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With US bombers flying over the Korean peninsula, world leaders
scrambling for a response to US President Donald Trump's
declaration that Jerusalem is the capital of Israel and border
questions throwing fresh spanners in the workings of the UK's
'Brexit' strategy, there was plenty of geopolitical grist for investors
to chew on during the first week of December

As iron ore drops over 11% since the start of this week, it is worth 
noting that VanEck Vectors Rare Earth/Strategic metals index took 
a hammering.

It seems to me these days the flattening yield curve is our only
constant. Perhaps I’m tired and certainly uninspired, but then a
glance at a 10-year yield chart would tell you I have company. This
could reflect how little new, critical, information is in the market.

Traders flock to Bitcoin not only due to spectacular gains and new 
futures trading but also because of high volatility and lack of central 
bank manipulation.

Swedish Krona volatility rose to new levels recently as mixed
Riksbank commentary kept the market on its toes ahead of the
December 20 meet. Swedish Inflation figures for November (due
December 12) now hold the key for the near term policy and Sek
outlook.

EM Asia bond flows improved moderately in the week ended 6
December, but remain far from strong.

It has been the busiest season in history for Chinese local
government financing vehicles in the offshore US$ market, with
the recent week seeing the largest number of LGFV deals, totaling
six, coming to the market.

Sell into any near term corrective gains in anticipation of a bearish
extension targeting 97.775 and potentially 97.725. Place a stop
above 98.060.
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Know the Flows

The Context

By Cameron Brandt, Director of Research

With US bombers flying over the Korean peninsula, world leaders
scrambling for a response to US President Donald Trump's
declaration that Jerusalem is the capital of Israel and border
questions throwing fresh spanners in the workings of the UK's
'Brexit' strategy, there was plenty of geopolitical grist for investors
to chew on during the first week of December. But, although some
EPFR-tracked fund groups saw flows affected by these issues, there
was a stronger response to the interest rate hike that markets
expect after the US Federal Reserve's December 12-13 meeting and
the changes to the US tax code making their way through Congress.

Among the week's winners - in flow terms -- were Financial Sector
Funds (global growth, higher US interest rates), Brazil Equity Funds
(ongoing reform story), Emerging Markets Bond Funds (yield
hunger) and Korean Equity Funds (buying on dips). Meanwhile, US
Municipal Bond Funds recorded their biggest outflow since 4Q16,
investors pulled money from Real Estate Sector Funds for the 13th

straight week and redemptions from Dividend Equity Funds hit
their highest levels since March.

Overall, EPFR-tracked Equity Funds absorbed a net $3 billion during
the week ending Dec. 6 while Bond Funds took in $1.2 billion and
Money Market Funds over $16 billion.

At the asset class and single country fund levels, Mortgage Backed
Bond Funds saw their longest inflow streak since 3Q16 come to an
end and High Yield Bond Funds posted their sixth straight outflow.

Among Europe Country Fund groups, redemptions from UK and
Ireland Equity Funds climbed to 12 and 28-week highs and over
$800 million flowed out of Switzerland Equity Funds.

Among the other Sector Fund groups enjoying robust inflows were
Consumer Goods Sector Funds, which are also benefiting from
expectations of solid and synchronized global growth in 2018 that
should translate into even tighter labor markets and higher wages.

Back to Index Page

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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Confessions of a Yield Curve Junkie

The Context

By David Ader, Chief Macro Strategist

It seems to me these days the flattening yield curve is our only
constant. Perhaps I’m tired and certainly uninspired, but then a
glance at a 10-year yield chart would tell you I have company. This
could reflect how little new, critical, information is in the market;
we have more Fed hikes being priced in, against still subdued
inflation, and we can debate what the tax plan will actually do to
boost GDP.

The flattening is taking place even as we enter into years of a
growing Federal Deficit that will boost all Treasury issuance.
Despite their goal to keep the average maturity of outstanding debt
at its current level, 66 months for publicly held debt, Treasury’s
going to have a hard time doing so given that such debt as a % of
GDP is going to skyrocket. It stands at 74.9% today and the CBO
projects it will rise to 91.2% in 10 years, and that doesn’t account
for any increase as a result of the GOP tax ‘reform’ plan.

It’s possible that the market really believes Treasury and that
increasing debt will be concentrated in the front end of the curve.
In the event, there’s that justification for the recent action. Too, we
have a Fed that is clearly bent on further hikes and the market is
doing an abundant job of pricing in more. And if the GOP plan goes
through and does boost GDP, well given the level of equities and
unemployment (the Phillips Curve apparently lives!), the Fed is
likely to err on the side of more hikes even if inflation remains
subdued. The flattening of the curve makes even more sense in
that context. And I think that’s about right, too.

