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Spring may be in the air throughout the Northern Hemisphere, but the
first full week of May saw a chill descend on the investment case for
many emerging markets.

Short-term sell for a corrective extension to 512.34, perhaps 508.37. 
Then look to buy for a return to 529.14.

Commodities can be used to hedge inflation or a weakening Usd, and
are a useful diversifier for building client portfolios.

‘ … reach for yield and risk assets remains a key influence, which is
more testament to lingering FOMO (fear of missing out) and TINA
(there is no alternative) influences than a proper risk assessment - out
of such complacency do accidents arise.’

Now around 40% in polls, Corbyn/Labour peaked at 44% in July 2017.
If that Momentum has peaked, this could actually give the Pound a lift.

Emerging Markets entered 2018 on a positive note. Fast forward 5-
months and this EM appetite has now virtually dissipated.

Usually, equity capital is one of the most expensive ways to raise funds,
more expensive than bond issuance … these days equity fund raising
has become a cheaper means of financing for brokers.

Any cracks arising from infighting may cast doubt on the policy
promises and could lead to a disintegration of functional governance.

Upbeat jobs figures may still not have the sustained impact on Aud that
many appear to be hoping for.

Buy into near-term corrective dips as we await a rally extension
targeting 78.13-82.39. Place a protective stop under 66.85.

Buy into any near-term dips as we await a rally extension targeting 
2.249 then the 2.296/2.310 cluster. Place a stop below 2.147.

Watch for further recovery back to the 200-Week MA followed by the
114.73 prior peak. Failure to hold the 107.86/29 area would threaten
further congestion/drift lower.
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Know the Flows

The Context

By Cameron Brandt, Director of Research

Spring may be in the air throughout the Northern Hemisphere, but the
first full week of May saw a chill descend on the investment case for
many emerging markets. With a stronger dollar and rising US interest
rates exposing corporate and sovereign hard currency borrowers, a slew
of elections continuing to upset hopes and expectations and rising oil
prices challenging assumptions about public finances, inflation and
interest rates, redemptions from EPFR-tracked Emerging Markets
Equity Funds hit their highest level since mid-August. Emerging
Markets Bond Funds, meanwhile, posted their second biggest weekly
outflow year-to-date as they extended their longest run of outflows
since 4Q16.

The potential impact of higher energy prices on European and Japanese
consumers, brought into sharper focus by US President Donald Trump's
decision to scrap the nuclear accord with Iran, also weighed on flows for
Europe and Japan Equity Funds during the week ending May 9.

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

Back to Index Page

Against this backdrop, overall flows for many EPFR-tracked fund groups
were subdued for the third straight week. Bond Funds posted collective
outflows of $1.16 billion while Alternative, Equity and Money Market
Funds took in $261 million, $3.5 billion and $13 billion respectively.

At the single country and asset class fund levels, Japan Bond Funds
posted outflows for the 20th week running, flows into China Bond
Funds hit a 12-week high and commitments to Switzerland Equity and
Greece Bond Funds hit 10 and 41-week highs respectively. Bank Loan
Funds recorded their 11th consecutive inflow and Inflation Protected
Bond Funds took in fresh money for the 16th time in the 19 weeks year-
to-date.

The week ending May 9 saw oil prices hit a three-and-a-half-year high, a
development that raises questions about growth, inflation and interest
rates around the world. Investors with a sector focus were slow to
respond to the most obvious play, with Energy Sector Funds only seeing
flows pick up towards the end of the week, reserving the bulk of their
goodwill for Technology Sector Funds which recorded their biggest
inflow since mid-March.

Five of the 11 major Sector Fund groups tracked by EPFR recorded
outflows for the week that ranged from $10 million for Telecoms Sector
Funds to $477 million for Financial Sector Funds.

Higher energy prices represent a headwind for Utilities Sector Funds.
In addition to boosting inflation, thereby increasing the likelihood of
higher interest rates, more expensive energy also adds to operating
costs that in some cases cannot, for regulatory reasons, be passed on to
customers.

https://financialintelligence.informa.com/products-and-services/data-analysis-and-tools/epfr


Title

4

Macro-Economic Forces Bring Commodities To The Forefront

The Context

By Ryan Nauman, VP and Product Market Strategist

While growing up in the Midwest with a family history of farming,
listening to the local news discuss the prices of pork bellies, cattle, and
wheat futures was a part of our daily lives. Fast forward to today, and
rather than having the local farm report transmitted via radio, my inbox
is now flooded with emails containing headlines regarding the recent
spike in commodity prices.

