DECEMBER MONTHLY INTEREST RATE OUTLOOK
Synchronised global economic growth is far from
inducing synchronised global tightening, although the
bias gathers steam. As IFI Senior Research Analyst
Marcus Dewsnap writes, there is even a whiff of
normalisation hints from the BoJ. A reason put
forward in support of this thesis is the risk QE has in
distorting the Japanese equity market … but there is
evidence that is already occurring [pages 2-4].
 Still, there's been no outright policy clue from the BoJ since it's last,
October, policy meeting. Asia FX Analyst Jian Hui Tan notes that
Governor Kuroda continues to insist that there's no need for further
easing at this point, hence, it remains a case of not what the BoJ says,
but what it does at its regular bond purchase operations which betray
policy leanings. [Pages 5, 8].

 No such veil at the Fed where a rate hike is fully priced for December,
amidst yield curve flattening. Senior US Treasury Market Analyst John
Kamerdin adds that as balance sheet reduction continues and the size
is increased over the course of 2018, coinciding with increased Treasury
issuance, the marketplace will enter uncharted waters. [Pages 5,7].

 In Turkey, the monetary landscape has shifted sharply for the CBRT
over the last month as an accelerated Lira sell-off has once again put
pressure on the CB to tighten policy, preferably via conventional
channels writes Emerging Market Managing Analyst Chris Shiells
[Pages 6,13].
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 The BoK became the first CB in the Emerging Asia region to pull the
trigger on rate hikes. The move was expected although the decision
was not unanimous, but, as Emerging Market Analyst Freda Yeo points
out, the CB is actively decoupling itself from the Feds hiking cycle.
[Pages 6, 14-15].
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DECEMBER MONTHLY INTEREST RATE OUTLOOK
Is The BoJ Now Distorting the Equity Market?
By Marcus Dewsnap, Senior Research Analyst, IFI
Five-years of Abenomics and approaching a similar period of BoJ QQE. But the inflation target
remains elusive and there are now signs that QQE is distorting the Japanese equity market.
Five-years of Abenomics has brought many things to Japan’s economy. An 11% rise in nominal GDP, a
tight labour market including 2.7mn more jobs (sub 3% unemployment, 1.5 job-to-applicant ratio), the
Yen is some 35% weaker, and the TOPIX is up over 125%. The weaker currency lifted exports, a major
contributor to the nominal GDP expansion. Private investment also responded adding nigh on 20% over
the period. Profits at Japan Inc are also strong (retained earnings at half of listed companies are at a
record high – bringing with it calls to ‘force’ business to invest this ‘idle cash’). However, ultimate ‘success’
of Abenomics is measured by inflation in-and-around 2% y/y on a sustainable basis. Abenomics has yet
to hit this mark.

At the centre of Abenomics has been monetary policy. Indeed, just about the most important element
on the policy front was the appointment of Haruhiko Kuroda as Governor of the Bank of Japan (BoJ) in
March 2013 who thus became a key aide to PM Abe. In April of the same year the Quantitative and
Qualitative Easing (QQE) programme was announced (called the ‘first monetary bazooka’). The aim was
to double the monetary base by doubling purchases of JGB’s and ETFs within two-years. This placed the
latter at the heart of monetary policy (under the previous Governor, Masaaki Shirakawa, the BoJ began
buying equity and real estate ETFs - latter called J-REITs). October 2014 saw yearly equity ETF purchases
tripled (as part of the ‘second monetary bazooka’) and 2016 ETF outlay were doubled again.
The BoJ hasn’t made any official change to policy since the introduction of Yield Curve Control (YCCexplicit 0% target for the 10-year yield) in September 2016. However, a result of the relative success of
YCC is that JGB purchases have necessarily fallen – i.e. effective JGB tapering (there is also the not
insignificant issue of a shrinking pool of JGBs from which to buy). Hence, in order to keep the balance
sheet and monetary base expanding, ETF outlays have increased rapidly (see graph below) of which the
equity portion is above the implicit target.
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There is, however, evidence to suggest that alongside an already heavily distorted JGB market, the BoJ is
starting to do the same to the equity market. Movement in Japanese equities usually correlate positively
with foreign investor appetite. The latter typically buy Japanese equities when they are positive on the
economy and sell when turning negative.

The graph above shows that even though foreigners are just about net sellers … the TOPIX equity Index
continued to rise. Foreign fund flows tend to be erratic at best and are often negative. Meanwhile, flow
from BoJ ETF purchases have been unambiguously positive over the period even when flows into Japanese
equities have been negative (see graph below).
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A further warning appears in the form of the TOPIX and Usd/Jpy correlation. Japanese equities tend to
be cyclical. Hence, they are exposed to vagaries of the global economy via the Yen. As the graph below
shows, if the Yen weakens, the TOPIX tends to rise and the opposite if the Yen strengthens. However,
there has been a decoupling since the BoJ became much more active in the equity market.

