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Know the Flows

THE CONTEXT

By Cameron Brandt, Director of Research

Hopes that Q4 would be marked by the continued retreat of 
populist forces in Europe, restraint by the US Federal Reserve 
and European Central Bank, and some progress on the 
reform agenda promised by US President Donald Trump took 
a beating during the week ending Oct. 4. Investors still 
digesting the success of the nationalist AfD party in last 
month's German elections were confronted with Spain's 
heavy handed response to Catalonia's unofficial 
independence referendum. On the other side of the Atlantic, 
Trump's tax reform proposals appear to be bogging down, 
markets are pricing in a more than 85% chance of another 
interest rate hike in December.

For the most part, investors continue to give more weight to 
fundamentals than to politics and policy. Although 
redemptions from EPFR-tracked Spain Equity Funds hit their 
highest level in nearly three years, collective flows into all 
Europe Equity Funds exceeded $1 billion for the third week 
running as the region's economic recovery retains its 
momentum. The prospect of higher US interest rates did not 
stop US Bond Funds from recording inflows. But Municipal 
Bond Funds saw their 12 week run of inflows come to an end 
while commitments to Bank Loan Funds hit an 11-week high.

Overall, EPFR Global-tracked Bond Funds absorbed another 
$9.4 billion during the first week of October. Equity Funds
took in $5 billion although Dividend Equity Funds posted 
outflows for the 11th straight week, their longest such run 
since a 13-week streak ended in early 1Q16.

DEVELOPED MARKETS EQUITY FUNDS

When it came to developed markets, generally good macroeconomic 
data vied with not-so-good political news in early October. Investors, 
faced by Catalonia's secessionist impulses, US President Donald Trump's 
lack of legislative clout, the divisions within the UK's ruling Conservative 
Party and the impending Japanese election, again opted for the 
diversified approach. The nearly $4 billion committed to Global Equity 
Funds allowed EPFR-tracked Developed Markets Equity Funds to start the 
fourth quarter with their 12th inflow in the past 14 weeks.

Europe Equity Funds posted solid inflows overall despite specific 
concerns about Spain and the UK, with both of the major regional fund 
groups attracting more than $750 million as surveys suggest that 
economic growth in the Eurozone picked up steam in September. The 
possibility of Catalonia declaring independence, thereby triggering a 
major confrontation with the national government, did hit Spain Equity 
Funds hard. Redemptions from that fund group jumped to levels last 
seen in late 2014.                                                                    Continued p4
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Know the Flows – cont’d

THE CONTEXT

During a week when data showed growth in the US service 
sector hitting a 12-year high and benchmark equity indexes set 
new records, US Equity ETFs attracted over $5 billion with Small 
Cap Funds leading the way in both cash and flows as a % of AUM 
terms. But that was not enough to offset over $6 billion in 
redemptions from actively managed funds, among which those 
with large cap mandates were hit hardest. Retail investors pulled 
money out of US Equity Funds for the 90th time in the 92 weeks 
since the beginning of 2016.

BOND FUND FLOWS

Faced with equity markets hitting fresh record highs and the 
prospect of both the US Federal Reserve and European Central Bank 
scaling back their market support, investors continued to stuff EPFR-
tracked Bond Funds with fresh cash. The week ending Oct. 4 saw 
inflows hit an 11 week high, taking the year-to-date total over $470 
billion, as US Bond Funds recorded their biggest inflow since mid-
July and Global Bond Funds took in over $1 billion for the 32nd time 
so far this year.

Europe Bond Funds did see outflows, with both retail and 
institutional investors pulling modest amounts out of this fund 
group as they looked ahead to the ECB's next meeting in late 
October when a plan for winding down the current quantitative 
easing program is expected. Norway Bond Funds again stood out at 
the country level as rising oil prices bolstered the investment case 
for this Scandinavian market.

For further information on EPFR, please visit:
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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Why This Hiking Cycle Might Be Different

THE CONTEXT

By David Ader, Chief Macro Strategist

When do we stop listening to Yellen?  This is, of course, a 
reference to the impending potential change in her career.  Bear in 
mind we will likely be listening to her even if she’s out of the Fed –
brains, insight and experience do count for something – but her 
relevance will, like other ex-Fed officials, tend to diminish with 
time.

