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The synchronised global economic growth story has it 
seems gone off piste.  The US economy continues to 
outperform – this provides cover for the Fed to 
maintain its tightening path.  Where the Fed goes, 
many other, mainly Emerging Market, central banks 
feel little choice other than to follow.  Still, Senior 
Analyst Anil Mayre writes the changes in the world of 
central banking have led to UK issuers increasing 
Dollar securitisation sales.  [Pages 2-5]. This even as 
fears of Usd scarcity intensify. 

➢ Elsewhere, the ECB has eliminated any idea of a rate hike in the near-

term, as European Fixed Income Manager Alvin Baker writes ‘by 

guiding steady rates policy until September 2019, or even longer still, 

barring a surprise leap in inflation to above the levels that the June Staff 

Forecasts predict’.  [Pages 6, 8-9] 

 

➢ At the BoC, Senior FX Analyst notes ’We wrote in last month’s MIRO 

that only a significant weakening in Canadian data would postpone a 

July increase in rates from the BoC of 25bps to 1.5%, but last week’s 

surprisingly disappointing retail sales and tepid inflation numbers have 

reduced the implied probability of a July increase down to around 

50%.’, and then there is the impact of tariffs … [Pages 6, 11] 

 

➢ … which means that global economic bell weather South Korea needs 

watching.  In this context, FX Analyst Freda Yeo’s point takes on extra 

significance, ‘The Bank stated its intention to revisit economic growth 

forecasts at the July 12 convene as the outlook gets increasingly 

clouded by the deepening China/US feud.’ [Pages 7, 16]. 

 

➢ Elsewhere, Emerging Markets Managing Analyst Chris Shiells 

highlights, ‘the NBH finally admitted that the current loose policy 

conditions cannot be maintained until the end of the 5-8 quarter policy 

horizon, marking the beginning of the end of its dovish stance.’  [Pages 

7, 12]. 
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UK Issuers Boost USD Securitisation Sales 
 

By Anil Mayre, Senior Analyst, IGM 
 
 
 
 
 
 
 
 

UK securitisation issuers have stepped up their sales of USD bonds to the highest level since 2015.  And with one 
deal still to price at the time of writing, 2018 could turn out to be busiest year since 2012.  
 
Bank of Scotland and Clydesdale Bank with their RMBS and NewDay with its first dual-currency credit card deal 
took the year-to-date tally of USD bonds past USD3.5bn in the last two weeks of June.   
 
And with Barclays soon to return to the credit card market after a near 4- year break in dual currency format, that 
tally is to be boosted further.   
 
At the time of writing eight USD tranches from seven deals had been sold, or were about to price, for USD3.517bn, 
with NewDay’s tranche preplaced at USD67m.   
 
In 2017 just USD821m printed across two deals and 2016 did not fare much better with USD950m from three 
tranches.  
 

 
Source: Informa Global Markets 

 

Admittedly, the four-fold increase in activity is from a low base, but it nonetheless gives some insight into how 
originators have reacted to central bank policy change.  
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The increase in activity is from a low base, but it nonetheless gives some insight into how 

originators have reacted to central bank policy change. 
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Some 27 UK securitisations have been offered to investors in one form or another across asset classes, either in 
open syndication, private or to a small consortium.   
 
And 20 of those have been RMBS.  At the same stage last year only 10 RMBS had been placed. 
 
Increased UK securitisation issuance was anticipated in 2018 as issuers sought alternate sources of funding 
following the closure of the Bank of England’s Term Funding Scheme (see HERE for more). 
 

And amid that, issuers are also taking advantage of currency diversification to avoid potentially clogging-up lines in 
the GBP market.  
 
The positive reception given by investors to the bonds will instil some confidence in others looking to do so.  The 
USD3.5bn+ of bonds placed have attracted about USD7.2bn of orders, based on status updates received ahead of 
pricing, to show that US appetite has been strong for UK product.  
 
One syndicate banker that had worked on a UK transaction sold in USD said it was “a welcome diversification in a 
post-TFS world.” 
 
But he tempered the enthusiasm somewhat by saying it was not necessarily suitable for everyone.  “Those that 
have the funding needs will look to utilise it, “he said of the ability to issue in USD. 
 
However, on a stand-alone basis, if funding needs are only GBP300-400m, issues may not necessarily consider a 
dual-currency transaction until funding needs grow, he said. 
 
But as NewDay is showing, each issuer will assess the situation differently.  With sub-benchmark senior tranches 
(USD67m and GBP100m Triple As), this issuer has not been perturbed by a modestly-sized deal.  The preplacement 
of the USD tranche allows it to establish a presence in the US market, which could open up the potential for a 
publicly marketed trade in the future.   
 
And despite the recent volatility, pricing remains compelling in USD due to the favourable swap rate for UK issuers. 
This bodes well for those issuers still considering USD issuance to broaden their investor base and take some of the 
weight off the GBP market simultaneously.  
 
The 2- and 3-year maturities have been in favour so far for USD issuance (although Santander did sell a 0.6-year 
money market tranche).  
 
The 2-year swap started the year around the -10bp mark (mid), and dipped to -16bp in February before trending 
higher.  It was not until the third week of June that it rose above zero, before retreating into negative territory once 
more. 
 
The 3-year started the year around -9bp, reached positive territory in mid-June and only reached a year-to-date 
high of 2.25bp.   
 
The graph shows that while GBP/USD swap rates have steadily climbed higher this year, it is only to around a level 
that is generally flat to GBP so it has not been detrimental to funding costs. 
 

 

 

https://igm-novus-production-uploads.s3.amazonaws.com/uploads/upload/asset/84255/IFI_Monthly_Interest_Rate_Outlook_-_April_2018.pdf
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Source: Bloomberg 
There is an opposing situation in EUR, where the swap is costlier.  There are obvious benefits of issuing in EUR such 
as diversifying the investors base, but issuers must balance that upside against the cost of achieving it.  

 

A GBP/EUR swap in the 3-year tenor, is around the 18.5bp mark. 

