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Flows to EPFR-tracked Equity Funds continued to rebound going into the
final week of February.

In short, to the extent the FOMC Minutes were the most important
economic event for the bond market in the last several days, I don’t see
they offered any new direction.

Savings Accounts Lose Record $41.9 Billion in January. Bond Funds Get 
Record $53.6 Billion in January and Lose Only $4.1 Billion in February.

The US economic expansion is close to 100 months in length, but 
discretionary consumer spending on private jets and pleasure boats 
suggests there’s still a way to go yet.

Balancing fiscal responsibility with the need to support economic
growth is the key here, particularly given the deterioration of South
Africa’s budget balance

On the equities front, global emerging market equities continue to 
enjoy relatively lean valuations compared to their chubbier US peers.

We recall that the US Treasury did not place Thailand on the watch list
on previous occasions when two of the three criteria were met

You would expect then, that Haldane would not be making the sort of
errors highlighted by JPMorgan in their analysis of the UK Q4 GDP
report.

A concern prior to the US short-end funding deluge was a significant 
rise in funding costs – possibly busting the IOER.

Look to buy for gains to 1.1833. Place stop below 1.1360.Recent market volatility reflects an inflation scare rather than a growth
fear. In such an environment, credit might be less favored, while
commodities look better demanded.

Look to buy into any corrective narrowing in anticipation of prolonged
widening to 61.5, perhaps 71.0. Place a protective stop under 38.0.
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Know the Flows

The Context

By Cameron Brandt, Director of Research

Flows to EPFR-tracked Equity Funds continued to rebound going into
the final week of February as attention shifted from the correction
which hammered global equity markets earlier in the month to the US
Federal Reserve's take on the forces - rising wages and prices - that
were credited with triggering the sell-off.

Equity investors again looked to Europe, Japan and emerging markets
and, at the country level, showed renewed interest in some markets
that have struggled recently. Italy Equity Funds snapped their longest
run of outflows since 3Q16, commitments to Brazil Equity Funds hit a
nine-week high and Mexico Equity Funds extended their longest inflow
streak since 4Q15.

Overall, EPFR-tracked Equity Funds saw $13.2 billion come in during the
week ending Feb. 21 while Bond Funds absorbed $5.1 billion and
Money Market Funds $2.5 billion. Investors pulled another $600
million out of Alternative Funds, with funds dedicated to derivatives
accounting for the biggest share of those redemptions.

Flows to US Bond Funds - at least until the release of the January
meeting minutes - suggested that fixed income investors were betting
against an increase by the Federal Reserve in its rate hike projections
for 2018. Bank Loan Funds, often used to play rising rates, posted
consecutive weekly outflows for the first time this year while Inflation
Protected Bond Funds posted inflows for the 18th straight week.

Elsewhere, at the asset class and single country fund levels, Mortgage
Backed Bond Funds absorbed fresh money for the seventh straight
week and flows to both Municipal and Total Return Bond Funds

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

rebounded. Investors pulled money out of Russia Bond Funds for the
25th time in the past 26 weeks while Italy Bond Funds saw an eight-
week run of outflows come to an end and Netherlands Equity Funds
recorded their biggest inflow since late 3Q15.

Flows to EPFR-tracked Sector Funds during the third week of February
showed varying degrees of confidence in the global technology story,
the inflation protection qualities of gold and the resilience of consumers
-- and not much else. Energy, Industrials, Telecoms, Utilities,
Healthcare, Infrastructure, Financial and Real Estate Sector Funds all
posted outflows while Commodities, Technology and Consumer Goods
Sector Funds recorded inflows.

Back to Index Page

https://financialintelligence.informa.com/products-and-services/data-analysis-and-tools/epfr
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“The Bond Market’s Doing Our Work For Us” 

The Context

By David Ader, Chief Macro Strategist

I must admit I was surprised by the market’s reaction to the Fed
Minutes and I was not alone (oh god, please don’t tell me he’s going to
talk about Fed Fund futures!).

Indeed, Fed Fund futures in the moments after the release and into the
aftermath as stocks reversed and bonds sold off did essentially nothing.
Of all things out there, surely Fed Fund futures would respond if the
Minutes were somehow an alert to a more hawkish trajectory. That
they didn’t is, I think, is the crux of the matter; why everything else sold
off is another story about which I can only speculate, especially the belly
to 30s steepening. There I’ll put it up to positions, but that’s cheap.

