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Over the course of the seven days ending June 20 investors pulled
record-setting amounts out of both Global and Global Emerging
Markets (GEM) Equity Funds.

We have been NZD/USD bearish for pretty much all of 2018 so far.  In 
RBNZ Week, we have no reason to change our stance any time soon.

It’s time to talk more about the yield curve. Attention is being paid to
its flattening trajectory and the implications of, say, another 100 bp of
hiking by next summer and possibly more beyond then.

For once, there are several issues that markets should care about -
migration, banking union and Brexit ‘progress’.

Happy Anniversary! As our minds cast back to the June 23 2016 UK
referendum on Europe.

As per the joint announcement by PBOC and SAFE on 12 June, qualified
foreign institutional investor or QFII rules have been further relaxed.

Sell into near term corrective gains for a return through 109.30
targeting 101.20. Stop and reverse above former support at 122.13.

Sell yields in the short term as we await a return towards the key
0.156/0.188 support zone. Then look to buy yields in anticipation of a
resumption of the long-term recovery.

Amidst chatter over global yield curves inverting.  APAC sovereign yield 
curves seem to have some "spread" left before inversion occurs. 

Investors fear that AMLO will end market friendly policies and could
herald the unravelling of key reforms.

a wider fear that Trump’s trade wars will slow growth in China and the
wider EM universe.

Look to sell for a deeper decline to .6676/75, possibly .6467. Above
.7060 relieves immediate pressure, but bulls would need to clear
.7154/86 to stabilise the wider structure.
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Know The Flows

The Context

By Cameron Brandt, Director, Research

With trade tensions between the US and China rising several notches
during the third week of June and the US Federal Reserve seemingly on
course for four 0.25% rate hikes this year, the global growth story that
fueled the strong inflows enjoyed by many EPFR-tracked fund groups
during the first quarter continued to lose its luster. Over the course of
the seven days ending June 20 investors pulled record-setting amounts
out of both Global and Global Emerging Markets (GEM) Equity Funds,
extended Europe Equity Funds' longest redemption streak since 2Q16
and redeemed over $4.5 billion from funds with junk bond, multi asset
and emerging markets debt mandates.

Funds dedicated to the two markets at the center of the current
dispute over trade and tariffs, the US and China, both bucked the
outflow trend thanks to the strength of their currencies and domestic
economies. Investors also remain hungry for exposure to markets
offering a fresh reform story. Saudi Arabia Equity Funds posted their
third inflow record year-to-date and South Africa Equity Funds took in
new money for the 17th time in the 25 weeks year-to-date.

Overall, EPFR-tracked Equity Funds recorded a collective outflow for
the week of $12.9 billion, their fifth largest weekly total since the
beginning of last year. Bond Funds surrendered $5.8 billion, Alternative
Funds $332 million and Money Market Funds over $69 billion.

At the asset class and single country fund levels, China Equity Funds
posted inflows for the 13th straight week, China Bond Funds saw an 11-
week run of inflows come to an end, France Equity Funds experienced
net redemptions for the ninth straight week and Malaysia Equity Funds
extended their longest outflow streak since 4Q11. Municipal Bond
Funds took in fresh money for the seventh week in a row and Bank

For further information on EPFR, please visit HERE

Loan Funds for the 17th straight week while Inflation Protected Bond
Funds posted consecutive weekly outflows for the first time since late
2Q17.

Flows to EPFR-tracked Sector Fund groups took a turn for the defensive
during the week ending June 20 as investors digested the trade-related
rhetoric from Beijing and Washington. Consumer Goods, Telecoms,
Utilities and Gold Funds all recorded inflows while investors pulled
over $1 billion from Financial and Industrial Sector Funds.

The redemptions from Industrial Sector Funds - the largest since early
4Q14 - occurred during a week when US bellwether General Electric
dropped out of the Dow Jones Industrial Average index, business
confidence readings fell in markets ranging from South Africa to Brazil
and trade concerns prompted investors to reassess the prospects for
many large cap companies. Two funds with aerospace mandates were
among the top five ranked by redemptions.

