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Highlights 
 

The Fed is expected to finally hike for a second time. 

Attention has turned to the magnitude of 2017 tightening. 

Heavily linked to this is Dollar strength. 

In a world where so many Dollars reside on global balance 

sheets, Usd liquidity becomes a significant issue. 

This month’s Special Study looks at declining global Dollar 

liquidity and some implications. 

A ‘Dollar Shock’ doesn’t need to start in the US.  

Italy’s referendum brings Eur break-up risk back to the table. 

ECB reaction amidst tapering talk is key. 

This whilst the markets wonder how much more of a hit 

duration can take… 

… a corollary of the inflation compensation rise. 

 

IGM provides leading market intelligence on Rates, FX and 

Credit and publishes to over 6,500 investment professionals. 

 

Our clients include: investment banks, fund managers, central banks 

and capital market borrowers.   

 

Our reach also extends to the clients of all our sister companies 

mentioned below.  
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sales@informagm.com 
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DECEMBER MONTHLY INTEREST RATE OUTLOOK 

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 0.25-0.5  December 13/14 100% hike 25bp 0.5-0.75 0.75-1.00 1.00-1.25 

T-Note (10 Yr) 2.43    2.50 2.75 2.98 

ECB refi/depo 0.00/-0.4  December 8 

100% steady 

refi/depo 

40% extend PSPP 

0.00/-0.40 0.00/-0.40 0.00/-0.40 

Euro 10 Yr 0.34    0.50 0.55 0.80 

Japan o/night 

Call 
-0.10  December 19/20  

90% steady 

10% more easing 
-0.10 -0.10 -0.10 

JGB b/mark 10 

Yr 

0.02    0.01 -0.02 0.00 

Europe        

BoE Repo 0.25  December 14/15 100% steady 0.25 0.25 0.50 

Gilts 10 Yr 1.45    1.55  1.75 2.00 

Swiss 3 mth 

Libor 
-0.75  December 15 

70% more FX 

intervention 

30% steady 

-0.75 -0.75 -0.75 

Conf 10 Yr -0.17    0.00 -0.10 0.35 

Swedish Repo -0.50  December 21 
60% steady 

40% cut 10bp 
-0.50 -0.60 -0.60 

SGB 10 Yr 0.58    0.60 0.80 1.10 

Norges Bank 

depo 
0.50  December 15 100% steady 0.50 0.50 0.50 

NGB 10 Yr 1.85    1.80 1.95 2.15 

Dollar Bloc        

BoC o/n Target 0.50  December 7 100% steady 0.50 0.50 0.50 

Canada 10 Yr 1.64    1.48 1.59 1.83  

RBA OCR 1.50  December 6 
90% steady,  

10% cut 25bp  
1.50 1.50 1.50 

Australia 10 Yr 2.86    2.65 2.70 2.90 

RBNZ 1.75  February 9 
80% cut 25bp 

20% steady 
1.75 1.75 1.50 

NZ 10 Yr 3.24    3.00 3.10 3.30 
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DECEMBER MONTHLY INTEREST RATE OUTLOOK 

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  December 20 
90% steady 

10% cut 10bp 
0.90 0.90 0.90 

CNB 2 wk repo 0.05  December 22 100% steady 0.05 0.05 0.05 

NBP reference 

rate 
1.50  December 7 

95% steady 

5% cut 25bp 
1.50 1.50 1.50 

CBT 1 wk repo 8.00  December 20 100% hike 25bp 8.25 8.25 7.50 

SARB repo 7.00  January 24 
60% steady 

40% hike 25bp 
7.25 7.25 7.00 

Bank of Russia 

key policy rate 
10.00  December 16 

80% steady 

20% cut 25bp 
10.00 9.00 8.00 

BC do Brasil 

selic 
13.75  January 11 

60% cut 25bp 

40% steady 
13.00 12.25 11.00 

BC de Chile o/n 3.50  December 13 
90% steady 

10% cut 25bp 
3.25 3.25 3.25 

Banco de Mexico 

o/n 
5.25  December 15  

70% hike 50bp 

30% hike 25bp 
5.75 6.25 7.00 

PBoC 1 year 

depo 
1.50  n/a n/a 1.50 1.50 1.25 

RBI repo 6.25  December 7 
90% cut 25bp 

10% steady 
6.00 5.75 5.75 

BoK Base rate 1.25  December 15 
90% steady 

10% cut 25bp 
1.25 1.25 1.25 

Bank Indonesia 

Reference Rate 
4.75  December 14 

95% steady 

5% cut 25bp 
4.75 4.75 4.75 

Current yields as of 2 December 2016  

N/a = not applicable 

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

A consequence of the Fed using its balance sheet via QE was a depreciating Dollar and explosion in global Dollar liquidity.  This 

shows itself in the volume of Dollar denominated liabilities on balance sheets outside of the US as borrowers have gone on a 