Unlike my childhood, when the commodity reports centered around
corn and soybeans, today’s headlines are centered around oil,
aluminum, and nickel due to many macro-economic forces that are
playing a part in the recent price fluctuations.

Below we take a look at what is driving the recent spike in commodity
prices, the repercussions of higher commodity prices, and how financial
advisors can strategically incorporate commodities in client portfolios.

Other than a two-year period of gains directly following the credit crisis,
commodity prices, represented by the Bloomberg Commodities index,
were in a free fall from their peak in 2008. From April 2011 to March
2016, commodities fell over 14% per annum, after bottoming out in
March of 2016, commodities stabilized and posted a +7.85% per annum
return through March 2018 (figure 1).

The driving forces behind the recent spike in commodities is a
combination of U.S. sanctions, trade war rhetoric, tightening oil
supplies, and investors hedging against a weaker U.S. dollar. Since
commodities are pegged to the U.S. dollar, they historically have an
inverse relationship to the greenback, making them a good hedge when
the U.S. dollar weakens.

Figure 1

As we are experiencing today, there are many macro-economic forces

that can affect commodity prices, in turn, higher commodity prices

affect other areas, other than the price of bacon. Higher commodity

prices can dent corporate profits, as raw materials and shipping costs

increase. Additionally, since higher commodity prices are inflationary,

we could see the Fed pick up the pace on their monetary tightening,

resulting in higher borrowing costs.

While commodities can be used to hedge inflation or a weakening U.S.

dollar, commodities can be a useful diversifier for financial professionals

building client portfolios. Figure 2 shows us the relationship

commodities have with equities and fixed income. Other than the first

Continued p5

Source: Informa Zephyr Platform.  Bloomberg Commodity Index performance 
through March 2018
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Macro-Economic Forces Bring Commodities To The Forefront … Cont’d

The Context

few years following the bottom of the credit crisis, the Bloomberg
Commodity index has had a very low correlation to U.S. equities (Russell
3000 index), and in some cases, the two are inversely correlated. The
correlation between commodities and U.S. fixed income (Bloomberg
Barclays U.S Aggregate) is even lower, and during many periods, there’s
an inverse relationship between the two (Figure 2).

Source: Zephyr StyleADVISOR

Figure 2 

see, these managers provide compelling performance and risk metrics

against the Bloomberg Commodity index (Figure 3).

Figure 3

Figure 3 - Source: Zephyr StyleADVISOR

Now that we’ve discussed the different macro-economic factors that
can drive commodity prices, the effects commodities have on markets,
and why commodities can be useful in an investment portfolio, the next
step is to look at some of the top performing commodity strategies.
Below are some of the top managers found within the PSN Global
Manager Neighborhood database over the past five years. As you can

The evolution of financial products has made it easier for retail investors

to gain exposure to commodities, no longer do you have to buy futures

on the Chicago Mercantile Exchange in order to invest in lean pork. The

wide-reaching effects commodities have on the global economy,

coupled with the benefits they can offer, whether they are used as a

hedge or portfolio diversifier, make them worthy of consideration when

constructing a portfolio for your clients.

Back to Index Page
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Dollar MO, FOMO, TINA and Oil

The Context

The slowing global economic activity thesis pops up via the CRB RIND
index (see HERE for Technical Analysis) – which is based on physical
demand and supply of raw materials – and is 2.2% lower than the
March peak. Morgan Stanley’s Hans Redeker noted:

By Marcus Dewsnap, Senior Editor/Analyst

‘Commodities seeing little short-term supply fluctuation, such as
iron ore and copper, have fallen too, leaving the impression that
global demand and hence global economic activity has weakened.’

Is the pricing anything to do with Dollar strength?

This impacts commodity exporters, many of whom are in Emerging
Markets and there is the usual concern over the impact of the Dollar’s
strengthening on EMs … but what is behind the Usd’s move? Differing
economic growth expectations, especially in Europe seems to be an
answer.

Continued p7
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Dollar MO, FOMO, TINA and Oil … Cont’d

The Context

Euro weakness has been a significant driver and faces the double
whammy of ECB policy which forces investors out of the Euro (bonds),
and slowing economic growth projections which induces equity
outflows. EPFR data shows the latter is prevalent for Western Europe as
a group (see above graph).

So it seems investors reckon the US ‘soft-patch’ isn’t as soft as Europe’s
(and the rest of the world). However, somewhere along the line, US
growth expectations must surely moderate. Recent real earnings
numbers suggest little to accelerate consumer-led growth, especially
with policy tightening running the risk of curbing discretionary spending
- which is NOT the same as suggesting a consumer-led recession is on
the away.