 

The last UK RMBS to include a EUR tranche was TSB Bank’s Duncan Funding 2016-1 back in May 2016, where 
EUR150m was placed.  But then, the spread on the EUR tranche was 3mE+48bp versus 3mL+70bp on the GBP.  So 
selling the EUR tranche at a much lower headline spread helped the issuer to absorb some of the costs. 

 

But with 3-year UK RMBS in GBP pricing in the high 30s, it would mean selling a UK tranche in EUR around the high 
teens level –which investors may find too tight given it would only be a few basis points back of benchmark Dutch 
RMBS. 

 

The graph illustrates the relative swap costs for issuing in USD and EUR, and the clearly more expensive approach 
to the latter, even though the differential is narrowing.  

 

At the start of the year, around 30bp separated the cost in USD and EUR for a UK issuer, and towards the end of 
June that was down to around 16bp in both 2- and 3-year tenors.  

 

The potential for USD issuance therefore remains attractive, as Bank of Scotland showed with its Permanent Master 
Issuer 2018-1.  

 

That deal contained a USD1bn Triple A tranche, which is the largest in USD tranche since 2012, and it was well 
subscribed with USD1.7bn of orders.  

 

And should the remaining deal in the pipeline offer USD333m or more, it brings 2012 into focus. 

 

As can be seen from the issuance graph, USD volumes topping USD3.85bn would mean the busiest year for USD 
bonds since USD18.2bn was issued in 2012, but is unlikely to be reached. 
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As the banker noted above, the pace of issuance could slow given that some of the large master trusts have already 
issued.  But the benefit of tapping this investor base, which for some is a previously very well-trodden path, is clear.  

 

Barclays, as noted above, last issued a public deal back in 2014 but it was a regular issuer in the US market in pre-
crisis years.  

 

After 2014 it retained two more credit card deals and participated in Bank of England’s Funding for Lending Scheme 
(FLS) and Term Funding Scheme (TFS).  In fact, the bank took GBP2.6bn from the TFS just before it closed to new 
applications in Q1 2018. 

 

Nationwide also ducked in for some last minute cheap funding, grabbing as much as GBP4.65bn, followed by 
Santander with GBP2.25bn and Virgin Money with GBP2.151bn in Q1. 

 

Both Nationwide and Santander have issued multi-currency RMBS this year.  

 

Virgin Money is yet to, but has taken a multi-currency approach in each of its last three transactions (USD/GBP in 
Gosforth Funding 2017-1, EUR/GBP with series 2016-2 and USD/EUR/GBP with series 2016-1).  

 

2018 UK issuance in USD 

Date Issuer Originator Cl Ccy Size(m) Coupon WAL Orders(m) Asset 

class TBP NewDay 18-1 NewDay Ltd A1 USD 67 TBP 2.2 n/a Cards 

TBP Gracechurch 18-1  Barclays Bank A USD TBA TBP 1.9 TBA Cards 

TBP Lanark 18-2 Clydesdale Bank 1A USD 400 3mL+42 1.93 640 RMBS 

21 June Permanent 18-1 Bank of Scotland 1A

1 

USD 1,000 3mL+38 1.95 1,700 RMBS 

16 Mar Penarth 18-1 Bank of Scotland A1 USD 300 1mL+38 1.98 325 Cards 

09 Mar Holmes 18-1 Santander UK A1 USD 200 1mL+37 0.6 340 RMBS 

   A2 USD 750 3mL+36 1.97 2,175 RMBS 

12 Feb Silverstone 18-1 Nationwide B/S 1A USD 500 3mL+39 2.9 900 RMBS 

24 Jan Lanark 2018-1 Clydesdale Bank 1A USD 300 3mL+42 1.93 1,100 RMBS 

Total     3,517   7,180  
Source: Informa Global Markets/Pricing announcements 

 

anil.mayre@informagm.com 

 
  

mailto:anil.mayre@informagm.com
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FORECASTS AT A GLANCE: MAJORS 

 
 

G3 
CURRENT 

(%) 

DIRECTION OF 

NEXT POLICY 

MOVE* 

UPCOMING CB 

MEETINGS 

RISK OF MOVE AT 

NEXT MEETING 

THREE-MONTH 

F/C (%) 

SIX-MONTH F/C 

(%) 

TWELVE-

MONTH F/C 

(%) 

Fed Funds 1.75-2.00  July 31/August 1 100% steady 2.00-2.25 2.25-2.5 2.5-2.75 

T-Note (10 Yr) 2.85    3.05 3.25 3.32 

ECB refi/depo 0.0/-0.40  July 26 100% steady  0.00/-0.40 0.00/-0.40 0.00/-0.40 

Euro 10 Yr 0.32    0.45 0.70 0.90 

Japan o/night 

Call 
-0.10  July 30/31 100% steady -0.10 -0.10 0.00 

JGB b/mark 10 

Yr 
0.03    0.05 0.075 0.10 

Europe        

BoE Repo 0.50  August 2 
60% steady 

40% hike 25bp 
0.75 0.75 1.25 

Gilts 10 Yr 1.26    1.35  1.45 1.85 

Swiss 3 mth 

Libor 
-0.75  September 20 100% steady -0.75 -0.75 -0.75 

Conf 10 Yr -0.12    0.05 0.20 0.35 

Swedish Repo -0.50  July 3 100% steady -0.50 -0.35 -0.25 

SGB 10 Yr 0.48    0.55 0.70 0.90 

Norges Bank 

depo 
0.50  August 16 100% steady 0.75 1.00 1.25 

NGB 10 Yr 1.77    1.90 2.00 2.10 

Dollar Bloc        

BoC o/n Target 1.25  July 11 
50% hike 25bp 

50% steady 
1.50 1.75 2.00 

Canada 10 Yr 2.13    2.15 2.30 2.50 

RBA OCR 1.50  July 3 100% steady  1.50 1.50  1.50 

Australia 10 Yr 2.63    2.90 3.05 3.15 

RBNZ 1.75  August 9 100% steady 1.75 1.75 2.00 

NZ 10 Yr 2.84    3.05 3.15 3.30 
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FORECASTS AT A GLANCE: EMERGING MARKETS 

 

