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Signs of faster rate hike expectations are emerging in 
some jurisdictions.  Might this be to do with the end of 
a structural disinflation force?  In this context, Senior 
Editor Marcus Dewsnap and Chief European Technical 
Analyst Ed Blake highlight the potential for agricultural 
prices to become an inflationary issue [Pages 2-4]. 

 

➢ Senior Editor Marcus Dewsnap is leaning towards 4-hikes from the 

Federal Reserve this year [Page 5,7]. 

 

➢ European Fixed Income Manager Alvin Baker writes of the ECB, ‘The 

most recent 'loose' guidance (February 26) should become obsolete as 

soon as the March 8 meeting’ and expects the Dep Rate to be at 0% 

within 12-months [Pages 5,7-8]. 

 

➢ ‘It has become more doubtful that the RBNZ will even hike this year’, 

Market Reporter Tian Yong Woon thinks, ‘given how key economic 

metrics like wage growth and inflation failed to exhibit signs of 

materially breaking away from previous years of tepid showings 

despite some headway made in 2017’ [Pages 5, 11]. 

 

➢ Emerging Markets Analyst Robert Graystone suggests the Russian 

Central Bank will cut faster. ‘The Bank’s monthly report highlighted a 

reduction in short-term upside risks to inflation, opening the door for 

the CBR to take a more aggressive stance on rate cuts if conditions 

allow.’ [Pages 6, 13]. 

 

➢ Meanwhile, Emerging Asia Reporter Freda Yeo writes that with India 

expected to become the top regional economic performer in 2018, 

even famous dove Subramanian of the CEA admits that the time for a 

rate cut has passed, especially with oil prices rising and growth 

expected to fuel demand inflation [Pages 6, 14]. 
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MARCH MONTHLY INTEREST RATE OUTLOOK 

Structural Disinflation Waning? 
 

By Marcus Dewsnap, Senior Research Analyst, IFI 
 
 
 
 
 
 
 
 
The chart below caught our attention towards the end of last year.  It is the Bloomberg Agriculture sub-
index alongside the US 2s-30s spread since early 2011. 

 
The point made about this relationship is one of structural disinflationary pressures via falling food prices 
feeding through to a lower inflation premiums and therefore acting as a drag on longer-term yields, hence 
supporting curve flattening. 
 

Indeed, the Ag index has been on a 
downtrend since the mid-1990s 
(see chart to the left).  During this 
period, globalisation is a dominant 
event bringing with it great 
technological change and an 
increasingly more efficient 
agricultural industry.  The role of 
expanding global value chains 
cannot be underestimated either.  
Food costs are a significant element 
of CPI baskets around the globe, 
hence, this is all disinflationary. 
 

 

A structural disinflationary force in the form of falling agricultural commodity prices feeding 

through to food costs may be on the turn to support inflationary pressure. 
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Is this structural issue changing?  A shorter-term Agricultural Index chart shows that a record low was 
reached mid-January this year.  Technical analysis shows the subsequent rise breeching a key falling trend 
line (see next graph) with momentum turning positive.  

•The 6-week rally from 46.600 (16 Jan 18, 
record low) has just cleared strong 
resistance between 49.384 (21mth falling 
trendline) and 49.681 (18 Sep 17 peak). 
 
•With daily/weekly studies building, a 
sustained break confirms completion of a 
major 6-1/2mth base and suggests further 
recovery moving forward. 
 
•Initial resistance is pegged at 
50.658/50.721 (3 Aug 17 former low and 
50% of 54.850/46.600 fall), beyond which 
opens 51.693/51.710 (61.8% retrace and 
8 Aug 17 lower high). 
 
•Sustained index strength would then 
target the 52.762-52.896 zone (6-1/2mth 
base target, 28 Jul 17 high and 76.4% 
retracement). 
 
•Only a failure to hold over 49.681 and/or 
a return below 48.551 (21 Feb minor 
higher low) would caution and threaten a 
deeper setback to 47.949/47.314 (9/5 Feb 
lows). 

 
 
 
This all suggests a direct (re) 
inflation play (assuming one 
believes structural disinflation via 
food cost is indeed ebbing) is via 
soft commodities.   
 
In comparison to equities they 
have significantly 
underperformed over the last 10-
years (see graph to the left with 
Bloomberg Ag Index versus the 
FTSE World). 
 
 

 
 
Flows into physical agricultural funds have picked up this year (via EPFR), as the left hand chart below 
shows.  Looking at a monthly flow chart also suggests the preponderance for significant outflows has 
waned since the start of 2016.  May be not yet strong enough to suggest investors are 100% convinced 
structural (food) disinflation is a thing of the past, but worth watching.   
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And note that the 
combined net speculative 
position for the 
components of the 
Bloomberg Ag Index have 
recently been culled from 
an extreme short to a 
small long. 
 
• Components: 
 
• Corn 
• Soybean 
• Soybean Meal 
• Soybean Oil 
• Coffee 
• CBT Wheat 
• KBT Wheat 
• Cotton 
• Sugar 

 
A not insignificant threat to a rising food costs scenario comes from a stronger Dollar – possibly induced 
by the market changing its perspective of US rate hikes to a faster pace.  Stalling/falling demand via an 
economic slowdown would also impact.  There is also probably plenty still to be gained from technological 
advances too.   
 