Back to Index Page

https://financialintelligence.informa.com/products-and-services/data-analysis-and-tools/epfr
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No Need To Wait For Curve Inversions 

The Context

By David Ader, Chief Macro Strategist

It’s time to talk more about the yield curve. A good deal of attention is
being paid to its flattening trajectory and the implications of, say,
another 100 bp of hiking by next summer and possibly more beyond
then, the idea being we’ll get an inverted yield curve and all that implies.
Take a look at my Bloomberg Prophets piece on the topic - paste NSN
PADKMA6JIJUP then hit <go> - or ask me for a copy.

I have little to add to the topic in terms of what it predicts. An inverted
2s/10s curve has preceded each of the last five recessions since the
1970s and the 1s/10s curve has inverted 10 times in advance of the last
nine recessions. (In the chart illustrating all this, I included Federal Debt
as a % of GDP to illustrate the problem we’ll face in the next recession in
terms of fiscal stimulus, or lack thereof, to help bail us out.) With 2s/10s
at 37 bp, it’s not unreasonable to expect that another 100 bp of Fed
hikes in the coming 12 months will take that spread to inversion. And as
the saying goes, the past is prologue.

Back to Index PageThis is an excerpt from Ader’s Musings. For the full article, please click HERE.

There are other curves out there that are inverting already and enhance
the narrative. One is an oddball in that it looks at sentiment vs rates but
I think fits the story. This one looks at the spread between U Michigan’s
5-year Inflation Outlook vs Next Year’s, an effective 5-yr minus 1-yr
inflation call. It’s at -30 bp which is simply saying that longer-run
inflations expectations are running below the near-term ones. It plays
well with the expectation for more aggressive Fed hikes sooner and a
pause later. U Michigan’s survey is one of those “Market Measures of
Inflation Expectations” the Fed talks about (https://goo.gl/bU5BCH).

To be sure, it’s been negative for a while, but the negative spread has
been widening, i.e. near-term expectations are rising relative to long-
term expectations, which would seem to support the story and curve
angle. Note, I’ve included inflation as one of the things the NFIB
measures as a “most important problem” for the small businesses. In
the realm of the 10 problems they ask about, inflation is one up from
the bottom or a ‘least important’ problem. The bottom honor is held by
‘Financial and Interest Rates.’

https://financialintelligence.informa.com/resources/product-content/ader-steady-at-the-fed-sideways-in-the-market
https://igm-novus-production-uploads.s3.amazonaws.com/uploads/upload/asset/91634/Ader_FI_musings_June_8.pdf
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An EU Summit With Financial Market Implications

The Context

By Marcus Dewsnap, Senior Analyst/Editor

End of month, end of quarter and end of H1 … and the synchronized
global economic growth story is a phenomenon of the past … unless
that is the ‘soft patch’ really is a patch. Evidence suggests it is more
nefarious, although this is not to say a recession is around the corner.
The CRB Raw Industrial Materials Index, for some an indicator of global
economic growth, has recently suffered a sharp fall as trade tensions
ratchet up again, is down on the quarter, but a touch higher ytd.

Continued p6

There is also an EU Summit (Thursday-Friday). For once, there are
several issues that markets should care about. One is migration, a
topic that caused need for an emergency summit last weekend,
attended by 10 EU nations. This issue is creating more than a little
tension within the German Coalition, which is due to meet (Tuesday) to
discuss this and probably the common EMU Budget Merkel and
Macron discussed earlier in the week. Merkel’s Coalition partner the
CSU isn’t especially happy about what was allegedly agreed and there
is disagreement between Italy/France (see HERE).

Why should markets care? Long-term econ growth is driven by
population and productivity growth. With the baby boom generation
going into retirement and presumably wanting all those (unfunded
pensions), there needs to be economic growth. If barriers to migration
are in place to the extent that causes working population to shrink –
then either baby boomers will need to put off retirement (would you
with a ‘healthy’ pension in-waiting?) or productivity growth will have to
drastically improve. These used to be trends to worry about for the
distant future … this particular future is arriving.