For now, she’s got at least one hike to go in the FOMC meetings 
she has left to chair.  (Her term expires Jan 31 which is also the last 
date of a two-day FOMC meeting.  I presume she’ll let her 
successor take the reins if not reappointed and, having hiked in 
December, both will find little to do.  That alone may be another 
reason to hike in December come to think of it.) So, in answer to 
the first question, don’t stop listening yet.  The context of that 
comes with the current odds of a Dec hike, about 75%, and her 
recent dismissal of low inflation as due to various transient factors.  

In any event, low inflation heretofore has not changed the Fed’s 
bias, indeed they seem a bit more adamant, and so that extracts 
the main inhibition to keeping a hike priced in. After that, bets are 
off.

The tax code and changes to it are first and foremost.  The current 
mindset of the Fed would, I think, greet that with a somewhat 
more aggressive policy since they are already worried about the 
level of unemployment, expecting higher inflation, and talking 
about asset prices being warily high.  The newer Fed members in 
theory will be closer to Trump’s mindset (oh jeez) at least in terms 
of economics and so perhaps be more patient with seeing how tax 
and other policies play out.

Are they then more bullish for the bond market?  

The Fed has two monetary policies at work; the Funds rate and 
related instruments at the front end and the balance sheet 
further out.  The traditional camp is likely to go slow initially in 
playing with the balance sheet, meaning sticking to the current 
trajectory barring a recession.  No one knows how that will 
unfold and to the extent building it boosted stocks and risk 
assets, unwinding it may hurt - especially if 2% (plus or minus) 
GDP is here to stay.  And there will soon be more issuance for 
everyone to buy, all things being equal, and underwritten by a 
Treasury-dealing community that ain’t what it used to be.

Traditionally, a hiking cycle flattens the curve.  A slow hiking 
policy against balance sheet reduction, perhaps accelerated if 
Trump chooses a Warsh or another ‘outsider’ of the Fed, may 
inhibit that tradition.  I’m not sure how easing up on bank 
regulations might impact the curve, but to the extent banks like a 
steeper curve and incoming Fed officials favor deregulation, then 
I’d say fewer hikes and more push for the balance sheet 
reduction, thus creating the risk of a hiking cycle have less of a 
flattening curve inclination.  For the umpteenth time, I will say 
that increased Treasury coupon issuance may encourage that as 
well.

CHARTS AND THEMATICS:  To relay that at 1.4% YoY PCE inflation 
has been disappointing to bond-market bears is hardly 
noteworthy.  Most members of the FOMC adhere to their view 
that inflation will rise, eventually, to their 2% YoY target and have 
used that view as a part, a large part, of their rationale for hiking 
thus far.  Stop me if you’ve heard this one before.

Continued p6
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Why This Hiking Cycle Might Be Different – cont’d

THE CONTEXT

Well, they’re not quite getting there though are sticking to their 
guns that it will appear eventually.  That remains to be seen, of 
course, but I will offer up a scenario that lends itself to at least an 
excuse for more hikes by the middle of next year.  This is simply 
the base effect meaning that a ‘low’ rate of inflation in a given 
period can generate a ‘high’ rate of inflation in the corresponding 
period a year later even if the overall rate of inflation really is just 
steady or, at least in mathematical terms, smaller.  It doesn’t mean 
inflation is really accelerating; rather it means that it was optically 
lower the year before and so the YoY gain appears high.

Legitimate economists will cringe at the chart below as any sort of 
a model or predictive formula but then I suspect few would
characterize me as a legitimate economist so I can get away with 
things.  To wit, over the last 17 years (more actually) the base 
effect does anticipate itself.  In other words, that we are coming 
off some low inflation reads this year suggests higher YoY inflation 
reads in Q1 and Q2.  This, I offer, as a potential slant for a couple 
of Fed hikes by the middle of next year.  It’s not rocket science 
and I’m not saying it’s so.  What I am saying is that the reverse 
also holds true; if we see an uptick in inflation presumably the 
base effect will make it appear relatively softer a year later.

