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The week spanning December and January saw investors pump over 
$1 billion into Global and Global Emerging Markets (GEM) Equity 
Funds, steer $1.34 billion - a 59-week high - into Industrial Sector 
Funds and extended Inflation Protected Bond Funds longest inflow 
streak since 1Q17 as they positioned themselves for the New Year.

The traditional prop of the rising US 10-yr yield to 2.45% is having 
no positive effect at all, as the Usd continues lower in the early 
exchanges of 2018.

It’s been a tough start to the New Year if you’re a fan of the bond
market. Tuesday, for example, saw stories with headlines like “With
Red Tape Losing Its Grip, Firms Ante Up” and that from the New
York Times. The story was about business confidence translating to
investment. The same day the Wall Street Journal headlined
“Sluggish Wages See Uptick” and “Pensions Keep Up Costly Market
Bets.”

Stay long or buy into dips for gains, through 1.2092/1.2167,
towards targets at 1.2350/1.2598. Suggest maintaining a stop
under 1.1718.

Buy into any near term corrective dips as we await an uptrend
extension (underpinned by a 34mth inverted head and shoulders
base) targeting 75.62, perhaps 81.61 on extension. Stop under
61.08.

There is no reason to believe the Polish central bank will sway from
its staunchly neutral stance at the next policy meeting on January
10th, after the CPI deceleration to 2.0% y/y in December from the
five year high of 2.5% the prior month.
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By Cameron Brandt, Director of Research

The week spanning December and January saw investors pump
over $1 billion into Global and Global Emerging Markets (GEM)
Equity Funds, steer $1.34 billion - a 59-week high - into Industrial
Sector Funds and extended Inflation Protected Bond Funds
longest inflow streak since 1Q17 as they positioned themselves for
the New Year. Broadly-based global growth and higher inflation
driven by wage growth and energy prices have figured prominently
in the crush of 2018 outlooks and predictions, as have Italy's
upcoming general election and the impact of the US Tax Cuts and
Jobs Act on the world's largest economy.

With the tax reforms that passed late last year having a strong
bearing on the way 2018 plays out for the US economy and
political trends in Europe giving pause for thought, investors
continued to take a cautious approach to both of those markets.
Europe Equity and Bond Funds did record inflows during the week
ending January 3 but redemptions from US Equity Funds exceeded
$10 billion for only the third time in the past 18 months. US and
Europe Money Market Funds, meanwhile, both absorbed over $16
billion and US Bond Funds recorded their biggest inflow since the
third week of November.

Overall, EPFR Global-tracked Bond Funds collectively took in $9.2
billion, a 13-week high, during the seven days ending Jan. 3, closing
the book on a year that saw them post record-setting inflow.
Equity Funds, which chalked up their second biggest annual total in
2017 on the back of Global Equity Funds record-setting year,
started 2018 with an outflow of $4.5 billion. Money Market Funds
absorbed a net $39 billion.

DEVELOPED MARKET EQUITY FUNDS

The New Year started with major US equity indexes hitting record highs
and gauges in Europe and Japan gaining momentum. But EPFR-tracked
Developed Markets Equity Funds chalked up only the second outflow
since the beginning of 4Q17 as redemptions from US Equity Funds more
than offset commitments to Global, Europe and Japan Equity Funds.

Flows into Global Equity Funds, the largest of the diversified Developed
Markets Equity Funds, picked up where they left off in 2017 when they
set a new full-year record as investors sought broad exposure to the global
growth story.

For further information on EPFR, please visit:
https://financialintelligence.informa.com/products-and-services/data-analysis-and-tools/epfr

Back to Index Page

https://financialintelligence.informa.com/products-and-services/data-analysis-and-tools/epfr
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Old News Still Sends Chill To Bond Market

The Context

By David Ader, Chief Macro Strategist

It’s been a tough start to the New Year if you’re a fan of the bond
market. Tuesday, for example, saw stories with headlines like “With
Red Tape Losing Its Grip, Firms Ante Up” and that from the New York
Times. The story was about business confidence translating to
investment. The same day the Wall Street Journal headlined “Sluggish
Wages See Uptick” and “Pensions Keep Up Costly Market Bets.” The
former was about pay in low UNR areas rising at twice the national
average and the latter about CalPERs deciding NOT to sell $50 plus
billion in stocks to move into bonds.