In a recent SF Fed Economic Research Paper, “What’s Down with
Inflation?”, at least one thing was accomplished in explaining why
the authors didn’t pursue a standup comedy career. More relevant
to this discussion is their dive into spending categories that show
‘procyclical’ core inflation has been considerably stronger than
‘acyclical’ inflation. Procyclical inflation is pretty much where it
was in 2002-7 while acyclical is some 60 bp less than during that
era. Very specifically, they point to healthcare costs which have
been held down by legislated changes in Medicare payments. The
upshot is that the procyclical measures are back to prerecession
levels and serve, along with asset prices and tax-cut stimulus, as
ample cover for the Fed move to normalization.

Continued p5
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Confessions of a Yield Curve Junkie – cont’d

The Context

It’s not solely about the Fed or Treasury issuance. The infamous
market measures of inflation compensation remain remarkably
stable as evidenced by Break Even Inflation Rates and the Fed’s
own 5-yr/5-yr forwards. This is to say that market doesn’t have
the same angst over inflation as the Fed. This also hints that the
market thinks the Fed may be getting too aggressive.

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

I buy that argument. Fed officials have warned about elevated
asset prices, the risk of stimulus when the economy was already
near full-employment, expectations that wages would pick up, but,
frankly, scant evidence that inflation really is bubbling. It may be
premature to say the Fed is ‘too’ aggressive, but more aggressive is
sufficient for the yield curve’s behavior.

What will it look like in a year’s time? I err on the side of a 2%
Funds rate next December. The 10s/Funds spread has been trading
around 110 bp for the last several months. I think that could
narrow to 50-60 bp in a year for a 2.50-60% 10-year note. At least
for the 10-year sector that’s nothing dramatic, but the slightly
higher rate does accommodate added supply (from the Fed
curtailing reinvestment and generic deficit financing) and even a
wee bit of inflation.

There will be a point where all this flattening will compel Treasury
to shift their view on holding the average maturity at current
levels and extend it via more long-term issuance and, watch this
space, the addition of 40- or 50-year paper. Isn’t that what
prudent debt management is about, and especially so given
where the deficit is likely to be in a very short while?

Back to Index Page

https://financialintelligence.informa.com/resources/product-content/ader-steady-at-the-fed-sideways-in-the-market
https://igm-novus-production-uploads.s3.amazonaws.com/uploads/upload/asset/72319/Ader_Musings_08_December_2017.pdf
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Our Thoughts on Bitcoin

The Context

By David Santschi, CEO TrimTabs

Bitcoin prices skyrocketed in the past 12 months, rising from about
$750 to over $16,000. In the past month alone, prices have nearly
doubled. The feverish price action and growing public interest
suggest bitcoin is in a bubble, but we do not track liquidity flows in
the bitcoin market and do not have a strong view on where bitcoin
should be trading.

Back to Index Page

Recent performance helps explain some of bitcoin’s appeal. Big 
gains almost always attract speculative money. Also, the lead-up to 
the start of bitcoin futures trading on December 10,  hence some 
buying is likely in anticipation of greater institutional participation.

But we think two longer-term factors are driving interest in bitcoin:

1. Bitcoin offers extremely high volatility, which is desirable to 
traders—including hedge funds—in a world of low 
volatility. Many traders do not really care what they trade, 
they just need to trade something that moves so they can 
make money from the moves. Volatility is a hallmark of digital 
currencies, and bitcoin prices have dropped more than 80% 
multiple times. 

2. The bitcoin market is a real market that is not manipulated by 
central banks, unlike the stock market and the bond market.

We do not think more people are trading bitcoin because they are 
losing faith in traditional currencies. If they were, gold, silver, and 
perhaps even base metals and real estate prices would be moving 
dramatically higher, and they are not.
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Eur/Sek Drawn to 10.00 Ahead of key Inflation Figures
by Rachel Bex, Senior FX Analyst

Swedish Krona volatility rose to new levels recently as mixed
Riksbank commentary kept the market on its toes ahead of the
December 20 meet. Ongoing attempts to retain 10.00+ in Eur/Sek
suggests bulls are not giving up the ghost just yet, despite many CB
members noting recent housing concerns have been overstated,
aren't of any real concern and should not affect policy decisions.
Moreover, the dip in underlying inflation in October "was
expected" and didn't come as a shock to the Riksbank. Many
members still concede an extension of its bond buying program
beyond this month may be warranted to avoid reversing what the
Bank has so far achieved.