Dollar binge.  Recent appreciation of the US unit, however, is bringing this into sharp focus as a stronger Dollar exposes borrowers 

and lenders to valuation changes.  A non-financial business with a naked currency mismatch will see its Usd liabilities rise in value 

relative to local currency denominated assets.  This increases tail risk in the lenders’ portfolio which reduces its capacity to lend 

more.  Even if a global bank (lender) is fully Dollar hedged, its Usd assets could still be hit by FX appreciation which will  impact 

its risk taking capacity.  As the BIS’ Shin recently pointed out;  

 

‘In particular, if a global bank lends to EME corporates as well as engaging in hedging operations that accommodate local life 

insurance companies and pension funds, then any pickup in measured risks in the corporate lending book will erode its risk-taking 

capacity to provide hedging services to these pension funds and life insurance companies. A prime example of such a setting 

would be Japanese banks that both lend to Asian corporates in dollars and provide hedging services to domestic insurance 

companies.’ 

 

This the financial channel of the macro impact of Dollar strength in a world where the US currency is the borrowing currency of 

choice.  When a local currency depreciates it should boost exports and expand economic activity. The financial channel, however, 

works in the opposite direction via balance sheet and liabilities of borrowers.  Local FX depreciation (or Dollar appreciation), 

therefore, reduces economic activity.  A ‘Dollar shock’ could therefore be negative for global economic growth. 

 

There is already evidence to suggest Dollar liquidity is falling.  This can be seen by looking at the US monetary base contraction 

(M0).   Excess reserves are being drained from the domestic financial system, a form of quantitative tightening, with the main tool 

the Fed’s reverse repo facility (note we look at the total reverse repos, not just the recently introduced overnight facility).  Further, 

the St Louis Fed produces an ‘adjusted US monetary base’ which is used as a loose proxy for global Dollar liquidity.  It too has 

been contracting.   
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Dollar (debt) demonetization of foreign flows is also seen via falling Foreign Holdings of Treasuries at the Fed. 

 

 

 

 

And net liabilities due to foreign banks is declining which indicates Dollar liquidity in offshore markets is tightening. 
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This brings us to the price of Dollar funding.  Usd 3-month Libor continues to edge higher and the EuroDollar interest rate futures 

curve suggests scope for 1.3% by December 2017.  Usd OIS/FRA spreads have widened throughout the year and although od 

the peak, support the falling offshore (ie global) Dollar liquidity story.  This is in no small part a function of US money market 

reforms which are constraining Dollar lending capacity to non-US entities.  We can also view this through the cross currency basis 

swap lens.  The more negative say Jpy/Usd cross currency basis swap, the more expensive it becomes for Dollar borrowers in 

Japan to get hold of Usds via an FX swap.  The aforementioned Shin speech points out that the cross currency basis swap 

provides a ‘relatively clean measure’ of the price of balance sheet capacity of banks.  A further point to note is the signif icant 

intermediation role played by European banks in funneling Dollars to Asia (they are more important than US banks) adding another 

level of complexity to the liquidity situation.  Thus, regional banking crisis (Italian referendum anyone?) can reverberate across 

the globe due to the Dollar’s dominant role in commerce and credit.  A Dollar shock might not begin in the US.  
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DECEMBER MONTHLY INTEREST RATE OUTLOOK 

CENTRAL BANK OUTLOOKS 

 G3 

 

 

UNITED STATES: The December 13-14 FOMC meeting 

has probably lost some of its mystery following events over the 

past weeks.  The surprise election of Mr Trump and the possibility 

of a different policy path coming out of Washington next year 

along with a raft of upbeat data reports have made a rate hike a fait 

acompli.  Money markets are now 100% priced while 2-5 year 

coupon maturities are nervous about the pace of further tightening 

in 2017 and beyond.  Chair Yellen should be happy at that, as 

usual, the market has done the job for her.   

 

The upcoming meeting includes new dots, forecasts and a presser.  