This is an excerpt from Ader’s Musings. For the full article, please click ADER’S MUSINGS

Blend that with tax breaks to come, balance sheet 
reduction adding to the float, larger Treasury 
auctions due to a bigger deficit and you have 
more of the current fears to produce a spike in 
rates for a while.  The latter would correspond 
with bearish seasonals in the first half of a given 
year as well.

https://financialintelligence.informa.com/resources/product-content/ader-why-this-hiking-cycle-might-be-different
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Corporate America Closing its Wallet
New Cash Takeovers and New Stock Buybacks in U.S. Slump to Five-Year Low

THE CONTEXT

By David Santschi, CEO TrimTabs

Buying by companies in the U.S. stock market remains in a two-
year downtrend, which is a cautionary longer-term signal for U.S. 
equities.  Along with central bank money printing, corporate 
buying has been a pillar of the 8½-year bull market.  If companies 
buy less - which is already happening - and major central banks in 
aggregate start withdrawing liquidity - which is nowhere close to 
happening despite the Federal Reserve’s latest moves - stock 
prices will have a tougher time moving higher.

Corporate buying fell back again last quarter after the too-big-to-
fails rolled out a torrent of stock buybacks at the end of the 
second quarter.  Announced corporate buying (new cash takeovers 
+ new stock buybacks) totaled $137.4 billion in Q3 2017, down 
34% from $208.4 billion in Q3 2016.  Last quarter’s volume was 
the lowest since Q3 2012.

The average monthly volume of $65 billion in 2017 is only about 
half of what it was in 2015, when it averaged $118 billion.

We are not entirely sure why corporate buying is slowing.  After all, 
the economy is expanding at a respectable pace, and corporate 
borrowing costs are extremely low.  After speaking with clients and 
potential clients in New York and Boston recently, our best 
explanations are:

• Companies are becoming more concerned about what they see 
ahead as central banks reduce or contemplate reducing 
monetary stimulus;

• Corporate executives have noticed that big stock buyback 
programs have not been providing as much of a pop to share 
prices as they did in previous years;

• Companies are waiting for U.S. tax law changes before firming 
up investment plans.

Since corporate buying has been declining for some time, not just in 
recent months, the first two explanations seem most plausible.  If 
you have other ideas, please let us know.
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USD/COP – Technical Studies and EPFR Country Flows Point Lower

EPFR Global tracks Country Flows based on the 
stated allocations of cross-border equity funds. The 
data can be used to spot and validate trends in the 
currency markets. As the accompanying charts 
illustrate, technical indicators and EPFR Country 
Flows spread keep the focus on a key support zone 
for Usd/Cop and offer scope for a potential 
breakdown.

The monthly chart to the right illustrates that, after 
peaking in 2016 at 2453.6 (12/11 February 2016 
highs), Usd/Cop has settled into a triangular 
consolidation pattern above the key range lows from 
2829.6 (18 April 2017) to 2815.8 (2 May 2016), just 
above the 2784.5 higher low (4 November 2015). 
Monthly studies remain weak with the RSI trending 
down from overbought levels following a period of 
divergence while the MACD is bearishly aligned. This 
keeps focus squarely on triangle support with scope 
for a breakdown towards the higher low at 2351.6 (6 
May 2015). The daily chart (not shown) suggests that 
further consolidation may precede the breakdown, 
but any gains should remain corrective and should 
stall ahead of triangle resistance/the 3106.3 lower 
peak (7 July).

Continued p9

Viewpoint by Marnie Owen, Matthew Sferro and Natalie Rivett



Title

9

THE CONTEXT

USD/COP Viewpoint – cont’d

Further substantiation for a decline in Usd/Cop comes from 
the chart to the immediate right which depicts cumulative 
flows into each currency. Since 2016, flows into the 
Colombian peso have risen to levels not seen since 2007 
while flows into the US dollar have experienced only a slight 
uptick. The spread between the two has widened 
commensurately as shown in the chart (below right). Note 
that following divergence between the spread and the price 
in 2013, the spread narrowed as Usd/Cop traded higher. 
However, since 2016, the spread has widened while 
Usd/Cop remains locked in triangular consolidation. The 
trend towards the widening flows spread remains intact 
which should fuel downside pressure on Usd/Cop.