The commitment by the BoJ to hit the 2% CPI target via QQE, in particular an expansionary balance sheet
is running the risk of distorting the equity market as the CB becomes an ever greater player. Investors
need to be aware of these dynamics especially as an even more dovish BoJ chief could take the reins. Mr.
Kuroda’s term is up in April 2018. To many it seems a no brainer to renew his stewardship for a further
5-years. However, a recent speech by Mr. Kuroda hinted the Bank might be contemplating normalizing
policy (see FT’s Gavyn Davies HERE for a more forensic examination). If this is not in the Abenomics plan
it might be Sayonara for Mr. Kuroda.
marcus.dewsnap@informagm.com
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FORECASTS AT A GLANCE: MAJORS
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FORECASTS AT A GLANCE: EMERGING MARKETS
Emerging
Markets

CURRENT
(%)

DIRECTION OF
NEXT POLICY
MOVE*

UPCOMING CB
MEETINGS
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Current yields as of 1 December 2017
N/a = not applicable

 Easing = 
Boxes in red denote significant changes to our outlook.
* Note: The IGM view of the next monetary policy move, whenever it occurs. Tightening =
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CENTRAL BANK OUTLOOKS

FED: The upcoming FOMC meeting, December 1213, will undoubtedly raise the Fed Funds rate by
another 25bps, which the market has fully priced.
Therefore, the focus will shift to the 2018 dot plot and
projections. We assume that they will continue to
espouse three further hikes in 2018 and keep their
GDP projections in the 2.5% range. The longer-term
projections are more difficult to handicap. Chair
Yellen’s last presser will be a non-event for price
action and probably more of a “lovefest”. At this
writing, the status of tax reform and any new policy
initiatives are still uncertain, but the flattening of the
yield curve is sending a message of caution about
future economic growth potential. One final point, as
balance sheet reduction continues and the size is
increased over the course of 2018, coinciding with
increased Treasury issuance, the marketplace will
enter uncharted waters.
john.kamerdin@informa.com
10-year US yield technical analysis HERE

EUROZONE:

Following October’s meeting, ECB's
conventional and unconventional policy mix can be
safely put away in cold storage for the 2017 winter,
with only minor risk of it being revisited for some
spring cleaning purposes in Q2 next year, if inflation
moves away from expectations. With markets
correctly predicting the pre-meeting messages, there
was a modest drop in yields as PSPP was extended by
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9-months (per consensus) to September 2018 and
asset purchases reduced by Eur 30bn per month (to
Eur 30bn).
However, the presser was unequivocally construed as
dovish despite a non-unanimous decision to taper
(taper-light) and despite the balance sheet extended
by a minimum Eur 270bn - also left its
amount/duration
options
open.
Draghi's
tone/language was designed to cap the advance in
yields with substantial reinvestment of maturing
bonds reducing the new action by up to 50% on
average.
Looking ahead, the ECB seems to have bought plenty
of time and won't need to re-guide policy unless
forward-looking indicators reflect a red flag event.
The 5-year/5-year forward inflation swap has been
ticking-up. Recent inflation data has been tame
(especially compared to better hard data elsewhere)
and with the prospect of prices slipping again in 2018
(on base effects mostly) to 1.5-1.6%, and not reaching
target until mid/late 2019.
Still, we hold out hopes that any strain will be felt in
the curve as the pressure to tighten will increase from
higher wages, commodities (oil) and other external
CB policy leads – i.e. Fed, BoE and BoC.
alvin.baker@informagm.com
10-year Euro yield technical analysis HERE
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given the implicit BoJ desire to prevent yield curve
flattening.

JAPAN: There's been no outright policy clue from
the BoJ since it's last, October, policy meeting.

While Suzuki has also acknowledged the possibility of
YCC tweaks if CPI approaches the 2% target, that's
still a distant prospect. Judging by Governor Kuroda's
continued insistence that there's no need for further
easing at this point, we retain the view that no
outright YCC adjustments will be seen near-term and
do not expect the market to materially price-in such
a scenario.

As previously mentioned, it's not what the BoJ says,
but what it does at its regular bond purchase
operations which betray policy leanings. There's
recently been symbolic tweaks by way of a reduction
in JGB purchases for the less-than-1-year and 25year-plus buckets.
From a theoretical standpoint, this fits in with the YCC
strategy given the recent decline in yields predicates
a cut in purchases.

While there is the prospect of more purchase
reductions at both the front- and back-end, we
suspect JGBs will ultimately stay supported by realmoney names amidst the risk of firmer global
sovereign bonds and year-end positional
adjustments.

Reading between-the-lines, there is an inference the
CB is taking advantage of favourable market moves to
reduce JGB purchases whenever it can, without
stoking market volatility and essentially look to
extend stealth tapering that started from early 2017.
Net JGB purchases thus far in 2017 are well below the
soft target of Yen80 tn annually.