A second issue to watch is progress towards a Banking Union in which
there is desired some way to prevent the self-reinforcing ‘bank-
sovereign doom-loop’ from taking grip in a crisis and by its nature
making the crisis much worse (see a recent VOX piece HERE on this
topic). As the graphic below shows, Euro Area bank equities have had a
pretty torrid 10-years for a variety of reasons (also see HERE for some
Euro Stoxx banks Technical Analysis).

https://www.thetimes.co.uk/edition/world/merkel-left-on-the-sidelines-amid-row-at-refugee-summit-ldbwv2mkb
https://voxeu.org/article/completing-europe-s-banking-union-means-breaking-bank-sovereign-vicious-circle


Title

6

An EU Summit With Financial Market Implications … Cont’d

The Context

Back to Index Page

Also on the agenda, more fiscal integration and more powerful macro-
stabilisation tools (e.g. the talked about European Monetary Fund).
This runs into objections from those who think financial markets should
be the disciplinarian and fear wealthier nations will end up footing the
bill for ‘profligate’ nations.

Political concerns (Italy again, PM might not go to this weekend’s
emergency summit, which hardly presents a unified front) and slowing
economic growth do not add up to EURO positives and the 2017 Euro
appreciation may also have found its way through to negatively impact.

A weight continues to be equity outflows.

All of which should keep Bunds bid over short-term at least (see HERE
for Technical Analysis).

And then there is BREXIT. Possibly the most significant development is
the story that Airbus (which employs 14,000 across the UK plus supply
chain implications) is threatening to ‘reconsider its investments in the
UK, and its long-term footprint in the country’. in the event of a no-
deal. This is by far the largest and strongest warning yet of the
potential implications of leaving the EU and is also a call for clarity on
the British government position/plan.

It will be interesting to hear whether the Airbus musings will be echoed
by more multi-national large employer corporates. A clear inference is
the impact on investment in the UK economy and this is something the
BoE will take notice of, despite this week’s surprise 6-3 vote (as
opposed to 7-2) which has lifted GBP. Note, Haldane (who changed to
a hike) speaks (Thursday) after fellow and outgoing hawk McCafferty
(Tuesday) the same day as the MPC newbie, Haskel, appears before the
TSC. Latter’s views have obvious inference. Chief Carney also talks
about the Financial Stability Report (Wednesday) – which is likely to
mention Brexit. The new £500bn fund (see HERE for more) might get a
mention somewhere along the line.

https://www.theguardian.com/business/2018/jun/21/philip-hammond-hands-bank-of-england-new-powers
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Two Years On And Still Head Scratching

The Context

By Tony Nyman, Head G10 FX & Andy Dowdell, Technical Analyst

Continued p8

Happy Anniversary! As our minds cast back to the June 23 2016 UK
referendum on Europe.

Less than 24 hours later, GBP/USD had plunged from approx 1.5000 and
by near 12.0%. By October 7 it had slumped to 1.1841 historic lows, a
slide of over 21.0%.

In the interim, the BoE cut interest rates by 0.25% to record lows, a
safety blanket for the inevitable economic downturn.

That easing was reversed last November and it's worth noting, there
has not been a hint of UK recession, although Q1 GDP of 0.1% q/q was
the softest since the vote.

In fact, at this juncture, the market is contemplating whether Carney
and co will press the tightening button for the second time in the cycle
in August or by year-end.

After Thursday's more hawkish 6-3, with the important Haldane joining
the dissenters, August rate hike probability stands above 70.0%.

It's been a wild Gbp/Usd ride in the last two years and though we have
been fairly spot on for Q2 so far on a rough 1.30/1.35 market (betting
on that for weeks ahead too), we are less confident on tipping what
comes first 1.2500 or 1.4000 (never mind 1.1841 or 1.50+, although
we'd be shocked if we see the former again).
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Two Years On And Still Head Scratching … Cont’d

The Context

• Although the sharp fall from the Apr 1.4377 high is looking
stretched, there are no obvious signs that a significant low is in yet.

