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Faced with the prospect of a Eurosceptic government in the currency
union's third largest economy, investors pulled a combined $4.4 billion
out these fund groups and, at the country level, redeemed a record-
setting amount from Italy Equity Funds.

Selling pressure on Turkish assets has intensified in recent months over
fears that the economy is overheating.

Negative vibes are likely to continue to surround Italian fiscal plans. To
say there is a great deal of uncertainty is an understatement

The Canadian central bank meet again on Wednesday and the general
consensus is that they will leave rates on hold.

We were bearish in our Gbp Week last Monday within a 1.3325/1.3500
expected range. That has been pretty prophetic for the most part.

The main macro themes of a resurging USD, rising global yields and
prospects of an on-off trade war should continue to impact the
direction of the South Korea won and KOSPI Index.

With the exception of India, all EM Asian countries are very unlikely to 
see a cut in their central bank policy rate over the rest of the year or 
even over the next six months…

Buy into any near-term corrective dips as we await an extension of the 
current yield rally targeting 2.572 then 2.741. Place a stop below 2.102.

Sell into any near-term corrective narrowing towards -6.57 as we await
a downtrend extension through -8.72 targeting the -9.51/-9.98 cluster,
perhaps -10.93. Place a protective stop above -5.15.

As with the Indian Rupee, the Indonesian Rupiah (IDR) has been
subjected to a world of pain of late.

You will be hard pressed to find any sliver of (price) positive news on 
sugar these days.  This leads us to wonder if sugar is already pricing in 
the worst outcome and what happens if sudden, unexpected (price) 
good news filters through
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Know the Flows

The Context

By Cameron Brandt, Director of Research

With Italy's two main populist parties on the verge of forming a
government, Europe Equity and Bond Funds predictably struggled
during the third week of May. Faced with the prospect of a Eurosceptic
government in the currency union's third largest economy, investors
pulled a combined $4.4 billion out these fund groups and, at the
country level, redeemed a record-setting amount from Italy Equity
Funds.

Elsewhere, flows to most major fund groups were subdued ahead of
the latest US Federal Reserve minutes. Concerns about the pace of
global economic growth during the second half of the year, lack of
progress on the renegotiation of the North American Free Trade
Agreement and a new US-China deal, diminishing hopes for a US-North
Korean summit and the impact of rising oil prices also weighed on
investor sentiment during the week ending May 23.

Overall, investors pulled $464 million out of all EPFR-tracked Equity
Funds, $1.45 billion out of Bond Funds and $1.02 million from Money
Market Funds. Among the regional Money Market Fund groups, Europe
Money Market Funds experienced the heaviest redemptions.

Rising US interest rates continue to cast a shadow over several fund
groups as the market odds of another hike next month hover around
90%. Dividend Equity Funds saw over $1 billion flow out for the fourth
straight week, High Yield Bond Funds chalked up their 16th outflow of
the year, Emerging Markets Equity Funds posted outflows for only the
sixth time since the beginning of 2017 and Emerging Markets Bond
Funds extended their longest outflow streak since 4Q16.

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

Back to Index Page

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


Title

4

Negative Vibes From EMU Periphery And Economy

The Context

By Marcus Dewsnap, Senior Analyst/Editor

Negative vibes are likely to continue to surround Italian fiscal plans. To
say there is a great deal of uncertainty is an understatement. Markets
have a habit of taking the path of least resistance which isn’t necessarily
positive for Italian assets (nor the Euro) as EPFR flow data shows.

Unsurprisingly, the BTP-Bund spread has widened significantly over the
last two weeks … what might come as a tad surprising is the source of
the spread widening. The graph below shows the last two weeks of
contributions from the BTP 10-year and Bund yields.

Continued p5
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Negative Vibes From EMU Periphery And Economy … cont’d

The Context

Just over a week ago, Bund yields weighed the spread. In the week just
gone Bunds have helped widen the spread – i.e. the German yield has
fallen. Visibility on near-term BTP moves is hazy given the speed of the
recent increase - see HERE for Technical Analysis which suggests a
further increase but short-term corrective shocks shouldn’t be a
surprise ergo, more volatility ahead. Unicredit think:

‘… at this stage more negative news will be needed for BTP yields to
increase significantly from current levels.’