Looking at the yield curve, while there could be scope
for some steepening, we suspect it may not last with
demand still prevalent in the 20s around a yield of
0.600% and 30s around 0.885-900%. All things
considered, we would still look for the 20s to trend
between 0.555-0.61% and for the 30s to hover
around 0.820-0.840% near-term.
jianhui.tan@informagm.com

While a minority in the market continue to speculate
about YCC strategy changes after Kataoka called for a
shift from targeting the 10s to capping the 15s below
0.20%, his proposal is counterintuitive in our eyes

EUROPE
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UK:

Unsurprisingly, Brexit uncertainty dominates
the theme of BoE/MPC rate setters' dialogue with
lawmakers commenting on the November QIR (and
1st rate rise in a decade). Forward guidance looks in
limited supply as the main takeaway with a TSC
stalemate as far as opinion is concerned. Hawks are
countered by a lone dove and 2 neutrals. Latter, via
Vlieghe, who said it is impossible to say whether
markets/householders
are
overly
pessimistic/optimistic over the post-Brexit period, he
sees the outlook consistent with only modest
tightening. McCafferty notes higher rates are needed
before any QE unwind, and the equilibrium
unemployment rate may be below 4.5%.
Cunliffe, one of the two November meeting
dissenters, is concerned about pay growth, seeing it
less tied than others to the unemployment rate;
therefore, he sees inflation peaking in Q4, and by
inference will more than likely resist any further
tightening in 2018/19 (i.e., before-Brexit).
Of the four, Saunders sounds the most hawkish. He
sees rates rising again over time, and inflation to push
on above 3% in the near-term, with the pass through
from GBP's devaluation 'far from over', with policy
still fairly loose. alvin.baker@informagm.com
Gilt yield technical analysis HERE.

SWITZERLAND: While most major global central
banks have tightened policy so far in 2017, all that the
Swiss National Bank have done is marginally change
their language in how they describe the strength of
the Franc. At their final meeting of the year on
December 14th look for another masterclass in saying
very little. Their lack of action is keeping Eur/Chf
supported, as the pair made new post Franc cap

abandonment highs in November. The SNB will want
this Franc weakness to continue, but they are far
away from declaring themselves happy with Franc
levels. mark.mitchell@informagm.com

SWEDEN: A drop in Sweden’s CPIF rate to 1.8% y/y
in October coupled with fresh concerns over the local
housing market have been the key influences behind
renewed dovish musings surrounding the Riksbank.
The Sek has fallen way out of favour among traders
as a result, with speculation that bond purchases will
be extended into next year the main driver of price
action. Ingves has recently attempted to calm market
fears with regards to inflation and house prices
however, and we suspect the CB will signal an end to
QE on December 20th, but push the first rate hike
back further from the current July 2018 date, to
September. rachel.bex@informagm.com

NORWAY: The Krone endured a tumultuous week
early November, trading its largest weekly range
since December 2014 amid contagion fears from
falling Swedish house prices.
Norges Bank’s
Nicolaisen assured markets that the large swings
were probably tied to market movements that have
little to do with Norway itself, and we suspect that
Norges Bank policy should be largely unaffected.
There is still a couple of weeks to go until the last
meeting of the year (December 14th), but there are
no real expectations for a change in their wait and see
policy stance. Nicolaisen has also reminded markets
that interest rates will not be going up in any hurry,
while a mixed October inflation report (headline CPI
down to 1.2% y/y from 1.6%, core up 1.1% y/y from
1.0%) suggests a neutral tone will persist.
rachel.bex@informagm.com

DOLLAR BLOC
CANADA: The final 2017 Bank of Canada decision
AUSTRALIA: The RBA is expected to leave rates
approaches and after taking back the two emergency
rate cuts of 2015 with two 25 basis point hikes in July
and September, the central bank is expected to end
the year quietly. The talk coming out of the BoC leans
toward a wait and see attitude, with the main topic
of uncertainty clearly being the ongoing NAFTA talks.
Growth is expected to have slowed markedly in Q3
from 4.5% on an annualized basis in Q2, with the
consensus expecting a 1.6% result, which should also
keep the BoC firmly on the sidelines.
mark.mitchell@informagm.com
10-year Cad yield technical analysis HERE.
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unchanged at 1.50% at the December 5th meeting.
Sluggish wage growth, high household debt, weak
retail sales, soft productivity and below-target
inflation continue to offset bright spots in the
economy which stem from decent growth, pick-up in
infrastructure spending/non-mining investments,
business conditions and employment.
At the last meeting, the RBA was a tad dovish on
inflation, albeit upbeat on employment and GDP and
the mixed rhetoric thus led to quickly faded Aussie
gains.
The following SMP showed underlying
inflation seen at 1.75% to December 18 and 2% only
in December 19 versus the 2-3% inflation target.
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Although lower revisions reflect the recalibration of
CPI weights, the wage data miss in Q3, despite
improving labour market conditions, and robust
business conditions was a stark reminder that the
main driver of inflation that will also help ease
household debts remains elusive. RBA minutes
confirmed this with somber uncertainty with regards
to when improving labour conditions would pass
through to wage growth while Lowe’s speech a few
days later was neither overtly hawkish nor dovish.