• Currently attempting to rally from 1.3102, after buyers emerged
near 50% of the 2016-2018 advance at 1.3109.

• Bulls would need to clear the 1.3472/1.3618 area (near a bearish
50/200-Day MA crossover) to gain a firmer foothold.

• While 1.3472/1.3618 caps, we continue to favour further losses,
with scope seen to 1.3027 (6 Oct 2017 low), possibly the
1.2810/1.2774 area (61.8% retrace/24 Aug 2017 low) before we
seen a more meaningful attempt to stabilise.

The UK economic outlook, BoE expectations and Brexit have been both
negative and positive drivers since Jun 24 2016.

The future is just as cloudy.

Though real wages might be inching higher, CPI y/y has been slowing, to
2.4% in April and May versus the 3.1% November peak. Elsewhere,
hard data has been very mixed, so much so that the market stays unsure
whether the Q1 weather related ‘soft-patch’ could drag on and on. The
BoE might be 'keen' to hike, but they'll stay data dependent and so then
will the Pound to a great extent.

Brexit wise, it was looking quite good in mid-Mar when there was a
semi-surprise EU/UK transitional deal agreement. In the past few
weeks, we've been going backwards again.

After the government win in Parliament on the EU (Withdrawal) Bill on a
meaningful say, International Trade Secretary Fox still said nothing had

really changed and the option of a no-deal Brexit had been left firmly on
the table and on the other side, the EU and Barnier are reportedly
prepared to raise the ante given the limited progress. So much for the
threat of a 'Hard Brexit' dissipating after March 19.

As well as the Brexit threat, concerns remain on the sustainability, even
compassion/competency of the May govt and though the Corbyn threat
might have receded (Peak Corbyn), it's not entirely gone away.

So, we stay data dependent amid mixed drivers and await progress.

Perhaps looking at data from EPFR is a decent gauge, showing exactly
where sentiment towards the UK is right now. In the week to June 13, a
new post Brexit referendum vote result net OUTFLOW worst of Usd
13234mn was seen. We wrote then, near two years after the shock
outcome, the global investor continues to exercise caution with all
things UK and who can blame them?

Back to Index Page

https://www.informagm.com/stories/1373763/
https://financialintelligence.informa.com/products-and-services/data-analysis-and-tools/epfr


Title

9

Still Kiwi Bearish For RBNZ Week

The Context

By Tony Nyman, Head G10 FX

Back to Index Page

We have been NZD/USD bearish for pretty much all of 2018 so far.

In RBNZ Week, we have no reason to change our stance any time soon.
NZ data is mixed, the GDT price index is in a downtrend this year and
though the US/China trade dispute does not impact on the Nzd the
(major negative) way it does the Aud and Cad the NZ economy would
not get off unscathed from a potential major escalation.

So, we do not expect an about turn from the RBNZ in June, a bank that
we describe as currently the most dovish G10 CB out there (okay, the
BoJ could dispute this title). Current RBNZ rate hike probability in 2018
stands at 11.6%.

Australian bank believes the press release could be slightly more
hawkish than the May statement and describe as a red herring the “up
or down" line. It does not necessarily constitute a signal the outlook
has changed.

NORDEA make a good point. While the trade war rages, the USD has
had another relatively strong week vs the likes of NZD in particular. The
Dollar is a carry currency and a safe haven asset and it also yields better
so why should investors decide to “park” their money in NZ? They
probably shouldn’t.

NZD/USD has stayed south of the psych 0.7000 for over a week. Even if
the RBNZ is slightly more hawkish we cannot see the Kiwi reclaiming
both the psych mark and 0.7100/10 and the 200-dma in this backdrop
any time soon. We'd be looking for fresh sell opportunities up there
and a break below 0.6800 looks inevitable. If it's not next week, then in
early H2.