This all suggests limited upside to Dollar strength … and Thursday’s
minor US CPI miss resulted in Usd selling/recovery in EM FX. ADMISI’s
Marc Ostwald notes this just underlines …

‘… that reach for yield and risk assets remains a key influence,
which is more testament to lingering FOMO (fear of missing out)
and TINA (there is no alternative) influences than a proper risk
assessment - out of such complacency do accidents arise.’

Fed expectations didn’t change … nor did the OIL price, which has risen
with Dollar strength, in part due to the US decision to abandon the
Iranian nuclear deal. The speed of the move is important (see HERE for
some Technical Analysis on front-month WTI) and note the return of call
skews in both the US and Brent crude benchmarks (i.e. poisoning for
more upside, this is significant as most of the time the put skew is
favoured, almost regardless of where the underlying is heading).

A longer, slower, gradual rise allows for economic agents to adjust to a
changing cost base (either by substituting to other inputs or via
hedging) in a smoother manner which will reduce the risk of a
dampening impact on global economic activity versus a sharp rise. Still,
aside from the possibility of a hasty rewrite to sections of the OPEC and
IEA Monthly Reports (Monday/Tuesday) some points to note:

1. The Saudi murmurings to help the market is not necessarily the same
as pumping and crucially exporting more. Although the Kingdom could
divert crude to exports from product refining. There are also the
politics of the OPEC/NOPEC deal to consider – would Russia be happy
with Riyadh pumping more when it can’t? Does this increase the
chances of quote cheating or even abandoning?

Continued p8
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Dollar MO, FOMO, TINA and Oil … Cont’d

The Context

2. Bottlenecks in the production/delivery pipelines make it difficult for
US shale to pump in large enough volumes in the short-term to make-
up for potential loss of Iranian output i.e. US is NOT a swing producer as
it has no excess capacity. Most analysts seem to think the bottlenecks
will be solved in the medium-term. Regardless, higher prices provide
these operations with a better chance of turning a profit which given
many are in high-yield space, at least restrains spread widening and
could induce narrowing.

3. Oil importers will be hit - especially those with weak FX, compounded
by Dollar strengthening moves, and where governments operate heavy
fuel subsidies.

4. The inflationary dynamic … US breakeven rates have scope to move
higher (see HERE for 10-year Technical Analysis), but currently remain
below recent tops. Industries reliant on oil as an input will face cost
pressures (keep an eye on PPIs) which might result in a profit squeeze if
corporate pricing power is too weak to pass onto the consumer (so rate
hike risk might change if corporate pricing power becomes stronger). A
potential short-term inflationary pressure comes via the next graphic of
jet fuel versus WTI crude. (As an aside, and on all this an interesting
point raised by one contact – why is there no Euro denominated oil
contract?)

5. The former would be bad for the equity prices of those affected. And
depending on the hit to consumers, retail might also suffer. BUT, aside
from a boost to energy sector share prices, the cash flowing into oil
producers’ Sovereign Wealth Funds will have to be deployed
somewhere … which is an equity market positive. Keep an eye on oil
FXers such as Cad and Nok.

There are also suggestions of a supply crunch appearing in early 2019
with prices rising to over $100/brl, possibly $150 (see HERE for
instance). Action in $100-plus calls has been noted – the global
economy will do well to survive this sort of shock.

Back to Index Page

https://www.smh.com.au/business/the-economy/prices-could-double-trump-s-oil-gamble-comes-at-just-the-wrong-time-20180510-p4zeek.html
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Peak Corbyn?

The Context

We've talked plenty on the Labour leader since the semi-surprise UK
election outcome on June 8 2017. The incumbent Conservatives were
expected to return in a landslide, but an uncaring/aggressive manifesto
led to a punishing result, forcing UK PM May into an
agreement/understanding with the DUP to help her return to office.
Just.

In November, we talked of a Corbyn Apocalypse and citing a piece from
CapX who stated the paleolithic socialist was already doing economic
damage. A portion of the economic Brexit chill is also a Corbyn chill,
particularly on investment (and the Pound?). This increases the more
likely and more imminent a Corbyn administration becomes.

There have been few high points for May's leadership apart from
another semi-surprise outcome March 19's EU/UK transitional deal
agreement. Her split government and UK politics remains in a sorry
state, with no clear outlook, as Northern Ireland hard border and
customs union membership concerns continue to haunt the Brexit
process.

Previously, we would have rounded on this to warn of a potential future
Labour government under the hard left man and talked of a fresh Gbp
weight on the cards.