Swedish monetary policy remains closely aligned with that in
Europe. Governor Ingves has warned deviating from the kind of
ultra-loose policies followed by other CBs risks a stronger Sek and
lower inflation. Deputy Governor Skingsley also admitted "it has
taken a longer time to reach our target than expected" - a possible
indication she might be persuaded to join Ingves et al in preferring
to extend bond purchases into 2018. If so, the number of hawkish
members will be down to just two vs four on the more
dovish/cautious side. Jansson has spoken of "still fragile" Swedish
inflation, and voiced huge doubts over whether a quick Krona
appreciation could be avoided if the Riksbank stops asset
purchases at year-end while ECB purchases continue.

Swedish Inflation figures for November (due December 12) now
hold the key for the near term policy and Sek outlook. Recall, CPIF -
the Riksbank's preferred measure of inflation - rose above the 2%
y/y target in February, eventually peaking at a 2.4% y/y high in July.
This strength was largely denounced by Ingves, who viewed it as

temporary, and refused to adopt a more hawkish stance despite
firm underlying fundamentals and the above-target inflation.

The underlying CPI pullback in October (to 1.8% y/y) caught many
traders off-guard, but Ingves was quick to remind that prior
strength had been viewed as short term - that prediction now
tentatively coming to fruition. Again, this inflation development
didn't seem to cause a sentiment shift within the Riksbank.

A sub-1.8% y/y CPIF should stoke speculation of a QE extension into
2018, and in turn spark a Eur/Sek rally above the 10.02/30
resistance/stop loss zone towards the 2016 peak at 10.0833. A
1.8%-2.0% y/y region should put bears cautiously back in control as
exhaustion near 10.00 starts to build. Anything above 2% y/y will
likely spur a swift drop through 9.82/80 support and beyond, and
encourage a renewed sell-strength bias heading into the first
weeks/months of 2018.

Back to Index Page
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The Context

Remix for REMX ETF as Bears Enter The Fray

By Jamie Vosper, Senior Derivatives Analyst

Back to Index Page

As iron ore fell over 11% last week, it is worth noting the VanEck
Vectors Rare Earth/Strategic metals index (see graph below) - an
exchange traded fund in the USA which includes a majority of
mining companies domiciled in the US, China and Australia - was
hammered on Wednesday, losing 4.5% to a 9.5 week low at 26.26
for a cumulative two day decline of 8%. This comes after
changing hands at a 37-month-plus apex of 28.89 on November
30. Although the short-term technical picture looks negative, the
longer-term outlook appears much more bullish.

Since early June, the ETF has surged a whopping 66% to test the
38.2% Fibonacci retracement level of the 3-year sell off between
the start of 2013 and end-2015 at 28.08. At the same time,
turnover picked up sharply, to 346k Wednesday, more than double
the 15- and 20-day averages of 155/165k lots respectively. We see
scope for a move to at least the 50% Fibo at 33.33.

Interesting are the actual fund flows where hefty creations to the
tune of Usd 68bln were enjoyed in September and October (see
graph above) alone but largely flat lined as the index went into
sideways consolidation before finally running out of steam in the last
two days. Although option activity is generally very light, we point
out that puts account for 72% of the 9.8k lots of the open interest.
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As per the Notice, issuance of new licenses are suspended, loans
without specific usage are suspended, and leverage of non-bank
lenders is required to include the ABS they issued. Instead of the
previously rumored separate rules for cash loans of different ticket
sizes and duration, the new rule on cash loans captures all
unsecured loans with no specific purposes, suggesting a more
serious regulatory stance for an industry-wide clean-up.

If strictly implemented, we believe all non-bank lenders/platforms
would have to provide proof on borrowers' use of funds for each
loan. That, as a result, will likely lift non-bank lending costs and
dampen loan demand, in turn causing a sharp contraction of non-
bank loan business.

China measures once again hit flows
We attribute such a bad performance to another measure taken by
the central government to regulate the financial system. PBOC and
CBRC last Friday jointly released the "Notice on the Rectification of
Cash Credit Business", starting the formal regulatory clean-up of the
currently highly unregulated cash credit industry in China. This
move heightened market's concern about a broadening of the
ongoing financial deleveraging.

THE CONTEXT

China bond funds suffer large outflows as deleveraging broadens
By Tim Cheung, Riki Zhang

EM Asia bond flows improved moderately in the week ended 6
December, but remain far from strong.

Over the week, China lost -USD138.59mn, in the largest weekly
outflow in 13 months

In fact looking at regional specifics, China saw very large outflows
and ranked at the bottom of the flow performance list.