And this week’s end-of-month auctions will represent:

‘a key test in this respect of demand for Italian paper at these levels.
In this respect, this evening there will be the announcement for the
M/L term auction that will be held next Wednesday. Judging from
the lower-than-usual amounts at the CTZ and ILB auctions, the
Treasury might opt for a lighter-than-usual auction also for BTPs
and CCTs.’

The aforementioned Bund yield move is also of interest. Yes there is a
‘flight-to-quality’ argument to be had ala Italian risk … but there is also
the data-quality issue that touches ECB policy, specifically exiting QE.
Combined, this risks a significant Bund yield weight (see HERE for
Technical Analysis). Despite the minutes (4-weeks old don’t forget)
showing ‘confidence in the underlying strength of the euro area
economy’, 1-month EONIA 1-year out has plummeted to an extent that
any thoughts of a Depo Rate hike in around a year from now (about 6-
months after when the market currently expects QE to be completely
phased out) has been priced-out.

Continued p6

https://www.informagm.com/stories/1380747
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Negative Vibes From EMU Periphery And Economy … cont’d

The Context

Citi Economic Surprise Indices show the spread between the US and
Euro Area has begun to widen again (US on top).

The suggestion here is that the Eurozone economy is deteriorating at a
faster rate than the US … although the stronger-than-expected Ifo
offers hope to the Euro area. And, add some Spanish angst (call for no
confidence vote in the PM). Although the recent SPGB-Bund spread
widening isn’t yet anything to concern

… ALL of the above aren’t exactly Euro positive.  The political dimension 
is once more showing up in EUR/CHF … 

With some irony, the ECB’s Visco speaks at the Bank of Italy Annual 
Meeting (Tuesday) … the same day as Mersch, Coeure, Lautenschlaeger
and Villeroy.  Recent comments have been interpreted as to the 
hawkish side of matters.  SNB chief Jordan orates (Wednesday) and VP 
Zurbruegg a day later.  It will be more of a surprise if there isn’t Swiss 
Franc overvaluation talk.

Back to Index Page
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BoC To Err On The Side Of Caution

The Context

By Mark Mitchell, Senior FX Analyst & Andy Dowdell, Technical Analyst

Back to Index Page

Bar the Fed and for what looks like it could be one time only, the BoE,
the Bank of Canada is the only major central bank that has embarked on
a path of policy normalisation. Three rate hikes so far in this cycle have
put their key interest rate up to 1.25%.

The Canadian Central Bank gathers on Wednesday and the general
consensus is that they will leave rates on hold. There is some dissension
in the ranks of Bloomberg forecasters however, with three of the
nineteen economists polled expecting a rate hike to 1.5%.

Considerable uncertainty is a phrase that the BoC have often used of
late, mostly in regard to the NAFTA discussions. But last week another
potential spanner was thrown into the works, by the usual suspect,
President Trump. The possibility of a tariff on auto imports into the US
is a real concern for the Canadian economy, as the car and parts sector
is so vital to the nation’s economic growth.

It is this extra uncertainty that we feel makes an on hold verdict the best
course of events for the BoC. We expect the Bank to be a little bit more
upbeat on the growth outlook, partly due to the fact January's GDP
contraction that was the reported a few weeks before the last meeting
on April 18, has been followed by a 0.4% increase in February, while the
March forecast (released this week) is 0.3%.

The Loonie has been one of the few currencies to put up a reasonable
fight against the resurgent Dollar, but if the BoC remain on hold and oil
prices retrace further, then the Canadian currency will come under
renewed pressure and potential volatility, as recent choppy price action
and Technical Analysis suggests.

• Recovery from 1.2062 has been characterised by choppy price action
and deep pullbacks.

• The 200-Week MA continues to provide strong support, but weekly
RSI readings have been unable to reach overbought levels (indicative
of a broader bear market).

• The market is now approaching approx. 2 ½ year trendline resistance
drawn off the January 2016 peak.

• Sellers may re-group near 1.2998/1.3132, but need to breach
1.2528/1.2451 to confirm a return to weakness.