Emerging 
Markets 

CURRENT 

(%) 

DIRECTION OF 

NEXT POLICY 

MOVE* 

UPCOMING CB 

MEETINGS 

RISK OF MOVE AT NEXT 

MEETING 

THREE-

MONTH 

F/C (%) 

SIX-MONTH 

F/C (%) 

TWELVE-

MONTH F/C 

(%) 

NBH base rate 0.90  July 24 100% steady 0.90 1.05 1.25 

CNB 2 wk repo 1.00  August 2 
80% steady 

20% hike 25bp  
1.00 1.25 1.25 

NBP reference 

rate 
1.50  July 11 100% steady 1.50 1.50 1.50 

CBT 1-wk Repo  17.75  July 24 
90% steady 

10% hike 50bp 
17.75 17.75 17.75 

SARB repo 6.50  July 19 
90% steady 

10% hike 25bp 
6.50 6.50 6.50 

Bank of Russia 

key policy rate 
7.25  July 27 

90% steady 

10% cut 25bp  
7.25 7.25 7.00 

BC do Brasil selic 6.50  August 1 
75% steady 

25% hike 25bp 
6.50 6.75 7.25 

BC de Chile o/n 2.50  July 24 100% steady 2.50 2.75 3.00 

Banco de Mexico 

o/n 
7.75  August 2 

60% steady  

40% hike 25bp  
7.75 8.00 8.00 

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

RBI repo 6.25  August 1 
60% steady 

40% hike 25bp 
6.50 6.75 6.75 

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

Bank Indonesia 

Reverse Repo 
4.75  June 29 

70% steady 

30% hike 25bp 
5.00 5.25 5.50 

Current yields as of 29 June 2018  

N/a = not applicable 

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

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

 
FED: The Fed remains on course to hike another 
quarter point in September and December (so 
nothing at the next meeting).  Threats of curve 
inversion are not going to stop this (yet).  Trade 
tensions might though if investment is materially and 
negatively impacted.  One interesting point is the fall 
in OIS 10y1m, a loose proxy for the market view on 
Terminal Funds, to below 2.6%.  The failure to 
upgrade longer-term/Terminal Funds in the SEP may 
reflect uncertainty trade policy has on the outlook.  
Negative tariff impact to offset tax cuts?  There is a 
growing view the neutral funds will be hit within 12-
months.  Will reaching Terminal Funds stop rate 
hikes?  Maybe not if financial conditions are 
perceived as too loose and in turn are viewed as 
stoking asset price bubbles.  Lots of talk about falling 
offshore Dollar liquidity … but the Fed does not see, 

worried about this, after all, its primary focus is 
domestic and the dual mandate is essentially hit. 
marcus.dewsnap@informagm.com 
 
10-year US yield technical analysis HERE 
 
EUROZONE:   Draghi left his mark on policy again 
with his dovish guidance even though the Governing 
Council exhibits supreme confidence on sustained 
progress on the Bank meeting its inflation remit.  The 
PSPP will end in December 2018, tapering from Eur 
20 bn to Eur 15 per month from October. 
 
However, President Draghi also managed to offer a 
dovish tightening message by guiding steady rates 
policy until September 2019, or even longer still, 

mailto:marcus.dewsnap@informagm.com


 

 

 

 
 
           London                          New York                         Tokyo                         Hong Kong                   Singapore                      Shanghai 

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

JULY MONTHLY INTEREST RATE OUTLOOK 
barring a surprise leap in inflation to above the levels 
that the June Staff Forecasts predict.  
 
Mr Draghi also asserted inflation expectations remain 
anchored despite the convergence verbiage.  This 
mostly down to increasing uncertainty on growth, on 
external factors with some ECB members fretting 
over the real threat of protectionism leading to a 
global recession.  This, compounded by supply 
constraints and temporary factors.  The upshot, 
markets have all but priced out any tightening until 
after next summer at the earliest. 
 
That said, we see some risk, albeit small, that some of 
this dovish language can be walked back as markets 
paid lip service to his assertion that the CB stands 
'ready' to adjust 'all instruments'. 
 
EONIA has priced in less than 4 bp worth of Depo Rate 
tightening until June 2019 and the OIS curve pushed 
out the first 10 bp hike another quarter to December 
2019 (from September 2019).   
alvin.baker@informagm.com 
 
10-year Euro yield technical analysis HERE 

 

JAPAN: The last BoJ resulted in the expected 
unchanged policy parameters and maintained its 
commitment to QQE.  There was, however, a 
"downgrade" of its CPI assessment, which left policy 
tightening hopefuls (an increasingly endangered 
group) wanting.   
 
The CPI "downgrade" means that we are likely to see 
market participants looking for a near-term hawkish 
policy shift disappointed, the CB now deemed likely 
stay its hand for at least the next 6 months.  The 
continued accommodative stance is a divergence 
from the other G3 CBs as Japan's hard inflation and 
wages data provides little leeway for talk of "policy 
normalization".  Currently, we don’t expect meetings 
to become "live" for a hike until at the earliest Q4 
2018. 
 
The BoJ's relentless pursuit of ultra-easy policy may 
become risky as economic growth cycles in other 
major economies come to an end.  This may leave the 
CB with little, or no, "ammunition" for further easing.  
On this note, we foresee the BoJ eventually having to 
"normalize" policy, even before its 2% inflation target 
is attained.  tianyong.woon@informagm.com 

 
 

 
 

EUROPE 

 
 
UK:   The BoE/MPC surprised at the June meeting 
with a 6-3 vote to hold (versus 7-2 forecast, as Chief 
Economist Haldane joined the 2 previous dissenters.  
August’s super-meeting meet is 'live', although data 
needs to significantly improve to justify a hike. 
 
With a new MPC member, Haskel, joining the fold in 
September, the BoE will be faced with a difficult 
decision at the super-meeting in August.  In June, 
guidance was reinforced that Brexit clarity and new 
macroeconomic data will need to align to warrant 
only the 2nd rate hike in more than a decade.  From 
Haskel’s inaugural remarks, he doesn’t seem in the 
hawk’s camp as opposed to the leaving McCafferty. 
 