Fundamentals are also starting to support a weaker outlook 
for Usd/Cop as the Colombian economy sets about its 
recovery, with 2017 expected to mark the bottom of a dip 
in growth for the oil-dependent country. The economy is 
forecast to expand 1.8% this year, rising to 2.6% in 2018 and 
3.0% in 2019, according to the most recent Bloomberg 
consensus. Meanwhile, BanRep may be at the end of its 
easing cycle as inflation continues its resurgence, 
potentially exceeding the 4% upper limit of the central 
bank's target at the end of the year. At the same time, even 
though the Fed seems on track for another rate hike in 
2017, hurricane-related disruption and headwinds from 
political forces still provide a backdrop of uncertainty for 
the Usd that could send Usd/Cop lower.



Title

10

THE CONTEXT

By iMoneyNet

U.S. money-market funds witnessed asset outflows of 
$2.53 billion during the week ended Oct. 3, according to 
Money Fund Report®, a service of iMoneyNet. 

Total fund assets settled at $2.712 trillion for the week. 
Taxable money-fund assets fell $2.49 billion to $2.585 
trillion. Government Institutional fund assets declined 
$771.8 million. Prime Institutional fund assets declined by 
$2.68 billion. Taxable Retail fund assets, though, increased 
by $955.9 million. 

Tax-Free fund assets declined $40.3 million to $127.86 
billion.

The iMoneyNet Money Fund Average™ 7-Day Simple Yield 
for All Taxable money-market funds held steady at 0.68 
percent for a third week. The iMoneyNet Money Fund 
Average™ 7-Day Simple Yield for All Tax-Free and Municipal 
money-market funds grew to 0.44 percent from last week’s 
0.40 percent. 

There were 830 taxable and 224 tax-free and municipal 
money-market funds reporting this week. iMoneyNet has 
tracked taxable MMFs since 1975, tax-free funds since 
1981, and non-U.S. money funds since 1999.

This is an excerpt from Money Fund Report. For more 
about iMoneyNet, please visit:
https://financialintelligence.informa.com/products-and-
services/data-analysis-and-tools/imoneynet

Money Fund Report At-a-Glance
TOP INSTITUTIONAL MONEY FUND YIELDS - for Period Ended Oct 03

7-Day Yields
Simple Compound

GOVERNMENT INSTITUTIONAL MONEY FUNDS # of Funds 335
1 PIMCO Govt MMF/Cl M h 1.04% 1.05%
2 Dreyfus Inst Preferred Govt Plus MM k h 1.01 1.02
3 Dreyfus Inst Preferred Govt MMF/Ins k h 0.98 0.98
4 Deutsche Govt MM Series/Instit Shrs k h 0.97 0.97
5 Amer Beacon US Govt MM Select h 0.96 0.96
6 BlackRock Cash Funds:Treasury/I k h 0.95 0.95
7 Deutsche Gov&Agy/DeutscheGovCsh Ins k h 0.94 0.94
7 Oppenheimer Instit Govt MMF/Cl L h 0.94 0.94
9 BlackRock Liquidity:FedFund Inst k h 0.93 0.93
9 Dreyfus Govt Cash Mgmt/Instit k h 0.93 0.93
9 Invesco Govt & Agency Port/Instit 0.93 0.93
9 State Street Inst Treas Fund/Prem h 0.93 0.93
9 State Street Inst US Govt MMF/Prem h 0.93 0.93
9 TIAA-CREF MMF/Instit k h 0.93 0.93
iMoneyNet MONEY FUND AVE/GOVT INST 0.72% 0.72%

PRIME INSTITUTIONAL MONEY FUNDS # of Funds 107
1 Deutsche Variable NAV MF/Capital k h 1.30% 1.31%
2 Dreyfus Cash Mgmt/Instit k h 1.25 1.26
3 UBS Select Prime Preferred Fund k h 1.24 1.25
3 Wells Fargo Cash Inv MMF/Select k h 1.24 1.25
3 Wells Fargo Heritage MMF/Select k h 1.24 1.25
6 JPMorgan Prime MMF/Capital k h 1.23 1.24
6 Morgan Stanley ILF/MMP/Inst k h 1.23 1.24
8 BlackRock Liquidity:TempFund Inst k h 1.22 1.23
9 Fidelity Inv Prime Reserves/Instit h 1.21 1.22
9 Morgan Stanley ILF/Prime/Inst k h 1.21 1.22
iMoneyNet MONEY FUND AVE/PRIME INST 1.01% 1.01%

https://financialintelligence.informa.com/products-and-services/data-analysis-and-tools/imoneynet
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• Speeches/policy suggestions from recent Conservative Party 
conference a tad confusing?