While we doubt that the committee will actually address these new 

realities in their statement, they could show up in the updated 

forecasts and for sure at the Q&A segment of Yellen’s press 

conference.  The state of the global economy, slow/low growth, 

USD strength and volatile energy markets should remain a source 

of concern for FOMC members.  These factors and the still 

struggling US manufacturing and lagging US wage growth versus 

past recoveries, should keep them on a cautious, slow rate hike 

path.  Our baseline view calls for two hikes in 2017 with the first 

move likely next summer 

 

john.kamerdin@informagm.com 

 

For US 10-year Treasury yield technical analysis please 

click HERE. 

 

EUROZONE: Recent ECB verbiage has on balance 

reignited hopes of action in December though we remain sceptical 

that the GC has the appetite to extend QE at this juncture.  

However, we have to respect the price action with polls on balance 

favouring extension by 6 months.  Recent Draghi guidance has 

alerted investors to a loss of patience waiting for inflation to show 

a meaningful uptrend.  At the previous meet many were wrong-

footed - Draghi disappointed with aspects of the presser.  

December 8 has now become a de-facto ease/tighten convene as 

the result of commissioned committee work on QE will be 

revealed.  An update last week (via sources) warned that some of 

the QE framework investigation was a work in progress, and 

findings may not be ready.  Soft hawks have argued that there is 

not the urgency to do anything until QE expires in March 2017 

while the Buba has stated its case that they are already concerned 

with rates being in deep negative territory and that monetary 

policy has done all of the heavy lifting - now up to reforms/fiscal 

policy.  The new Staff Forecasts will be scrutinised not only for 

lower for longer/QE extension, but also signs that tapering is being 

prepared though the 'T' word was omitted as a topic at the last 

meeting. 

 

alvin.baker@informagm.com 

 

For 10-year Euro yield technical analysis please click 

HERE. 

 

JAPAN: The BoJ is widely expected to remain pat for its last 

meeting of the year, with a minor uptick in annual core inflation 

reads and the recent surge in Usd/Yen on heightened Fed rate 

expectations after the US election results, sitting firmly in the 

central bank’s favour.  However, with wage growth and consumer 

spending patterns remaining weak, there is still a long way to go 

before its elusive 2% inflation target is met.  At the same time its 
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new yield curve management strategy of keeping the 10-year yield 

around zero is being put to the test by the recent surge in long-end 

UST and in turn government bond yields.   

In its last meeting at the beginning of November; the BoJ, despite 

pushing back the time frame for hitting its 2% inflation target 

(once again) to "in around FY 2018" versus the current time frame 

of sometime during fiscal 2017, signaled that it will stand pat 

unless a severe market shock threatens to derail a fragile recovery. 

In the accompanying quarterly price and economic outlook report, 

the CB trimmed its FY 2017/18 CPI forecast to 1.5% from 1.7% 

prior, but this proved not as bad as market chat on the low 1% 

range, with FY 2018/19 CPI f/c reduced to 1.7% y/y from 1.9%.  

 

The US dollar’s broad-based rally, as a result of high expectations 

for pro-growth policies under the new US president, has also 

spurred a rout in government bonds, placing upwards pressure on 

UST and in turn JGB yields, and putting to the test the newly 

adopted yield curve management far earlier than many had 

expected.  

The Bank announced its first-ever fixed-rate purchase operation to 

counter mounting fears of an upswing in interest rates on 17 

November.  In the lead up, yields on the benchmark 10-year JGB 

had climbed steadily since the US election, rising as high as 

0.035% the day ahead of the move.  A call went out for two- and 

five-year JGBs to address the rapid surge in short- and medium-

term bond yields.  In the end there were no takers, with the offered 

yields higher than going market rates.  However, the operation has 

seemingly worked to weaken the climb in "interest rates” since 

then, even though fresh highs not seen since March were 

subsequently reached.   

Japanese government bond issuances are expected to fall to a level 

not seen since fiscal 2009, as a result of a diminishing need to 

refinance debt as more bonds with longer maturities are being 

floated to take advantage of low interest rates.  The average JGB 

maturity for fiscal 2016 is projected at nine years and three 

months, about 18 months longer than five years ago. The 

government is also making a stronger shift toward super long debt 

this fiscal year.  This should continue to bode well for the market, 

with mild steepeners still favoured.   