WESTPAC reportedly see Orr and co repeating its main message the OCR
is set to stay on hold for a long while, but the timing and direction of the
next move will depend on how the economy evolves. However, the
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Overstated Risks Of AMLO Presidency Leave MXN Looking Attractive 

The Context

By Robert Graystone, Emerging Market Analyst

On July 1st Mexican voters will head to the polls and are expected to

elect leftist Andres Manuel Lopez Obrador (AMLO) as President - a

veteran politician who has swept ahead of his opponents on a wave of

populism. With the incumbent Enrique Peña Nieto not eligible to run

again, investors are braced for a change in leadership. Although some

may still be coming to terms with the very real prospect that voters will

oust the ruling PRI Party and elect AMLO, we would argue that the

Mexican Peso now looks oversold. Taking into consideration the added

dimension of ongoing NAFTA negotiations, we would look to fade any

upside in USD/MXN above 21.000, targeting a return towards the 2018

low at 17.940 over the coming months, with a stop at 22.040.

Why AMLO?

AMLO himself has several key appeals to voters:

• He is considered by many to be a man of principle (some even see him as Mexico’s answer to UK opposition leader Jeremy Corbyn).

• During his tenure as Mayor of Mexico City he made clear efforts to tackle poverty via social policy.

Rising contempt for Mexico’s established political system and growing socioeconomic discontent are also key:

• Both economic and wage growth have stagnated under the current government.

• A crime wave which has led to the murder of over 100 politicians in the past few months, including 43 candidates running for office

(reported by Etellekt) .

Why are investors so nervous?

Investors fear that AMLO will end market friendly policies and could
herald the unravelling of key reforms, especially in the energy sector, that
were designed to make Mexico's economy more modern and productive.
There are also concerns that his pledges to increase social spending will
lead to a blow-out in the budget deficit. Note - the Center for Strategic &
International Studies (CSIS) points to the potential for institutional
damage to the judiciary and other institutions and possibly limits on
freedom of the press.

Continued p10
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Overstated Risks Of AMLO Presidency Leave MXN Looking Attractive  … Cont’d

The Context

Back to Index Page

However, investors need not be overly concerned - for his part, AMLO
has said that additional spending will be offset by cracking down on
corruption, trimming official perks, and making cutbacks to some other
programs. Additionally, Carlos Urzua (likely Fin Min under AMLO) has
said that the government will aim to keep the debt-to-GDP ratio from
increasing. Hence, risks to fiscal policy look to have been somewhat
overstated by some outlets; when it comes to monetary policy, AMLO
has been keen to emphasize that there is no threat to Banxico’s
independence.

Fade USD/MXN Upside Over The Coming Months

After AMLO’s victory, we expect investors to quickly come to terms with

the fact that AMLO’s economic policies are unlikely to bring about a

massive fiscal expansion/debt crisis, and a number of his more

contentious suggestions are likely just campaign rhetoric. As such, we

would look to fade any upside in USD/MXN above 21.000, targeting a
return towards the 2018 low at 17.940 over the coming months, with a
stop at 22.040.

We would also note that much of the recent USD/MXN upside has been
on account of a breakdown in NAFTA negotiations, so this trade is also
likely to benefit from any positive headlines in July. Note - Mexico's
Economy Minister Guajardo has suggested that technical negotiators
are still hard at work behind the scenes and Ministers will meet again
next month for high level talks.

Risks to our outlook

Although NAFTA progress would support the above trade, the other
side of the coin is, of course, that a further worsening of relations or
lack of progress in negotiations poses a risk to our outlook and would
send USD/MXN higher regardless of the domestic political situation.
Additionally, if AMLO or his ministers fail to take any steps to reassure
investors/businesses once he has taken office, and immediately begin
to implement some of the more contentious policies set out on the
campaign trail, there is potential for USD/MXN to run higher.