I mean, intuitively, if the market really grasped that the Minutes were so
hawkish as to allow for more hikes when inflation still isn’t at the Fed’s
target you would think the long end would outperform. Perhaps, it is
just a case of long-term outperformance until this month’s corrective
action.

In any event, I’m sticking with Fed Fund futures and Bloomberg’s WIRP
which show little change in the market’s pricing of the Fed this year.
That’s another way of saying that the market’s fully priced to what the
Fed’s been telling us and was reiterated Thursday by St. Louis Fed’s
president Bullard who cautioned against ‘too many’ hikes this year: "The
idea that we need to go 100 basis points in 2018, that seems like a lot to
me.“

Bullard in his CNBC interview said something else that I think is very
important and perhaps underappreciated by various markets. He said
that the bond market is doing the Fed’s work for it. So at least some at
the Fed recognize that the broader gain to yields, not just Fed Funds
adjustments, can have a slowing effect and so would warrant the

steadier stance he (and Fed Fund futures) imply. I would suggest the
rapid rise in yields warrants patience at this juncture rather than
continuing to press on to higher yields out the curve.

In short, to the extent the FOMC Minutes were the most important
economic event for the bond market in the last several days, I don’t see
they offered any new direction. Once again, the price action is the story
itself. Had the market rallied after the Minutes I’m sure people would
have said as much and interpreted it as a relief trade. Do note that the
dollar seemed to pay some attention, finally, to our higher yield story
and might exhibit a technical double bottom. Again, assuming Fed Fund
futures are right, and the odds haven’t changed, it’s the rest of the
market that misinterpreted the Minutes for a while that afternoon.
That the dollar seems to have found a footing is a case of ‘well it’s about
time’ more than getting new information.

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

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/80595/Ader_FI_musings_-_23_February_2018.pdf
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Investors Keep Favoring Bonds over Cash Even as Fed Signals More Rate Hikes

The Context

By David Santschi, CEO TrimTabs

Investors are overwhelmingly favoring bonds over cash even though
bonds have performed poorly for months and the Federal Reserve is
telegraphing several more quarter-point rate hikes through the end of
this year. If the Fed raises rates further and more quickly, many market
participants are going to be caught off guard.

Bond mutual funds and exchange-traded funds took in a record $53.6
billion in January and have shed only $4.1 billion in February even
though bond funds are down 1.7% year-to-date and 3.1% in the past six
months. Last year’s inflow of $382.2 billion was the second-highest on
record, below only the $419.3 billion in 2009.

By contrast, flows of savings accounts have been declining even as
yields have been rising. The outflow of $41.9 billion in January was the
biggest on record, easily surpassing the previous record of $25.3 billion
in May 2006. Last year’s inflow of $296.8 billion was the smallest since
2008.

Back to Index Page

Retail money market funds also have been unpopular. They lost $6.1
billion in January, the biggest outflow since January 2017. They
received a mere $12.0 billion last year, the lowest flow since 2014.

The exception to the trend has been small-denomination certificates of
deposit, which have been drawing steady inflows as yields have
increased. Small CDs took in $5.3 billion in January, their twelfth
consecutive monthly inflow, and last year’s inflow of $55.6 billion was
the highest since 2008.

The bottom line is that market participants are positioning more for the
end of a tightening cycle than the beginning of one, even though the
Fed’s target for the federal funds rate is currently only 1.25%-1.50%,
which is extremely low historically.
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The equity bull market raged on through the fourth quarter of 2017,
nearing the longest bull market in history. Improving corporate
earnings and the passing of President Trump’s tax reform bill, provided a
boost to U.S. equities during the quarter (Russell 3000 index +6.34%).
U.S. investment grade fixed income experienced modest gains
(Bloomberg Barclays U.S. Aggregate index +0.39%), as the U.S. Federal
Reserve (Fed) was active during the quarter. The Fed started the
process of unwinding their ballooning balance sheet, as well as
increasing interest rates by 25 basis points, which was widely expected.