The most pressing issue for the current MPC majority 
is that while wages are on the gradual increase, albeit 
on both measures still just under 3%, the outlook for 
inflation has stabilised at between 2%-2.5%.  A 
weaker Pound (versus Q1) and firmer oil prices may 
cloud the issue, hence the baseline Bank view, that is 
more or less in agreement with the market’s 3 x 25 
bp worth of tightening over the next 3 years.  
 

We suspect the BoE will harden its hawkish language 
in the run up to the August meeting, but only with the 
caveat if incoming data allows and a hard Brexit is still 
the least likely outcome.  
 
WIRP currently favours a 68-73% probability of a 
summer or November move – but only one hike in 
2018, and each in 2019/2020. 
alvin.baker@informagm.com 
 

Gilt yield technical analysis HERE. 

 
SWITZERLAND: The second SNB decision of the 
year was very similar to the first, with the market 
taking little notice of the usual declarations that the 
Swiss Franc remains highly valued and that the 
central bank will remain active in the foreign 
exchange market as necessary.  The only real 
departure from March’s update, were the comments 
from SNB President Jordan who said that downside 
risks are greater than three months ago.  With the 
ECB surprising markets with their forward guidance 
pointing to a first rate hike in mid-2019 at the earliest, 
the SNB look unlikely to hike in the foreseeable 

mailto:alvin.baker@informagm.com
mailto:tianyong.woon@informagm.com
mailto:alvin.baker@informagm.com
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future.  Swiss Franc safe-haven demand has 
continued, due to German political and global trade 
worries. mark.mitchell@informagm.com 
 
SWEDEN: The Riksbank next meet on July 3rd.  
Rates are set to be left unchanged at the -0.50% 
record low.  With inflation hitting target, Ingves 
revealed in April that the CB expect to start its 
tightening cycle at the end of this year, although it 

will be interesting to see if prior hawks Floden and 
Ohlsson still believe an earlier move is viable given 
the ECB’s latest dovish meet, while increased trade 
tensions and global growth uncertainties may also 
prompt a more dovish statement.  Markets currently 
price in a mere 27% chance of a December hike. 
rachel.bex@informagm.com 
 
 

 
NORWAY: Despite recent soft domestic inflation 
data and the forward guidance from the ECB that 
points to a first rate hike in mid-2019, the Norges 
Bank at their meeting in Jun were more specific about 
their rate path schedule, stating that the rate will 
most likely be raised in Sep 2018. The central bank 

pointed to upbeat growth expectations and 
impressive employment numbers as a reason for the 
expected move and also upped their forecasts for the 
Krone. So even if Eur/Nok dips to 9.1500/2000 in Q4 
in will not put off the Norges Bank from hiking.   
mark.mitchell@informagm.com
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DOLLAR BLOC 

 

CANADA: We wrote in last month’s MIRO that only 
a significant weakening in Canadian data would 
postpone a July increase in rates from the BoC of 
25bps to 1.5%, but last week’s surprisingly 
disappointing retail sales and tepid inflation numbers 
have reduced the implied probability of a July 
increase down to around 50%.  There are still four key 
pieces of data before the BoC decision on July 11, 
with April GDP, the BoC business outlook survey, 
trade data and the June employment report.  At a 
push we will go for an unchanged verdict in July, as 
trade tariffs start to make their effect felt. 
mark.mitchell@informagm.com 
 
10-year Cad yield technical analysis HERE. 

 

AUSTRALIA: The RBA is once again expected to 
leave cash rate unchanged (1.50%) at its next 
meeting.  There has not been any material 
improvement in the high household debt/low wage 
growth situation holding back higher rates with the 
probability of the first 25bp hike only priced late into 
H2 2019. 
 
Considering the factors needed to resolve a situation 
of high household debt/home prices – economic 
growth, tighter labor market, improvements in 
productivity and wage growth and slowing property 
inflation – faster economic growth in Q1 GDP was 
welcomed, but net labour productivity has not seen 
any improvement over the last 2 years.  
 

mailto:mark.mitchell@informagm.com
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May’s employment report was lackluster with 
headline employment change disappointing and the 
bulk of job gains consisting of part-time employment, 
which does not bode well for the quality of the labour 
force nor the ability of workers to demand higher 
wages.  The unemployment rate did slip to 5.4%, 
although that could largely be accounted for by 
people leaving the workforce as the participation rate 
also fell.  Governor Lowe speech in June also failed to 
thoroughly convince the markets that the next move 
in policy rate will be up.  In addition, rising tensions 
with China, escalating US-Sino trade tensions as well 
as political uncertainties in Europe also add 
headwinds to the policy trajectory.  The only bright 
spot is that home prices, while still high, have only 
seen mild inflation over the last 6 months. 
 
Overall, the unemployment rate will likely need to 
drop to 5% and wage growth increase to 3% in order 
to sustain average inflation of 2.5% y/y.  Until then, 
the RBA is expected to remain on hold. 
QiXiu.Tay@informagm.com 
 

NEW ZEALAND: As expected, the June RBNZ kept 
the Official Cash Rate (OCR) unchanged at 1.75% 
whilst maintaining its dovish tilt.  The Bank reiterated 
it is no hurry to tighten policy, understandable given 
New Zealand's persistently lackluster measures of 
inflation (well under the 2% target) and stagnant 

wage growth.  Recent slower Q1 GDP growth and 
lower than expected government spending were also 
mentioned in the post-meeting statement, which 
added to the overall weakened case for a near-term 
rate hike. 
 
Q2 CPI, due in July, and wage growth reads revealed 
in August, will likely be pivotal in shaping 
expectations ahead of the next RBNZ.  Note too that 
the disparity between the RBNZ and RBA remains, in 
the sense that the former is still open to its 
benchmark interest rate moving in "either direction" 
but the latter still primes for its next benchmark 
interest rate move to be "up, not down"  
 
There is little expectation for inflation and wage 
growth to stage a protracted acceleration soon (Q2 
wage growth to see some bumps from an April 
minimum wage rise).  As such policy and guidance are 
expected to remain on hold for rest of this year.  An 
OCR hike is deemed likely only from Q1/Q2 2019.  
 