Overall, the worst case scenario here is that AMLO’s grip on power sees
him dragging Mexico back to the 1970s with interventionist policies
(particularly in the oil industry) that blow out the budget deficit, raise
borrowing costs, and fail to tackle the crime, corruption & violence that
have driven voters to him. This is the view that many doomsayers (and
indeed investors) are taking. However, all things considered, we believe
that this overdramatized narrative presents an attractive opportunity to
enter a bullish MXN contrarian trade.

This is an abridged version, see HERE for the full copy.

https://www.informagm.com/stories/1390003/
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Trade Wars Leading To Chinese Growth Concerns

The Context

By Chris Shiells, Emerging Markets Managing Analyst

US President Trump’s threat to place tariffs on a further
USD200bn of Chinese imports has roiled Emerging Markets,
adding to the double-whammy of rising US yields and a
stronger USD. It is feeding into a wider fear that Trump’s trade
wars will slow growth in China and the wider EM universe.
Deutsche Bank has suggested that if the extra 10% tariff on
USD200bn of Chinese imports is added to the already
announced 25% tariff on the first USD50bn of imports then this
could slow China’s GDP growth by 0.2-0.3ppt.

The threat of a retaliation is still present and dominating
market thinking, and Emerging Markets - being the most
sensitive to trade war risks in terms of reduced global output
and a reduction in risk appetite - will be particularly vulnerable
to any signs of increasing protectionism.

Back in March, when US Pres Trump stepped up his trade
protectionism, slapping import tariffs of 25% on steel and 10%
on aluminium, most analysts argued that odds of a widespread
trade war and a notable hindrance to global economic
expansion were limited, and there was no discernible impact
on Emerging Market Capital flows, but since then the trade
wars have intensified (with retaliations and further US tariffs)
and the external backdrop has weakened amid rising US yields
and global USD liquidity concerns.

Continued p12
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Trade Wars Leading To Chinese Growth Concerns … Cont’d

The Context

It is this that has driven capital outflows from EM over the past month,
and trade wars can only make this worse, as it strengthens the USD and
upside inflation risk in the US and thus, potentially opening the door to
a more hawkish Fed. The Dollar index this week hit its highest levels
since July 2017, as the trade war tit for tat developments escalated
further.

With this, Usd/Cnh hit its highest level since early January, and there is
conjecture that the Chinese administration could use a Yuan
devaluation as an instrument in the escalating trade dispute.

At the same time the MSCI EM Index has slumped to its lowest since
Oct-2017, some 14.5% off its February peaks, losing over 5.5% of its
value in the last two weeks alone. The graph above highlights how a
stronger USD has fuelled a drop in the MSCI index and outflows from
EM Funds.

In terms of outright trade war risks, Mexico and S.Korea would be
squarely in the firing line, not just within the EM space, but globally, as
they are both one of the US’ and China’s top trading partners. Mexico
sports a surplus of around USD71bn with the US, and only China runs a
larger surplus with the US (of circa USD375bn). However, given the
increasing tensions in US-Sino trade, some expect that Mexico may
benefit as an exporter of cheap goods to the US if Chinese imports fall
away, although this does not account for what might happen if NAFTA is
scrapped. Mexico buys more from China than it sells, running a deficit
of ca USD67bn, that forms part of a wider C/A gap, which itself serves
as a fundamental vulnerability.

It is S.Korea that looks to be at most harm to an economic slowdown in
China and US tariffs, as it runs relatively large trade surpluses with both
countries.

Continued p13
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Trade Wars Leading To Chinese Growth Concerns … Cont’d

The Context

Back to Index Page

However, most expect that the actual implementation of US-China tariffs
will not go beyond the recent USD50 billion package, and much like after
the March tariff scare we do not see this having a lasting negative impact
on S.Korean fund flows (see graph below)
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The Context

China Insight: QFII Foreign Investment Rules Relaxed Further; Watch Capital Inflows
By Tim Cheung Head of China, Riki Zhang EM Analyst

As per the joint announcement by PBOC and SAFE on 12 June, qualified
foreign institutional investor or QFII rules have been further relaxed.
Three major changes on the dollar denominated QFII and the RMB QFII
(i.e RQFII) include:
1. raising the upper limit on the monthly outward remittance to 20%

of the total onshore capital at the end of previous year;
2. removing the lock-in period requirement for QFII and RQFII;
3. allowing FX hedging for onshore investment in order to encourage

foreign participation.