• Runs the risk of seeming business unfriendly to foreign 
investors...

• ...which in turn raises issues with financing the current 
account deficit.

Oh dear Theresa, what confusion have you brought forth? You 
started eulogising free markets and ended up talking (energy) 
price controls. Earlier in the week, there was talk of more 
intervention in the housing market. Forgetting perhaps that 
previous intervention has not made housing any more affordable 
- if anything, 'Help-to-Buy' etc. pushed prices higher still (none of 
these policies solves the housing supply problem). All against a 
backdrop of talk about leading the world into a new era of free-
trade. Populist politics? All this chatter is just dam right 
confusing for the domestic populace. What must foreign 
investors think? Is the energy sector just the start of price caps? 
This runs the risk of signalling a business unfriendly country.

This matters because the UK runs a current account deficit. In its 
simplest terms this means the country borrows from the rest of 
the world to finance itself. Since the Brexit vote, the UK hasn't 
suffered a great deal in terms foreign investor interest, but too 
messy domestic politics might change this.

Two things can happen if foreign investors take fright; the 
country has less to spend which would at least mean slowing 
economic growth (possibly a recession) as the domestic 
economy adjusts to less external financing, or the Pound

Messy Politics = Bad Economics (the UK Version)

By Marcus Dewsnap, Research Analyst

necessarily weakens to entice foreign investors to keep pouring in 
money. The latter is the more likely and easier for the economy to 
deal with, which is not to suggest it is without some pain.

Inevitably, some will say this will lead to an export renaissance 
(again) and with it a narrower trade deficit. A narrower trade deficit 
is less of a weight on economic growth. Evidence since Brexit 
suggests this is not the case. It is true that export volumes and value 
have risen and there is the not insignificant point that a great many 
UK companies do not take part in international trade anyway - so FX 
changes and to a point Brexit itself doesn't impact.

Continued p12
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THE CONTEXT

However, somewhere along the supply chain, there are likely to 
be some more expensive imports (see above graph)… and this 
does raise cost pressures. Note this from the latest IHS-Markit PMI 
'the rate of input price inflation remained elevated by historical 
standards, attributed to higher import costs due to sterling's 
weakness as well as rising global commodity prices, notably for 
oil'. And … 'Higher costs were often passed on to customers, 
leading to the largest monthly rise in average prices charged for 
goods and services since April and suggesting consumer price 
inflation could rise above 3% in coming months.‘

Some will point to the messy politics of the Eurozone, but the 
single currency Bloc runs a current large account surplus. In other 
words, it lends to the rest of the world.

Messy Politics = Bad Economics cont’d

What serves to add to the confusion in the politics versus economics 
debate can be summed by Brexit (add the Scots and Catalonian 
independence movements too): Britain wants to distance itself 
politically from the EU, whilst desiring as close (if not closer) 
economic ties. It is with some irony, therefore, that the desire for 
self-determination is the reason the Eurozone only has an economic 
and monetary union, not a political union.

Now there is talk via the Telegraph of 'ousting' the PM after her 
'disastrous' headline speech at the Tory Party conference. If politics is 
about style, then the PM is in a lot of trouble. Economics is (partly) 
about signals and the substance of the speech sent out mixed 
messages at best. Matters look pretty bad for the PM here too.
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The start of Q4 follows three weeks of losses for CEEMEA 
markets, as investors ratcheted up their bets on a December rate 
hike in the US. This after Fed Chief Yellen stuck to the gradual 
rate rise mantra, despite persistently weak inflation readings, 
and after the USD and UST yields were given a further boost by 
US President Trump's tax plans.

However, capital flows to emerging market funds since July, as 
illustrated by the charts from EPFR Global, have not been 
reversed by these developments, although CEEMEA equity funds 
have seen net outflows.

There were no signs of stress either in the CEEMEA new issue 
market, where supply continued apace in September, headlined 
by junk rated sovereign issuers. In fact, this September was the 
best on record for issuance, at almost USD35bn. This compares 
to an average of USD14.8bn over the previous five years,

CEEMEA Markets – Q4 Outlook

excluding 2015. Our records also show that October tends to be an 
even busier month for EM supply and has in fact beaten September 
issuance volumes in four of the past five years.