Back to Index Page
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Busiest season in history for Chinese local government financing vehicles

THE CONTEXT

By Nethelie Wong

It has been the busiest season in history for Chinese local
government financing vehicles in the offshore US$ market, with
the recent week seeing the largest number of LGFV deals, totaling
six, coming to the market.

That was hot on the heels of a record breaking LGFV issuance of
US$2.29bn from five deals in the week ending November 24.

The wave of LGFV issuance is likely to persist as the pipeline is full
with more issuers announcing roadshows to be held in the coming
week.

On December 11, two LGFV issuers, namely Huzhou City
Investment Development and Yangzhou Urban Construction State-
owned Assets Holding (Group) will kick off their investor meetings.

Having finished their roadshow, Urumqi Gaoxin Investment and
Development Group Co., Ltd., rated BB+ (Stable) by Fitch, is set to
make its debut in the offshore market, subject to market
conditions. Also on the sidelines was Liaoning Fangda Group,
which met investors in the week of November 21.

The rush to the offshore market has partly been due to rising
onshore yields. And, the main reason was that the key Chinese
regulatory body, the NDRC, suddenly opened the floodgate by
granting offshore bond quotas to a long list of LGFV issuer after
the 19th National Congress of the Communist Party of China in
mid-October this year.

Some LGFV issuers are hurrying to the market to use up their
quotas as quickly as possible, so that they can apply for new
quotas. Others are attempting to seize the market opportunities
while they last.

Contributing to the US$1.8bn issuance in the latest week were
deals from all over China, stretching from the north-west region of
Qinghai to the east coast in Anhui, from the north in Shandong and
to the south in Hubei.

Among them, Wuhan State-Owned Assets Management, rated A-
(stable) by Fitch, raised US$300m, Hefei Industry Investment
Holding (Group), rated BBB (Stable) by Fitch, tapped US$300m,
Chengdu Communications Investment Group, rated BBB+ by Fitch,
placed US$300m, Qinghai Province General Aviation Group with a
guarantee from Qinghai Provincial Investment Group, rated BB-/BB
by S&P/Dagong Global, priced a short tenor 363-day US$300m
issue while Shandong Iron and Steel Xinheng International
Company Limited took home US$200m.

Knowing that investors are unfamiliar with their fundamentals, four
of them made use of domestic/international ratings to enhance the
confidence of the investors. Only Shandong Iron & Steel printed an
unrated deal.

In fact, most of the recent lGFV issues tended to provide nice
premiums for their unfamiliarity status as well to stand out in a
crowded market.

Looking at the aftermarket performance of November (US$4.09bn,
11 deals) and December (US$1.8bn, 6 deals so far) issues, most
LGFV deals have traded higher and even those in weakness were
being quoted not far below reoffer price/issue price.

Back to Index Page
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EURO$ Z8 Futures – 97.775/97.725 targeted after minor bounce

Technical Analysis by Ed Blake

Back to Index Page

• Channelled down from the 2017 top at
98.445 (8 Sep) to post near nine month
lows just over support at 97.865

• Subdued daily/weekly studies suggest a
downside extension targeting the 2017
low at 97.775

• Sustained weakness opens the
intersection of an 82mth rising trendline
& 3mth bear channel support at 97.725

• Bullish divergence on some daily studies
(not shown) suggests potential for a near
term corrective bounce, but only over
lower highs at 98.005/98.060 (28/15 Nov)
would question bears and re-open 98.100

STRATEGY SUMMARY

Sell into any near term corrective gains in
anticipation of a bearish extension targeting
97.775 and potentially 97.725. Place a stop
above 98.060

IFI Research’s global team of Technical Analysts constantly look for interesting patterns in prevailing price action of a broad range of 

currency pairs, fixed income and commodity products.  We will highlight the most compelling on these pages.  For information on the full 

spectrum covered, please contact your Account Manager.

Resistance Levels 

R5 98.140 13 October 2017 high 
R4 98.100 3 November 2017 high 
R3 98.060 15 November 2017 high 
R2 98.005 28 November 2017 high 
R1 97.960 Three-month bear channel resistance 

Support Levels 

S1 97.865 16 March 2017 low, near recent lows 
S2 97.775 2017 lows - 10-14 March, near .5 projection of 99.105/97.775 from 98.445 at 97.780 
S3 97.725 Intersection of an 82-month rising trendline and three-month bear channel support 
S4 97.645 14 August 2015 low, near .618 projection of 99.105/97.775 from 98.445 at 97.625 
S5 97.525 30 July 2015 low 
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