However, the results of recent UK local elections makes us hold fire.
They were inconclusive, but the BBC noted this is a time in the electoral
cycle when the opposition need to do more than consolidate and not
lose majorities in marginal places like Redditch and Nuneaton. The
'liberal' New Statesman described this Conservative government as by
far the worst admin of (a) lifetime and PM May as a dud, but mulls
whether Labour is even worse.

By Tony Nyman, Head G10 FX

Yes, his supporters, i.e. 'Momentum', are a noisy lot, but latest polls
actually show the Conservatives one point or more ahead. As the New
Statesman again puts it:

'from engrained anti-Semitism, to a front bench riddled with kooks and
third-raters, to a malignantly Stalinist approach to party management,
to a foreign policy outlook that is alien not just to the vast majority of
voters but to every significantly successful figure in Labour's history,
Corbyn and his string-pullers have created a vehicle that manages to be
nasty, squalid and ridiculous all at once'.

His backbenchers have given up.

Continued p10

See our sourced chart below (@markpack).

https://www.informagm.com/stories/1302385
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Peak Corbyn? … Cont’d

The Context

Back to Index Page

And, The Times recently wrote Corbyn supports Scottish independence,
privately at least.

So, we think it's worth asking have we hit Peak Corbyn? Now around
40% in polls, Corbyn and Labour peaked at 44% in July 2017. Party
membership is also down. If that Momentum has peaked, this could
actually give the Pound a lift ahead.

By a possible next election in 2022, Corbyn will have been seven years
as opposition leader. A long time, and The Independent writes that

none of the three factors behind Labour's 2017 campaign surge are
likely to be repeated, i.e. the dementia tax; May is wooden, people-
phobic campaigning and many voters' surprise at discovering Corbyn
wasn't a monster.

GBP/USD is under pressure on bad UK data, the May BoE has been and
gone without a hike and those renewed Brexit and UK politics concerns.
However, there is still no big break below our pivots between
1.3500/50, including the 200-dma (1.3540/45). Perhaps, that's due to
the Reverse Corbyn Effect!



Title

11

The Context

By Rachel Bex, Senior FX Analyst
Wages data holds key to AUD recovery

AUD/USD has endured much volatility over the past week, the pair
initially hit in response to global risk aversion on Trump's Iran decision,
some weak Australian retail sales, S&P's decision to maintain a negative
rating on the country's AAA rating and a disappointing federal budget
(an Aud 14.5bn deficit expected in 2018-19).

Option bids from Aud puts layered down to 0.7400 helped cushion the
setback however, before weaker than forecast US inflation figures and
soaring oil prices created a bullish tailwind for the pair.

Many banks now expect the recovery to persist as overstretched
positioning gets unwound and the Usd's prior rally takes a breather,
while some upbeat expectations surrounding upcoming local data has
also been a feature of trade.

To this, focus is quickly turning to earnings data (due Wednesday),
which should confirm wage pressures building, but at a slow pace,
while the labour force report should also show ongoing improvement.
Indeed, hedge funds have been the standout buyers of AUD/USD dips,
and also look for solid wage and employment data to validate their
bullish calls.

Consensus expectation is for an unchanged 5.5% jobless rate and
decent 20k rise in jobs in April - which will be the highest in three
months, and may spur some very tentative hawkish speculation
surrounding the RBA's outlook later this year (particularly after the CB
recently raised its 2018 jobless rate forecast to 5.5%). Note, NAB look
for slightly stronger 25k and 5.4% results.

Business surveys continue to suggest robust conditions. The
employment index in the April NAB business survey rose 4 points to 13,

while job ads are still near the highest since 2011. Indeed, while the
momentum of the strong employment gains seen in 2017 may be
waning, firm business conditions and healthy hiring intentions point
towards further solid growth.

The wage price index is set to rise 2.1% y/y in Q1.

Continued p12
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Wages data holds key to AUD recovery … Cont’d

Back to Index Page

Those looking to buy AUD/USD dips ahead should also note hefty
option-related bids into large 0.7500 expiries over the coming sessions
(Monday through to Wednesday), although technical studies suggest
potential barriers at 0.7643 and the 200-Day MA (approx 0.7785)/Apr
0.7813 high need to be overcome to confirm a return to strength

The risk? Upbeat jobs figures may still not have the sustained impact on
Aud that many appear to be hoping for. Indeed, the RBA's neutral

outlook is unlikely to change significantly while the unemployment rate
stays above 5% - a level needed to help sustain inflation near a 2.5%
average and encourage the start of monetary policy tightening.