Q4 2017 PSN Top Guns - The Bull Keeps Raging

By Ryan Nauman, Market Strategist

Emerging Markets Asia index rose 8.41% during the quarter. The
following strategies made the PSN Top Guns list for the Emerging
Markets Universe.

• Columbia Management Investments: India Consumer (+17.8% for
the quarter).

• Champlain Investment Partners, LLC: Emerging Markets Small Cap
(+12.7% for the quarter).

• Franklin Templeton Investments: Franklin India Equity (+11.9% for
the quarter).

Global fixed income, measured by the FTSE World Government index,
gained 1.04% during the quarter. Growing expectations of stimulated
growth and inflation, due to the tax reform bill, resulted in increased
U.S. Treasury yields and a flattened yield curve. Overseas, economic
optimism continued, as bond yields received a boost when the ECB
announced its intentions to reduce asset purchases, but extend the
program. The Bank of England (BoE) hiked rates, which was highly
anticipated, as the yield on the ten-year gilts decreased to 1.19% from
1.36%. Below are some of the strategies that make up the PSN Top
Guns Global Fixed Income Universe.

• BCM Beaumont Capital Management: Decathlon Conserv Tactics
(+4.5% for the quarter).

• Thomas J. Herzfeld Advisors, Inc: Herzfeld Fixed Income (+3.2% for
the quarter).

• BNP Paribas Asset Mgmt.: Global Inflation Linked Bonds Unhedged
(+3.0% for the quarter).

Generally positive U.S. economic data provided tailwinds for domestic
equities, as investors were rewarded by climbing up the size spectrum
and investing in large caps. Large caps, measured by the Russell 1000
index (+6.59%), outpaced small caps, represented by the Russell 2000
index (+3.34%), by over three percentage points. In terms of style,
growth stocks continued their 2017 dominance over value stocks.
Below are some of the strategies that make up the PSN Top Guns Large
Cap Universe.

• Conning, Inc.: High Dividend Equity (+16.8% for the quarter).
• Hixon Zuercher Capital Management: Focused Equity Income

Portfolio (+11.2% for the quarter).
• New Amsterdam Partners: Large Cap Quality Growth Active (+11.0%

for the quarter).

Emerging markets, represented by the MSCI Emerging Markets index,
continued its torrid pace, with a +7.50% return for the quarter.
Supporting the strong gains were political developments, improving
global economic data, and strengthening commodity prices. Emerging
Asian regions were an important catalyst for the gains, as the MSCI

Back to Index Page
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By Mark Mitchell, Senior FX Analyst

Cable Slips At The London Fix, JPM Rips Into Haldane 

Back to Index Page

Not many other central banks give their board members such defined
roles as the Bank of England currently does. The UK central bank has a
Chief Economist, with Andy Haldane the current incumbent. In fact he
is also the Executive Director for Monetary Analysis, Research and
Statistics. Back in 2014 Time included Haldane in the list of the world's
100 most influential people.

With great power, comes great responsibility, is a quote popularly
attributed to Spider-Man from 1962, but it is actually believed to have
been first written during the period of the French Revolution.

You would expect then, that Haldane would not be making the sort of
errors highlighted by JPMorgan in their analysis of the UK Q4 GDP
report. Appearing before the Treasury Select Committee on
Wednesday, Haldane was his usual hawkish self, declaring that the weak
pound was 'working its magic' and that 'net trade has been a significant
contributor', before declaring that 'depreciations work‘.

Forget the fact that he was quickly put in his place by Governor Carney
moments later, who vehemently stated that 'Depreciations do not work.
They have an economic effect, but they're not a good economic
strategy', JPMorgan point out that the Q4 numbers showed another
sharp DRAG from net trade, which reportedly shaved 0.5%-pts off
quarterly growth. Q4 was not a one off either. For the rest of 2017 it
was a drag on growth in Q3 and a zero contributor in H1. The real kick
in the teeth from JPMorgan comes when they stress that since the UK
vote on whether to remain within the EU, net trade has on average
subtracted 0.1%-pts from quarterly GDP, with little to no sign of a boost
from the weaker currency.

The BoE members seem to be choosing to ignore the weaker data seen
at the start of 2018, preferring to focus on their expected rise in wage
growth. If that prediction does not come to pass, then we could be
looking at a 2018, with no BoE interest rate hikes.