 

michelle.kwek@informagm.com 

  

 

 

EUROPE 

 

UK: In testimony to the TSC on November's QIR, Carney went 

some way to explain that while policy is close to an end game, 

further weakness in the economy could be addressed.  However, 

we along with most expect the next move in policy will be 

tightening - the STIR curve predicting the shallowest of inclines 

from about late 2017.  Obviously, with so much Brexit uncertainty 

about, volatility is likely to be the main winner.   
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In November, unchanged official rates and QE verdicts via 

unanimous 9-0 votes were nailed on bets and thereafter it seems 

via upgrades to CPI and GDP estimates an inflation overshoot will 

only be tolerated to a degree.  How high the bar is for lifting rates 

though looks down to the Pound.  Further depreciation could see 

jawboning initially, but ultimately a shock and awe hike may be 

required to help keep inflation in check.  Consumer/broader 

sentiment may even be able to withstand modest tightening if sold 

as confidence in the economy.  As we write, 2016 growth upgrades 

via OECD and OBR look votes of confidence, but the main Brexit 

pain is expected in 2017.  All told, the MPC can sit tight until post 

Article50 signed. 

alvin.baker@informagm.com 

 

For Gilt yield technical analysis please click HERE. 

 

SWITZERLAND: The Swiss National Bank must be fed 

up with the regular global events that conspire to bolster their 

currency, due to its safe haven allure, with the Trump election 

victory following hot on the heels of the summer’s vote by the UK 

to leave the EU.  Eur/Chf had been on the backfoot even before 

the surprise win of the Republican candidate, but the emerging 

market currency rout that followed the vote, saw the pair dragged 

down to post Brexit vote lows at 1.0686.  The domestic sight 

deposit data strongly suggest that the SNB have been active down 

at lower levels, in their usual attempt at ‘smoothing’ Franc gains, 

but by the sounds of it a new tactic has been tried this week, buying 

at relatively high levels, as they get their reaction in early to a 

possible Italian constitutional referendum ‘no’ vote on December 

4.   

 

The post Trump rally in the Dollar, on the expected loose 

fiscal/tight monetary policy mix, has seen Usd/Chf climb above 

1.0200 for the first time since February 2.  The rise in Usd/Chf will 

lessen some of the SNB’s worries on the Franc and mean that they 

keep policy firmly on hold at their meeting on December 15.  It is 

now almost two years since the SNB abandoned the Franc cap and 

cut rates to where they remain, down at minus 0.75% and policy 

looks set to be on hold for some time to come.  

 

mark.mitchell@informagm.com 

 

SWEDEN: The 21 December Riksbank meeting has been 

high on the market’s agenda ever since the central bank strongly 

hinted at further monetary stimulus back at its last get together on 

27 October.  The Riksbank’s focus firmly remains on inflation 

developments and two CPI reports were due to be delivered 

between deliberations.  One of which has already been published 

and once again the results were below the Riksbank’s forecasts. 

While headline y/y inflation rose to 1.2% in October from 

September’s 0.9% print, it was still below the Riksbank’s 1.3% 

forecast.  The more closely watched CPIF ex-energy figure also 

came in 0.1% below the central bank’s estimate at 1% y/y.  The 

third quarter Swedish growth update was slightly disappointing in 

the details, despite coming in exactly as the Riksbank had 

expected at 0.5% q/q and 2.8% y/y.  With the central bank keen 

for the domestic economy to strengthen further, to stimulate 

inflation, the 1.7% increase in household consumption does not 

augur well.   

 

After two spikes in Eur/Sek on the dovish 27 October meeting and 

the initial reaction to the Trump victory, the pair has trended lower 

for the rest of the month, handing back all of the Riksbank/Trump 

gains, but it might be taking the chances of a December rate cut a 

bit too lightly.  There is still the November inflation report to be 

released on 13 December, but unless there is a large upside 

surprise, we expect the Riksbank to deliver a 10bp cut and to 

extend their QE programme for another six months, on 21 

December.  