We'll also be keeping an eye on comments from RBA Deputy Governor
Debelle (Tuesday) on "The outlook for the Australian economy", ahead
of the RBA minutes.
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This Is Not The Start Of Another Taper Tantrum

By Natalie Rivett, Senior Emerging Market Analyst

Emerging Markets entered 2018 on a positive note, riding a wave of

optimism on the back of a combination of synchronised global growth,

tame inflation, rising commodity prices and a weak Dollar.

Fast forward five months and this appetite for risk has now virtually

dissipated, with a resurgent Dollar and rising UST yields having left EM

currencies sporting losses across the board, of varying degrees, since

the beginning of February (see Bloomberg’s ranking below).

Meanwhile, the MSCI Emerging Markets Index of equities suffered three

successive weeks of declines into the start of the month, to reach a low

since December, alongside the Bloomberg Barclays Local Currency

Sovereign Index. It is against this fragile backdrop for risk – with the

2013 taper tantrum still fresh in minds - that many are questioning

whether the tide has turned for Emerging Markets.

It is exactly five years since Fed Chair Bernanke shook the markets with

his suggestion of gradually paring back monthly asset purchases, and

the Fed’s preferred inflation measure, the PCE deflator, has hit the long

run 2% target, while the US unemployment rate has dipped to an 18-

year low of 3.9%, well below the Fed’s current estimate (4.5%) of the

longer-run rate of unemployment, equivalent to NAIRU. Investors are

thus increasingly betting the Fed will keep raising rates into 2019.

In recent weeks, local debt sales from the likes of Russia and Argentina
have either been cancelled or postponed amid sharp currency sell-offs
that have been exacerbated by idiosyncratic factors, while central banks
within the EM region have already started to tighten monetary policy.
To stem the Peso rout, Argentina has made three unannounced
emergency interest rate hikes totalling 1275bp, taking the benchmark
interest rate to 40%, whilst Turkey hiked rates by 75bp last month and is
under pressure to do more. Meanwhile, Russia’s central bank has
paused its easing cycle and Indonesia has intervened by selling down
record foreign reserves holdings to support the Rupiah.

Looking back, most of our USD/EM trade recommendations over the
past month – and year so far, in fact - have been long positions.
However, that is not to say we are bearish on Emerging Market
currencies, or indeed EM as an asset class, as most of our synthetic
trades were opportunistic, short term plays.

Continued p14
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This Is Not The Start Of Another Taper Tantrum … Cont’d

EPFR data suggests that investors have not given up on EMs either, broadly speaking, as both equity and bond fund ytd flows remain net positive on a

weekly cumulative basis. The pace has moderated in recent weeks – particularly for the former, with bond funds suffering a three-week spell of

outflows. It is also worth noting that flows to EM bonds funds have now more than recovered from the redemptions seen from 2013-2016, although

equity funds are perhaps encouragingly still yet to make up the mass outflows during these years (see below).

With EM assets no longer looking as cheap as they used to, it is

no surprise that investors/traders have turned more cautious in

the face of Dollar and UST yield strength. Yet, in our opinion,

there are fewer reasons to be as concerned this time round and

we would thus argue that this period of weakness should not

prove to be the start of a broad EM sell-off, with overall buffers

stronger today than five years ago.

Investors could do well to remain constructive on EMs in the

medium- to long-term, due largely to higher growth rates and

broader structural reforms. Almost across the board, inflation

has improved, while Emerging Market current accounts are

generally in a much better shape than at the start of the 2013

taper tantrum thanks to a boost in trade and capital flows, thus

placing EMs in a better position to withstand external shocks.

As the chart below shows, several EMs – Brazil, India, Indonesia
and South Africa - have seen significant reductions in their
current account deficits from the end of 2012 to the end of
2017, which helps to reduce their reliance on foreign
investment to plug the gap. Thailand has even turned its
shortfall into a surplus of almost 11%/GDP.

Continued p15
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This Is Not The Start Of Another Taper Tantrum … Cont’d

Even where current account balances have deteriorated - Mexico and Russia, for example – this should not necessarily pose a worry for investors

because at the same time, FX reserves have either risen over the past five years - in keeping with the wider EM trend - or in the case of Russia, are still

at comfortable levels, despite a moderation.

The almost wide-spread deterioration of external debt-
GDP ratios (highlighted in the table) cannot be ignored
and although a red flag for EM investors, we argue that
this is just one aspect of what is still an encouraging
overall picture for Emerging Markets.

Turkey and Argentina stand out as two key exceptions
with increases in current account deficits that have also
been accompanied by rising external debt, and
contracting liquidity conditions have exposed these
vulnerabilities – hence, the outsize sell-off in their
markets in recent weeks.