One other interesting aspect to consider if food prices do enter a structural inflationary period at the 
same time as growing trade tensions - the latter will act as at least a partial offset to the (disinflationary) 
impact of global value chains.  Further, technology will not be as universally available as it is now, which 
will limit global efficiency gains. 
 

marcus.dewsnap@informagm.com with Technical Analysis by ed.blake@informagm.com 

 
  

mailto:marcus.dewsnap@informagm.com
mailto:ed.blake@informagm.com


 

 

 

 
 
           London                          New York                         Tokyo                         Hong Kong                   Singapore                      Shanghai 

+44 20 7017 5402          +1 212 907 5802          +81 3 6273 4273          +852 2234 2000          +65 6411 7788          +8621 2326 3766 
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FORECASTS AT A GLANCE: MAJORS 

 
 

G3 
CURRENT 

(%) 

DIRECTION OF 

NEXT POLICY 

MOVE* 

UPCOMING CB 

MEETINGS 

RISK OF MOVE AT 

NEXT MEETING 

THREE-MONTH 

F/C (%) 

SIX-MONTH F/C 

(%) 

TWELVE-

MONTH F/C 

(%) 

Fed Funds 1.25-1.50  March 20-21 100% hike 25bp 1.50-1.75 1.75-2.00 2.25-2.5 

T-Note (10 Yr) 2.82    2.75 3.05 3.32 

ECB refi/depo 0.0/-0.40  March 8 
100% steady on 

all fronts 
0.00/-0.40 0.00/-0.40 0.40/0.00 

Euro 10 Yr 0.62    0.80 0.90 1.10 

Japan o/night 

Call 
-0.10  March 8-9 100% steady -0.10 -0.10 0.00 

JGB b/mark 10 

Yr 
0.06    0.06 0.08 0.12 

Europe        

BoE Repo 0.50  March 22 100% steady 0.50 0.75 1.50 

Gilts 10 Yr 1.44    1.60  1.75 1.90 

Swiss 3 mth 

Libor 
-0.75  March 15 100% steady -0.75 -0.75 -0.75 

Conf 10 Yr 0.01    0.15 0.30 0.45 

Swedish Repo -0.50  April 26 100% steady -0.50 -0.50 0.00 

SGB 10 Yr 0.76    0.90 1.05 1.25 

Norges Bank 

depo 
0.50  March 15 100% steady 0.50 0.50 0.75 

NGB 10 Yr 1.89    2.00 2.15 2.25 

Dollar Bloc        

BoC o/n Target 1.25  March 7 100% steady 1.25 1.50 1.75 

Canada 10 Yr 2.17    2.20 2.00 2.40 

RBA OCR 1.50  March 6 100% steady  1.50 1.50  1.50 

Australia 10 Yr 2.73    2.80 2.90 2.95 

RBNZ 1.75  March 22 100% steady 1.75 1.75 2.00 

NZ 10 Yr 2.91    3.00 3.15 3.25 
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FORECASTS AT A GLANCE: EMERGING MARKETS 

 

Emerging 
Markets 

CURRENT 

(%) 

DIRECTION OF 

NEXT POLICY 

MOVE* 

UPCOMING CB 

MEETINGS 

RISK OF MOVE AT NEXT 

MEETING 

THREE-

MONTH 

F/C (%) 

SIX-MONTH 

F/C (%) 

TWELVE-

MONTH F/C 

(%) 

NBH base rate 0.90  March 27 100% steady 0.90 0.90 1.15 

CNB 2 wk repo 0.75  March 29 
80% steady 

20% hike 25bp  
1.00 1.00 1.25 

NBP reference 

rate 
1.50  March 7 100% steady 1.50 1.50 1.75 

CBT 1 wk repo 8.00  March 7 
70% steady 

30% hike 100bp 
8.00 8.00 8.00 

SARB repo 6.75  March 28 
60% cut 25 bp 

40% steady 
6.50 6.50 6.50 

Bank of Russia 

key policy rate 
7.75  March 23 

60% steady 

40% cut 25bp 
7.50 6.75 6.50 

BC do Brasil selic 6.75  March 21 
70% steady 

30% cut 25bp 
6.75 7.00 7.25 

BC de Chile o/n 2.50  March 20 
80% steady 

20% cut 25bp 
2.50 2.50 2.75 

Banco de Mexico 

o/n 
7.50  April 12 

60% hike 25bp 

40% steady 
7.75 7.75 7.50 

PBoC 1 year depo 1.50  n/a n/a 1.50 1.50 1.50 

RBI repo 6.00  April 5 100% steady 6.00 6.25 6.25 

BoK Base rate 1.50  April 12 100% steady 1.50 1.75 1.75 

Bank Indonesia 

Reverse Repo 
4.25  March 22 

90% steady 

10% cut 25bp 
4.25 4.25 4.25 

Current yields as of 2 March 2018  

N/a = not applicable 

* Note: The IGM view of the next monetary policy move, whenever it occurs.  Tightening =     Easing = 

Boxes in red denote significant changes to our outlook. 
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CENTRAL BANK OUTLOOKS 

 
FED: A 25bp Fed Funds hike is a given at the March 
convene.  The ‘interest’ will lie in any ‘Dot Plot’ 
changes and implications for the speed of rate hikes 
(i.e. 3 or 4 this year we are now nearer to the 4 camp) 
and Terminal Funds (currently the market judges just 
above 3%).  Powell will also host his first post-
meeting presser.  He didn’t really present any new 
information at his Congressional testimony.  The 
‘hawkish’ bent could just as easily have been Yellen.  
Gradual is one hike per quarter unless something 
data wise steers off course.  Recent tightening in the 
funding markets is an interesting undercurrent which 
might need to be addressed. 
marcus.dewsnap@informagm.com 
 
10-year US yield technical analysis HERE 
 

EUROZONE: The most recent 'loose' guidance 
(February 26) should become obsolete as soon as the 

March 8 meeting.  Many players have harboured 
thoughts that FG will be tweaked - this after early Q1 
2018 noises were made that some GC members saw 
no need for QE at the Eur 30bn pace beyond its 
September 2018 expiry.  And even 
increased/extended if needed.  Many think a policy 
statement should be made at the earliest 
convenience and March with new Staff Forecasts, 
seems the most logical time.  That said, the ECB 
obviously wanted to hedge its bets, sending out a 
sources' missive that showed a group who prefer 
PSPP to be wound down to zero gradually, probably 
to the end of the year.  To counter falling behind the 
curve criticism, this could be accompanied by 
adjusting language to completely remove the easing 
bias. 