Cable has been its usual volatile self, rising to 1.3995 first up, before
sliding dramatically to 1.3905, with talk of an incorrect amount going
through the London fix.

Would you like a full G10 FX Week report? 
Please contact sales@informagm.com if interested.

mailto:sales@informagm.com
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Asia Credit Strategy: De-Risking Not Finished; Quasi-Sovgn Energy Names Preferred

Recent market volatility reflects an inflation scare rather than a growth
fear. In such an environment, credit might be less favored, while
commodities look better demanded.

EM bond mutual funds experienced a weekly outflow of more than
USD2000mn for the first time since the markets were spooked by
Trump's victory in the US election. That probably signals the beginning
of a market bottoming. However, with reference to the outflows
sparked by the November 2016 US election outcome (charts 1 and 2)
and that associated with the Bernanke Taper Tantrum in the summer of
2013 (chart 3s and 4), we are worried that any bottoming might take 6-
8 or even 12-16 weeks to complete. During the said period, abrupt
market moves accelerated by technical factors plus panic might arise
again.

By Tim Cheung, Riki Zhang

Continued p9
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De-Risking Not Finished; Quasi-Sovereign Energy Names Preferred … continued

Taking a closer look at EM credits, we find that outflows so far this
month have been relatively mute. Charts 5 and 6 show short interest
ratios and borrowing fees in EMB, the biggest Emerging Market USD-
denominated bond ETF, remain close to their lows, suggesting the
bearish sentiment around DM credit markets has not triggered a
significant de-risking in EM. That could explain why EM has
outperformed in the February sell-off. On a relative value basis,
however, continued EM outperformance might make it less attractive
for new money allocations. Also, EM credit could appear more at risk
than DM credit once market shocks arise again.

In our view, inflation fears in the US combined with the tight valuations
will keep investors from pouring money into EM credit, especially that in
Asia. We note that during both the US election and Taper Tantrum
episodes, EM Asia habitually drove credit investors out earlier than EM
aggregate, but consistently drew them back in no sooner than the latter.
In fact, the first part of this habit already repeated itself this time
around. In the meantime, probably a “buy on weakness to trade” would
be more viable than a “buy on dips to hold”. After all, Italy's election
scheduled for 4 March could stir up market volatility again.

As said in the first paragraph, commodities now look better-demanded
with the inflation scare building up. As such, quasi-sovereign energy
credits might offer better value these days. In EM Asia, PERTIJ is one of
the few with IG ratings in this category. Although it is now trading at a
spread as tight as 60bp vs the Indonesia sovereign in the 5-year part of
the curve, we think the tightness is well justified as inflationary
pressures are picking up.

In comparison with other global major quasi-sovereign energy credits
(Chart 7), PERTIJ has better credit ratings but does not appear
particularly expensive considering it being an inactive debt issuer.

Back to Index Page
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Will Investors Buy Into Ramaphosa’s Reform Story Over The Longer Term? 

The Context

By Robert Graystone, Emerging Markets Analyst

The initial reaction to South Africa’s highly-anticipated February budget
statement was broadly positive, with USD/ZAR heading lower towards
11.5000. However, it remains to be seen whether or not President
Ramaphosa’s government has the ability/willingness to introduce the
promised reforms which will be essential in staving off a Moody’s
downgrade.

Balancing fiscal responsibility with the need to support economic
growth is the key here, particularly given the deterioration of South
Africa’s budget balance which has seen the 12-month moving average
slip from a modest surplus to a sizeable deficit over the last decade (see
chart below).

widely respected as a credible institution. Note - we see scope for
further rate cuts over the coming meetings, though this will be
dependent on any further moderation in inflation expectations.

Given the above, it is clear that the SARB has been acting in line with its
mandate, but the government’s fiscal approach has been the weak link.
The need for reform has been growing as South Africa’s economic
growth stagnated under President Zuma (GDP growth averaging 1.6% a
year since 2009), debt levels have climbed over the last decade to 50%
of GDP from 30%, and ratings have been junked.