Continued p14

By Christopher Shiells, Natalie Rivett and Robert Graystone.  This is an excerpt - for the full article, please click HERE

https://financialintelligence.informa.com/resources/product-content/1286725
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THE CONTEXT

We examine the risks in Q4, and whether CEEMEA markets and bond 
issuers will be affected.

Key external risk events that may impact CEEMEA markets in Q4:

Global policy tightening
- The Fed will put its massive USD4.5tn balance sheet on a diet 
starting in October, and is expected to again raise interest rates in 
December.
- ECB President Draghi said tapering of the EUR2tn QE programme 
could be announced in “Autumn”, spotlighting their October 26 
meeting, with the process probably starting from January 2018.
- Higher interest rates could derail the global economic recovery, 
the Bank for International Settlements warned.

Chinese Party Congress and credit concerns
- Begins on October 18 and will see the Communist Party reshuffle 
leadership, which should allow President Jinping to further 
consolidate his power.
- Investors will watch for any updates on the party’s “Belt and Road 
Initiative,” and a commitment to reduce risks from the continued 
surge in credit creation.
- However, slowing Chinese credit growth, along with strengthening 
of the renminbi trade-weighted exchange rate, will likely hurt 
Chinese manufacturing activity in H2 2017.

European Union leaders meeting 
- To gather on October 18-19 in Brussels and, of course, Brexit will 
be a hot topic.

U.S. tax cuts, debt ceiling and government shutdown risk
- Trump’s sweeping plan for tax reform has led to speculation that 
the much vaunted, but yet to materialise ‘reflation trade’, could be 
back on, feeding into USD strength and rising yields.
- However, a long drawn out congressional battle lies ahead and 
these plans are likely to be changed before being approved.

CEEMEA Markets Q4 Outlook – cont’d
CEEMEA country specific risk events that may impact in Q4:

Russia
- There remains a risk that more dominoes will topple among Russia's 
privately owned banks.
- The standoff with the US is also a lingering focus for investors, with 
the possibility of sanctions on Rouble government bonds.

South Africa
- Significant political risk as the battle for ANC leadership looks set to 
become even more fractious heading into the elective conference on 
December 16-20.
- The contest to succeed President Zuma centres around Zuma's pick, 
Dlamini-Zuma and Deputy President Ramaphosa (latter seen as the 
more market friendly option).
- Investors must also contend with the possibility of another rating 
downgrade if the government does not implement structural reforms. 
With Moody’s and S&P scheduled to review the sovereign on 
November 24.
- Moody’s assessment the most crucial for sentiment as it is the only 
one of the big 3 to still assign an IG rating.

Turkey 
- For the most part tensions in the Middle East are usually just 
background noise for Turkish investors. However, the recent Kurdish 
independence referendum in Iraq - deemed a ‘direct threat’ by the 
Turkish security council - has demonstrated that Turkish assets are still 
not immune to regional risk.

Poland
- Political risk is set to weigh as the erosion of judicial independence 
has brought the country into conflict with the EU, but for the moment 
it is little more than a noisy clash.
- The EU’s Article 7 penalty would require a unanimous vote by 
member states, and Hungary would most likely reject it.
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THE CONTEXT

• Bulls extended the long term uptrend to 1357 (8 September, 
13 month high), before reversing sharply to reach 1260 (6 
October low, near 61.8% retrace of 1204/1357 rally)

• A near term downside extension remains possible, but with 
daily studies losing downside drive, this slide is seen limited 
to the 1240/1244 support cluster

• This consists of the 9-1/2mth rising channel low, 50% 
retracement of 1122/1357, 76.4% retracement of 1204/1357 
and equality of 1357/1288 from 1313

• Longer term studies remain constructively aligned, and while 
1240/1244 holds, watch for bulls to resume the long term 
uptrend towards an initial target at 1313 (26 September 
lower high)

• Beyond 1313 would give bulls traction for the 1357 peak, 
above which opens 1374-1380 zone (.764x 1046/1375 off 
1122 (1374), 2016 top - 6 July (1375), 1x 1122/1296 off 1204 
(1378) and 38.2% of 1921/1046 (1380))

Gold – Awaits a Base to Form Above 1240

Viewpoint by Ed Blake, Chief FI Technical Analyst, Europe

Data from EPFR (see right chart) shows the cumulative 
physical fund flow picture remains positive, despite last 
week’s outflow, which we think is indicative of gold price 
strength.
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THE CONTEXT

By Tay Qi Xiu

Australian government bonds (ACGBs) have been enjoying a whale 
of a time with three separate auctions in Q3 - two for the Dec 2021 
maturity and one for the Apr 2029 bond, allocated to a single 
bidder. According to AOFM, there have only been 27 such instances 
since 1982. This was the first time for a single qtr to see 3 such 
single allocations. 