• Sustained clearance of 1.3125/32 threatens an extension higher to
1.3348/84.
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Another Week, More Outflows

The Context

By Tony Nyman, Head G10 FX

We were bearish in our Gbp Week last Monday within a 1.3325/1.3500
expected range.

That has been pretty prophetic for the most part (1.3306/1.3493
actually playing out so far), as Pound sentiment remains mixed at best
as some UK Conservative MPs are said to be preparing for a possible
snap election in the autumn amid Brexit stalemate and the Shadow
Chancellor says he'd 'overthrow capitalism' (The Times).

These moves coincide with yet more outflows from UK focused equity
ETFs/Mutual Funds (all domiciles) in the week to May 23 of Usd
272.7mn after last week's -Usd 508.6mn disappointment, according to
EPFR data.

That's five straight weeks of outflows, totalling Usd 1532mn, largely
mirroring the Gbp/Usd decline from 1.4377-post Brexit vote result
rebound highs (April 17).

Net inflows for 2018 so far now stand at just Usd 13.6mn, way off highs
of Usd 3738.5mn back on March 7. The trend is there for all to see if it
wasn't for that mega investment from a Swiss house through the week
of January 24 (of Usd 3010.9mn), then it would be another very
negative picture.

Continued p9

https://www.informagm.com/stories/1378638/
https://next.epfrglobal.com/
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Another Week, More Outflows … Cont’d

The Context

Back to Index Page

It is worth noting investors pulled Usd 464mn out of
all EPFR-tracked Equity Funds in the latest reporting
week. Europe was obviously independently hurt by
Italian political uncertainty (as well as that continuing
'soft patch' in the EZ and UK), while later confirmed
fresh problems between the US and NK and the
latter's denuclearization and US/China trade toing and
froing are an unsupportive backdrop.

A far better gauge of prevailing investor sentiment
towards the UK could well be witnessed
by cumulative flows since the Brexit vote (June 23
2016). That now stands at -Usd 12005.4mn and
zeroing back in on worst level, -Usd 12090.8mn from
January 10 2018 earlier this year.

AHEAD - We suspect yet more outflows. The trend needs to be respected in a
cloudy UK and global backdrop.

There are potential positives, see a few weeks back, but they continue to be
ignored amid a suspicion we could see a series (post Brexit) worst next week.

https://www.informagm.com/stories/1375238/
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By Robert Graystone, Emerging Markets Analyst

Turkey Still A One-Way Market On Policy And Politics

Selling pressure on Turkish assets has intensified in recent months over
fears that the economy is overheating with Q4 GDP growth at 7.3% y/y,
CPI still above 10%, and a current account deficit widening from 5.5% of
GDP. The emergency decision to raise the LLW rate by 300bp has
provided some relief for the Lira and local currency debt; followed up by
the decision to allow exporters to repay USD-denominated loans in Lira
and an announcement to simplify the rate regime, setting the new key
rate equal to the current rate of funding (effective June 1). However,
the CBRT still has further to go to regain credibility, with more tightening
needed. Even then it seems unlikely that President Erdogan's
government will be prepared to cut fiscal stimulus measures given its
lofty growth targets.

As such, we would still argue that this bearish trend across Turkish
assets has further to run over the medium-term.

Financial conditions overheating

Although the Goldman Sachs Turkey Financial Conditions Index is
based on a narrow set of variables (incl. bond yields, the exchange rate,
and a stock market variable), it provides a useful indication of concerns
regarding overheating in the Turkish economy.

The chart below shows that investors were tempted into Turkish bonds
at the beginning of the year, likely due to the high nominal yield on
offer. However, the Financial Conditions Index has risen sharply over
the past month to a two-year high, sparking net outflows from bond
funds with a mandate to invest in Turkish securities.

A turning point for foreign investors?

We noted in a Viewpoint back in February that Japanese investors had
continued to support Turkish assets in spite of market tensions; Japan-
domiciled GEM Bond Funds still allocate ca. 8% of their assets to
Turkish securities (vs ca. 5% average across global GEM bond funds).
However, the chart below shows how Japan-based Bond Funds with a
mandate to invest in Turkey have seen significant net outflows YTD. As
such, this looks like it may be something of an inflection point for even
the most steadfast of foreign investor groups, so we will be keeping an
eye on allocation data over the coming months.