It is also worth noting that South Africa has been usurped by Egypt at
the top of Rand Merchant Bank’s annual “Where to Invest in Africa”
report, and is now second to Nigeria in terms of Africa’s largest
economy. Thus it is no surprise to see investors looking beyond S.Africa
when taking exposure to the continent. This is supported by EPFR data
- looking at GEM Bond Fund allocations, we see a clear negative picture
for South Africa. Diversified EM bond funds have increased their
exposure to African assets in general over the past few years, but have
simultaneously been reducing their allocation to South African bonds
(see chart below). Put another way, an asset class that has previously
made up over 80% of GEM Bond Fund allocations in Africa now only
represents roughly 50% for funds tracked by EPFR.

Although economic reforms are often idiosyncratic in nature, we would
look to other EM economies that have had relative success with reform
programmes, in order to shed light on the potential outcomes for South
Africa.

Although starting from a much lower base, Argentina has undergone an
albeit more drastic series of reforms since President Macri took office in
2015, ranging from the elimination of FX controls, to a reduction in

As for monetary policy, the SARB has by all accounts contributed to
financial stability under the watchful eye of Governor Kganyago and is

Continued p 11
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Will Investors Buy Into Ramaphosa’s Reform Story? Continued… 

The Context

Back to Index Page

subsidies for public services. The resulting change in investor sentiment
has also been clear - GEM Bond Funds have increased their allocation
to Argentinian debt from below 0.7% in 2013 to almost 5% in 2017,
while EPFR’s wider measure of country flows indicates that flows into
Argentinian bonds have amounted to roughly USD4bn over that same
period.

As another high-profile example, back in November we pointed to India
- in 2012 the country was facing a potential downgrade which would
strip it of its investment grade status as growth slowed, inflationary
pressure mounted and both the current account and fiscal deficits
widened. Amidst a plague of corruption scandals and political
turbulence, the government and central bank both played key roles in
pulling the country back from the brink. One key target was a pledge to
cut the fiscal deficit down to 3% of GDP, and the government is well on
its way to achieving this. As such, using India’s annual budget deficit as a
proxy, the next chart shows that the progress of economic reforms has
encouraged GEM Equity Funds to increase their exposure to Indian
assets from as low as 6.1% in 2011 to roughly 10%.

So what does South Africa need to do?

Removing Zuma was the first step or the beginning of the end of a torrid
time for the country, but there are plenty of additional steps that
President Ramaphosa’s government will need to take in order to secure
investor confidence over the longer-term and achieve inclusive
economic growth.

 Tackle corruption.

 State-owned entities.

But the overarching objective should be to reduce constraints on GDP
growth.

Overall, we would expect any success/optimism regarding these reform
efforts to begin reversing the negative trend in both investor sentiment
towards South African assets and also fund allocations over the longer
term.

This is an abridged version, the full piece is to be published later this week.
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GEM Persists As Region Of Choice Amid Chubby US Valuations, But For How Long?
By Woon Tian Yong, Fundamental Analyst 

While fears of overly rich relative US equity valuations mount and
concerns of a potentially more hawkish US Fed escalate as we head
deeper into 2018, global emerging markets continue to enjoy a relative
overweight from smart money flows as active institutional funds hunt
for fresh avenues for yield and capital appreciation.

On the equities front, global emerging market equities continue to
enjoy relatively lean valuations compared to their chubbier US peers.
The still-high P/E ratio spread between the NASDAQ 100 Index and the
MSCI Emerging Markets Index is just one illustration of the persisting
valuation disparity which makes global emerging market equities look
more attractive. The increasing prospect of more US Fed rate hikes in
2018 placing more upward pressure on US corporate financing costs
(especially after faster-than-expected US Jan CPI) would incentivize
more pre-emptive outflows from US equities in search for other
regional pockets of return.

The intuition is aligned with EPFR data, where smart money (defined in
this article as active, non-ETF institutional fund flows) is seen to have
gradually shifted away from US equities while sizing up on ex-US
positions.

A deeper dive into recent allocation preferences reveal that while ex-US
equity smart money inflows have been broadly picking up since
December last year, global emerging market equities have emerged as
the clear regional preference amongst active non-ETF institutional funds
after Western European equities saw a bearish positional turn in late
January this year.