NEW ZEALAND: The OCR was left unchanged at
1.75%. There was a surprise though – bringing
forward the forecast of the next interest rate hike to
June 2019 from September 2019.
The market, via Nzd OIS, prices the next hike for
November 2018. Still, the domestic economy's
chronic issues of weak inflation and tepid wage
growth persist. We therefore expect the market to
continue pushing back its rate hike expectations
closer to the RBNZ's current forecast, especially if key
data keeps coming in soft.
However, despite previous comments by the new
FinMin about how RBNZ reform could "potentially"
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Overall, high household debts mean consumer
sentiment/spending is vulnerable to higher interest
rates. And as-long-as wage growth fails to recover to
boost inflation, robust business conditions and
employment will not shift the needle for the RBA if
there is no spillover to wages. The RBA is expected to
be on hold late into 2018 and possibly even Q1 2019.
QiXiu.Tay@informagm.com

result in lower rates, we maintain the view that the
next interest rate change will be upwards. To add,
given how effects of imported inflation from a
recently weakened NZD are likely to increase pricing
pressures in the near-to-mid-term (bodes ‘well’ for
inflation) and how previously sky-high NZ property
price growth rates are now seemingly set to
moderate, the RBNZ's path to policy tightening may
start to look a little less cloudy next year. Regardless,
the shroud of the new government's likely addition of
a full-employment mandate to the existing target
persists. Thus, much remains to be seen if such a
move will materially alter the central bank's policy
course - but this is a problem for next year.
tianyong.woon@informagm.com
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EMERGING MARKETS: EUROPE, RUSSIA & SOUTH AFRICA

CZECH REPUBLIC:

Governor Rusnok suggested
this month that Czech rates should be at "a normal
state" around 3.00% in "one to two years"; this is
significantly higher than the forward implied policy
rate for 2 years which is at less than 1.50%. Vice
Governor Hampl also weighed in, suggesting that he
will consider voting to raise rates again in December
on the back of rising inflationary pressure.
In terms of inflation, Czech CPI inched closer to the
upper limit of the CNB's 2% (+/-1ppt) target in
October to a new 5-year high at 2.9% y/y, so it would
seem there are few obstacles to further hikes at
upcoming meetings. However, Rusnok has said that
there is nothing wrong with CPI staying above 2% for
some time after years of undershooting, and this has
curbed some of the recent rate hike speculation.
Overall, we feel that the string of mixed comments
from Czech central bankers has tipped the balance of
probability marginally in favour of a 25bp hike at the
December 21 meeting, though the CNB could feasibly
defer any further policy action until early 2018.
robert.graystone@informagm.com
HUNGARY: The NBH has gone all out with regards
loosening policy, announcing in November a set of
measures that went deeper than most expected.
From 2018 the CB will start to offer unconditional 5yr
and 10yr IRS tenders (HUF300bn planned in Q1) and
in a surprise move will also begin buying mortgage
notes, with greater than 3yrs maturity, a form of QE.
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This is all aimed at getting banks to lend more at
longer maturities and reduced rates. With regard the
IRS tenders, these could reach HUF1.0-1.5tn over the
course of next year, and banks can do whatever they
want with these - put them behind government
bonds, loans or move them from their balance
sheets.
The CB's commitment suggests that there is room for
further 10yr yield downside of up to another 60bp.
However, we maintain our caveat that with core
inflation more robust than its headline peer (at 2.7%
y/y in Oct) and wage growth in double-digits, there is
a risk the NBH may still be forced to begin normalising
monetary policy in 2018, despite the current dovish
outlook. christopher.shiells@informagm.com
POLAND: The NBP are set to remain on hold in the
coming months and with no change expected to the
neutral stance as most of the ten-person rate setting
council, including Governor Glapinksi, support the
record long pause in rates. This, despite the stellar
performance of the economy (Q3 GDP 4.9% y/y) and
rising price pressures, reflected in the third straight
upside revision to the staff CPI forecasts in November
(1.9% this year, rising to 2.7% in 2019).
Recall, Glapinksi said back in October that he saw no
need to react even if prices reached the 2.5% target
(as proved to be the case in November, per the prelim
release), suggesting that inflation would have to
accelerate to 3.5%, the upper end of the tolerance
band, to raise the prospect of monetary tightening.
This is a view that has essentially been echoed by
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several other members of the MPC over the past
month or so. However, traders have continued to
cast doubt on the central bank’s guidance, with
market implied policy rates pricing in around 30bp of
hikes in the next twelve months. Bets that the NBP
may have to lift rates sooner than is being
communicated have driven the Zloty to five month
highs versus the Euro (up circa 4.7% ytd).