The above changes came after two events:
• QDLP and QDIE pilots were resumed last Dec and their quotas were

increased to USD5bn this April; and
• QDII program, which had been temporarily suspended after Mar

2015, finally restarted in April and its total investment amount now
has increased to USD11.5bn.

By the end of May, there were 287 QFIIs with an investment quota at
USD99.5bn (chart 1) and 196 RQFIIs with an investment quota at
CNY615.9bn (chart 2).

Regardless of the escalating US-China trade tension, we see the
inclusion of China's equity and bond market in global indices will
continue to prompt visible portfolio capital inflows into China.

Chart 3 shows that foreign investors' holding of China onshore bonds
has been increasing since last summer.

To balance such flows, we expect capital control measures restricting
outflow imposed in the past couple of years will be relaxed
progressively over the rest of the year, even if not totally removed.
Unless the US and China go for an all-out trade war, China is unlikely to
tighten controls on capital outflows again.

Admittedly, faced with the growing likelihood of an all-out trade war
with the US, China should have stronger preference for a weaker CNY
FX in order to regain some trade competitiveness.

Back to Index Page



Title

16

The Context

APAC Yield Curves Exhibiting No Cause For Alarm As Of Yet 

We may find ourselves staring down curve inversion in Australia and
New Zealand space only sometime in the mid-to-distant future (talking
about a few years here, maybe even between 2 to 5) if the financial
crisis of 2007-2009 is any indication. We also find that New Zealand's
yield curve inversion preceded the NZX's stock market rout far earlier
than its Australian counterpart.

Amidst chatter over global yield curves inverting. APAC sovereign yield
curves seem to have some "spread" left before inversion occurs.

In Australia and New Zealand, recent curve movements seem to be
largely in tandem with those of UST yields, as seen in the 10Y-2Y
sovereign yield spread comparison below. With that said, when it
comes to Antipodean sovereign yields, more curve flattening lays
ahead given how both the RBA and RBNZ have yet to even commence
policy "normalization", as opposed to the US Fed.

By Tian Yong Woon, IGM Fundamental Analyst 

Continued p17
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The Context

APAC Yield Curves Exhibiting No Cause For Alarm As Of Yet … Cont’d 

Japan’s yield curve, as with those of Australia and New Zealand, have
yet to exhibit inversion, although JGB 2s10s can also be viewed as
"engineered" by the BoJ's yield curve control (YCC) policy i.e. the
adopted of a 10-year yield target of 0.0% - this has artificially influenced
spread fluctuations and levels.

With that said, we still see very strong positive correlations between US
10Y Treasury yields and the Nikkei 225, so some affirmative cues can be
taken from there, though the Nikkei 225's price skew is still towards the
upside for as long as the BoJ's ETF buying continues to underpin. The
feasibility of the BoJ's protracted bout of ETF purchases is an issue to be
examined at another time.

Back to Index Page
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The Context

EU 10 Year Yield – Longer Term Recovery Intact While 0.156/0.188 Holds
Technical Analysis by Ed Blake

Back to Index Page

• Recovered from -0.205 (2016 record low) to
0.806 (Feb’s peak), ahead of a 3-wave
correction to retrace nr 61.8% of this
advance.

• With the following bounce capped at 0.518
(12 June), deteriorating daily/weekly studies
suggest a fresh down-leg targeting key
clustered support between 0.156/0.188.

• While this holds, watch for a gradual
resumption of the long-term recovery
targeting 0.518/0.656 then 0.806.

• Only under 0.156 would negate the long-term
recovery and expose 0.092 (Nov 2016 low),
perhaps 0.033 (76.4% of -0.205/0.806).