Combined with an impressive string of solid sales, we believe the 
auctions are a reflection of capital gain expectations and justification 
for lower yields ahead.  Further drivers are outlined below:

Despite some bright spots in the economy, RBA is to remain on hold 
for months to come due to high household debts

The recent hawkish tilt by global central banks, US tax reform plans, 
an arguably increasingly optimistic RBA, a pickup in non-mining 
investments and upbeat business confidence have all led traders to 
expect a similar hawkish turn by the RBA. Adding the notable 
correlation with US Treasuries, ACGBs have thus seen significant 
recent cheapening.

We view this as unjustified, given that the issue of household 
indebtedness and the sensitivity of consumer spending/sentiment 
to higher mortgage rates will continue to remain as obstacles to 
higher rates for several quarters to come. Governor Lowe's 
reluctance to follow the hawkish tide abroad in October's RBA 
meeting lends support to the view.

Per RBA's Oct chart pack, household debt remains a severe 
problem, while consumption, disposable income and saving ratio 
also continue to decline. That said, there are signs that recent curbs 
have been working as housing loan approvals slip, although it was 
replaced by an uptick in owner-occupiers loans. The recent 
cheapening of the ACGBs is thus seen as an opportunity for

Australian Bonds Enjoying a Whale of a Time

for investors to return.

Similarly, there is also attractive relative value between ACGBs and 
USTs. Although the 10y spread has since retreated from highs above 
60bps reached in early Sept, the breakout from the tightening channel 
since early 2011 and above notable resistance at 40bps, which has 
capped in the first half of 2017, means that ACGBs could be poised for 
some capital gains.

Demand from Japanese pension fund to pick up
We also harbour a nagging suspicion that the Japanese pension fund 
has been scooping up foreign bonds, particularly bunds and ACGBs on 
top of USTs, in the face of low yields and limited capital gains from 
yield curve targeting. While the fund may have been less aggressive 
on foreign assets and favoured long JGBs due to portfolio rebalancing 
in the lead up to the end of the first fiscal half at the end of Sept, the 
start of the new quarter should see renewed interest from Japan.

Continued p17
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Looming bear market in iron ore could impact policy outlook

Perhaps the most important driver of Australian bonds is a 
potentially looming bear market in iron ore. The implications of 
discouraging supply fundamentals when demand falls short should 
weigh on iron ore prices and impact Australia's export revenue, 
growth outlook and policy trajectory. So far, however, the concerns 
of a bear market in iron ore have yet to be factored into the 
concerns of the RBA with Gov Lowe in Oct's RBA meeting also 
stating that the terms of trade remain high. That said, he did 
mention that lower terms of trade are expected ahead, especially 
with the index of commodity prices already starting to decline.

Australian Bonds – cont’d

Post payrolls, the UST10yr yield attempted a brief probe above 
61.8% of 1.318/3.0516 at 2.3894% on the 5yr chart but as the yield 
was unable to sustain above the level, the market saw a rejection of 
an upside yield test and short covering stepped in to pressure yield 
down to the falling trendline connecting twin highs (11 May, 10 Jul).

Despite the covering, there are still no clear signs of a sustained 
reversal based on current candlestick patterns, while fundamentally, 
markets are also unlikely to substantially unwind ahead of Friday’s 
inflation data, unless of course there is an escalation in geopolitical 
tensions. That said, yields will likely also struggle to push higher, 
given the large short base, and risks thus remain towards the 
downside, with the 50% of 2.0144/2.6277 at 2.3211% and the 
200DMA the n/t support

N/t positional headwinds from USTs to also weigh on ACGBs

Given the correlation between ACGBs and USTs, the outlook for 
treasuries would also have an outsized impact on ACGB price action. 
On that note, the recent JPM survey revealed a large short base in 
the market with active clients holding no longs at all and the market 
at its most short since end 2016. With 10y yield now back around 
the summer yield highs, it would mean that there could be plenty of 
positional headwinds ahead with the treasuries prone to squeezes 
and any bearish news flow struggling to elicit much further selling. 
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By Haikal Razak, IGM Asian market reporter

September saw the highest monthly issuance YTD for the APAC USD 
primary credit market, with USD issuance from APAC names 
totalling USD58.858bn from 64 issuers / 93 tranches.