While the above synopsis seems feasible, there could 
be a drastic reaction (in yields from 5-years to 30-
years) riding on the statement.  In testimony to the 

mailto:marcus.dewsnap@informagm.com
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EU Parliament, Draghi had little choice but to 
reiterate the current CB stance.  Namely, upbeat on 
the economy, but low inflation presenting a dilemma 
as it is yet to show a sustained upward trend path.  He 
seemed sincere on his view that ongoing stimulus will 
strengthen confidence in the inflation target being 
met. 

Other considerations that could influence policy are 
how the Euro behaves in the run up to the meeting - 
of late volatility has calmed compared to the mid-late 
January surge.  Hawks on the Council have been 
rather tight-lipped since German wage demands 
weren't deemed as inflationary (by markets) and the 
other key metric, the market-based 5-year/5-year 
forward inflation swap has failed to breach 1.80% for 
the umpteenth time - identified as a key area. 
All told, several moving parts to the statement, and 
for speculators we marginally favour a more hawkish 
slant via curve steepening plays and OTM Bund put 
options.  We see little downside yield pressure while 
growth is bowling along at its current robust pace, 
notwithstanding the moderation in February’s PMIs.  
alvin.baker@informagm.com 
 
10-year Euro yield technical analysis HERE 

 
JAPAN: The BoJ will next meet to set monetary 
policy on 08-09 Mar, and again, no changes are 
expected.  Amidst the bond market rout and nascent 
Yen strength, the BoJ stepped in to reaffirm 
commitment to the YCC targets on 02 February by 
increasing 5-10year JGB purchases by Yen40 bn and 
announcing an unlimited fixed rate operation to buy 
10year JGBs at 0.110% (first since July 2017).  This was 
a big signal from them, and JGB yields have drifted 
lower ever since despite the rise in yields elsewhere.  
 
That said, with the recent trend of a flattening JGB 
yield curve with Japanese lifers/pension funds selling 
USTs in favour of super-long JGBs amidst the 

perceived BoJ backstop, the BoJ stepped in on 28 
February to seemingly arrest this by cutting 
purchases in the 25-year-plus segment by Yen10 bn 
with the opportunity afforded by the nascent 
stabilization in USD/JPY.  
 
With this subtle tweak, the yield curve flattening 
move may start to abate from here even whilst 
month-end extensions and fiscal year-end demand 
implicitly support the super-longs.   
 
How far the curve can steepen will inherently depend 
on moves in USTs.  If the UST sell-off is capped ahead 
(5s around 2.750% and 10s around 3.000-050%), we 
suspect that could stoke a rebalance from Japanese 
lifers/pension funds towards buying USTs on an 
unhedged basis which would temporarily remove 
demand for super-long JGBs.  
 
However, if the firm Yen backdrop remains and 
Japan's data continues to come in weaker-than-
expected (signs that the strong Yen is starting to cut 
into manufacturing activity and exports), watch for 
super-long dip-buying interest to ultimately re-
engage further out on the view that the BoJ can't cut 
purchases by a material amount. 
 
The BOJ will retain an ultra-accommodative policy 
and isn't about to exit QQE anytime soon (possibly 
not before 2020 owing to overhanging concerns of 
the proposed October 2019 sales tax hike), and our 
expectation of the window for a YCC tweak opening 
up in Q2 may need to be pushed back if Yen strength 
continues or exacerbates.   
 
Talk of changing the BoJ statute to allow them to 
purchase foreign bonds has resurfaced but this is an 
unlikely scenario for now, given it may be a hard-sell 
to convince the US that it's a reflation move and not 
a currency intervention move.  
jianhui.tan@informagm.com 

 
 

 

EUROPE 

 

UK:  In theory, the next BoE update is a non-'live' 
meeting given the widely-held belief that policy 
changes will only materialise at 'super-meetings', 
February, May, August, and so on.  In addition, we 
suspect the MPC need more time/data to determine 
whether to follow last November's rate hike with only 
the 2nd tightening move in a decade.  For many, this 
move may be even more symbolic versus the 
previous one as the November move was merely to 
reverse the referendum shock rate cut (25bp). 

Nevertheless, we suspect a few MPC members may 
be tempted to throw their hawkish hats into the ring.  
Of the most likely, we assume Saunders and possibly 
one other to show a more definite move is 
forthcoming.  McCafferty, Vlieghe, Broadbent and 
Ramsden have all been pretty vocal and hawkish for 
the most part.  The theme being that the economy 
may not warrant such lax policy given productivity, 
stubborn inflation and tightening spare capacity via 
the labour market. 

mailto:alvin.baker@informagm.com
mailto:jianhui.tan@informagm.com
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With the UK rates' strip/yield curve pricing in a more 
aggressive tightening policy (while off its most 
extreme levels) the March convene should offer 
some clues as to the prospect of a move in H1.  May 
WIRP is about 58-59%, and just a 1 in 3 chance of two 
hikes by November - a surprise move in March is 
about a 1 in 5 chance, per the same probability 
measures.  Much could still hinge on the transitional 
Brexit deal, which won't be known until the end of 

March though the BoE assumes some kind of 
agreement to avoid the dreaded cliff edge scenario.  
We still hold a synthetic short in Gilts looking for the 
10-year yield to test 1.75% by the end of H1. 
alvin.baker@informagm.com 
 

Gilt yield technical analysis HERE. 