Markets will ultimately remain on the lookout for
signs of any increasing hawkishness within the board
over the coming meetings, but at present we
maintain that rates may stay on hold for at least the
first six months of 2018. The Pln's performance will
play a part in how the rate hike debate within the
MPC develops, together with the path of core
inflation, which has yet to take off in the same fashion
as the headline (sub-1% y/y for all but one month so
far this year). natalie.rivett@informagm.com

SOUTH AFRICA: Inflation has remained inside the

until at least the end of 2019, though increased its
forecast for average price growth in 2018 to 5.2%.

SARB’s target range for seven months, but Rand
weakness over the past couple of months, driven by
concerns about higher public debt and political
turbulence ahead of the ANC’s elective conference
(16-20 December), has posed upside risks. The door
is therefore closing to further monetary policy easing
and for traders, attention has turned to tightening,
with market implied policy pricing in a 25bp hike
within the next six months.
The SARB avoided rocking the boat further in the lead
up to the crucial rating assessments from S&P and
Moody’s, thus keeping the benchmark rate steady at
its November 23rd meeting, but with the statement
adopting a more hawkish tone. The central bank
flagged a less favourable path of fiscal consolidation
that could reduce scope for further monetary
accommodation and its model now implies three
25bp increases by 2019-end, compared with one hike
previously. The SARB expects inflation, which slowed
to 4.8% y/y in October, to stay inside the target range
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All told, the next rate move will likely be an increase,
although the short covering of the Rand that has
ensued in recent sessions - as investors home in on
Moody’s, which gave the sovereign a stay of
execution - means there is no immediate pressure on
the
SARB
to
tighten
policy.
natalie.rivett@informagm.com

RUSSIA: The Russian central bank has signalled that
it is preparing to transition slowly from its moderately
tight policy stance to a neutral one, although
Governor Nabiullina reiterated in a statement to
lawmakers that the CB will continue with a policy of
gradual easing for the moment. As such, the door is
open for another 25bp cut to the 1-week repo rate at
the CBR's next meeting, although we can see this
being pushed back into early-2018 if inflation is
shown to have rebounded in November. Recall policy makers attributed the falling inflationary
pressure in October to temporary factors as CPI
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undershooting market estimates with the headline
figure slipping to 2.7% y/y and the core read dropping
to 2.5% y/y - record lows for both metrics. As such,
investors will be looking to CPI numbers for
November (due December 6th/7th) for guidance
before the CBR’s December 15th meeting.
Meanwhile, Russian Q3 GDP showed growth slowing
to 1.8% y/y from 2.5% the previous quarter (versus
Economic Ministry & CBR's forecasts of 2.2%), and
President Putin has previously suggested that rates
should be cut. Regardless, Nabuillina has stressed the
need for structural reform to facilitate higher growth
(potential GDP growth at 1.5-2.0%), and is unlikely to
bow to pressure by slashing rates faster/earlier than
otherwise planned.
robert.graystone@informagm.com

TURKEY:

The monetary landscape has shifted
sharply for the CBRT over the last month as an
accelerated Lira sell-off has once again put pressure
on the CB to tighten policy, preferably via
conventional channels.
To try and arrest the Lira’s slide the CBRT has so far
reduced the amount of FX banks can park as reserves,
allowed Turkish exporters to repay loans in Lira

instead of FX, started auctioning 1, 3 and 6-month FX
forwards, and most recently cut off access to the
overnight lending facility. The latter has forced all
funding through the 12.25% LLW, effectively hiking
rates by 25bp. However, it took some verbal
intervention from official government and
Presidential speakers to arrest the Lira’s slide and
markets are now waiting to see if this means the CB
will be allowed to hike rates (either at the 14th
December meeting or before).
The concern is that political pressures prevent the
MPC from tightening monetary policy significantly,
with President Erdogan and his government pursing
the populist rhetoric that rates need to be reduced
and that the government is under attack from outside
influences/foreigners. Thus, the CB will continue to
use the LLW to tighten the cost of bank funding with
measured hikes, but these are not expected to be
large enough to make a difference. Investors want
drastic action - with one off-hikes ranging from 200400bp - and until then the Lira remains at risk of a
speculative attack. For now, there is nothing from
the CB that suggests this will happen, and thus are
forecasts
are
unchanged.
christopher.shiells@informagm.com

EMERGING MARKETS: ASIA
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INDIA:

The RBI kept all rates on-hold the last
meeting. This was widely expected, despite some
loud calls for an easing as food inflation moderated.
The decision was a 5-1 split in favour of no change
and a dissent for a cut. The SLR (Statutory Liquidity
Ratio) was reduced, however, to 19.5% from 20%,
freeing up some capital as the amount of bonds that
banks must hold in reserve is reduced.
This state is likely to continue, with the latest CPI (for
October) printing slightly above expectations at
3.58% but below the 4% target. Core-CPI for the
same period remained firm at 4.41%. The continued
firmness in oil prices, which started to rise in July, will
remain a major component of price and FX pressure.
The main clue comes from the RBI’s upgrade of the
inflation forecast to 4.2-4.6% for the second half of
2018 with an upward bias into 2019. Just based on
such an outlook, the RBI cannot but keep on-hold in
best case scenario. A number of factors support this
stance; the global tightening bias, elevated oil price.
Some might argue that the outlook for inflation has
priced-in all these impulses plus the government’s
adjustment in wages and allowances. However, bond
demand and supply remains an issue, not only on the
cut in the SLR as the massive liquidity flood from
demonetization continues to be reduced, but the
potential of more bond supply due to deficits and the
proposed bank recapitalization plan have boosted
bond yields. The 10-year yield is back above 7%
despite the surprise Moody’s upgrade of India’s
sovereign rating to Baa2.
With all this in mind, as well as the possibility for a
further pick-up in the economy AND inflation as the
effects of demonetization and GST implementation
fade, the RBI is most likely to stay the course and
await more data before pulling any triggers.
freda.yeo@informagm.com

CHINA:

On 17 November, China's banking
regulators released a consultative document about
the first comprehensive set of rules governing the
asset management industry, particularly the shadow
banking activities. There is a one-month consultation
period ending on 16 December 2017, and more
detailed requirements will probably be released early
next year. All FIs need to meet the requirements by
30 June 2019.
Leverage control is one of the key features of the
upcoming regulatory framework. A new leverage
restriction indicates that the total asset/net asset
ratio of open-end mutual asset management
products must be lower than 140%, and the ratio for
closed-end mutual AM products and privately placed
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asset management products must be lower than
200%. Because of the much stricter requirements,
many over-leveraged asset management products
are under pressure to reduce their bond positions.
Since the beginning of October, the bond market had
been priced a possible release of the said consultative
document in November or December. We saw a rise
in the CGB 10-year yield by as-much-as 40bp to 4.00%
in seven weeks before the document release.
However, IRS rates had been rising at a slow pace
during the period on expectations that the PBoC
would continue to keep banking system liquidity
ample enough to support economic growth. This
resulted in sustained tightening of IRS rates/CGB
yield. Currently, the 10-year tenor spread is around
7bp, the tightest level in 19 months.
tim.cheung@informagm.com

INDONESIA: Expectations for the BI to keep the
benchmark 7-Day Reverse Repo rate unchanged at
4.25% at the last meeting were on the mark. Lending
and Deposit facility rates were also left unchanged at
5% and 3.5% respectively.
The main story was the 2017 GDP growth forecast
downgrade to 5.1% from 5.0-5.4% after a 3rd
consecutive quarter of below forecast economic
growth. Meanwhile, even as current account
expectations were adjusted to under 2% and inflation
lower, to 3-3.5% into year end, the chances of the
further easing in the near-term look remote in the
face of both regional and global tightening bias.
Keeping rates unchanged is in-line with maintaining
stability, retaining the IDR at fundamental levels
while keeping a market mechanism in place. This has
kept real money investors fundamentally favourable
on domestic assets, as the possibility of a ratings
upgrade remains (two of three ratings agencies have
Indonesia on ‘positive’ watch). Improving metrics
such as the narrowing CA deficit and aforementioned
inflation control also support.
The CB will seek to improve bank intermediation to
encourage loan growth, which at around 8% is still
underperforming the 10%-plus target.
The next meeting is due December 14th, the day after
‘The’ Fed gathering. It is likely changes or unforeseen
guidance will be avoided.
freda.yeo@informagm.com

SOUTH KOREA: The BoK became the first in the
region to pull the trigger on rate hikes on November
30. The move was expected, raising the benchmark
7-day repo rate 25bp to 1.5%. The decision was not
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unanimous within the MPC, with 1 member voting to
hold. The BOK had signaled its move by revealing that
there was a dissenting vote, for a hike, at the previous
meeting in October while the general feeling was that
the benchmark rate was below neutral rate. The
tightening is to pre-empt financial imbalances. The
Bank highlighted that the Fed was not an important
factor as it tries to stem the volatility that was seen
the last time they talked about hiking in the same
breath as the Fed back mid-year.
The comments from the BoK governor were largely
positive: the central bank will maintain
accommodative policy stance, and judge if further

adjustments are needed as data comes in, while they
have no forecast for future hikes; Inflation is
expected to range around mid-1% for a while, and to
gradually approach 2%, while growth is expected to
exceed October forecast of 3%, and to grow steadily
around potential rate. However, the central bank
also sees uncertainties "higher than ever" with
geopolitics and trade protectionism high on the list.
Going forward, the message seems to be wait for
more information close to Q4 GDP before making
further moves, highlighting policy is based on the
medium-term outlook. freda.yeo@informagm.com