Continued p13
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GEM Persists As Region Of Choice Amid Chubby US Valuations … Continued

In the bond space, global emerging markets are also seen to be an
increasingly sought-after allocation region of choice as fund managers
search for alternate sources of yield while seeking to offset some
downside risks associated with US Treasuries.

With all this said though, these recent smart money moves are
deemed to be "defensive" in nature, whereby funds were likely
"squeezed" out to alternate investment regions due to mounting
downside risks in both US equities and US Treasuries. The downside
of this is that we may well see these very same flows switch out
from GEM equities and bonds into just cash when the markets start
to go pear-shaped.

Back to Index Page
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Asia FX Strategy: BoT Will Be Forced To Let THB Appreciate Further
By Tim Cheung, IGM Head 0f China; Riki Zhang, Analyst 

Thailand's Q4 real GDP growth moderated to 0.5% q/q, weaker than
market expectations. On a y/y basis, growth declined to 4.0% from
4.3% in Q3.

Before the GDP data release, Bank of Thailand's MPC on 14 February
voted unanimously to leave the policy rate unchanged at 1.50%. The
MPC sounded more upbeat on growth momentum compared to its
prior meeting. The MPC emphasized the importance of government
spending, saying that public expenditure remained a growth driver
despite delays in disbursement for investment spending, which might be
a cause of weaker-than-expected Q4 GDP growth (chart 1). The MPC
also showed confidence in the sustainability of the low inflation
environment. As per January meeting statement, demand-pull
inflationary pressures picked up somewhat but still remained low
overall.

As per the latest data, Thailand's January exports rose at 17.6% y/y,
the fastest pace in 62 months. On the back of the strong export
performance, it is hard for the balance of payments to narrow in near
or medium terms. Chart 2 shows that Thailand's balance of payments
surplus has been very strong in recent years on the back of
overwhelming expansion of current account surplus. A large current
account surplus means three things: first, domestic savings far exceed
domestic investment; second, national income in general far exceeds
national expenditure overall; third, considerable excess productive
capacity relative to domestic expenditure. In such an environment, it
is hard for inflation to rise and/or for the currency to stop
appreciating.

Given this Bank of Thailand has been:
a) avoiding a rate hike, regardless of the rising US and DM interest
rates; and
b) working hard to slow down the pace of THB appreciation.

The low inflation outlook plus the government's good fiscal discipline
(note: proposed FY19 budget projects a deficit of only 2.6% of GDP), in
our view, will keep foreign interest in Thai bonds strong. This will also
be supportive for THB FX, which has been appreciating against the USD
on Thailand's favourable balance of payments outlook.

Continued p15
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Asia FX Strategy: BoT Will Be Forced To Let THB Appreciate Further … Continued

Thailand, all three criteria are met. That makes it much more likely that
the Treasury report will include Thailand as a currency manipulator.
Once labeled as currency manipulator, Thailand is required to seek
remedies. Apparently, a remedy like reducing or stopping FX reserves
accumulation should be put into effect by the Thai government much
faster and more easily than any other measures. In our view, the Bank
of Thailand will opt for this even before the report is released in order
to show effort and avoid Thailand being labelled as a currency
manipulator. That inevitably will cause an extension of THB
appreciation against the USD.

In an attempt to slow THB appreciation arising from the strong BoP, the
Bank of Thailand has aggressively added to its FX reserves (chart 3).
That, in our view, will increase the likelihood of the country being
labeled as a currency manipulator in the upcoming report from the US
Treasury (for the period ended December 2017), which is due for
release in April 2018. Now, Thailand basically has met all three criteria
laid by the US for being a currency manipulator:

Current account surplus is much larger than the stipulated 3% of GDP;
Net FX intervention in the form of buying of foreign currency is
estimated to be significantly larger than the 2% of GDP threshold;
Bilateral trade balance with the US is over the USD 20bn threshold in
December 2017.

We recall that the US Treasury did not place Thailand on the watch list
on previous occasions when two of the three criteria were met. But
with the bilateral trade balance now more than USD20bn in favour of

To capitalize on the potential change in the Bank of Thailand's attitude
towards THB FX, investors, in our view, should take any upticks of
USD/THB (chart 4), currently at mid-31, as selling opportunities. We
expect the pair will finally reach 29 level in late-H1, although 32 might
be seen again before a pair pre-summer slide occurs.