 

 

SWITZERLAND: The SNB are seemingly the 
central bank that time forgot.  Having ‘celebrated’ the 
third anniversary of the removal of the Franc cap in 
January, markets have not given the central bank 
much thought.  With inflation dipping again in 
January to 0.7% y/y, there is no clamour for the SNB 
to make a move, so we would expect the SNB 
monetary decision due March 15 to pass with little 
fanfare. mark.mitchell@informagm.com 

 
SWEDEN: The Riksbank kept rates unchanged at 
the last meeting, but the minutes suggested a shift in 
the repo rate path is coming.  Those minutes had 
indeed been taken as a dovish development, with 
Jansson warning that, should inflation fail to return to 

target, then rates hikes can be delayed even further, 
adding that conditions for a hike are unlikely to be 
met in September.  Prior hawk Skingsley has also 
turned more cautious, citing uncertainties 
surrounding inflation and wages as reasons to hold 
off on tightening, while af Jockhnick has recently 
called for a weaker exchange rate to help get the CPIF 
rate back to 2.0%.  Eur/Sek has rallied to eight year 
highs above 10.00 in response.  Next decision on April 
26 – a dovish “hold “anticipated.  
rachel.bex@informagm.com 
 
NORWAY: Despite a surprise large scale downside 
miss from Norway’s January Core CPI, the Norges 
Bank is expected in some quarters to raise their 
interest rate path at the March 15th meeting.  A 

mailto:alvin.baker@informagm.com
mailto:mark.mitchell@informagm.com
mailto:rachel.bex@informagm.com
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MARCH MONTHLY INTEREST RATE OUTLOOK 
tighter labour market, the further recovery in oil 
investment forecasts and expected higher rates 
abroad are all cited as reasons for the move, which 
would tie up well with the insistence of Norges Bank 
Governor Olsen that rates are likely to rise this year.  

This speculation coupled with worries over low 
inflation in Sweden, has seen the Norwegian Krone 
outperform its Swedish counterpart markedly in 
February. mark.mitchell@informagm.com

 
 

DOLLAR BLOC 
 

 

CANADA: The BoC are the only major central bank 
to have changed rates so far this year, with the 0.25% 
rate hike in January.   Despite the move the Canadian 
Dollar is the worst performing G10 currency so far in 
2018, falling more than even the beleaguered US 
Dollar.  This will not worry the BoC unduly, but they 
are likely to stand pat at their next meeting on March 
7th.  Data has been disappointing of late, with trade 
and labour market data the highlights, but with 
NAFTA negotiations continuing we expect the BoC to 
again highlight the uncertain economic situation. 
mark.mitchell@informagm.com 

 
10-year Cad yield technical analysis HERE. 

 
AUSTRALIA: The RBA is expected to leave cash 
rate unchanged at 1.50% next time as the underlying 
issue of high household debt/slow wage growth that 

is weighing on consumption has yet to see significant 
improvements since the last meeting.  

On the data front, January’s jobs report was decent 
with employment seeing its 16th consecutive month 
of increase, pushing trend employment growth to 
23k per month.  That said, while leading indicators 
suggest unemployment will continue to decline, 
there is still some way to go before it reaches 5%, 
which is a common estimate of NAIRU, a level from 
which wage pressure should start manifesting.  Q4 
wage index came in slightly better than expected at 
2.1%y/y and 0.6%q/q, a welcomed improvement 
with the q/q print the highest since Q1 2014.  
However, wage growth is still well below the 3.5% 
deemed as normal by the RBA, while real wage 
growth also remains flat.  Meanwhile, average 
household mortgage debt to income remains around 
140% as of Q4 2017. 

mailto:mark.mitchell@informagm.com
mailto:mark.mitchell@informagm.com


 

 

 

 
 
           London                          New York                         Tokyo                         Hong Kong                   Singapore                      Shanghai 

+44 20 7017 5402          +1 212 907 5802          +81 3 6273 4273          +852 2234 2000          +65 6411 7788          +8621 2326 3766 

MARCH MONTHLY INTEREST RATE OUTLOOK 
Overall, while there are some bright spots in the 
economy – robust business conditions, non-mining 
investments (from government infrastructure 
spending), tightening labour market – there is still 
excess capacity, meaning healthy wage growth that 
could sustain a 2.5% average inflation rate remains 
elusive.  High household debt also means demand is 
sensitive to any rate increases and until higher wages 
serve to alleviate the debt burden, the RBA is not 
expected to tighten policy.  The next likely window for 
a hike is seen in late Q4 2018 or possibly Q1 2019. 
QiXiu.Tay@informagm.com 

 

NEW ZEALAND: Any early anticipation of a 
possibly more hawkish RBNZ in 2018 quickly fizzled 
after the New Zealand economy reported a much 
lower than expected year-on-year Q4 2017 CPI of 
1.6% and a weaker than expected Q4 2017 private 
wage growth print which were predictably followed 
up by the RBNZ's revealed downward CPI forecast 
revisions as a result of its 1st 2018 meeting on 8 
February.  
 
With little standing in the way of the RBNZ's next 
gathering 22 March, save for New Zealand's February 

2018 food price inflation and Q4 2017 GDP prints, 
another on-hold decision expected.  It has also 
become more doubtful that the RBNZ will even hike 
this year, given how key economic metrics like wage 
growth and inflation failed to exhibit signs of 
materially breaking away from previous years of 
tepid showings despite some headway made in 2017.  
Continued forestalled market expectations for the 
RBNZ's first OCR hike since July 2014 is likely to see 
said expectations once again align closer with the 
RBNZ's own OCR rate hike forecast implied earliest 
for June 2019. 
 
All that said though, there may still be events on the 
horizon in the RBNZ space which may inspire 
renewed reasons for anticipations for hawkishness 
this year.  New Zealand's wage growth is likely to see 
a policy-driven boost as the economy's minimum 
wage is set to be raised effective from April this year 
though much remains to be seen if there will be any 
follow through in terms of both wage growth and 
inflation from this one-off bump.  Further out, the 
developments arising from Phase 1 of the New 
Zealand Government's review of the Reserve Bank 
Act and the commencement of Phase 2 of said review 
are ones to watch. tianyong.woon@informagm.com 

 
 

 EMERGING MARKETS: EUROPE, RUSSIA & SOUTH AFRICA 

 

CZECH REPUBLIC: There has been little fresh 
data or information to change the Czech monetary 
policy outlook, and thus markets continue to price in 
near 50bp of rate hikes over the next 12-months, 
despite the CNB suggesting that the February hike 
could be its last this year. 
 