Issuers from 12 different countries came to the market in 
September. Per issuer, average size and tenor amounted to 
USD919.66m and 7.76 years. Per tranche, average size and tenor 
came in at USD632.88m and 5.34 years. 

By Sector

44 Corporates printed 62 tranches totalling USD30.77bn or 52.28% 
of September volume. This is the highest monthly issuance from 
Corporates YTD, taking top spot from July's USD21.6bn. 

Issuance from Financials picked up after August's slumber with 15 
issuers selling 24 tranches totalling USD21.803m or 37.04% of the 
month's volume. This was the second highest monthly issuance for 
the sector, falling just short of February's USD22.35bn

3 SSA issuers priced 5 tranches totalling USD5.285bn or 8.98% of 
September's volume. Asian Development Bank's USD4.0bn 1.750% 
13Sep2022 bond was the volume booster for the SSAs with the rest 
of the supply coming from Korea Development Bank and Korea 
National Oil Corporation

As for SOE issuance, two issuers sold a tranche each, totalling 
USD1.0bn (1.70%) for the month

APAC USD Primary Credit Issuances in Sept Highest YTD

By Country

Chinese issuers dominated supply for the second month in a row 
with 37.20%, or USD21.898bn, of total supply. Chinese issuers 
share of APAC USD supply YTD fell slightly to 39.93% from 40.48% 
at the end of August.

Japanese names formed the second largest group with 25.55% or 
USD15.04bn. This was the second highest monthly total for 
Japanese names albeit a distant second to July's USD22.75bn 

Aussie issuers were the third biggest group with 13.85% of the 
month's supply or USD8.15bn. After a month completely devoid of 
notable new Aussie USD paper, September saw the largest USD 
issuance volume from Australian names to date

The balance of the supply came from nine different sources 
totalling 23.40% of September's volume.

By Issue Ratings

Investment-grade issuances dominated September in terms of 
both number of tranches and volume and constituted 68.32% of 
volume at USD40.21bn. This marked the highest monthly IG 
volume YTD, edging it over July's by 3.47%, and the highest number 
of IG tranches sold monthly YTD.

29 high yield tranches contributed 31.68% of September volume at 
USD18.648bn. This marked the highest monthly HY issuance 
volume YTD, beating March by 10.77%. 

Continued p19
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APAC USD Credit Round-up – cont’d

Continued p20
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APAC USD Credit Round-up – cont’d

2017 YTD 
Total APAC USD issuance as of the end of 
September fell just short of the USD350bn mark 
at USD348.093bn.

Corporates increased their dominant share of 
APAC USD issuance to 43.00% from 41.11% at the 
end of August. Financials' share of YTD volume 
also increased to 35.29% from 34.94%. SSAs/SOEs 
saw their combined share fall to 21.71% from 
23.95%.

Chinese issuers, the biggest group of USD bond 
issuers, saw a slight fall in their share of APAC 
USD volume to 39.93% from 40.48% at the end of 
August. Second largest group by country are still 
the Japanese, who increased their share of 
issuance to 20.88% from 19.93% .

Investment-grade issuance saw dominant volume 
falling by almost 1.0% by the end of September to 
72.99% from 73.94% (Aug).

LOOKING AHEAD: 
The current APAC pipeline is light with new APAC 
USD issuance in the first week of October 
expected to remain low due to regional holidays 
peppering the week - in particular, the week-long 
Chinese holiday.

That said we do expect the pipeline to build for the last stretch as 
markets get back into full swing this week.  

Based on IGM historical data, 4Q issuance volumes typically peak in 
November before primary markets slow down for December.

This is an excerpt from IGM’s latest monthly APAC USD credit issuance 
report based on Informa data.  
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