Countries that have higher financing needs, relatively
low levels of FX reserves and weaker institutions – for
which Turkey fits the bill on all fronts - are the ones
that will struggle to recover from the recent EM sell-off
that we generally consider to be over-done and should
therefore, offer better entry points for investors still
focused on improved fundamentals.

Back to Index Page
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China Insight: Brokers Turning To Equity Versus Bonds As A Cheaper Means Of Funding

GF Securities (GFSECU) is the third major broker in China to have
announced capital raising plans this year. The plan will raise CNY15.0bn
for the broker via private placement. Before that, Huatai Securities
(HTSC) and Haitong Securities (HAISEC) already announced that they
would raise no more than CNY25.5bn and CNY20.0bn respectively in
the A-share market. The total capital raising involved in all the
announced plans of China brokers has amounted to CNY130bn since
2017.

Usually, equity capital is one of the most expensive ways to raise funds,
more expensive than bond issuance. However, with the default rate in
China picking up and as a result investors becoming less willing to pour
their money into corporate bonds, these days equity fund raising has
become a cheaper means of financing for brokers.

Looking backward, we find GFSECU did issue a 3-year CNY corporate
bond in April at a coupon of 4.60%, while HTSC and HAISEC in March
issued their own 2-year at 5.65% and 5.14% respectively. In contrast to
the coupons achieved by these three corporate bond issues, the cost of
issuing common shares is obviously much lower.

Based on the average ROE of brokers at 8.5% (post dilution at about
7.4%) in 2017 and dividend payout ratio at 30%, the cost of common
shares would stand at 2.6% only (post dilution at 2.2% only).

In contrast to brokers, funding costs of banks in China are more
influenced by interbank money market rates. YTD, 3-month and 6-
month SHIBORs have declined 80-90bp since the beginning of the year.
This raises the question how that would impact banks' NIMs.

By Tim Cheung, Riki Zhang Data suggests if the lowered rates sustain and half of the market rate
changes are reflected in 2Q18, the big 4 banks (ICBCAS, CCB, AGRBK,
BCHINA) will see a 3-5 bp q/q NIM narrowing. However, on a y/y basis
they will see a 6-16bp NIM improvement in 2Q.

For the full year, the big 4 banks might see a NIM increase of as much as
8bp y/y. It is worth noting that despite 20-30% decline in new NPL
influx in 2017, big banks' credit costs rose from 81bp in 2016 to 91bp in
2017 and then 100 bp in 1Q18 (annualised) because of a sustained
increase in loan loss reserves.

As a result, the reserve-to-loan ratio for big banks is now standing at it’s
10-year high (chart 1)

Back to Index Page
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Malaysian Election Outcome Spurs Near-Term Bearishness But Mid-Term Outlook Mixed

Pakatan Harapan (PH), a 4-party political coalition led by Malaysia's
former and current Prime Minister Mahathir Mohamad emerged as the
victor of Malaysia's 14th general elections in the early hours of the
morning of 10 May. The coalition officially won a simple majority of 121
out of 222 seats, which is more than sufficient to form the next
Malaysian government. Barisan Nasional (BN), the former ruling
coalition, only managed to garner 79 seats, a far cry from the 133 seats
it managed to secure back in 2013. While such an outcome came
across as a shock to many observers and market participants, we were
not caught entirely surprised, given our comparatively more cautious
stance taken in the lead up to the elections.

By Tian Yong Woon (Fundamentals). Clarence Poh (Technicals)  

Any cracks arising from infighting as a result of such fundamental
differences may not only cast doubt on the eventual implementation of
the coalition's campaign promises, but may even lead to a disintegration
of functional governance if escalated fully. Such adverse outcomes will
likely spook bulls of Malaysian equities and those of the Ringgit and give
potential sellers more reason to offload long positions.

Another source of post-elections uncertainty would be with regards to
the winning coalition's campaign promises. Many "goodies" were
promised during the coalition's election campaign, including the
abolishment of Goods & Services Tax (GST), the reintroduction of fuel
subsidies, an increase of minimum wage and monetary assistance to
poor households for medical care. However, as with all government
spending, increased fiscal outlays can only be financed through three
non-mutually exclusive methods: increased government revenue and/or
freed up funds from more efficient spending and/or borrowing. In short,
while many carrots were revealed, we have yet to see how all these
initiatives will be paid for or even practically implemented to bring said
initiatives to fruition.