This neutral stance supported by slowing inflation 
(Czech CPI slipped to 2.2% y/y in January) and the 
Koruna's appreciation against the Euro so far in 2018, 
although the currency has slipped lower in February.   
The CNB’s minutes to the February meeting 
suggested that the Central Bank may well be done 
with tightening for the year, as for the first time in 
four years it provided an FX forecast that predicted 
the Czk would strengthen through to the end of 2019.  
The CNB has previously stated that its interest rate 
outlook is conditional on the rate at which CZK 
strengthens, and it sees EUR/CZK at 24.900 in 2018 
and 24.500 in 2019.  This, together with a lower CPI 
outlook (Q1 2019 CPI forecast trimmed to 1.9% from 
2.0%), should give them little impetus to rush into 
further tightening.  
christopher.shiells@informagm.com 
 

HUNGARY: An expectation that its 3% (+/- 1 ppt) 
inflation target will not be achieved in a sustainable 
manner until the middle of 2019 is driving the NBH’s 
dovish policy bias.  As expected, the central bank left 
the base rate and overnight deposit rate on hold at 
0.90% and -0.15% respectively at the February 
meeting and repeated that it will keep monetary 
conditions loose for a prolonged period using its 
unconventional policy measures that are intended to 
flatten the yield curve.  Commenting on its newest 
policy measures, mortgage bond purchases and 
interest rate swaps, the NBH said these will be part of 
its expanded tool set for a long time and it will assess 
its success in keeping long-term rates lower by 
looking at yields relative to international peers. 
 
The NBH's determination in sticking to its dovish 
stance suggests there is little significant upside 
potential for the Forint over the short-term. That 
said, investors are not all buying into the dovish 
message as the implied policy rate is pricing in a 25bp 
hike to the key rate over the next 12-month versus 
less than 20bp in early-January.  Double-digit wage 
growth (13.5% y/y in December) has supported GDP 
growth (4.4% y/y in Q4 - highest since Q2 2014) and 
must eventually feed through into prices, which could 
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still force the central bank to begin normalising policy 
before the end of 2018. 

natalie.rivett@informagm.com 
 

 

 

POLAND: The continued slowdown in Polish CPI to 
1.9% y/y in January after hitting the NBP’s 2.5% target 
back in November has eased any pressure on the 
central bank to adjust their steady rates stance.  
 
This was reinforced at the central bank’s February 
meeting where rate setters appeared to back steady 
rates until the end of the year.  Governor Glapinski 
backed unchanged policy through 2018 but was 
reluctant to comment on the monetary policy path 
past that, despite having previously suggested that 
rates could stay unchanged into the middle of 2019.  
Hence, the outlook is somewhat less dovish than it 
has been, and the market implied policy rate still 
points to one 25bp rate hike over the next 12 months. 
 
That being said, the bar is high for policy tightening 
and we expect that it will be some time before the 
hawks on the board gain enough traction to spark 
rate hike discussion.  Note - at the March meeting, 
the MPC will have access to updated staff projections, 
so this could prove critical for any adjustment to 
forward guidance.  
robert.graystone@informagm.com 
 

SOUTH AFRICA: Markets demonstrated that they 
considered South Africa to have delivered a credible 
budget that should be enough to stave off a 
downgrade from Moody’s in March, having cut VAT 
for the first time since 1993 and pledged to reduce 
spending by Zar 85bn over 3 years to plug the 
revenue gap and trim the deficit.  The key focus now 

is whether the SARB will feel confident enough to cut 
rates to help accelerate growth (2018 GDP forecast at 
1.5%, per the budget) amid the benign inflation 
backdrop that saw CPI slow to a near 3 year low of 
4.4% y/y in January from 4.7% in December, while the 
core measure was even lower at 4.1%.  
 
The moderation in inflation, together with Rand 
strength, has left the implied policy curve pricing in 
more than 25bp of easing over the next 12 months 
and we could see a quarter point cut as soon as the 
next policy meeting on March 28th.  Provided the 
SARB lives up to expectations, SAGBs may well see 
some renewed investor interest and thus, with scope 
for further yield downside - the yield on the 2026 
maturity bond has already slumped around 130bp 
from its November highs and briefly breached 8% for 
the first time in almost 3 years in the wake of the 
budget. natalie.rivett@informagm.com 
 

RUSSIA: At their February meeting, the Russian 
central bank delivered a more restrained 25bp rate 
cut (versus previous -50bp action), in line with 
consensus.  However, the CBR also provided more 
dovish forward guidance, with the statement 
highlighting that a transition from a moderately tight 
to a neutral bias may be completed by the end of 
2018.  Note - this is broadly in line with recent 
rhetoric from Governor Nabiullina which suggested 
that the central bank may shift to neutral policy faster 
than planned. 

mailto:natalie.rivett@informagm.com
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The Bank’s monthly report then highlighted a 
reduction in short-term upside risks to inflation, 
opening the door for the CBR to take a more 
aggressive stance on rate cuts if conditions allow.  
Markets are pricing in a further 100bp of cuts over 
the next 12 months, bringing the base rate to 6.50% 

versus the nominal equilibrium level of 6.00-7.00%.  
However, there has been little impact from this 
increasingly dovish outlook on the Rouble, as Russia 
already offers significantly higher real yields than 
some of its EM peers. 
robert.graystone@informagm.com 

 

 
TURKEY: The continued slowdown in Turkish CPI in 
Jan to a softer than forecast 10.35% y/y, continues to 
take the pressure off the CBRT to tighten monetary 
policy, although core-CPI remains near record highs.  
Thus, we still believe it is very unlikely that the CB will 
switch to a looser policy stance anytime soon as has 
been suggested in some quarters.  The CB's last 
Quarterly Report saw CPI forecasts lifted (7.9% for 
2018, 6.5% for 2019), but we believe these are still 
too optimistic and will likely need to be revised higher 
in due course.  
 