It doesn’t end there. The WSJ relayed that the dip in long yields at the
end of the year may have been related to corporate pensions buying
bonds, which are pretax contributions, to get ahead of the lower
corporate tax rate this year. In any event, as my readers know, the
seasonals for the very last week of a given year are bullish which is
little more than a blip on the radar.

Then the FT reports “Draining of the QE punchbowl sobers up bond
bulls” as if said bulls needed any such sobering. The upshot is in the
subtext of the headline which is “scaling back of central bank stimulus
this year is expected to push up sovereign yields.” Hence, they’re not
just talking about Treasuries, but the complex of sovereign debt and
you can’t ignore the purchases of corporate bonds by the ECB in that
reflection. One estimate they offer is $3 trillion less purchases. Given
the sharp increase in Treasury issuance we’re talking about a lot more
for the market to absorb.

Shall I continue? Page 2 of January 2nd’s WSJ unveils that the minimum
wage is set to rise in 18 states and 20 cities. This was set in motion a
very long time ago so, again, it was a reminder vs. new information.

That minimum wage gain supposedly impacts 4.5 mn. Here’s a link
to some of the dirty details (https://goo.gl/61Bm1T) but it doesn’t go
over the big picture impact, i.e. a projection of gains to average
hourly earnings. And note there’s a phase-in so some of the
increases will take place over time.

I will argue that the increases may be Trumpeted by the
Administration as something it accomplished but the gains were set
into motion beforehand and despite GOP admonitions against them
in general. I’ll also argue that higher minimum wages seem a clarion
call for more automation of minimum wages jobs over time, but
that’s another story. In the meantime, the increase is one of the
factors that could combine with the others above to spook the bond
market to higher yields and provoke the Fed to err on slightly more
hawkish rhetorical bent.

Continued page 5

https://goo.gl/61Bm1T
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Old News Still Sends Chill To Bond Market – cont’d

The Context

Adding to that is the dollar story which warrants a chart. The chart
shows the Fed’s dollar index on a reversed scale against YoY CPI. This
is a pretty clean visual correlation and doesn’t look very different
when looking at PCE. The point is that you have wages, the dollar and
maybe a bit of oil inflation to contend with. This all is consistent with
a bearish mien to one’s outlook in the early months of this year AND
represents no change in my views (which are readily available in my
2018 Outlook so please ask if you need a resend).

Back to Index Page

None of the above represents new information. Rather we’ve known
it all for a long while, months at a minimum, but then what else is
there to write about at the start of year but to compilate the themes
and restate them as, well, the themes? Perhaps that’s justification
enough for the roughly 7 bp rise in 10-yr yields on the first day of
trading, though not so much the stall at 2.47%. Then again, it could
agree with me that this was hardly new information especially
heading into a Non-Farm Payroll report.

CHARTS AND THEMATICS: My 2018 Outlook provoked a discussion
with one fund manager about the nature of productivity, or rather the
rate of change in productivity. The question was whether older
workers are more productive than younger (less experienced) ones
and if so is there a drag on productivity (and thus wages) as Baby
Boomers move on? What provoked that was that I had written that
older workers wage gains are slower to negative as they are 1) less
productive, 2) less upwardly mobile, 3) less geographically mobile, and
4) less demanding on wages and more interested in flexible hours and
health benefits.

First, let me explain the productivity side of things. Productivity gains
in this cycle have been pretty lame compared to other recoveries. In
order to get GDP growth, we need both productivity improvement
and population growth. Productivity gains have been tame, to say the
least, in good part because investment has been missing. Getting
back to my opening lines, there appears to be some renewed business
confidence between global growth and the tax plan and so we may,
perhaps, have the chance to see better business investment. The
challenge post the initial response to the tax plan is whether it will
last.

I have my doubts given anecdotal evidence that corporations intend
to pay down debt, engage in buybacks, look to M&A with their tax
windfall. But investing? Low on the totem pole. And if it does start,
surely there’s the impetus for less in the way of humans (hiring and
wage gains) and more to the long list of things robotic. Further, the
accelerated (immediate) depreciation may not mean quite as much in
a lower corporate tax rate world. Any impact may prove short-lived.

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

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/75205/Ader_FI_musings_-_5_January_2018.pdf
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Why Is The US Dollar Coming Off?