Back to Index Page
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US Repo Survives Mammoth Issuance, But Dollar Funding An Issue?

By Marcus Dewsnap, Senior Editor/Analyst

A concern prior to the US short-end funding deluge was a significant rise
in funding costs – in particular, a threat of short-term funding costs (as
measured by DTCC GFO Repo Index) busting the IOER. For the time
being, this has receded (see below graph).

Perhaps this is to do with demand for safe assets (given amount on
offer, b/cs were sound). Despite the expected net issuance from the US
this year (see ‘Signs of Steepening’ graphic) plus Fed balance sheet
policy machinations versus size of global savings (see ‘Gauging The Glut’
graphic), there is still likely to be a relative shortage of safe assets
(see HERE from MS for instance and on link to Barry Eichengreen
presentation from Sintra 2016). Ergo a potential drag/weight on US
yield ascent.

Another point regarding supply was highlighted by Blackrock earlier this
year via the graph above. Blackrock estimates G3 net issuance, driven
by the US, will not only turn positive this year, but also hit its highest
mark since 2012, suggesting that the term premium will rise adding
steepening pressure at the long-end. What the ECB and BoJ do with
their bond buying operations will impact e.g. earlier than September for
the ECB and significant culling by BoJ. Why might this matter? Part of
the point of QE is to force investors out of domestic bond markets so
flow goes from Japan and the Eurozone to the US. Indeed,
this post suggests ECB policy has had a more significant impact on US
rates versus say the PBoC (latter of course gets everyone excited – even
when the report is erroneous).

Continued p17

http://m.cm.morganstanley.com/nl/jsp/m.jsp?c=%408EBUc4mVnTsLhLWtohImAykYW6RTC2U51bdty0iVxKk%3D
https://www.cfr.org/blog/chinas-impact-us-bond-market-gets-too-much-attention-and-europes-too-little
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US Repo Survives Mammoth Issuance, But Dollar Funding An Issue? Continued…

Back to Index Page

Implication – pull back/stop QE reverses the flow/increasing net-net
issuance … pressuring the term premium higher and adding to
steepening pressure.

Given all this, in a monetary tightening cycle, the last thing the financial
system needs is front-end Dollar liquidity/funding problems. Enter US
tax reform – in particular, the overseas cash repatriation element. BAML
point out recent front-end weakness (see next graph).

The suggestion is this funding stress might be due to cash repatriation
which is effectively cutting front-end Dollar supply as corporates plan to
reduce debt issuance/pay down debt with repatriated cash (i.e. destroy
money and make it scarcer). The rapidly widening Usd Libor-OIS spread
is an example (see next graphic).

Tax repatriation was supposed to be used for investment, creating
money and economic growth … the latter is more difficult when money
is being destroyed. We don't want to think about what a funding crisis

might do … and then there is the cost to foreigners of hedging Dollar
asset exposure. It wasn't as though the yield-pick for say the Yen was
already on a downward trend … oh … (see last graphic).
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Euro$ M8-M9 – Decisively above 50.5 to complete a major 44mth base
Technical Analysis by Ed Blake

Back to Index Page

Completed a 7mth inverted head/shoulders base
over 16.5 (May 17 low) and widened to a recent high
at 50.5.

The following correction to 33.5 was swiftly
unwound and firming daily-monthly studies suggest a
50.5 re-test.

A sustained break confirms a broader 44mth inverted
head and shoulders base – offering major upside
scope.

Initial resistance is pegged at 53.5 (equality target off
16.5) then levels from early 2014 at 57.5 and 61.5.

Sustained widening would ultimately re-target the
2013 peak at 71.0.

Only corrective narrowing below minor higher lows
at 43.0/38.0 would concern and re-open the 33.5
spike low.

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

Look to buy into any corrective narrowing in
anticipation of prolonged widening to 61.5, perhaps
71.0. Place a protective stop under 38.0.