Continued p11

https://www.informagm.com/stories/1337247
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Turkey Still A One-Way Market On Policy And Politics … Cont’d

Further down the road to autocracy

Freedom House, an independent watchdog, lowered Turkey’s status
from “Partly Free” to “Not Free” this year on the back of “growing
contempt for political rights and civil liberties”. Although individual and
press freedoms have suffered since the 2017 constitutional referendum,
it is monetary policy independence that is likely to be in President
Erdogan’s cross-hairs when he consolidates power in the June 24th snap
elections. Note - President Erdogan toned down his rhetoric in a
televised speech this week, but stopped short of guaranteeing central
bank autonomy.

Fitch echoed investors’ concerns in a recent statement, saying that the
explicit threat to CBRT independence will put pressure on Turkey’s
sovereign credit profile. Additionally, we would highlight that one of
the major geopolitical implications of Turkey’s ongoing pivot toward
autocracy is a deterioration of relations with the EU. Erdogan has
pledged to forge closer ties, but we would argue that it is hard to see
this happening given the noted domestic political shift.

The technical outlook supports rising bond yields

• Turkey’s 10yr local currency bond yield accelerated the long-term
uptrend through 5yr rising channel resistance to reach 14.580 (21
May peak), before retreating.

• While near-term corrective easing holds well above 12.990/13.058
(10 April high/former 5yr channel top), watch for the uptrend to
resume.

• Above 14.580 opens 14.978/15.714 (1.618 and 1.764 projections of
6.000/11.045 from 6.815) and potentially the former 7yr base
target at 16.090.

• Only a return below 12.990 would caution and risk a deeper near
term corrective setback towards 12.120 (22/30 March lows),
perhaps 11.315 (40mth rising trendline).

Continued p12

https://freedomhouse.org/
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Turkey Still A One-Way Market On Policy And Politics … Cont’d

Back to Index Page

Given all of the above factors, it is our view that investor confidence in

the Lira and Turkish debt is not likely to return in any significant/lasting

way for the foreseeable future, and both markets look like a one-way

trade:

• We would be long USD/TRY from current levels targeting 5.0246

over the longer-term (as per our recent Viewpoint).

• We would look to fade any near-term downside in Turkey’s

benchmark 10yr bond yield, targeting a move higher toward

14.978% (see technical analysis above).

Risks to outlook

Seeing as the deterioration of press/individual freedoms are more or
less baked in to President Erdogan’s political leanings, the only major
risk to this outlook is another bout of monetary tightening at/before
the CBRT’s June 7th meeting. This could begin to go some way towards
reassuring investors central bank credibility remains in place, and
potentially see an unwinding of short positions along with a rebound in
the TRY and TURKGBs.

However, even if this CBRT action does come to fruition, we would
expect it to be short-lived once again, and may even increase the
chances that Erdogan curbs the CB’s independence going forward.
Additionally, despite all the recent talk of fiscal discipline, it is unlikely
to be accompanied by complementary cuts to government spending.

https://www.informagm.com/stories/1379682
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Bias For Korean Won And KOSPI Bearish Regardless Of On-Off Summit
The Singapore Summit on June 12 between the US and North Korea
looks to be back on following the surprise Saturday meeting between
Kim Jong-un and South Korean President Moon Jae-in in which both
were in agreement that the North Korea-US summit must be held.

A weekend Trump tweet stated that a delegation from the US is in
North Korea to discuss the Summit between Trump and Kim Jong-un.
Trump once again alluded to the much touted potential economic and
financial benefits in terms of foreign investments by Secretary of State
Mike Pompeo, that North Korea stands to gain from a denuclearisation
deal. White House spokeswoman Sarah Sanders had also stated that a
"pre-advance team" has left for Singapore to work on logistics.

Meanwhile, and that said, the main macro themes of a resurging USD,
rising global yields and prospects of an on-off trade war should
continue to impact the direction of the South Korea won and KOSPI
Index.