OIS-implied probabilities for a year-end hike have 
gradually adjusted to the CB's relentless 
communication that it is in no hurry to tighten.  
Probabilities have inched to sub-15% levels since the 
May meet and will likely continue creeping towards 
0% the year draws on.  
tianyong.woon@informagm.com 

 
 

 EMERGING MARKETS: EUROPE, RUSSIA & SOUTH AFRICA 

 

CZECH REPUBLIC: The CNB wasted no time in 
raising rates again at their June meeting, lifting the 2-
week repo rate by 25bp to 1.00%.  This followed a 
string of hawkish verbiage from Governor Rusnok, 
Deputy Hampl, and MPC member Mora who all 
suggested that the broadly weaker Czk should allow 
tightening to recommence sooner.  The rationale was 
that the anticipated Koruna strength (which would 
have mirrored tighter monetary conditions) has not 
come to fruition, and this weakness is set to persist.  
Additionally, the firmer than forecast May CPI print 
(2.2% y/y), which marked the highest level since 
January, clearly gave rate setters plenty of reason to 
raise rates. 
 
Looking ahead, volatile external conditions and a lack 
of clear signals from rate setters at their latest 
meeting makes the immediate path of Czech 
monetary policy hard to assess; as such, the next 
decision in August is difficult to predict.  As it stands 
we would expect rates to be held steady, although 
the CNB may have updated forecasts and Eur/Czk 

predictions to base its decision on then.  Further 
ahead, the market implied policy rate still points to 
the possibility of a further 25bp rate increase in Q4. 
robert.graystone@informagm.com 
 
HUNGARY: At the June meeting the NBH finally 
admitted that the current loose policy conditions 
cannot be maintained until the end of the 5-8 quarter 
policy horizon, marking the beginning of the end of 
its dovish stance.  This after it was reported that Nagy 
had met with investors and said the CB is prepared to 
tighten monetary conditions if the HUF depreciation 
endangers the inflation target.  
 
GDP growth estimates were revised upwards, with 
the full year 2018 figure now seen at 4.4% (versus 
4.2% previously) and CPI forecasts for 2018/2019 
were raised to 2.8%/3.1%, respectively (from 
2.5%/2.9%).  As a result, the market has brought 
forward rate bets, forecasting a full 25bp rate hike 
within 3-months. 
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JULY MONTHLY INTEREST RATE OUTLOOK 
However, the NBH still does not expect inflation to be 
sustainably on target until 2019 and crucially 
reiterated a need to maintain loose monetary 
conditions until inflation has converged with this 
target (3.00% +/-1ppt).  The current HUF levels do not 
warrant a policy change, and the question remains as 

to what level Eur/Huf needs to hit to trigger policy 
tightening.  We are still eying levels above 330. 
christopher.shiells@informagm.com 
 
 

 

 

POLAND: NBP hawk Gatnar re-emerged recently, 
arguing that loose fiscal policy and accelerating price 
growth in Poland (running at a 4-month high of 1.7% 
y/y in May) and across the CEE means there is the 
need for a pre-emptive rate hike.  However, it seems 
the rest of the MPC do not share his views as the June 
statement reiterated that the current level of rates is 
helping to keep Poland on a balanced growth path. 
 
The NBP forecasts that inflation will remain within its 
2.5% +/-1ppt target range until the end of 2020 and 
Governor Glapinski has continued to champion 
steady policy throughout the forecast horizon, having 
brushed off recent Zloty weakness (15-month lows vs 
the Euro). 
 
Much like Gatnar, we believe that a rebound in 
inflation is only a matter of time, though would not 
expect this to prompt anything more than a 

discussion about the need to adjust monetary policy 
in the coming months – another unchanged rate 
decision eyed at the next meeting in July. The market 
continues to price in steady Polish rates into year end, 

and with a tightening bias eyed 12-months from now.  

natalie.rivett@informagm.com 
 

SOUTH AFRICA: The Rand’s ca 6.5% slump versus 
the USD since the beginning of June has seen the 
market begin to price in the chance of a near-term 
rate hike, although some of the sting was taken out 
of this bias after SA May CPI surprised to the 
downside with a slower than forecast 4.4% y/y print.  
 
The market is only pricing in the possibility of a 25bp 
hike within 1-year as the SARB has remained cautious 
on the impact of the Zar sell-off, with Deputy 
Governor Naidoo stating that FX weakness would 
have to be sustained.  Thus, if Zar returned to 
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JULY MONTHLY INTEREST RATE OUTLOOK 
12.500/Usd within a month then the inflationary 
impact of the earlier sell-off would be limited. 
 
The SARB sees CPI remaining in its 3-6% target range 
until at least the end of 2020, which is why it has not 
hiked rates, but Naidoo said that a sustained period 
of a weaker Zar could increase inflation and cause the 
SARB to act.  It will still be too early in July to make 
this call. christoper.shiells@informagm.com 
 

RUSSIA: The easing cycle has been halted since 
April, leaving the benchmark rate just 25bp from the 
top end of the 6%-7% rate deemed neutral by the 
central bank, and it now looks as though this policy 
transition will be placed on the back burner for the 
rest of the year.   

The June statement and press conference from 
Governor Nabiullina suggested struck a hawkish tone.  

Justifying its decision to stand pat for a third straight 
meeting, the CBR said the balance of risks had 
become ‘pro-inflationary’, boosting CPI forecasts to 
3.5%-4.0% for 2018-end and to 4.0%-4.5% for early 
2019, on the back of the government’s new proposed 
tax plans.  Nabiullina said the price impact of the tax 
changes will not fully fade until the start of 2020, 
when inflation will probably return to the 4.0% 
target.  