EMERGING MARKETS: LATIN AMERICA

BRAZIL: It seems that the BCB is nearing the end of
its most its aggressive easing cycle in a decade (Selic
rate slashed by 675bp over 1 year). Recall, the central
bank cut the key rate by 75bps at their meeting in
October. This followed four consecutive 100bp cuts,
and marked the start of a slowdown in the pace of
easing from the Brazilian central bank. However,
investors and pundits alike remain split over whether
the BCB will drop the pace further with a 50bp cut at
its December 6th meeting, or carry on unabated with
another 75bp.
Some macroeconomic indicators seem to support the
case for slower monetary easing (via a 50bp cut) as
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Brazilian inflation metrics turned higher in October.
IPCA printed 2.70%, rising for the second consecutive
month after 12-month decline to a near two-decade
low at 2.46% y/y in August. Hence, inflationary
pressure looks to have turned a corner and is
rebounding. Regardless, DI swaps are not pricing in
any further rate cuts beyond a 50bp move in
December, and we do not see the Selic rate falling
significantly further before the central bank turns
neutral and eventually begins tightening.
robert.graystone@informagm.com

CHILE:

In November, the BCCh maintained the
dovish bias on monetary policy introduced the prior
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meeting, following September's CPI moderation to
the four-year trough of 1.5% y/y. The central bank
noted that low inflation in the short-term may delay
convergence to the 3% target within the two-year
horizon, which essentially leaves the door open to a
rate cut, but is not yet enough to expand stimulus. As
such, the BCCh stood pat at 2.50% for the seventh
successive meeting, a decision that was widely
expected following the CPI acceleration to 1.9% y/y in
October.
We are not expecting a rate cut to materialise so long
as activity data begins to show an improvement and
inflation expectations resume an upward trend.
Meanwhile, traders have turned their backs on
further monetary easing, according to the latest
central bank survey, released after the meeting
November 22nd. Instead of forecasting a 25bp
deduction within three months, traders now see the
key rate holding steady at 2.50% for the next twelve
months, rising to 3.00% within two years.
natalie.rivett@informagm.com

MEXICO:

Markets are gradually re-pricing in
Mexican rate hikes, after the Banxico minutes
showed that risks are tilted towards faster inflation,
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following a pick-up during October and November.
Markets are now pricing in a 15bp increase within the
next 3-months and almost 25bp in six months. This
after the minutes showed two members expressing
concern over the ability to reach the 3% inflation
target by 2018-end. The Banxico inflation report
maintains that the CPI trend lower will intensify
towards 3% target by the end of next year, although
risks remain if NAFTA talks weaken the Peso.
In November, the central bank highlighted this and an
increase in the minimum wage, as the main inflation
risks. Banxico also maintains that it will watch closely
for changes in its monetary policy relative to the US the Fed remaining a major external risk to Mexico's
future rate path.
The next CB head. Diaz De Leon, is unlikely to be more
dovish than Carstens, who presided over his final
meeting in November, and as-long-as uncertainty
around NAFTA and the Mexican presidential elections
remain an overhang on the Peso, we do not expect
the CB to change to a looser bias. Risks remain that
Banxico will be forced to hike on any Mxn slump amid
rising US rates. christopher.shiells@informagm.com
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TECHNICAL ANALYSIS
US 10-Year Treasury Note Yield – Consolidates ahead of the next upswing
US 10 Year Yield – Weekly Chart

Resistance Levels
R5

3.052

2014 peak – 2 January

R4

2.981

61.8% of 4.009/1.318, near 2.75-year falling channel target at 2.961 and 2.965 (2.236x)

R3

2.833

2.000x 1.318/1.877 from 1.714 near 2.819 (7 March 2014 range high)

R2

2.687

3 July 2014 peak, near 2.639 (2016 high – 15 December), 2.653 (19 September 2014 peak)

R1

2.476

27 October 2017 reversal high

Support Levels
S1

2.271

13 October 2017 minor higher low

S2

1.990

10 November 2016 low, near 1.997 (16 March 2016 prior peak) /2.014 (8 September 2017 YTD low)

S3

1.877

1 November/28 October 2016 8-day range highs

S4

1.714

9 November 2016 low

S5

1.517

7 September 2016 reaction low

Key Points





Declined from 2.639/2.628 (2016/2017 peaks), just shy of congested lower highs at 2.653 and 2.687 (houses 50.0% of the
4.009/1.318 fall at 2.664), to test 2.014 (8 September low) near the congested 1.990 area
The subsequent bounce occurred in conjunction with improving weekly studies: a bullish MACD cross and a strengthening RSI
which point to an eventual retest of the 2.639/2.687 zone
Consolidation may precede the next upswing, but while 2.014/1.990 holds, yields are likely to resume their ascent
Strength above 2.639 would shift focus back to the 2.819/33 zone which shields the key 2.961/81 cluster near 28.5-year falling
channel upper bounds

marnie.owen@informagm.com
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EU 10 Year Yield – Awaits a resumption of the broader recovery targeting 0.518/0.619