Domestically, slowing jobs growth and exports figures for April, which
showed the first contraction since 2016, continues to provide the BoK
with plenty to juggle with.

The recent decision by the CB to leave its benchmark interest rate
unchanged on May 24 and subsequent comments from Governor Lee
being interpreted as tilting to the dovish side, suggests the
acknowledgement of tougher economic conditions ahead. It will be
interesting to see how BoK's fine balancing act to address the muted
economy unfolds in the future.

In the meantime, our charts are offering a glimpse that bias remains
tilted towards the bearish side for both the KOSPI and the KRW.

Personal Consumer Credit Spending remains a good barometer of how
consumers actually view the economy. There has been a sharp decline
in consumer credit spending from its peak. Will this decline in personal
expenditures be sustained? If so, will the KOSPI continue to remain
near current lofty levels?

Continued p14
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Bias For Korean Won And KOSPI Bearish Regardless Of On-Off Summit … Cont’d
According to our technical charts, the KOSPI Index has been on 2 year
plus bull run since hitting the 1800.75 low on 24 Aug 2015
• Since then, the sharp sell off from 29 Jan 2607.10 high - 9 Feb

2346.74 has given us cause for concern.
• The recovery off 2346.73 resembles an ascending wedge pattern

and a case can be made that the neckline connecting the 2310.20
and 2346.73 is part of an unfolding year long head and shoulders
pattern.

• Ever since the bear divergence observed in the RSI over the
November 2017 - Jan 2018 period, the RSI have also had difficulty
pushing above its normal bear range ceiling at 60, possibly signaling
a regime change from bulls to bears.

• Interestingly we saw a brief 2 week period in April where there was
a bearish crossover of the 50/200DMAs, the first seen since
December 2016. Though this bearish crossover was not sustained,
price action is currently hugging the 50/200DMAs which is also
testing the ascending wedge support.

• A breakdown below the 200DMA/428.79 (9 May reaction low) likely
triggers initial 2374.80-2346.73 retest.

• Longer term bulls will need to put up a strong defense of the above
said area if the 2-year plus bull trend is to be kept intact.

• Below 2346.73 has a much more ominous consequence, suggesting
completion of a year long plus head and shoulders pattern and
opening a much deeper setback to 2203.92 (50% retrace of 1800.75
- 2607.10 rally) - 2182.42 (former 23 Mar 2017 high).

In short, we do not believe the sharp 2607.10-2346.74 sell off move
to be over. Current recovery off 2346.74 is likely a precursor to next
major sell off. However, if the market reclaims the recent 2516.57
high sharply, it will cause us to re-assess our bearish views.

Strategy: Sell at Market, Place Stops above 2516.57

EPFR data on institutional weekly flows to the Korean equity market
also show that for 2018, 8 of 19 weeks have witnessed net outflows. In
the past 5, we have had 3 weeks of net outflows. Contrast this with the
end November 2017 period where a bullish outlook was reflected in 7
consecutive weekly inflows. Something yet to be observed in 2018.

Perhaps, a sign of investors getting jittery on this market?

Back to Index Page



Title

15

The Context

Interim Breathers In The Indonesian Rupiah To Be Short-Lived
By Woon Tian Yong, Fundamental Analyst 

As with the Indian Rupee, the Indonesian Rupiah (IDR) has been
subjected to a world of pain lately in the face of a stronger US Dollar,
surging US Treasury yields and an upswing in crude oil prices. Similar to
India, Indonesia is a net energy importer with its net oil/gas imports
recently making up about 1%/GDP, which suggests deteriorated trade
balances in turn a drag on economic performance if the recent crude oil
rally persists.

Fears of such an adverse outcome (amongst many others) have already
materialized in the form of a protracted bout of IDR selloffs as crude oil
prices continue to rise, with the IDR depreciating by about 7% from its
late-January peak against the US Dollar.

The extended period of unloading Indonesia assets is also echoed by
EPFR data, which shows net negative cumulative year-to-date flows by
both Indonesia bond funds and Indonesia equity funds, with the latter
seeing a marked pickup in outflows since the start of May.