The central bank had already suggested there was 
less scope for easing, flagging its preference for a 
neutral rate at the firmer end of the 6%-7% range, 
and Nabiullina has now confirmed what some had 
come to expect, that this shift to neutral policy will 
most likely be delayed until 2019.  Hence, another 
steady rate decision looks on the cards for the July 
meeting. natalie.rivett@informagm.com 

 

 

TURKEY: Following the emergency rate hike in May 
and the introduction of a new simplified policy 
framework, the CBRT raised the one-week repo rate 
125bp to 17.75% at their meeting in June, bringing 
the LLW rate to 20.75%, and the overnight 
borrowing/lending rates to 16.25%/19.25% 
(respectively).  This followed the sharp pickup in CPI 

to 12.15% y/y in May from 10.85% in April.  With the 
decision and statement, the CBRT sent a much clearer 
signal that they are serious about restoring credibility 
and avoiding overheating by maintaining its 
commitment to delivering further tightening if it sees 
the need, thereby slowing Lira depreciation. 
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JULY MONTHLY INTEREST RATE OUTLOOK 
Note - the Lira is still down almost 20% YTD in terms 
of spot returns versus the Dollar and this has 
undoubtedly fed into prices.  If June CPI metrics (due 
July 03) continue to show a rapid rebound in inflation, 
then the CBRT is likely to come under market 
pressure once again to engage in further tightening 
when they meet again towards the end of the month. 
 
However, we doubt that President Erdogan has 
turned his back on ambitions regarding lower 

borrowing costs and even faster economic growth.  
As such, his victory in the Turkish Presidential election 
and majority in parliament suggests that there is still 
scope for further Lira downside over the medium-
term.  Additionally, threats to take greater control of 
interest rates, limiting central bank independence, 
leaves the policy outlook cloudy.  
robert.graystone@informagm.com

 
 

 

EMERGING MARKETS: ASIA 

 
SOUTH KOREA: The BoK as was unanimously 
expected kept rates unchanged at 1.5% at the May 
meeting, continuing to prominently highlight the 
risks faced by the economy including “monetary 
policy normalization in major countries, the 
movements toward spreading trade protectionism, 

and the directions of the US government's economic 
policies.”  
 
While the BoK saw a “solid trend” in domestic growth 
due to consumption and exports, the recent tone 
from the central bank has shown some receding in 
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JULY MONTHLY INTEREST RATE OUTLOOK 
confidence.  The Bank stated its intention to revisit 
economic growth forecasts at the July 12 convene as 
the outlook gets increasingly clouded by the 
deepening feud between China and the US.  The 
current growth outlook stands at 3% for 2018 as 
revealed at the April meeting as monetary policy 
accommodation was kept, even as US policy 
normalize continues and some regional peers tighten 
in response to growing price pressures or weak FX.  
The Bank continues to state it will not blindly follow 
US policy as it strives to support efforts by the 
government to spur more domestic momentum.  For 
now, there are few signs of price pressures that 
would drive any tightening gestures, with CPI 
underwhelming at 1.5% y/y in May, despite oil price 
increases, and the core softening to 1.3% y/y.  Among 
worries are signs that facilities investment has been 
soft over previous months, while household debt 
continues to increase.  As such, the BOK’s path 
appears chosen for it considering its outlook review 
will likely be biased to the downside. 
freda.yeo@informagm.com 
 

INDIA: The RBI hiked its benchmark rates 25bp to 
6.25% in a decision forecast by the minority of 
analysts polled by Bloomberg, and consistent with 
our view.  The minutes released since then indicate 
that the RBI maintains its neutral wait-and-see 
stance, which is also consistent with our forecast, as 
the move addressed both the hot inflation seen in 
recent months as well as the Fed’s hike around the 
same time, buying some breathing space.  However, 
with the release of May inflation data after the RBI 
meeting, the pressure seems to be back on with 
headline inflation meeting expectations of 4.9% while 
the Core CPI shot up to 5.8%, levels last seen in 3Q14.  
This is very close to the upper bound of the RBI’s 2-
6% target, with pass-through of recent increase in 
international oil prices to petrol and diesel deemed 
incomplete by the RBI.  At the same time, inflation 
pick-up in many categories including clothing, 
household goods and services, health, recreation and 
education remain on the uptrend.  At the same time, 
the central bank continued to see strength in the 
economy including the agriculture and 
manufacturing sectors with a normal monsoon and 
accelerating capacity utilization boosting 
expectations.  This points to the possibility that the 
RBI could be again driven to act, a move that could 
worsen the exodus already seen in the bond market, 
with MTD outflow recorded for the 5th consecutive 
month possible despite OMO this month. 
freda.yeo@informagm.com  

 

CHINA: On the evening of 24 June, the PBoC 
announced a 50bp RRR cut (representing CNY700bn 

liquidity injection), which will come into effect on July 
5.  The cut is "targeted" in the sense that liquidity 
released is expected to support debt-to-equity swap 
and lending to small enterprises.  This RRR cut was 
not a surprise to the market as it was largely foretold 
by the State Council's statement made 20 June that 
targeted RRR cut(s) would be needed to support 
small enterprises. 
 
Financial deleveraging so far this year has led to the 
shrinkage of shadow banking activities by more than 
CNY500bn in January-May and the rise in weighted 
average lending rates by 22bp in Q1 to 5.96% in Q1. 
Liquidity tightening combined with increasing credit 
defaults and growing trade tensions between the US 
and China suggested that a sort of monetary easing 
was very much needed. 
 
In the money market, 3-month SHIBOR topped out 
near 4.35% in the first half of June after undergoing a 
35bp upward move in May.  We expect liquidity will 
loosen significantly after RRR cut comes into effect, 
which might result in a fall of 3-month SHIBOR to 
somewhere near 4.10% by the end of July. 
tim.cheung@informagm.com 
 

INDONESIA: As we publish, the BI is meeting – the 
Bank is said to be on the cusp of a 3rd rate hike in less 
than 2 months as it struggles to bring the weakness 
of the IDR under control.  It has subscribed to the 
believe that tracking the Fed’s rate hikes would limit 
the investor exodus from its markets, though the 
cause of the phenomenon is likely to be more 
complicated and deep-seated than that.  The BI’s 
program to cut benchmark rates started in 2016, and 
was a gamble to spur the economy towards the 7% 
growth threshold that President Jokowi had 
promised his voters.  Despite the cuts which saw 
benchmark rates move from 7.5% to 4.25% by 
September 2017 (including a change in benchmark 
itself in the meantime), the economic boost failed to 
materialize.  Through most of 2016 and 2017, the 
country saw strong inflows as word was put out that 
the government would limit inflation, allowing the 
rates to be cut with fair justification.  However, when 
the effects of Fed tightening started to become 
apparent, and the failure of the economy to launch 
beyond the low-5% became accepted, investors, first 
in equities, started for the exit.  Bond investors held 
on a while longer as the softness in the economy 
‘guaranteed’ that the central bank would maintain 
accommodation to continue to support the agenda.  