The Context

By Tony Nyman, Head, G10 FX 

The traditional prop of the rising US 10-yr yield to 2.45% is having no
positive effect at all, as the Usd continues lower in the early
exchanges of 2018. Further, sentiment is negative and after the break
above the psychological 1.2000 in Eur/Usd, Dollar bears now seem to
be targeting 1.40 in Gbp/Usd next.

We suspect this 91.00 region in the Dxy will get a mention before
too long also. That early September low was also a softest since
early 2015. A key level indeed.

Continued page 7

Why? We look at the findings of a couple of the well followed banks:

ING:

 The ambiguous economic and repatriation effects of the GOP Tax
Bill

 An unsettled US political backdrop ahead of the Nov mid-terms.

 Better goldilocks investment opportunities abroad.

The Dutch bank adds rising US rates no longer guarantees Usd strength
and there is greater synchronicity across bond markets amid a
broadening global recovery. The Fed is also a negligible Usd factor in
2018 amid a dichotomy of views on the US economic outlook, which
may keep short-term US rates and the Usd at bay through Jan.

UOB:

 As growth and activity picks up further across both the developed
and EMs, global monetary policy convergence appears as other CBs
play catch-up with the Fed regarding normalising policy.

 US tax reform is of little help to the Usd. Not only is the bulk of
offshore retained earnings already in Dollars, most US corps are
cash rich and have little incentive to repatriate. (Big winner US
equities via higher dividends/buybacks).

 Ongoing flattening of the US yield curve - The benchmark 10s2s
USTs yield spread has been tumbling amid a lack of conviction on
inflation expectations.
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Why Is The US Dollar Coming Off? Continued

The Context

From a local perspective, UOB adds it is good risk management for
Asian exporters to hedge a portion of their USD proceeds, no matter
how unfavorable. However, Asian importers have the tailwind of the
weaker Usd and can afford to wait before committing to
their purchases.

RISKS - UOB rightly adds that any signs of stronger US inflation and or
a faster wage pick-up may force the market to reassess current
complacency on the pace of US Fed rate hikes and buy the Usd
back. Currently, the dot plot predicts three rate hikes in 2018 vs the
less than 2 market consensus.

From our perspective, it's a pretty good run through of current Usd
weakness. Sentiment is negative and it is hard to be Dollar bulls right
now, but we would counter to an extent with the proviso that the US
administration is targeting 4% US GDP this year. That would make the
States an outperformer and could work to pare some of this mass
ongoing negative mindset towards the current admin.

Back to Index Page
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Increased Domestic Supply Seen Driving POLGB Yields Higher in Q1 

The Context

by Natalie Rivett, Senior Emerging Market Analyst

There is no reason to believe the Polish central bank will sway from its
staunchly neutral stance at the next policy meeting on January 10th,
after the CPI deceleration to 2.0% y/y in December from the five year
high of 2.5% the prior month.

Most of the MPC are expecting inflation to stay close to the 2.5%
target through 2019 and recall, the statement to December’s policy
meeting made it clear that it is a lack of conviction over the strength
of inflationary pressures (notably core inflation) and the assumption
that growth will lose momentum that is keeping most of the board
reluctant to change the script, and with Governor Glapinksi still
envisioning steady rates throughout 2018.

Traders have, of course, been doubting the central bank's guidance,
and the implied policy curve has moved to price in a greater 25bp
hike within 12 months (see below for the transition of the curve since
late 2016). This expectation helped the Zloty to carve out the second
biggest gains in the EM region against both the Euro and US Dollar in
2017, although the latest (preliminary) inflation data should still
ensure tightening bets do not get carried away. The market will
continue to look for signs of increased hawkish thinking amongst the
MPC that could lead to a discussion of rate hikes in the coming
months, but at some point, there will need to be a convergence of
reality and expectations, one way or another.

It is worth drawing attention to the fact that, despite increased rate
hike speculation, POLGBs also managed to rally alongside the Zloty in
2017. The yield on the 10 year benchmark closed the year 30bp
softer than where it started. We suspect this can be largely
attributed to the reduced supply from the Finance Ministry in H2 that
put a halt on regular bond sales, helping to compress yields in the
face of rate hike speculation.