The CBRT continues to stress that its current tight 
policy stance is adequate and has kept the door open 

to further tightening if needed, despite political 
pressure.  The IMF noted that base effects could see 
CPI fall over the coming months, but the headline 
figure may well reach double digits again without 
further action from the CBRT.  It is likely the CBRT will 
only take action in the event of renewed currency 
weakness, and for now the Lira is trading in a narrow 
range versus the USD, well off the record lows hit in 
November last year, with 3-month implied volatility 
testing lows recorded in January this year and 
October in 2017. 
christopher.shiells@informagm.com 
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EMERGING MARKETS: ASIA 

 

 
INDIA: For most of 2017, the RBI had been under 
pressure from the government and business groups 
to cut interest rates as the economy was roiled by 
demonetization and GST implementation effects.  
The RBI stood its ground even when the CPI fell below 
2% in June, and have been proven right as the index 
has climbed steadily higher since, on account of food 
inflation and the fading effect of the reforms 
undertaken, closing out 2017 strongly at 5.21%.  
Accordingly, the RBI has slightly adjusted upwards 
their inflation estimate to 4.3-4.7% at their last 
meeting in November.  Since then, the focus has 
fallen on worries that the fiscal deficit may balloon 
and get out of control.  With the government earlier 
seeking to issue more bonds, and then backtracking 
on the additional issuance by 60%, yields have 
steadily climbing anyway, with the 10-year 
approaching 7.5% recently, a level not seen since 
mid-2016.  The expected supply of bonds continues 
to be problematic, not only driven by expectation of 
widening fiscal deficit due to teething problems with 

GST collection, but also for a plan to recapitalize 
banks, part of which is expected to be financed by 
issuance.  With India expected to become the top 
regional economic performer in 2018, even famous 
dove Subramanian of the CEA admits that the time 
for a rate cut has passed, especially with oil prices 
rising and growth expected to fuel demand inflation.  
As such, the RBI is likely to remain unchanged at its 
next meeting, with incoming data watched for a more 
hawkish change in tone later in the year. 
freda.yeo@informagm.com  

 

CHINA: After appreciating for thirteen months, CNY 
finally, in the first week of February, returned to 6.25 
against USD, a level registered before the FX regime 
changed on 11 August 2015.  Meanwhile, SAFE in 
early-February decided to re-open the Qualified 
Limited Domestic Partnership scheme (QDLP).  The 
scheme allowing a limited number of asset managers 
to manage the assets of Chinese investors overseas 
subject to a quota of USD1.2bn started in 2013 and 
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closed in 2016.  The re-opening of QDLP suggests 
currency depreciation risk has already fallen to a level 
that is low enough to allow the top policymakers to 
relax restrictions on capital outflows.  In our view, a 
strong CNY FX rate is needed as financial deleveraging 
deepens further.  We reckon Chinese top 
policymakers would like to use strong CNY FX as a 
buffer against the potential market shocks arising 
from ongoing financial deleveraging.  In order to 
ensure progress with deleveraging, the regulators 
imposed tighter control over corporate bond 
issuance.  A notice detailing new rules for corporate 
bond issuance issued on 12 February by NDRC stated 
that it is strictly forbidden for enterprises to accept 
local governments and their subordinate 
departments in various names to provide guarantee 
for their market-oriented debt financing.  For now, 
liquidity has become less accessible.  Thus, it is 
possible that the market will see defaults by local 
government financial vehicles (LGFVs).  However, the 
risk will be confined to the regional context and 
systemic risks are unlikely.  
tim.cheung@informagm.com 

 

INDONESIA: The BI as expected kept benchmark 
rates unchanged at their recent meeting in mid-
February, amid a volatile market environment which 
saw the IDR whipsaw from sharp gains to losses amid 
rising global yield.  Foreign flow into the bond market 
also saw a reversal that trimmed holdings from over 
USD3bn YTD to as low as USD1.06bn before steadying 
near USD1.5bn.  In the midst of it, inflation has 
remained muted, with consumer-driven demand still 
largely absent.  January’s headline print at 3.25% was 
lowest since December-16, with February’s 
promising to match that or print even lower, as 
guided by the BI Governor via interim data.  Core 
inflation is even more dismal, with January’s print at 
only 2.69%.  Despite soft inflation and strong 
expectation for BI to remain on hold to support 
economic growth, bond yields actually saw upward 
pressure as investors filed for the exit amid rising 
global rates.  Recent bond sales saw much weaker 
BTC ratios especially compared to record sales from 
early in 2018.  As such, the BI is likely to focus on 
stability in the coming meetings, especially as new 
uncertainties abound--from the new Fed chairman, 
to the path of rates, and financial market volatility.  

For now, there is little to no room for the BI to cut 
rates, while hike expectation as well is limited by 
worries that economic growth might stall despite 
outward confidence.  No change is expected and the 
BI is likely to remain on hold for the forseeable future. 

As an aside, the current CB Governor sees his term 
end in May, with President Jokowi’s replacement 
named as Deputy Governor Perry Warjiyo, a well-
respected name expected to continue the BI’s stance 
on monetary policy and financial reforms. 
freda.yeo@informagm.com 