As part of its attempt to stem such capital outflows and to stabilize the
IDR, Bank Indonesia (BI, Indonesia's central bank) recently hiked its 7-
day reverse repo rate by 25 basis points to 4.50%, which was met with a
surge in Indonesia's key rates in the days after.

Source: IGM, Badan Pusat Statistik Indonesia

Source: IGM, EPFR

Source: IGM, Bloomberg

Continued p16
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While BI's move was the central bank's first interest rate hike in close to
four years, the IDR barely saw any bullish turnaround and continued to
compound its losses against the US dollar in the face of relentlessly
surging US Treasury yields. Indonesia is now faced with the possible
dampening effects of BI's interest rate hike on the economy (by way of
increased financing costs) while achieving little to stabilize its currency.

Since BI's latest foiled attempt to halt the IDR's selloff by way of an
interest rate hike, Nanang Hendarsah, BI's executive director of
monetary management announced that the central bank will hold three
FX swap auctions this week (as opposed to the two auctions seen last
week) in a bid to increase the IDR's liquidity. While such a move is likely
to lend a fundamental buoy to the IDR, we may once again see the good
that BI is trying to do for the IDR more than undone if the current rallies
seen in crude oil, the US Dollar and US Treasury yields persist.

There is hope though. With crude oil's recent bullish drivers (Iran deal
uncertainties, geopolitics in the Middle East) deemed likely to already
be priced-in while the US Fed's June meeting gradually rotates into
focus (which may well stall the current "buy rumour on potentially more
Fed hikes" trade on the USD), we may see the IDR finally get the
reprieve it needs soon. However, the case for a protracted bullish IDR
turnaround remains weak.

reserves already burnt through (about 5.62% of its 2018 peak FX
reserves of USD 125.13 bn) and with little to no effect seen from such a
move to ease the IDR's rout.

Source: IGM, Bank Indonesia

Source: IGM, Bank Indonesia

Interim Breathers In The Indonesian Rupiah To Be Short-Lived … Cont’d

Zooming out, BI has already been rather hapless in its attempt to 
stabilize the IDR so far this year, with more than USD 7 billion of FX

Source: IGM, Bloomberg

Back to Index Page
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Commodities: Sugar’s Upside Risk Reward Trade Beckons
By Jimmy Lee Technical Analyst 

SBA (Sugar #11) - the world benchmark contract for raw sugar trading -
has been in a bear market since hitting a peak of 19.41 on 12 October
2016. At its recent low point of 10.93, this represents a massive 43.68%
decline from the October 2016 peak.

Over the past few months, news on sugar has been all about a supply
glut. India approved subsidies to Sugarcane Farmers, leading to fears of
an increase in supply of the sweet stuff on the world market. Negative
news hit the demand side as well, as developed countries in
Europe/USA sought to increase taxes on sugar consumption. In fact,
you will be hard pressed to find any sliver of (price) positive news on
sugar these days. This leads us to wonder if sugar is already pricing in
the worst outcome and what happens if sudden, unexpected (price)
good news filters through…

If we look at COT positioning, speculators (Net-Non Commercial) futures
position are currently at the most net-short since August 2017.

As with all market instruments subjected to a sustained period of selling
and a barrage of bad news, the market sometimes tends to extrapolate
the negative fundamentals and take the declining price action as
confirmation that such a scenario will go on forever

In the meantime, according to the GSA (Global Sugar Alliance) "the
market is already at unsustainable levels, well below the costs of
production for even the most efficient global raw sugar and sugarcane
producers". And as with most commodity supply gluts, the problem
eventually cures itself if producers do not find it profitable to produce
more.

Granted, subsidies from certain large sugar exporting countries does not
make this a straightforward process but already we are seeing counter-
forces in this regard. Brazilian mills are opting to produce ethanol,
which commands a relatively higher price, than produce sugar. This
could eventually help reduce the global surplus.

Also, recently, Thailand, Brazil, Australia joined forces to halt export
subsidies in India and Pakistan for fears that such subsidies could lead to
an even greater glut in sugar, further depressing an already weak global
sugar price. As it is, this issue has already been raised at the GSA
(Global Sugar Alliance), with the possibility of this being escalated to the
WTO as unfair trade practice.

