds extended an inflow streak 
stretching back to the first week of the year.

Flows into Asia ex-Japan Equity Funds slipped to their lowest level since 
mid-August as the longest run of weekly inflows for China Equity Funds 
since 3Q14 came to an end. That market continues to enjoy strong 
support from the diversified Global Emerging Markets (GEM) Equity 
Funds, whose average exposure to China hit a fresh record high coming 
into September. That was also the case for Global Equity Funds, whose 
allocation to China is approaching 4% and now exceeds those for Canada, 
Australia, Italy and Spain.

Latin America Equity Funds extended their longest run of inflows since 
late 1Q16. Brazil Equity Funds attracted over $100 million for the third 
straight week as investors translated predictions that the country’s 
inflation rate will fall below3% for the first time into further interest rate 
cuts. According to Natalie Rivett, an analyst with EPFR sister company 
Informa Global Markets, Brazil’s central bank is likely to lower its 
benchmark rate to 7% by the end of the year but could well hold at that 
level for much or all of 2018.

Flows to EMEA Equity Funds were also positive, with this fund group 
posting consecutive weekly inflows for the first time since February. 
Russia Equity Funds recorded their biggest inflow in over seven months 
as oil prices remained north of $50 a barrel thanks to Turkey’s threat to 
close a key export pipeline if Iraq’s Kurdish minority vote for 
independence. But the prospect of a ‘yes’ vote resonating with Turkey’s 
Kurdish population contributed to the biggest outflow from Turkey Equity 
Funds since early August.

For full details on EPFR fund flows, see https://financialintelligence.informa.com/products-and-services/data-analysis-and-tools/epfr

https://financialintelligence.informa.com/products-and-services/data-analysis-and-tools/epfr
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US Markets Looking at Possible Tax Reform and Real Corporate Debt
By David Ader, Chief Macro Strategist

THE stories behind the sharp rise in US bond yields over the last two 
week come from two obvious sources. There was the FOMC, of course, 
largely seen as more hawkish (I’d say stubbornly hawkish) in its gentle 
bias and the Administration’s rapid move to push of tax reform. The 
former hit the front end and flattened the curve; the latter hit further out 
the curve and steepened it back up.

When it comes to the tax plan, we are looking at something that poses 
multiple risks of 1) higher deficits when the deficit was going to expand 
anyway due to entitlement expenses, 2) the stimulative impact of tax 
cuts, 3) a Fed that is adhering to their hiking agenda, while 4) the glacially 
paced move to balance sheet reduction gets underway.

I’ll add that the Fed still seems to respect the Phillips curve which is 
obvious in terms of their dual mandates. Further, I’ve talked about how 
Fed officials have expressed concern about asset prices – Eric Rosengren
in the latest week – so if the tax reforms debate encourages risk-asset 
performance, then there’s all the more reason for the Fed to hold to their 
current outlook on hiking.

The details of tax reform are out there and I won’t go over them as they 
will undoubtedly change, perhaps dramatically, making any ‘scoring’ I 
might offer grossly hypothetical. But I agree with the New York Times 
that the plan, as it stands, “has explicit and substantial rewards for 
wealthy people and corporations.”

Bear in mind that releasing the plan is only the start of a long, 
complicated process, and there’s a real risk that the market reaction may 
get ahead of itself. Remember too that we have ‘traded’ this idea before: 
I refer to 20.3% gain the S&P 500 since the election and the nearly 50 
basis point rise in 10-year Treasury yields.

Among the many unknowns about this plan is a real biggie: How much it 
could add to the annual deficit. Early estimates suggest $2 trillion. Let me 
put that in context.

In June, the Congressional Budget Office projected that the budget deficit in 2027 
would be $1.164 trillion vs. $585 billion today, and debt held by the public would 
be $25.5 trillion vs. $14.2 trillion today.

The fact that so many other distractions - I refer to the Mexican border wall, the 
border tax, our getting accustomed to his tweets and persona, health-care and, for 
now, the debt ceiling - probably means this gets center stage and something gets 
done. Legislators facing the voters in November, 2018, certainly hope so.

That something is likely to be the corporate tax relief, which most politicians agree 
on and, on the surface, offers the best part to spur investment and productivity as 
a result. While stocks have performed admirably and discounted a lot, they can 
hold out for this and so continue to do okay despite my misgivings about growth 
and valuations. P/Es will look better with lower taxes. 