Resistance Levels 

R5 71.0 2013 peak – 21 November 
R4 61.5 2014 peak – 19 February 
R3 57.5 4/6 March 2014 highs, near 76.4% retrace of the long term 71.0/11.5 fall at 57.0 
R2 53.5 Equality projection of 11.5/48.5 from 16.5, near 10/11 April 2014 lower high at 52.5 
R1 50.5 2018 peak – 2 February, near the neckline of a 44mth inverted head/shoulders base at 51.0 

Support Levels 

S1 43.0 16/20 February 2018 minor higher lows 
S2 38.0 12/13 February 2018 lows 
S3 33.5 6 February 2018 spike low and 50% retrace of 16.5/50.5 rally 
S4 29.5 61.8% retrace of 16.5/50.5 rally 
S5 26.0 13 December 2017 minor higher low, near 76.4% retrace of 16.5/50.5 rally at 24.5 
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EUR/CHF – Ready To Resume Course Towards 1.2000
Technical Analysis by Andrew Dowdell

Back to Index Page

Decline off the January 1.1833 peak is losing
momentum as it approaches 40-Week MA (approx.
200-Day MA).

14-Week RSI has pulled back towards the 45-35 area
(considered support area within a wider bull trend).

Buyers are expected to re-group ahead of a strong
confluence of support in the 1.1388/60 area.

Below however, risks a deeper setback to 1.1259/33
(near lower boundary of a 10-month rising channel).

Clearance of barriers at 1.1585 and 1.1658 would
signal a return to strength, re-opening 1.1833
initially.

Further out, a re-test of the SNB former floor at
1.2000 is looked for.

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

Look to buy for gains to 1.1833. Place stop below
1.1360.

Resistance Levels 

R5 1.2140 7 October 2014 high 
R4 1.2000 Psychological (SNB former line in the sand) 
R3 1.1833 15 January 2018 high 
R2 1.1658 29 January 2018 high 
R1 1.1585 14 February 2018 high 

Support Levels 

S1 1.1447 8 February 2018 low 
S2 1.1360 8 September 2017 low, near 2 Oct 1.1388 low & 38.2% of 1.0632-1.1833 rally at 1.1374 
S3 1.1233 50% of 1.0632-1.1833 rally, near the 18 August 2017 low at 1.1259 
S4 1.1091 61.8% of 1.0632-1.1833 rally 
S5 1.0987 12 May 2017 high 

 



Title

London
+44 20 7017 5402

New York
+1 212 907 5802

Tokyo
+81 3 6273 4273

Hong Kong
+852 2234 2000

Singapore
+65 6411 7788

Shanghai
+8621 2326 3766

Informa Financial Intelligence (IFI), a unit of Informa plc (LSE: INF), provides fund flows, asset allocation, FX, credit issuance and 
banking data, quantitative products, research and analysis to financial institutions – both public and private -- around the world. Our 
market moving data services include daily, weekly, and monthly equity and fixed income fund flows and monthly fund allocations by 
country, sector and industry.

IFI encompasses products providing data, analysis and solutions to the mutual fund, banking, wealth management, investment 
advisory and public sectors: EPFR Global, Informa Global Markets (IGM), Informa Investment Solutions (IIS), iMoneyNet, TrimTabs,  
WealthManagement.com, PlacementTracker, Informa Research Services, eBenchmarkers, Mapa Research and BankTrends.

To find out more, please visit: https://financialintelligence.informa.com

To contact us, please email: sales.financial@informa.com

This material is provided by Financial Intelligence for the use of the recipient only and is not to be copied or distributed to any other person. No 
representation, warranty or undertaking (express or implied) is given and no responsibility is accepted by Financial Intelligence or any of its affiliates or by 
any of their respective partners, officers, employees, advisers or agents for the completeness or accuracy of any information contained in, or of any 
omissions from, this material or any supplementary information and any liability in respect of such information or omissions is hereby expressly 
disclaimed. This material is not a comprehensive evaluation of the industry, the companies or the securities mentioned, and does not constitute an offer or 
a solicitation of an offer or a recommendation to buy or sell securities. All expressions of opinion are subject to change without notice.

© Informa Business Intelligence, Inc (2018). All rights reserved.

IFI: who we are and how to contact us

New York
+1 212 907 5802

London
+44 20 7017 5402

Tokyo
+81 3 6273 4273

Hong Kong
+852 2234 2000

Singapore
+65 6411 7788

Shanghai
+8621 2326 3766

https://financialintelligence.informa.com/
mailto:sales.financial@informa.com