Continued p18
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Commodities: Sugar’s Upside Risk Reward Trade Beckons …Cont’d

TECHNICAL PRICE STUDIES for SBA moreover looks a lot more
promising than the bout of poor fundamentals suggest:

• Price seems to have completed a 10.93-11.12 double
bottom pattern with the recent break through the 11.89
pivot. This could trigger the breakout price target at 12.85
and fuel further short covering in this extremely short
market

• Breached a 4-1/2 month downtrend line connecting the
15.25/13.92 swing highs.

• Both the MACD and RSI looks to have still enough run up
space, while the ROC which has been languishing below the
negative zone since March 2018 is starting to show
momentum, turning positive with the constant probes
above the neutral line since May.

• Momentum fuelled runs, if it moves past double bottom
objective at 12.85, could further eye the 13.09/13.60 targets
(50%-61.8 retrace of 15.25 - also houses former 15 Dec
2017 low at 13.54).

• We would urge caution if market does indeed stretch
towards the 13.09-13.60 region, as this is just under the 200
DMA and especially if the net short positioning also tilts
towards a more neutral level. The longer term
fundamentals for this commodity still appear bleak.

• A move below 11.67 hints a potential false double bottom
upside break, while under 11.46 may tilt our bias towards
joining the shorts.

For more comprehensive coverage of the sugar industry, 
please refer to Informa Agribusiness Intelligence.

Back to Index Page

Taking all the above into account we may be in the midst of a better than
even chance of a Sugar sweet risk/reward trade.
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Energy Equities Cheer Crude Oil Rally On But Divergent Cues Raise Doubts
By Woon Tian Yong, Fundamental Analyst; Clarence Poh Technical Analyst 

Crude oil prices have been on a bullish run of late, with a confluence of
drivers such as the uncertainty surrounding the Iran deal and ongoing
geopolitics in the middle east driving up the commodity's prices. Energy
sector equities have benefitted from surged crude oil prices as a result,
recently seen acting as the counter buoy to major global indices which are
mostly either going nowhere, or in the case of some emerging market
indices, are seeing selloffs. The recent optimism surrounding crude oil
and the related energy equity sector has also been reflected in EPFR data,
which has shown cumulative year-to-date energy sector equity fund flows
flip to positive for the first time since 7 March.

However, despite the recent surge in energy prices, there still remains
room to doubt the longevity of crude oil's recent price rally. Whilst still
deep in net-long territory, CFTC crude oil speculative futures positioning
has already reflected waning optimism in crude oil for the 4th
consecutive week (at time of writing) in a protracted bout of divergence.

Furthermore, US supply-side forces amid OPEC's general compliance to
output curbs are ever in waiting to drown out crude oil bulls once fears
of possible supply-side shocks in the Middle East abate. As with the
general trend seen since Mid-2016, US rig counts are still gradually
rising, with likewise increases seen for US crude oil production.

Continued p20
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Energy Equities Cheer Crude Oil Rally On But Divergent Cues Raise Doubts … Cont’d
US oil inventories have also taken a protracted upturn since the start of
the year, which when stacked against all the other supply side readings
coming from the US would give crude bulls plenty of reasons to refrain
from overzealousness when driving up the commodity's prices.

• In the meantime, the ferocious selloff from the 72.83 peak has
almost negated the prior 5-week advance from 17 April low at
65.56.

• Both the Composite Index and Chameleon Oscillator reiterate short-
term bearishness but keep a close eye on the 100-day MA currently
at 64.43 and 26 February prior high of 64.24.

• However, a relentless decline would highlight a Fibonacci
confluence zone at 61.23/61.07 (78.6% of 58.07 wave/38.2% of
June 2017-May 2018, 42.05-72.83 rally), which shields 9 February
reaction low of 58.07.

• Interim rallies shy of the 72.83 peak would hint at 3-wave decline.

From a technical analysis perspective, WTI crude oil futures contracts 
have been setting new contract highs since early April. 

• The continuous chart highlights this fact in the up-leg from 6 Apr
61.81 higher low which surmounted 66.66 (25 Jan former high) to
reach 72.83 on 22 May.