IGM’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 yields in the short term as we await a return
towards the key 0.156/0.188 support zone. Then
look to buy yields in anticipation of a
resumption of the long-term recovery.

Resistance Levels 

R5 0.806 2018 high – 8 February 
R4 0.703 8 March 2018 high 
R3 0.656 24 April 2018 lower high, near 76.4% retracement of 0.806/0.188 fall 
R2 0.570 61.8% retracement of 0.806/0.188 fall 
R1 0.518 12 June 2018 minor lower high 

Support Levels 

S1 0.280 11 December 2017 former low 
S2 0.188 2018 low - 29 May, nr 61.8% of -0.205/0.806 (0.181) & 1.382x 0.806/0.473 off 0.656 (0.195) 
S3 0.156 2017 low - 18 April 
S4 0.092 9 November 2016 former low, nr 1.618 projection of 0.806/0.473 off 0.656 (0.117) 
S5 0.033 76.4% retracement of -0.205/0.806 recovery 
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EURO STOXX Banks Index – Bears Seek An Extension Targeting 101
Technical Analysis by Ed Blake
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• Retreated from the early 2018 peak at 143.73
via 131.98 (24 Apr lower high) to post a
recent low at 109.30.

• Daily studies are showing signs of life, but
while 115.91/122.13 caps the bounce,
renewed weakness is favoured.

• Negatively aligned longer term studies concur
and below 109.30 targets 101.20 (Nov 2016
low/Fibonacci levels).

• Sustained easing would then expose
97.03/92.91.

• Only above the 115.91/122.13 zone questions
downside risk and re-opens the 131.98 lower
high, which guards the 143.73 peak.

IGM’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 near term corrective gains for a return
through 109.30 targeting 101.20. Stop and
reverse above former support at 122.13.

Resistance Levels 

R5 143.73 2018 high - 29 January, near a 7¼yr falling trendline at 140.12 
R4 135.66 28 February 2018 high 
R3 131.98 24 April 2018 lower high 
R2 122.13 4 April 2018 former low 
R1 115.91 12 June 2018 minor lower high 

Support Levels 

S1 109.30 31 May 2018 low, nr 50% of 77.24/143.73 (110.48) & 1x 143.73/122.13 off 131.98 (110.38) 
S2 101.20 29 November 2016 low, nr 61.8% of 77.24/143.73 (102.64) & 1.382 proj off 131.98 (102.13) 
S3 97.03 1.618 projection of 143.73/122.13 from 131.98 
S4 92.91 13 October 2016 low, near 76.4% retrace of 77.24/143.73 (92.93) 
S5 87.09 30 September 2016 higher low 
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NZD/USD – Failure To Overcome The 200-Week MA Points Lower

Technical Analysis by Andy Dowdell
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• Successive failed attempts in 2017 and early
2018 to overcome the 200-Week MA
threaten a deeper setback.

• Focus is now returning to last year’s .6781
low, below which could extend to .6676/75,
possibly .6467.

• Above .7060 is needed to relieve short-term
pressure.

• Further gains over .7154/86 required to
stabilise the wider structure.

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

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

your Account Manager.

STRATEGY SUMMARY

Look to sell for a deeper decline to .6676/75,
possibly .6467. Above .7060 relieves immediate
pressure, but bulls would need to clear .7154/86
to stabilise the wider structure.

Resistance Levels 

R5 .7558 27 July 2017 high 
R4 .7438 24 January 2018 high, near the 13 April 2018 high at .7395 
R3 .7154 21 March 2018 low, near the 1 March 2018 low at .7186 
R2 .7060 6 June 2018 high 
R1 .6956 18 June 2018 high 

Support Levels 

S1 .6781 17 November 2017 low 
S2 .6675 61.8% of .6130-.7558 rally, near the 30 May 2016 low at .6676 
S3 .6467 76.4% of .6130-.7558 rally 
S4 .6348 20 January 2016 low 
S5 .6130 24 August 2015 low 
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