 
SOUTH KOREA:  As expected, the BoK kept rates 
unchanged at 1.5%, a unanimous decision, as 
inflation failed to make a showing.  CPI had been 
shifting lower and lower from August 2017's high 
watermark of 2.6% y/y, touching 1% in January while 
core inflation came in at 1.1% in January.  The central 
bank expects CPI to remain in the low- to mid-1% 
range for now, and will carefully judge if necessary to 
adjust policy.  They reiterated that they do not 
automatically track the Fed’s hike while confirming 
that their current policy remains accommodative.  
Their immediate aim is to stabilize CPI at the 2% 
target while ensuring continuation of economic 
recovery.  The main external threats to economic 
growth to the BoK are rising long-term rates, as well 
as growing protectionism from trade partners, 
particularly the US.  Interestingly, BoK Governor Lee 
(last meeting coming up, no replacement named as 
yet) comments that the shrinking yield advantage 
with the US is not expected to increase outflow, even 
if the US peer overtakes, with steady demand for 
local assets expected to continue.  This may be true 
for bonds, held by sovereign institutions’ strong 
hands, but equities actually recorded a USD2.7bn 
outflow YTD.  Still the central bank will keep 
monitoring major countries’ policy stance and will 
“carefully judge if necessary to adjust policy.”  Among 
local challenges, increasing household debt remains 
the obstacle to improving domestic demand, though 
the BoK sees a continuation of gradual recovery.  It 
might be prudent to note that the BoK acknowledged 
in ther previous minutes that continued 
accommodation could cause financial imbalances 
such as the household debt to deepen, as well as 
other effects on growth and inflation in the long 
term.  freda.yeo@informagm.com 

 

 
 EMERGING MARKETS: LATIN AMERICA 

 

BRAZIL: As anticipated, Brazil's central bank cut the 
Selic rate by 25bp to a record low at 6.75% in their 
first meeting of 2018 and also signalled the end of 

their 16-month long easing cycle.  However, market 
implied policy rates are now nearly fully pricing in a 
further 25bp cut at the March BCB meeting, following 
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a run of soft inflation prints, but swaps are not so 
convinced, pricing in a 17bp reduction, whilst the 
latest economists survey still sees the Selic rate cycle 
low at 6.75%.  
 
It remains to be seen if the inflation picture is enough 
to force the BCB to cut again, especially given the 
sharp halt in fiscal reform, which saw the pension 
reform bill shelved.  Assuming that there is no rapid 

deterioration in macroeconomic conditions that 
forces the BCB to reconsider this decision, attention 
now turns to how long the central bank will wait 
before they begin tightening. 
 
The Brl also faces downside risks on election 
uncertainty in the run up to the October Presidential 
vote, which could deter any further BCB rate cuts and 
even bring forward the start of the tightening cycle. 

robert.graystone@informagm.com 
 

 
CHILE: The neutral outlook for Chilean monetary 
policy has been brought into question over the last 
month, thanks to the latest inflation data, which saw 
January CPI print a firmer than forecast 2.2% y/y from 
2.3% in December, and the February meeting 
minutes show some still favoured a 25bp cut. 
 
The Central Bank moved to a neutral stance from a 
moderately expansionary policy bias in January, 
acknowledging more favourable external and 
domestic conditions, with Chile's Q4 growth slightly 
better than forecast (official figures due next month). 
This, after economic activity printed 2.6% in 
December (slowing from November’s 3.2% 2yr high), 
while industrial production has been positive for six 
straight months and copper production hit the 
second highest on record in December.  It was this 
economic strength that stopped the CB cutting again 
in February.  The central bank also said risks that 

inflation would fail to converge on target (3% +/-
1ppt) had eased, though with CPI expected to remain 
low in the short-term, kept the door open to further 
easing and will remain attentive to signals that could 
slow the convergence towards target.  
 
We maintain that further easing will not materialise, 
so long as the economy remains on a strengthening 
path and there is no sharp deterioration in inflation.  
However, with the Clp up 4% versus the Usd already 
this year, we believe that there remains space for the 
MPC to move back to favouring rate cuts if the Clp 
keeps on rallying.  Traders and economists (per the 
BCCh bi-weekly surveys) already think Chile has 
reached the end of its easing cycle.  However, since 
last month the market has relaxed its rate hike 
forecasts and are now looking for just one 25bp hike 
over the next 12 months, versus two previously. 
christopher.shiells@informagm.com 
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MEXICO: Mexican inflation looks to have turned a 
corner since peaking at a 16.5 year high of 6.77% y/y 
in December, slowing to 5.45% in the first two weeks 
of February.  However, this does not mean the door 
is shut to additional monetary tightening following 
the 25bp rate increase to 7.50% at Banxico’s first 
policy meeting of 2018, as the central bank has 
retained a cautious view of CPI.  Hence, market 
implied policy rates are pricing in another 25bp hike 
in 6 months. 
 
Although the Bank is expecting CPI to continue 
moderating, to reach the 3% target in Q1 2019, the 
recently released Quarterly Inflation Report made it 
clear that the balance of risks remain upwardly 
slanted in an environment of high uncertainty.  A 

potentially significant rise in some energy prices was 
highlighted as one of these risks to inflation, while 
Banxico has also previously noted FX pass through as 
important for policy decisions with the Peso 
vulnerable to fresh depreciation pressure on any 
unfavourable developments from NAFTA 
negotiations as well as concerns over Mexico's July 
1st general election.  
 
A more restrictive US monetary policy also needs to 
be considered given the prospect of rapid capital 
outflows and whilst there is a need to support 
economic activity (balance of risks to growth still 
tilted to the downside), Banxico has demonstrated 
that it will not hesitate to hike rates if needed. 
natalie.rivett@informagm.com 
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TECHNICAL ANALYSIS 

 
US 10-Year Treasury Note Yield – Probes the upper bounds of 29-year falling channel 

US 10 Year Yield – Monthly Chart 

 

Resistance Levels 

R5 3.613 8 April 2011 peak 

R4 3.336 Equality of 1.318/2.639, 2.014 near 3.320 - 2 May 2011 high and 50% 5.323/1.318 

R3 3.247 12 May 2011 peak near 3.221, 7 July 2011 peak 

R2 3.052 2014 peak – 2 January – trigger for potential 6.5-year double bottom pattern formation 

R1 2.981 61.8% 4.009/1.318, near 2.961 (2.75-year falling channel target)/ 2.965 (2.236x 1.318/1.877, 1.714) 