Before I leave the subject of debt, it is worth noting that US non-financial 
borrowing ended last year at 253% of GDP vs. 219% at the end of 2007.

Things don’t look any better when looking at the oft-used, less heeded, chart 
above showing US Corporate Debt as a % of GDP and its current 45.3% level 
compared to history. The upshot is, simply, that there is a lot of debt out there - at 
least as much if not more than before the last crisis. 

THE CONTEXT
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Individuals and Public Companies Acting Bearish;
Bullish Spike in Stock Prices Ahead?

By Charles Biderman, Senior Strategist

US stock prices are up more than 6% since the end of March. 
However, you would not know that if you simply followed flows in 
and out of US equity mutual and exchange traded funds.

Believe it or not, since the end of March a whopping $115 billion 
has been withdrawn from US equity mutual funds. And while US 
equity ETFs have had a $38 billion inflow over the period, that is 
still much less, $77 billion, than the dollar amount that left mutual 
funds. So on balance individuals have withdrawn $12+ billion 
monthly from stocks since the end of March.

Corporate actions have also been significantly less bullish. 
Since the end of June there has been less than $65 billion of 
announced corporate share count reduction. That $65 billion 
is made up of announced corporate buybacks plus cash 
takeovers of already public companies, minus all new share 
sales (IPOs + secondaries + insider selling net of insider 
buying).

The $65 billion in new corporate float shrink over three 
months, or just over $20 billion per month, compares with 
about $65 billion each month during 2016 and $90 billion 
monthly during 2015.

So how can the US stock market keep going up, 6% since 
March, if companies are buying many fewer shares than 
before and now individuals are bailing out heavily from the US 
stock market? One simple answer, the rising stock market is 
now solely due to the continuous creation of new money 
each month by the European Central Bank and the Bank of 
Japan.

Yes, the Federal Reserve will be reducing its balance sheet by 
about $20 billion per month. But that's a mere fraction of the 
$130 billion created by the European and Japanese central 
banks, per month.

Continued p7

THE CONTEXT
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Third, Informa TrimTabs Investment Research has been 
reporting that (real) wage and salary growth based upon 
adjusting the Withheld Income and Employment Taxes 
collected by the US Treasury, has been growing at a healthy 4% 
or so rate ever since January (see above graph) - faster than the 
current GDP growth numbers indicate; and faster than the sub-
3% rate of 2016. That means that at some point, unless wage 
and salary growth tumbles soon, the lagging government 
numbers should indicate an improved economy.

At that point I would expect a serious and very big market spike 
to the upside. Notice I did not mention Donald Trump at all in 
this. To summarize his impact, the reason wages and salaries 
have been rising faster so far this year is that obviously small 
business America has been bullish since the election and have 
accelerated new business activity. On the other hand, big 
business America has turned less optimistic, as evidenced by 
the slowdown in new corporate float shrink. Add the net 
redemptions of those fearful of a bear market and there is a 
huge amount of fuel with which to take stock prices higher.

It could be that the market spike I expect has already started, 
particularly if the current enthusiasm over a potential tax cut 
continues. Regardless, any extended market run will not last for 
long if a tax cut does not happen before year end.

For this and other articles by Charles Biderman, please see
https://financialintelligence.informa.com

So why am I so bullish on US stocks over the medium term? 
Three reasons: 

First, to repeat central banks on balance will continue adding 
over $100 billion of dollars of buying power each month 
through at least the end of this year. That is much more buying 
power than being withdrawn by individuals and also 
counteracting the reduction in corporate buying.

Second, historically when individuals act increasingly bearishly 
over the short-term, markets have reversed very powerfully 
for no initial reason. Remember many seasoned and very 
successful stock market professionals have gone public 
predicting the end of the now almost nine-year bull run.

Individuals and Public Companies Acting Bearish – cont’d

THE CONTEXT

https://financialintelligence.informa.com/
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Meanwhile, this robust demand enabled issuers to squeeze pricing 
sharply during the execution process (IPTs to reoffer) by an average of 
17bps across the 11 deals, slightly up on the average 15.5bps in the 
week ending 22nd September. 

This once again enabled issuers to secure some very economic funding 
as reflected by the modest average NIC of 4.38bps across the 11 deals, 
albeit up slightly on the even smaller average NIC of 1.78bps the week 
before.