 

mark.mitchell@informagm.com 

 

NORWAY: The Norges Bank kept rates on hold at 0.50% on 

27 October as had been widely expected, and added that the policy 

rate would most likely remain at this level in the period ahead.  At 

the time, overall developments since the September meet had not 

differed substantially from the projections in the September MPR, 

said the CB (recall, it had upwardly revised its inflation and 

growth forecasts in September, and hawkishly revised its rate path 

to suggest the next move will be a hike).  Olsen also cited higher 

oil prices which had increased somewhat more than assumed, and 

the latest OPEC deal over output will certainly aid this situation – 

near term at least.  Olsen has recently pointed out that the lower 

limits on policy rates have not been reached yet and that zero is 

not a barrier, but he stressed that for rates to be cut to such an 

extent, significant new shocks must materialize.  He has also 

admitted that the CB is much more optimistic on the economy than 

they were a year ago.  Meanwhile, currency strength has also been 

an underlying issue, but whilst Olsen conceded that the Krone has 

been stronger than forecast over the past two months, he offered 

no clear signal that the Bank is unhappy with this development, 

suggesting further rate cuts as a means to weaken the Nok are still 

very much off the table.  The next decision is on 15 December, 

and we expect no change in rates, with a wait and see, more neutral 

approach again the main scenario. 

 

rachel.bex@informagm.com 

 

 

http://www.informagm.com/
mailto:sales@informagm.com
mailto:alvin.baker@informagm.com
mailto:mark.mitchell@informagm.com
mailto:mark.mitchell@informagm.com
mailto:rachel.bex@informagm.com


 

 
 
 To find out more about our services, please visit our website www.informagm.com or email our sales team at sales@informagm.com 

 London New York Tokyo Hong Kong Singapore Shanghai 
 +44 20 7017 5402 +1 212 907 5802 +81 3 5210 2468 +852 2234 2000 +65 6226 3068 +8621 6133 0177 

DECEMBER MONTHLY INTEREST RATE OUTLOOK 

 

DOLLAR BLOC 

 

 

CANADA: The possibility of a Trump victory before the 

election was seen as a negative for the Loonie, as the Presidential 

candidate had expressed his vehement dislike for NAFTA and it 

was thought his protectionist policies would hurt its neighbour 

disproportionally.  Instead, after the election victory the market 

has been concentrating much more on the expected loose 

fiscal/tight monetary mix to come in the US, with Canada set to 

benefit from the boost to growth south of the border.  That 

viewpoint has meant the Loonie has massively outperformed most 

of its major FX counterparties against the surging Dollar.  The 

currency has also been given a lift from the first agreed OPEC oil 

production cut for eight years.   

 

On the domestic front, Q3 GDP at 3.5% was fractionally higher 

than the consensus forecast and was the highest annualised figure 

since the second quarter of 2014, while Q2’s wild fire affected 

numbers were revised to minus 1.3% from the previously reported 

minus 1.6%.  It has obviously been a couple of volatile quarters, 

but non-energy exports continue to disappoint.  We look for the 7 

December BoC rate decision to mirror the October meet, with 

Governor Poloz likely to continue to express his frustration at the 

pace of change in the economy, as they strive to be less dependent 

on commodity price fluctuations.  

 

mark.mitchell@informagm.com 

 

For 10-year Cad yield technical analysis please click 

HERE. 

AUSTRALIA: The RBA is looking firmly on hold into the 

New Year and this as markets now flip to price in rate hikes not 

rate cuts as the next best scenario by the Australian central bank.  

This has been largely on the back of an invigorated reflation trade 

from the new US president elect’s fiscal spending plans.  

However, the Bank has also shown no indication to cut rates 

further.    

 

At its last meeting, the CB pulled no surprises by leaving rates on 

hold at 1.50%, with a largely neutral policy bias in which its 

growth and inflation forecasts were kept broadly unchanged.  

Risks around its inflation outlook were described as “balanced” 

but with the view that it will return to target in 2018.  The 

comments were made prior to the outcome of the US election, 

which has since triggered a steep sell off in global government 

bonds, including Australia’s, and an implicit tightening in 

financial conditions.  However, at the same time, Australia’s key 

export commodities, iron ore and copper, have enjoyed a solid lift 

since the Trump win, with coal prices also being firmly supported 

due in part to improved demand from China.  Much to the RBA’s 

delight, the Aussie also weakened over 3% vs the Usd.  