• The wave structure from 21 Jun 2017 low of 42.05 suggests the
impulse wave from 58.07 (9 Feb reaction low) may reach saturation
ahead of or near 74.83 (2.0 extension of Jun-Aug 2017, 42.05-50.43
wave).

Back to Index Page



Title

21

The Context

BTP Yield – New 35-Month Highs With Scope Seen To 2.572/2.741
Technical Analysis by Ed Blake

Back to Index Page

• Surged from the recent 1.709 higher low
through 2.102 to complete a 7mth double
bottom over 1.633/1.709.

• The subsequent rally has exceeded the 2017
peak at 2.243 to signify new 35mth highs.

• Firming daily-monthly studies suggest an
initial extension through the 7mth double
bottom target at 2.572.

• Beyond opens key resistance between 2.720-
2.741, beyond which completes a major 3¾yr
double bottom.

• Some increasingly over-extended daily
studies caution yield bulls, but any near-term
corrective dips should hold over the 7mth
double bottom trigger at 2.102.

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

fixed income and commodity products.  We will highlight the most compelling on these pages.  For information on the full spectrum covered, please 

contact your Account Manager.

STRATEGY SUMMARY

Buy into any near-term corrective dips as we
await an extension of the current yield rally
targeting 2.572 then 2.741. Place a stop below
2.102.

Resistance Levels 

R5 3.024 Equality of 1.033/2.423 off 1.633, also 4 June 2014 high 
R4 2.741 16 October 2014 high, near 29 June 2015 high at 2.720 – long term double bottom trigger 
R3 2.695 .764 projection of 1.033/2.423 from 1.633 
R2 2.572 Minor double bottom target off 1.633/1.709 lows 
R1 2.493 .618 projection of 1.033/2.423 off 1.633, just over recent highs 

Support Levels 

S1 2.220 5 October 2017 former high, near 21 May 2018 low at 2.240 
S2 2.102 2 January and 23 February former highs (minor double bottom trigger) 
S3 1.978 16 May 2018 low – top of the gap up from 15 May 2018 high at 1.956 
S4 1.867 11 May 2018 low 
S5 1.709 18 April 2018 higher low, near a 21-month rising trendline at 1.733 
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Nymex/Brent Spread – Risks To -9.57/-10.93 While -5.15 Caps
Technical Analysis by Ed Blake

Back to Index Page

• Accelerated the 29-month downtrend via -2.86
(2 Mar lower high) to post a recent 38mth low
at -8.72.

• Weak daily-monthly studies and last week’s
‘death cross’ (50/200DMAs) combine to
suggest further widening.

• A return below -8.72 would signal an initial
extension targeting a Fibonacci cluster
between -9.51/-9.98.

• Below exposes a long-term equality target at -
12.18, which shields the 2015 higher low at -
13.13.

• Near-term corrective rallies are possible, but
only over -6.57 and then -5.15 would cause a
re-think.

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

Sell into any near-term corrective narrowing
towards -6.57 as we await a downtrend extension
through -8.72 targeting the -9.51/-9.98 cluster,
perhaps -10.93. Place a protective stop above -
5.15.

Resistance Levels 

R5 -1.48 2017 high – 31 May 
R4 -2.86 2018 peak – 2 March 
R3 -4.38 5 April 2018 high, near a 29-month falling trendline at -3.75 
R2 -5.15 4 May 2018 high 
R1 -6.57 21/22 May 2018 highs 

Support Levels 

S1 -8.72 2018 low – 17 May, near .618x 1.97/-7.35 off -2.86 (-8.62) 
S2 -9.57 76.4% of -13.13/1.97, nr 38.2% of -28.08/1.97 (-9.51) and .764x 1.97/-7.35 off -2.86 (-9.98) 
S3 -10.93 13 March 2015 minor higher low 
S4 -12.18 Equality projection of 1.97/-7.35 off -2.86 
S5 -13.13 2015 low – 2 March, nr 50% of -28.08/1.97  (-13.06) and 1.236x 1.97/-7.35 off -2.86 (-13.44) 
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