Standing out was the EUR1bn 7yr leg of Volkswagen’s 2-parter and 
Brambles' EUR500m 10yr exercise, both of which printed flat to fair 
value, while PSA Banque did even better as its EUR500m 5yr priced 
with a negative 4bps NIC.                                   Continued p9

By Matthew Barrett, Credit Europe

The various market data points that we closely monitor at 
Informa Financial Intelligence (IFI) to gauge investor 
sentiment in the Euro Corporate investment grade bond 
market clearly illustrate that the asset class remains in rude 
health. Issuers have clearly retained the upper hand when 
it comes to pricing power in the week ending 29th

September, as they have done throughout the busy post 
summer month of September.

That saw a total of EUR6.35bn of IG/Split rated paper hit 
the market courtesy of 11 separate deals during the week, 
spearheaded in terms of size by Volkswagen’s EUR2.25bn 
2-part issue and a EUR1.5bn 2-part deal from Total SA. This 
was, however, slightly down on the EUR7.65bn which 
priced from 12 deals the week before.

Overall demand was strong for this latest crop of deals with 
the EUR6.35bn of paper commanding combined demand in 
excess of EUR18.8bn, equating to an average cover ratio 
across the 11 transactions of 2.89 times. While this is 
slightly down from the average cover ratio of 3.08x the 
week before, it still maintains a very healthy level of 
oversubscription and underlines that investor demand is 
unwavering. 

The average cover was given a boost by Brambles Limited 
and PSA Banque France whose EUR500m 10yr and 
EUR500m 5yr trades were covered by 6.6x and 5.4x 
respectively.

Ground Remains Fertile for IG Corporate Bond Issuers

THE CONTEXT
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In the week ending 17th September, Inflows accelerated to an 
equivalent USD712.317m compared to USD160.434m the previous 
week. That means that year-to-date flows are now positive to the 
tune of USD38,323.751m with 37 of the 39 weeks seeing net 
inflows.

Ground Remains Fertile for IG Corporate Bonds – cont’d

THE CONTEXT

Other indicators which continue to paint a rosy picture for EUR-
denominated IG Corporate bonds moving forward include what 
continues to be a consistently positive secondary market 
performance. That saw 10 of the 11 deals go on to trade inside 
their respective reoffer levels by varying degrees, the only 
exception being theEUR300m 10yr line from Fluxys Belgium
which was trading 3.5bps wide of reoffer on Friday morning. See 
our performance tracker here for the individual levels of recent 
EUR corporate deals.

And last but not least, also reinforcing investor enthusiasm for IG 
Corporate bonds is the latest fund flow data from our sister 
company EPFR Global, which shows that investors put money in 
to EUR-denominated IG bond funds for a 17th consecutive week. 

With the week ending 29th September seeing another EUR6.35bn 
hit the screens, issuance of EUR IG/Split rated corporate bonds for 
the traditionally busy month September has finished up at 
EUR29.575bn via 49 separate tranches. This falls slightly short of 
September 2016 where EUR31.02bn printed courtesy of 42 trades, 
but exceeded the September totals from 2013, 2014 and 2015.
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As a reminder, Banco Santander got the ball rolling on Tuesday 
(26th September) with its EUR1bn PNC6 issue which managed to 
scrape together a final book of ca. EUR1.7bn, paving the way for 
the coupon to be set at 5.25% having failed to tighten this from 
low-mid 5% area IPTs during execution. This set the pattern for 
ABN Amro Bank which emerged the following day with its own 
EUR1bn PNC Sep 2027 line which managed to garner an order 
book of ca. EUR1.6bn, the upshot of which saw the deal print at a 
yield of 4.75%. That was in line with 4.75% area IPTs but the wide 
end of guidance at 4.625% to 4.75% which was revised in the 
interim.

By Andrew Perrin and Henry Valentine-Purnell, Credit Europe

The rather underwhelming response for last week’s EUR-
denominated Additional Tier 1 securities from Santander and ABN 
Amro has triggered the predictable headlines suggesting that 
investors may once again be falling out of love with the riskiest and 
most volatile form of bank debt.

However, the devil is very much in the broader detail in this high 
beta asset class, and to solely use the rather tepid response and 
inability to squeeze pricing during book building as meaningful 
barometers to suggest the market is entering a bear phase may be a 
bit premature, as neither issuer offered investors a great deal to get 
excited about in the first place.