However, at this point it is clear this is not going to 
happen, as major and regional central banks have 
clearly (and in some cases quietly) tapped on the 
liquidity brakes.  The BI which has intervened heavily 
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JULY MONTHLY INTEREST RATE OUTLOOK 
in the market for months, took the step to reverse 
their actions mid-May in the hope that classical 
economic theory would help them.  But, this current 
tightening path amid muted inflation and soft 
demand will have more real consequences on the 

economy, with trade tensions and other structural 
issues increasingly clouding the outlook.  With the 
possibility of many more hikes to come, it is also 
unlikely to stem the outflow from its markets. 
freda.yeo@informagm.com

 

 
 EMERGING MARKETS: LATIN AMERICA 

 

BRAZIL: As expected the BCB did not get pushed 
into rate hikes in June, keeping the benchmark Selic 
rate at 6.50%, but there was a clear hawkish shift in 
language in response to the recent Brl depreciation 
(7% lower against the USD since beginning of May).  
The BCB removed language from previous 
statements that pledged to keep rates unchanged 
and instead adopted a more flexible outlook stating 
future decisions would depend on the evolution of 

economic activity, inflation projections and 
expectations, as well as the balance of risks.  
 
The threat of the BCB flooding the market with FX 
swaps has curbed Brl volatility over the last couple of 
weeks.  However, many are questioning the 
sustainability of this approach and the market 
continues to price in 50bp of hikes within 3-months.  
The inflationary impact of BRL depreciation and the 
10-day trucker strike has been captured in recent CPI 
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JULY MONTHLY INTEREST RATE OUTLOOK 
readings, with Brazil's May IPCA inflation print a 
surprise 2.86% y/y (versus 2.74% forecast and 2.76% 
previously).  However, this still well below the BCB's 
target range of 3-6% this year, so why should the CB 
react to temporary FX moves and hike? 
 
We expect the BCB to continue to monitor FX 
movements to time its interventions, but for as long 
as the Brl sell-off does not materially impact CPI, the 
BCB will not lift rates in August.  
christopher.shiells@informagm.com 
 
CHILE: Another steady rate decision from Chile’s 
central bank in June.  Inflation remains low, though 
price pressures have started to re-emerge following a 
dip to 1.8% y/y in March, with CPI now hovering at 
the floor of the 2%-4% target range.  The BCCh has in 
turn revised its 2018 forecast to 2.8% from 2.3% 
previously, whilst acknowledging a reduced risk of 
undershooting the mid-point of the target range, off 
the back of Peso weakness, the recent oil price rally 
and the tentative economic recovery.  This latest CPI 
projection for 2018 is in line with the average analyst 
forecast, but slightly below the average traders’ 
estimate, according to the central bank’s most recent 
monthly surveys.  Indeed, traders see 2018 inflation 
at 2.85%, supporting expectations of a 25bp rate hike 
by the end of 2018.     
 
The BCCh minutes revealed that policymakers see 
rates around current levels until year-end, offering 
slightly more forward guidance than the statement, 
which said monetary stimulus will be maintained at 
or near current levels in the short term, and will start 
to decline as macroeconomic conditions continue to 
drive the convergence of inflation towards the 3% 
target.  Thus, all eyes on the path of CPI in H2 and 

how quickly it returns to target.  We expect another 
unchanged rate decision at the July meeting, but still 
think a rate hike is possible later this in the year as 
inflationary pressures pick up off the back of the oil 
price rally and Peso weakness. 
natalie.rivett@informagm.com 
 

MEXICO: Banxico is the latest EM central bank to 
deliver a rate hike because of fears that a sharp 
currency depreciation will push up consumer prices.  
Rate setters implemented a 25bp increase in June 
(the second this year), bringing the overnight rate to 
7.75% even as inflation continued its slowdown last 
month (recall - CPI slipped to a 17-month low of 
4.51% y/y).  However, this is still above the CB's 3.00% 
+/-1ppt target range and the importance of ensuring 
that monetary policy contributes to convergence of 
inflation to this target had been underscored at the 
previous meeting.  Hence, preventing a weaker Peso 
from feeding through into prices remains Banxico's 
top priority and this has also seen them keep pace 
with Fed tightening. 
 
Looking ahead, the central bank's hawkish tone has 
very much left the door open for another interest 
rate rise at their meeting in August, as is indicated by 
the market implied policy curve.  However, this is 
likely to depend on USD/MXN movements, in turn a 
function of both NAFTA negotiation progress and the 
outcome of elections at the beginning of July.  Note - 
investors fear that AMLO could end market friendly 
policies and unravel key reforms; however, our view 
is that the overdramatized narrative surrounding the 
likely president presented an attractive opportunity 
to enter a bullish MXN trade.  In fact, this has already 
begun, with USD/MXN over 5.5% lower than its mid-
June peak. robert.graystone@informagm.com
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TECHNICAL ANALYSIS 

US 10-Year Treasury Note Yield –  Focus remains on the 2.715/2.699 area 
 

US 10 Year Yield – Weekly Chart 

 

Resistance Levels 

R5 3.498 14 April 2011 minor lower high 

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

R3 3.247 12 May 2011 peak near 3.221, 1 July 2011 peak 

R2 3.126 2018 YTD peak – 18 May (6-year 9.5-month high) 

R1 3.007 13 June 2018 high 

Support Levels 

S1 2.699 38.2% of 2.014/3.126 near 2.715 (2 April 2018 higher low)/2.701 (23.6% of 1.318/3.126)  