Despite post-election holidays, Malaysian equities and the Ringgit on
the back of these mounting uncertainties, were sold off, via indirect
instruments such as the iShares MSCI Malaysia ETF and 1-month
USD/MYR non-deliverable forwards (NDFs). While such bouts of post-
elections uncertainties may give rise to selling/shorting opportunities in
the (very) near-term, these bouts may also present themselves as dip-
buying opportunities for mid-to-long term players. Such dip buying
activity has already been seen for the KLCI (representing broad
Malaysian equities) on the first trading day since the elections outcome,
though the MYR continues in a world of pain.

Regardless, and despite Dr. Mahathir's resounding and truly historic win
in Malaysia's 14th general elections, much is still left hanging in the
balance, with a myriad of uncertainties left unresolved. One such
uncertainty would be the question of the winning coalition's longevity
of unity given how its common enemy (the Najib-led Barisan Nasional)
has now been ousted. Sure, the proverb of "the enemy of my enemy is
my friend" may have been the vital gel which kept the coalition
together but now that said "enemy" has been eliminated, there remains
several fundamental differences which the member parties must learn

to work with/around in order to maintain unity.
Continued p18
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Malaysian Election Outcome Spurs Near-Term Bearishness But Mid-Term Outlook Mixed … Cont’d

.

• The weak Asian equity market contagion raises a dilemma
- is the KLCI tracing out a bull channel from 1503.68 (25
August 2015 spike low) or bear flag pattern in a
downtrend setup from 1896.23 (8 July 2014 peak).

• Perhaps the converging 100 and 200-week MA around
the 33-month bull channel support near 1731 would
provide long-term bullish cue, an assumption
underpinned by the intersection of 76 and 530-week
cycles indicating a potential reversal period between 21
December 2018 to 22 January 2019.

• This year-end advance might fulfill Fibonacci 1.236
projection at 2008.80 (measurement made from April
2001-January 2008, 547.72-1524.69 rally from October
2008 low at 801.27).

• Conversely, buffeting the 1503.68 spike low would
confirm the bear flag setup which would threaten a key
support at 1310.53 (26 September 2011 bottom).

• The intermediate-term price action is expected to gyrate
towards the Fibonacci 76.4% Arc at a slant while hopes
for a breakout from the multi-year channel resistance
near 1943 are overtly optimistic.

Kuala Lumpur Composite Index (KLCI) Dilemma - Bull Channel or Bear Flag?

Continued p19
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Malaysian Election Outcome Spurs Near-Term Bearishness But Mid-Term Outlook Mixed … Cont’d

• Breakdown from February-March's triangle setup was
stemmed at 3.8533 (2 April 2018 low), followed by a steady
recovery primed for 200-week MA at 3.9958.

• Breakout would accelerate rally towards 4.1004 (38.2%
retracement of January 2017-April 2018, 4.5002-3.8533
decline) when the weekly Chameleon Oscillator emerges
from the zero threshold, which has not been seen since
February 2017.

• Concerted rise of the Chameleon Oscillator and clearance of
the 200-week MA would shift focus higher towards 100-
week MA near 50% retracement at 4.1768.

• Conversely, a relapse ahead of the 200-week MA could
trigger a selloff to 3.8442 (13 April 2016 trough), followed
by 3.7172 (50% retracement of August 2011-January 2017,
2.9342-4.5002 advance.

USD/MYR Strives To Emerge From 200-Week MA

Back to Index Page
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The Context

CRB Raw Industrials Index – Short Term Correction Before Uptrend Resumes

Technical Analysis by Ed Blake

Back to Index Page

• Extended the 29-month uptrend to 529.14, 
before correcting to complete a four-month 
head/shoulders top.

• Daily studies are easing after the latest 29-
month trendline break and risk is seen for a 
deeper correction.

• Clustered support at 512.34-514.33 (50% of 
495.53/529.14, H&S target and 200DMA), 
guards 508.37 (61.8%).

• Longer-term studies remain constructive and 
should underpin an eventual 29-month 
uptrend resumption.

• Above 529.14 would confirm and open highs 
from June 2014 at 533.47/538.34

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

Short-term sell for a corrective extension to
512.34, perhaps 508.37. Then look to buy for a
return to 529.14.