Don’t Write Off the AT1 Market Just Yet

THE CONTEXT

As the graphic illustrates, these 
cover ratios were well down on 
what we’ve become accustomed to 
this year, while the chart overleaf 
shows that in contrast to Santander 
and ABN Amro, other EUR-
denominated AT1s issued this year 
have been tightened by ca. 25-
50bps during execution (IPTs to 
reoffer).

Continued p11
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Don’t Write Off the AT1 Market Just Yet – cont’d

THE CONTEXT

“The final order books were certainly lower than what we have seen 
recently, although I think that this was really down to how little was 
left on the table by the issuing banks and the fact that you could find 
more attractive options in the secondary market” Eoin Walsh, 
Founding Partner and Portfolio Manager at TwentyFour Asset 
Management” told Informa Financial Intelligence (IFI).

As well as the low 4.75% coupon and long 10yr call, the Dutch lender 
offered a reversionary rate (the rate the coupon will reset to if the 
issue is not called) of a rather underwhelming swaps plus 3.898% 
which, according to Walsh, made the bonds less attractive. 

“Santander at 5.25% with a 6yr call and a euro swaps plus 4.999% 
reversionary rate is a bit more generous in comparison, but 
Santander is a slightly weaker credit than ABN. You also have the 
option of looking at their AT1 bonds in the secondary market, 
some of which looked more attractive and as such we didn’t 
consider this as a purchase either,” Walsh added. 

He was also keen to note the near-term potential for weakness (of 
Santander) due to the Catalan referendum (illegal or not) which 
took place on Sunday.

Indeed, while acknowledging that 
investors should be selective, Walsh 
believes that there are still legs left in 
the rally, despite the fact that the AT1 
market has already come a long way in 
2017, with investors sitting pretty on 
returns in EUR AT1s of ca. 13.7% YTD. 

“This remains one of our favourite 
sectors and continues to offer good 
relative value compared to general 
fixed income markets,” he noted.  
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• It is believed focus will centre on a possible tie-up with the 
FDP and the Greens as well as her allies the CSU.

• CSU want an upper limit of 200000 asylum seekers p/a.

• Greens seek further EU integration.

• FDP wants Greece out of the EZ and a wind down of bailouts.

• The far right gained 13% of the vote, but is already rocked by 
a high profile departure. Across Europe, it is believed these 
parties are rife with in-fighting between xenophobes and less 
extreme power seekers.                         Continued p13

By Tony Nyman, Head of G10 FX Research

It’s no great surprise that we encountered net negative flows in 
the week to Sep 27.

Via our partners at EPFR, we can see that in German focused 
equities funds (all domiciles) ETFs/mutual funds were net sellers 
to the tune of -Usd 109.2 vs a positive +Usd 121.3mln the week 
previous. EPFR believes this particular data set highlight best 
current prevailing investor sentiment towards these countries.

Like other previous big votes over the last year or so, i.e. Brexit 
and Trump, Merkel did not do as well as polls and markets had 
predicted and now will spend some uncertain weeks/months 
attempting to construct a viable coalition, but:

Outflows From Germany Post Election

THE CONTEXT
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We have been banging the drum that markets and the Euro have 
gotten too complacent on the political threat since pretty much 
the May Macron win in France and it's correcting and nothing 
scares investors etc. more than the rise of the right. We warned a 
few weeks ago that general sentiment towards the EU and Euro 
could begin to turn following Juncker's mid-Sep address and his 
Schengen moment and declaration that Bulgaria and Romania 
should join the barrier-free travel zone. We argued then that we 
are 'not sure whether this would be a vote winner in Germany or 
with investor intentions and we still believe this is a factor to 
focus on ahead'.

Outflows From Germany Post Election – cont’d

THE CONTEXT

We will continue to monitor developments in the coming weeks and 
do not rule out an acceleration in outflows from the EU's powerhouse 
and pride and joy.

Could the previous heavy underperformer UK assets and Gbp be a 
beneficiary given the slightly less negative comments from Barnier? 
EUR/GBP sits and waits above key supports at 0.8720/25 and the 200-
dma and the 0.8690/95 fibo (61.8% of 0.8314/0.9307) and near-term 
could be vulnerable still.
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By Tim Cheung and Riki Zhang

On a global basis, bonds attracted new money at the expense 
of equities following the FOMC.  