Continued page 9
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Increased Domestic Supply Seen Driving POLGB 
Yields Higher in Q1, cont’d 

The Context

We have long argued there is scope for a repricing of the POLGB curve
given expected interest rate increases – the 10 year CZGB yield rose
more than 100bp in 2017 as the Czech central bank’s tightening cycle
got underway. Greater Polish supply also looms and we see this as
having a bigger impact on the market over the coming few months. The
Finance Ministry is planning to sell as much as Pln 35bn bonds in Q1
2018, of which, Pln 14bn will be offered in January alone, and this
higher issuance may well exceed the level of bond redemptions, in turn
driving bond yields higher.

According to EPFR data, country flows to Poland bond funds have
mostly remained net positive over the past year, suggesting investors
are yet to become overly nervous with regards to rate hikes – in our
opinion, hawks are unlikely to gain enough traction to lift rates until at
least mid-2018 (given the marginal upward trend in core inflation, sub-
1% y/y for all but one-month last year). Still, the hunt for yield/buy on
dips mentality might be enough to keep flows positive when the rate
hike debate heats up, and as we have just argued, bond yields could be
on the rise as soon as this quarter on increased borrowing needs.

Back to Index Page
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EUR/USD – Continuation Extends the Recovery, Projects 1.2350 Next
Technical Analysis by Martin Jones

Back to Index Page

• Last week’s completion of a multi-month
triangle builds on the earlier major reversal
formation.

• Stochastics endorses the latest up-swing
which is now challenging 1.2092 (August’s
peak/current cycle high) .

• Just above 1.2092 lies 1.2167 (50%
retracement of the major 1.3993-1.0341 bear
cycle).

• The continuation structure, however, focuses
the 1.2350 region, which then shields 1.2598
(61.8% retrace) .

• The broken triangle trendline (currently
1.1893) should now underpin the advance and
structure.

• Only losing key levels at 1.1718 and 1.1554,
though, shifts the broader focus lower.

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.

STRATEGY SUMMARY
Stay long or buy into dips for gains, through
1.2092/1.2167, towards targets at 1.2350/1.2598.
Suggest maintaining a stop under 1.1718.

Resistance Levels 

R5 1.2500 Psychological  
R4 1.2350  Approximate triangle target area    
R3 1.2252 25 December 2014 high      
R2 1.2167 50% retracement of the 1.3993 to 1.0341 bear cycle 
R1 1.2092  2017 High – 8 September    

Support Levels 

S1 1.1893 Broken triangle trendline   
S2 1.1718 12 December 2017 floor  
S3 1.1554   7 November 2017 reaction low  
S4 1.1479  20 July 2017 lower rejection   
S5 1.1371 13 July 2017 minor higher platform 
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Front Month Brent – Awaits a Rally Extension to 75.62, Perhaps 81.61
Technical Analysis by Ed Blake

Back to Index Page

• Extended to new 31mth highs following
September’s completion of a 34mth inverted
head/shoulders base.

• Firming daily-monthly studies should underpin
an initial extension to re-test the 2015 peak at
69.63

• A clearance would complete a major 37mth
base over 27.10 and signal scope to an
equality projection at 75.62.

• Beyond opens lower highs from 2014 at
81.61/87.94 (81.61 coincides with a 61.8%
retrace of 115.71/27.10 fall).

• For reference the 34mth inverted head and
shoulders base target is at 91.26.

• Only a return through 61.08/61.33 (recent
higher low/6½mth rising trendline) would
caution for 55.05.

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.

STRATEGY SUMMARY
Buy into any near-term corrective dips as we
await an uptrend extension (underpinned by a
34mth inverted head and shoulders base)
targeting 75.62, perhaps 81.61 on extension. Stop
under 61.08.

Resistance Levels 

R5 81.61 21 November 2014 lower high, near 61.8% retracement of 115.71/27.10 fall at 81.86 
R4 75.62 Equality projection of 27.10/58.37 rally off 44.35 
R3 73.03 2 December 2014 high 
R2 71.41 50% retracement of the long-term 115.71/27.10 fall 
R1 69.63 2015 high – 6 May 

Support Levels 

S1 66.03 27 December 2017 low 
S2 61.08 17 November 2017 higher low, near a 6½ month rising trendline at 61.33 
S3 55.05 9 October 2017 minor higher low 
S4 51.51 Neckline from the recently completed 34 month inverted head and shoulders base 
S5 50.00 17 August 2017 higher low 
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