 

RBA Governor Lowe has in fact made it clear since that there is 

little chance of a near term rate cut.  In his closely watched speech 

to the CEDA, the governor continued the central bank’s general 

theme of being optimistic over Australia’s future economic growth 

and more importantly indicated that even though inflation remains 

low, it is not moving lower. Lowe also added that “it was unlikely 

to be in the public interest, given current projections for the 

0

1

2

3

4

5

6

7

8

9

J
a

n
-9

9

J
a

n
-0

0

J
a

n
-0

1

J
a

n
-0

2

J
a

n
-0

3

J
a

n
-0

4

J
a

n
-0

5

J
a

n
-0

6

J
a

n
-0

7

J
a

n
-0

8

J
a

n
-0

9

J
a

n
-1

0

J
a

n
-1

1

J
a

n
-1

2

J
a

n
-1

3

J
a

n
-1

4

J
a

n
-1

5

J
a

n
-1

6

J
a

n
-1

7

J
a

n
-1

8

Dollar Bloc: Benchmark policy rates (%)

BoC RBA RBNZ

f/c

http://www.informagm.com/
mailto:sales@informagm.com
mailto:mark.mitchell@informagm.com


 

 
 
 To find out more about our services, please visit our website www.informagm.com or email our sales team at sales@informagm.com 

 London New York Tokyo Hong Kong Singapore Shanghai 
 +44 20 7017 5402 +1 212 907 5802 +81 3 5210 2468 +852 2234 2000 +65 6226 3068 +8621 6133 0177 

DECEMBER MONTHLY INTEREST RATE OUTLOOK 

economy, to encourage a noticeable rise in household 

indebtedness, even if doing so might encourage slightly faster 

consumption growth in the short term”.   

 

All this said and done; with the jobs market slowing and spare 

capacity in the labour market growing, we still feel the market is 

understating what we believe should be an above zero odds of a 

further rate cut next year.  Measures of spare capacity and labour 

demand in fact suggest there will be little in the way to feed into 

consumer inflation, with the RBA to have a tough job returning 

inflation to target - Q3’s fall in wage inflation to a record low 2% 

y/y being a case in point.   

 

For now, our best case scenario is for the OCR to remain on hold 

through 2017 with a mild easing bias.  In contrast the OIS curve 

now prices in a near full rate hike in early 2018.  

 

Australian government bonds have fully embraced the recent 

Trumped-up bond rout, with 2-year cash yields reaching the 

highest since early May or 1.81% and 10-year surging over 45bp 

to reach a high of 2.81%, most since 4 January.  Curve-steepeners 

have clearly dominated, with the combination of Fed rate hikes 

and unlikelihood of further RBA cuts biasing the yield curve well 

to the upside.  That said we do feel some consolidation is due and 

favour a return of safe haven led duration pick up.   

 

michelle.kwek@informagm.com 

 

NEW ZEALAND: True to its words, the RBNZ cut rates 

by a further 25bp to 1.75% at October’s meeting noting 

"uncertainties" in the international outlook, which Governor 

Wheeler later outlined as including the latest US election results, 

Brexit and debt accumulation in China.  The decision was also 

seen largely on the back of persistently weak inflationary 

pressures in which "headline inflation continues to be held below 

the target range".   

 

However, we believe this will mark a historic and cyclical low for 

the central bank, in which rates are likely to be left on hold 

throughout next year before a gradual hiking cycle takes place in 

1H 2018.  

 

Despite pledging that policy will remain accommodative, the 

RBNZ fell short of any explicit bias in its last meeting of the year.  

Furthermore, it signaled this would likely be its last cut, with the 

central bank forecasting annual inflation to rise from the 

December quarter and summing up that "current projections and 

assumptions indicate that policy settings, including today's easing, 

will see growth strong enough to have inflation settle near the 

middle of the target range". 

 

Even more definitive was Governor Wheeler, who later stated that 

"at this stage we won't need another rate cut", noting a 20% 

probability and most risks to the external side.  This was also 

implied by its latest forecasts, which has the overnight cash rate 

projected to sit at 1.7% throughout the forecast period,  The central 

bank's neutral rate was otherwise indicated at 4%. 

 

On the Kiwi, jawboning attempts were evident with the RBNZ 

noting a decline in the exchange rate is needed and Wheeler not 

ruling out intervention, if needed.  However, since the US election, 

the Nzd has lost an emphatic near 5% vs the Usd.  

 

NZ rates resumed their upwards march in October and carried on 

in November as prospects of a Fed hike in December, as well as 

beyond, started to be priced-in across global yield curves on the 

back of US President-elect Trump’s pro-stimulus pledges.  

Volatility has clearly been concentrated in the back-end, which 

saw the 10-year swap soar 55bs from 2.82% to a peak of 3.37%, 

or most since 2 February.  The 2-year also gained from 2.12% to 

2.31%.  However, we appear to be reaching a near-term top, 

especially with the 2-year now trading at what we see around its 

fair value level of 2.25%.  The mid-curve, in contrast, is seen more 

vulnerable to upwards pressure, whilst we expect the long-end to 

trade a fairly wide range of 2.90% to 3.40%. 