EU 10 Year Yield – Weekly Chart

Resistance Levels
R5

0.822

1 September 2015 lower high

R4

0.737

4 December 2015 high, nr 18 month rising trendline at 0.699 and 76.4% of 1.057/-0.205 fall at 0.760

R3

0.619

12 July 2017, 22-month peak, near a nine year tentative falling trendline at 0.594

R2

0.518

28 September 2017 high, near 25 October 2017 high at 0.499

R1

0.429

14 November 2017 high

Support Levels
S1

0.292

8 September 2017 reaction low, near 38.2% retrace of -0.205/0.619 recovery at 0.304

S2

0.191

1x 0.619-0.292 fall from 0.518, near 14 June 2017 low (0.225) and 50% of -0.205/0.619 fall (0.207)

S3

0.156

2017 low – 18 April, near 2 January 2017 low at 0.157

S4

0.092

9 November 2016 minor higher low, near 61.8% retrace of -0.205/0.619 recovery at 0.110

S5

-0.017

24 October 2016 minor higher low, near 76.4% retrace of -0.205/0.619 recovery at -0.011

Key Points





Recovered from -0.205 (record low) to 0.619 (2017 top - 12 Jul), before easing to consolidate in the 2-1/2mth, 0.292-0.518 band
Daily/weekly studies remain subdued, but while 0.292 continues to support, watch for a resumption of the broader recovery
Above 0.429 (14 November high) re-opens the 0.518 range cap - beyond which signals a return to 0.619 (nr a 9yr falling trendline)
Only decisively below 0.292 further delays the wider uptrend and risks clustered support between 0.191/0.225
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UK 10 Year Yield – Awaits a resumption of the long-term yield recovery

UK 10 Year Yield – Weekly Chart

Resistance Levels
R5

1.958

Equality projection of 0.501/1.536 rally from 0.923

R4

1.760

19 January 2016 high, near .764 projection of the 0.501/1.536 rally from 0.923 at 1.714

R3

1.670

26 April 2016 lower high, near the current 1.195/1.440 range target at 1.685

R2

1.536

15 December 2016 high, near 26 January YTD high (1.530), .618x 0.501/1.536 off 0.923 (1.563)

R1

1.440

25 October 2017 high

Support Levels
S1

1.195

8 November 2017 low

S2

1.103

Equality of 1.440-1.195 fall projected from 1.348

S3

1.049

15-month tentative rising trendline

S4

0.923

2017 low – 16 June, near 8 September 2017 higher low at 0.951 and 61.8% of 0.501/1.536 at 0.896

S5

0.745

76.4% retrace of 0.501/1.536 rally

Key Points






Consolidates the recovery from last year’s 0.501 record low within the 2-1/2mth, 1.195-1.440 (8 Nov low and 28 Sep, 8mth high).
Daily-monthly remain constructive and while dips hold over 1.195, watch for an eventual resumption of the long term uptrend.
Above 1.440 initially opens 1.530-1.563 zone (Dec16/Jan 17 lower highs, a 9-1/2yr falling trendline and a Fibonacci projection)
Sustained yield strength would then expose 1.670/1.760 (26 Apr/19 Jan 16 highs).
Only below 1.195 would risk a final down-leg towards 1.049/1.103 (15mth tentative rising trendline/1x 1.440/1.195 off 1.348),
before the wider recovery resumes.
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CAN 10-YEAR YIELD – Continues easing off 2.203 3-year high with deteriorating momentum

CAN 10-YEAR YIELD – Weekly Chart

Resistance Levels
R5

2.572

21/20 February 2014 lower high/3-month range top

R4

2.406

12 May 2014 high

R3

2.295

19 September 2014 lower high

R2

2.203

2017 YTD/3-year high – 27 September

R1

1.983

14 November 2017 lower high

Support Levels
S1

1.778

30 June 2017 high/gap window low, near 29 August 2017 1.806 higher low

S2

1.639

10 May 2017 former lower peak, near .943/1.373 rising trendline support at 1.683

S3

1.373

6 June 2017 YTD low/reaction low

S4

1.260

28 October 2016 former range high

S5

1.113

24 October 2016

Key Points





Corrects lower off the 27 September 2017 3-year high after clearing the 7 November 2.097 2014 reaction high in September
The weekly MACD recently crossed under the signal line while the MACD differential has trended lower since late July. The
weekly RSI has now dropped into the lower-40s/upper 30’s after failing to confirm gains to 2.203, highlighting the potential for
perhaps 1-2 additional legs lower in yields before weekly RSI would breach 30
Nevertheless, the wider structure emerging from the late-2016 topside break out of a 2.5-year falling wedge formation suggests
subsequent strength near the 1.778/1.806 zone is likely
It would take a drop under 1.778 then the 13-month .943/1.373 rising trendline (presently 1.683) to shift broad scope lower
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