Support Levels 

S1 2.639 15 December 2016 peak near 2.646, 6 February 2018 reaction low 

S2 2.302 8/7 November 2017 lows near 2.312 (6 December 2017 low) and 2.308 (28 November 2017 low) 

S3 1.990 10 November 2016 low, near 1.997 (16 March 2016 prior peak) /2.014 (2017 low - 8 September) 

S4 1.877 1 November/28 October 2016 8-day range highs 

S5 1.714 9 November 2016 low 

Key Points 

• Pushed out of a 29-year falling channel to threaten the key 2.981 area (61.8% 4.009/1.318 near 2.961, 2.75-year falling channel 
target and 2.965, 2.236x 1.318/1.877, 1.714) which shields the 3.052 lower peak 

• Monthly studies remain robust, but extended daily studies (not shown) may soon unwind, prompting a pullback to the falling 
channel upper bounds, possibly the 2.639 area (15 December peak) before the lower peak is cleared 

• A clean break above 3.052 would confirm a 6.5-year double bottom at 1.379/1.318 and stage higher yields over the medium to 
long term 

• The next upside target would be 3.247 followed by a Fibonacci cluster in the 3.320/36 region  

• Below 2.639 would caution for 2.302 which should hold, allowing a resumption of the broader yield recovery. Only below 2.302 
would concern and promote extended ranging over 2.014/1.990 
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 EU 10 Year Yield – Awaits a resumption of the broader yield recovery 

EU 10 Year Yield – Weekly Chart 

 

Resistance Levels 

R5 1.104 Equality projection of -0.205/0.619 from 0.280 

R4 1.057 2015 peak – 10 June 

R3 0.986 13 July 2015 lower high 

R2 0.910 .764 projection of -0.205/0.619 off 0.280 

R1 0.806 2018 top - 8 February, nr 1 September 2015 lower high and a 14mth rising trendline both at 0.822 

Support Levels 

S1 0.518 28 September 2017 former high, near 23 January 2018 minor higher low at 0.540 

S2 0.466 9 January 2018 high, gap low, also a 9½ year falling trendline 

S3 0.380 27 December 2017 low 

S4 0.280 11 December 2017 low, also the base of the recent five-month bullish consolidation 

S5 0.225 14 June 2017 minor higher low 

 

Key Points 

▪ Yield bulls extend the long term recovery from -0.205 (record low) to 0.806 (30-month peak), before minor corrective easing 

▪ Longer term studies remain constructive and while 0.518/0.540 contains current easing, watch for the uptrend to resume 

▪ An eventual clearance of 0.806 would then expose .910 (.764x -0.205/0.619 off 0.280) and 0.986 (13 Jul 15 lower high) 

▪ Sustained yield strength would then re-open the 2015 peak at 1.057  

▪ Only below the 0.518-0.540 support zone then clustered support at 0.466 would damage immediate upside potential and signal 
extended ranging over 0.280 
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UK 10 Year Yield – Advance Pauses Near 200-Week MA 

UK 10 Year Yield – Weekly Chart 

 

Resistance Levels 

R5 2.212 26 June 2015 high 

R4 2.088 9 November 2015 high 

R3 2.000 30 December 2015 high 

R2 1.808 76.4% of the June 2015 – August 2016 (2.212-0.501) fall 

R1 1.692 15 February 2018 high 

Support Levels 

S1 1.428 28 September 2017 high, near the 25 October 2017 high at 1.440 

S2 1.371 12 January 2018 high, near 30 November 2017 high at 1.375 

S3 1.283 16 January 2018 low 

S4 1.137 15 December 2017 low, near a 17-month rising trendline drawn off the Aug 2016 and Sep 2017 lows 

S5 0.923 2017 low – 14 June, near 8 September 2017 low at 0.951 
 

Key Points 

 

andrew.dowdell@informagm.com 
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▪ Latest leg higher off the Dec 1.137 low briefly probed above the 200-Week MA (approx. 1.580) before stalling at 1.692 on 15 Feb 

▪ Weekly Stochastics are on the verge of crossing lower from overbought levels, indicating potential for a deeper pullback 

▪ Bulls may look to re-group near supports at 1.440/428 or 1.375/371 

▪ Below would grow more bearish, threatening lower towards 17-month trendline support/1.137 low 

▪ Above 1.692 renews bullish impetus, opening 1.808 next ahead of an attempt on the 2015 highs from 2.000 up to 2.212 
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CAN 10-YEAR YIELD – Eases after probing 76.4% retracement/4+ year falling trendline 

CAN 10-YEAR YIELD – Weekly Chart 

 

Resistance Levels 

R5 3.278 11 May 2011 minor lower high 

R4 3.141 30 June 2011 reaction high  

R3 2.830 2013 high - 11 September 

R2 2.572 21/20 February 2014 lower high/3-month range top 

R1 2.405 8 February 2018 high near 2.376, 76.4% of 2.830/0.908 and 2.366, 4+ year falling trendline off 2.830 

Support Levels 

S1 2.137 10 January 2018 minor platform 

S2 1.977 27 December 2018 minor higher low 

S3 1.806 29 August 2017 1.806 higher low, near 1.816/26 reaction lows (28 November/15 December 2017) 

S4 1.639 10 May 2017 former lower peak 

S5 1.373 6 June 2017 reaction low 

Key Points 

• Eases off the 8 February 2018 3.75-year high at 2.405 towards the 10 January 2018 2.137 minor platform 

• The weekly RSI has crossed under 70 after recently reaching 80, a reading over 2.4 standard deviations above the mean value 
over the past 5 years, though the recent weekly MACD bull cross suggests any corrective dips should be relatively modest 

• A higher low ahead of the key 1.806 area, which is protected by the 1.5-year .943/1.337 rising trendline (presently 1.827) is thus 
anticipated 

• Subsequent strength over 2.405 offers scope for the 2.572 range top, and only a weekly close under 1.806 challenges the 
advance off the 11 February 2016 .908 all-time low 

matthew.sferro@informagm.com 
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