Resistance Levels 

R5 538.34 10 June 2014 high 
R4 533.47 23 June 2014 lower high 
R3 529.14 2018 peak – 8 March 
R2 526.62 20 April 2018 lower high (right shoulder of the four-month head and shoulders top) 
R1 522.41 1 May 2018 high, near the recently completed four-month head and shoulders top neckline 

Support Levels 

S1 512.34 50% retrace of 495.53/529.14 rally, near H&S target (513.12) and 200DMA (514.33) 
S2 508.37 61.8% retrace of 495.53/529.14 rally 
S3 501.72 24 November 2017 former high, near 76.4% retrace of 495.53/529.14 rally at 503.46 
S4 495.53 20 October 2017 low, near 23.6% retrace of the long-term 397.31-529.14 rally at 498.03 
S5 486.39 18 November 2016 low 
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Front Month WTI Oil – Awaits Further Strength To 78.13/82.39

Technical Analysis by Ed Blake

Back to Index Page

• Completed a 34mth inverted H&S base last 
October and has since rallied to post near 3½ 
year highs.

• Strengthening daily-monthly studies suggest 
an extension through 73.25 targeting the 
78.13/82.88 cluster.

• This consists of highs from Q4, 2014, Fibonacci 
projections off 42.05 and a long-term 
Fibonacci retracement.

• If bulls can clear 82.88, potential will be seen 
to the 34-month inverted head and shoulders 
base target at 85.35.

• Occasional corrective pullbacks are possible, 
but dips below 66.85 should hold well above 
the 58.07-61.81 zone.

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 near term corrective dips as we await
a rally extension targeting 78.13-82.39. Place a
protective stop under 66.85.

Resistance Levels 

R5 85.35 34-month inverted head and shoulders base target, near 16 October 2014 high at 84.83 
R4 82.88 29 October 2014 high, just over 1.382x 26.05/55.24 from 42.05 at 82.39 
R3 79.85 10 November 2014 high, just over 61.8% retrace of 112.24/26.05 fall at 79.32 
R2 78.13 1.236x 26.05/55.24 from 42.05, just over 21 November 2014 lower high at 77.83 
R1 73.25 14 November 2014 high 

Support Levels 

S1 66.85 1 May 2018 low 
S2 61.81 6 April 2018 higher low 
S3 59.95 8 March 2018 low 
S4 58.07 2018 low – 9 February 
S5 54.81 14 November 2017 low 
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US 10Yr Breakeven – Rally Extension Targets 2.249 Then 2.296/2.310

Technical Analysis by Ed Blake

Back to Index Page

• Extended the 2¼ year uptrend to post
Thursday’s 2.198, 3¾ year high, before
ranging.

• Constructive daily-monthly studies suggest
an uptrend extension targeting the
2.249/2.262 resistance band.

• An eventual clearance would then expose
significant lower highs clustered between
2.296/2.310.

• Only a return below 2.147 would delay, but
corrective easing should hold well above the
2.013/2.049 zone.

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 dips as we await a rally
extension targeting 2.249 then the
2.296/2.310 cluster. Place a stop below 2.147.

Resistance Levels 

R5 2.348 76.4% retracement of 2.729/1.115 fall 
R4 2.310 2014 peak – 10 January, just over 30 July 2014 high at 2.296 
R3 2.262 .618 projection of 1.115/2.089 off 1.661 
R2 2.249 11 August 2014 high 
R1 2.198 10 May, 3¾ year high 

Support Levels 

S1 2.147 3 May 2018 low, just over 26 February/6 March 2018 former highs at 2.146 
S2 2.049 28 March/2 April 2018 lows 
S3 2.013 11 January 2018 low, near a 27-month rising trendline at 2.017  
S4 1.911 10 November 2017 former high, just below 50% of the 1.661/2.198 rally at 1.929 
S5 1.856 28 November 2017 higher low, just under 61.8% of the 1.661/2.198 rally at 1.865 
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USD/JPY – Recovery Expected To Continue

Technical Analysis by Andy Dowdell
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• Potential 3-wave corrective structure now in
place following the sharp rebound from
104.56.

• Weekly MACD is crossing higher.

• 200-Week MA continues to trend higher.

• Scope is seen for further recovery back to
the 200-Week MA ahead of the 114.73 high.

• Below 107.86/29 threatens further
congestion/drift 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

Watch for further recovery back to the 200-
Week MA followed by the 114.73 prior peak.
Failure to hold the 107.86/29 area would
threaten further congestion/drift lower.

Resistance Levels 

R5 118.66 15 December 2016 high 
R4 115.51 10 March 2017 high 
R3 114.73 6 November 2017 high 
R2 112.95 200-Week MA, near a trendline drawn off the August 2015/November 2017 highs 
R1 110.84 27 November 2017 low 

Support Levels 

S1 107.86 20 April 2017 high 
S2 107.29 13 March 2018 high, near the 8 September 2017 low at 107.32 
S3 104.56 26 March 2018 low 
S4 103.64 76.4% of 99.02-118.66 rally 
S5 101.20 9 November 2016 low 
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