S2 2.639 15 December 2016 peak by 2.646, 6 February 2018 reaction low /200 DMA (not shown) near 2.660 

S3 2.435 38.2% of the 1.318/3.126 upswing near 2.439 (61.8% of the 2.014/3.126 upswing) 

S4 2.302 8/7 November 2017 lows near 2.312 (6 December 2017 low) and 2.308 (28 November 2017 low) 

S5 1.990 10 November 2016 low, near 1.997 (16 March 2016 prior peak) /2.014 (2017 low - 8 September) 

 

Key Points 

• Advanced from a 6.5-year double bottom in yields at 1.379/1.318 to post a new 6-year 9.5-month high at 3.126 before easing to 
probe the upper bounds of a prior 29-year falling channel where consolidation took hold 

• Given the RSI divergence on the weekly chart and the deteriorating MACD, the 2.715/2.699 area remains vulnerable with scope 
to the 2.646/39 area just below the 200 DMA (not shown) near 2.660 

• A concerted break below the latter would refocus the Fibonacci cluster in the 2.435 area 

• Monthly studies (not shown) still suggest this pullback is corrective for a higher low and a push above 3.007/126 to initiate the 
next upswing towards 3.247 followed by a Fibonacci cluster in the 3.320/36 region  
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JULY MONTHLY INTEREST RATE OUTLOOK 
 EU 10 Year Yield – Risks a deeper setback to 0.156/0.188 before the wider recovery resumes 

EU 10 Year Yield – Weekly Chart 

 

Resistance Levels 

R5 0.910 .764 projection of -0.205/0.619 off 0.280, near an 18-month rising trendline at 0.912 

R4 0.806 2018 top - 8 February, near 1 September 2015 high (0 822) 

R3 0.703 8 March 2018 high 

R2 0.656 24 April 2018 lower high 

R1 0.518  12 June 2018 lower high 

Support Levels 

S1 0.263 30 May 2018 low, near 11 December 2017 low at 0.280 

S2 0.188 2018 low - 29 May, near 61.8% of -0.205/0.806 (0.181) and near 1.382x 0.806/0.473 off 0.656 (0.195) 

S3 0.156 2017 low – 18 April 

S4 0.092 9 November 2016 higher low, near 1.618x 0.806/0.473 off 0.656 (0.117) 

S5 0.033 76.4% retrace of -0.205/0.806 rally 

 

Key Points 

▪ 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 return towards 0.156/0.188 

▪ While this strong support zone 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) 

 

ed.blake@informagm.com 
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JULY MONTHLY INTEREST RATE OUTLOOK 
 UK 10 Year Yield – Risk to 1.103, perhaps 0.923 before the long-term recovery resumes 

 
UK 10 Year Yield – Weekly Chart 

 

Resistance Levels 

R5 2.000 30 December 2015 high, near equality of 0.501-1.536 off 0.923 at 1.958 

R4 1.808 76.4% of the June 2015 – August 2016 (2.212-0.501) fall, near 19 January 2016 high at 1.760 

R3 1.692 15 February 2018 high, near .764 projection of 0.501/1.536 off 0.923 at 1.714 

R2 1.571 25 April 2018 high, near 17 May 2018 high at 1.568 

R1 1.442 12 June 2018 high 

Support Levels 

S1 1.210 30 May 2018 low 

S2 1.103 29 May 2018 spike low, near 50% retrace of 0.501/1.692 rally at 1.096 

S3 0.923 2017 low – 14 June, near 8 September 2017 low at 0.951 and 61.8% of 0.501/1.692 at 0.956 

S4 0.782 76.4% retrace of 0.501/1.692 rally 

S5 0.641 27 September 2016 higher low 

 

Key Points 

▪ The recovery from 0.501 (2016 record low) peaked at 1.692 (15 Feb, 25mth high), ahead of a three-wave correction to 1.103 

▪ Daily/weekly studies are deteriorating and a return below 1.103 would threaten the key 0.923-0.957 support zone 

▪ This consists of the 2017 low (posted 14 June) at 0.923, the 8 September 2017 higher low at 0.951 and 61.8% of 0.501/1.692 at 0.957 

▪ While intact, watch for the broader recovery phase to resume and above 1.442 (12 June high) would re-open 1.571 then 1.692 peak 

▪ Beyond there would then target 1.808 and potentially the 1.958/2.000 zone in the medium term 

▪ Only below 0.923 would negate the broader yield recovery and risk a resumption of the long term downtrend towards 0.782/0.641 
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 CAN 10-YEAR YIELD – Retreats from the 17 May 2.528 4-year high 
CAN 10-YEAR YIELD – Weekly Chart 

 

Resistance Levels 

R5 3.278 11 May 2011 minor lower high 

R4 3.141 30 June 2011 reaction high  

R3 2.830 2013 high - 11 September, near 2 January 2014 2.798 high 

R2 2.572 21/20 February 2014 lower highs/3-month range top, near 17 May 2018 2.528 4-year high  

R1 2.341 13 June 2018 lower high 

Support Levels 

S1 1.806 29 August 2017 higher low, near 1.816/26 reaction lows (28 November/15 December 2017) 

S2 1.639 10 May 2017 former lower peak 

S3 1.373 6 June 2017 reaction low 

S4 1.253 13 September 2016 reaction high near 1.255, 14 October 2016 reaction high  

S5 1.113 24 October 2016 minor higher low  

 

Key Points 

• Corrects lower off the 17 May 2018 2.528 4-year high to post fresh 6-month lows under the 28 March 2018 2.074 reaction low  

• The daily RSI (not shown) has fallen below 30 while the weekly RSI is testing sub- 40, indicating the resumption of periodic yield 
strength is likely in due course  

• Only the loss of the 28 November 2017 1.816 higher low, which is protected by the 0.943/1.373 rising trendline (presently at 
2.042), would shift medium-term scope to the downside  

• Over the 2.341 lower high opens the key 2.528/2.572 highs (17 May 2018 2.528 4-year high, 21/20 February 2014 lower high/3-
month range top), then the 2.830/2.798 peaks (11 September 2013/2 January2014) followed by the 30 June 2011 3.141 reaction 
high 
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