The chart below shows that bond funds on a global basis saw 
steady inflows in the week to Sept 27, while those 
denominated in USD attracted a bigger amount of new money 
than previously.

Asian Bond Flows Diverge, Not a Good Sign

THE CONTEXT

One needs to be wary of this change in attitude of US and 
European investors, especially when the recent selloffs in Indian 
rupee and Indonesian rupiah are taken into consideration. 

We note that India has been the major victim in this round of 
market shock, followed by Indonesia. Before this happened, both 
countries had been among the most popular markets for carry-
trade players as well as bond investors, during the past two years.

Our worry is that bond investors are currently taking the weakness 
of these currencies as an excuse to reduce their long positioning in 
EM Asia bonds.

Past experience tells us that once equities, especially those in the 
EM Asia region, enter into a risk-off mode, investors tend to take 
DM bonds but not EM Asia bonds, as safe haven assets. In many 
risk off events, EM Asia bonds, especially those denominated in 
local currencies, are in fact perceived as risky and vulnerable as 
equities.

However, taking a look at EM Asia only, we find the bond flow 
picture is not particularly encouraging.

EM Asia bond funds attracted steady inflows last week.
However, those denominated in USD saw a decrease in inflows 
for the 3rd straight week, which coincided with a shrinkage of 
inflows contributed by US and European investors. Inflows
contributed by this group of investors to EM Asia bond funds, no 
matter whether it be in All currencies or in USD, have been 
decreasing over the past 3 weeks.
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By Freda Yeo, Emerging Asia Reporter

India’s RBI is largely expected to keep rates unchanged at 6% 
Oct 4th after cutting 25bps at their last meeting, though the 
MPC is likely to remain split following two consecutive quarters 
of GDP misses that investors fear may be accelerating. As a 
recap, at the meeting in June, we saw the MPC's first split 
decision, with member Ravindra Dholokia seeking a 50bps rate 
cut, while Patra dissented, seeking no-change. 

As economic stimulus
With the blame of the slowing economy largely resting on PM 
Modi's govt - demonetization and the goods and services tax 
(GST) made for a heavy one-two punch - the government is 
looking at a long-shot fiscal stimulus possibility. In the 
meantime, to deflect some pressure, they are calling for the 
RBI to cut rates. This long-running call for a rate cut by the govt
and business sector is based on the premise that such a move 
will spur some economic activity. However, the RBI at the 
previous meeting called for the govt to urgently push through 
reforms especially with the banks, in order to solve this 
problem.

A weaker INR
This is also another aim that is hoped for with a rate cut, in the 
belief that this would cause the INR to weaken to provide a 
boost to exports and limit imports. However with the major 
central banks clearly getting on a tightening path, this 
argument could start to ring hollow, in light of the recent 
volatility seen in the FX market, the INR had weakened 2% in 
the past month against the USD, while losing 6% in 3 mths
against the EUR and 4.3% against the CNY.

RBI to Stand Pat Despite Easing Pressure

THE CONTEXT

Inflation
Remains the only legitimate reason for the RBI to consider a rate move. 
The Chief Economic Advisor Subramanian has called for rate cuts 
previously on the basis that the central bank's inflation model is flawed, 
and he had seemed vindicated when inflation dived to record lows for 2 
consecutive months in May and June. While the inflation rate did bounce 
back smartly in August, the driver was still mainly elevated food prices 
after the base effect of previous poor monsoons fell off. With the 
monsoon, and consequently crop production abundant this year, the 
firmness due to food prices may moderate, keeping inflation more 
muted than the central bank expects.

However, at the last meeting, the RBI also has in its sights inflationary 
pressures from the implementation of the 7th central pay commission's 
house rental allowance, price revisions due to GST, as well as other 
factors like the state agricultural loan waivers and salary adjustments.

Outlook: NO CHANGE
Recent flows and volatility in the financial markets actually preclude the 
RBI from acting at this meeting. Equities logged USD2.45bln of outflow 
for the quarter, while bond flows have been flattish for the month after 
YTD inflow of USD20.3bln, though this may change with new limits 
released for foreign portfolio investments (FPIs) in the coming quarter. 
The effect of the tightening intentions of the Fed cannot be under-
emphasized with their planned reduction of the balance sheet already 
commencing while comments by Fed officials indicate that a December 
rate hike is likely. 

Asian markets in general, which have been a large beneficiary of inflows, 
have logged several weeks of reversing activity.
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