 

michelle.kwek@informagm.com 
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EMERGING MARKETS: EUROPE, RUSSIA & SOUTH AFRICA 

 

CZECH REPUBLIC:  Czech inflation hit a 16 month 

high in October, accelerating to a firmer than estimated 0.8% y/y, 

which keeps inflation on track to exceed 1.0% before year-end and 

will further fuel Czk appreciation pressure, although the CNB is 

tied into keeping the Czk-cap in place until the end of Q2 2017.  

The CNB lowered its inflation forecasts in November, seeing CPI 

at just 2.3% by the end of 2017 and 2.4% by Q1 2018, but these 

projections could be revised higher again in early 2017 given that 

for the first time in a while inflation looks demand-driven.  

 

On Czk cap removal, the MPC has continued to stress there will 

be no early exit from the FX intervention regime, citing mid-2017 

as the most likely point at which the Czk-cap will be lifted.  

However, the minutes from the early November meeting reflected 

a growing uncertainty over when exactly the cap will be removed 

given the potential extension of ECB QE and unclear outlook on 

Eurozone inflation.  

 

With regards to QE, we still see this as playing a key factor in the 

CNB’s decision to drop the Czk cap as doing so before the ECB 

pulls back its bond buying programme would open more risk of a 

sharp Czk appreciation.  At the November policy meeting, rate 

setters noted that an extension of ECB is one of the biggest risks 

to the Czech economy.  However, Governor Rusnok recently 

clouded the message on ECB QE, suggesting it may not affect the 

Central Bank’s decision on when to remove its Czk cap, if 

inflation is headed back or slightly above target, adding the CNB 

would not yet draw any conclusions on ECB policy.   

 

Domestic conditions are obviously a factor in the CNB's timing 

and given uncertainties outside the Central Bank's hands we 

continue to predict an exit from the current FX regime towards the 

latter end of Q3 2017.  Upon the eventual cap removal, the Czech 

Central Bank has said it stands ready to make unlimited 

interventions to prevent an excessive jump in the currency, with 

rising FX reserves not an issue.  Rusnok has also said it would take 

a double-digit percentage point move in Eur/Czk for the CNB to 

directly intervene and that negative rates could be used, but only 

on new capital flows.  

 

natalie.rivett@informagm.com 

 

HUNGARY: The NBH is firmly in easing mode, and is 

expected to remain so for some time, if the most recent comments 

from the bank’s mouth piece Deputy Governor Nagy are anything 

to go by.  Nagy said that the conditions that pushed the NBH in to 

loose monetary policy could continue at least until end-2017, 

possibly until 2018/2019.  This is in line with Governor Matolcsy, 

who also recently stated that conditions could remain loose though 

to the end of 2019, but he also said he doesn't want to see the 

benchmark rate lowered further. 

 

In November the CB held the benchmark rate at a record low 

0.90%, in line with expectations, and policymakers remain 

focused on boosting liquidity in the banking system via 

unconventional tools.  The CB maintained the deposit rate at -

0.05% as well, although cut the o/n collateralised loan rate by a 

further 15bp, to 0.90%, narrowing the rates corridor.  

 

The CB has expressed a readiness to loosen monetary conditions 

further if reaching its 3% (+/-1ppt) inflation goal makes that 

necessary.  However, it maintains that the current level of the base 

rate coupled with unconventional monetary easing are in line with 
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reaching the CPI target in the medium-term.  Note, CPI has firmed 

for the past 3-months, but is still a long way off target, at 1.0% y/y 

in October.  

 

For now, the focus stays on the CB's 3-month deposit cap and how 

this translates into lower BUBOR rates.  The NBH anticipates that 

the deposit cap will push down short-term BUBOR rates towards 

0.75-0.50% by year-end, and the 3-month rate is currently at new 

lows of 0.56%.  If the adjustment falls short of the NBH's 

expectations and the Forint continues to appreciate the CB has 

opened up the possibility of using its "fine-tuning" FX swap 

instrument, to loosen Huf liquidity conditions, whilst limits on 3-

month deposits may be cut further from January-2017.   

 

Some speculate the 3-month deposit limit could change every 

month and become the key policy decision rather than the level of 

the actual rate, acting as a valve to set BUBOR rates.  The question 

investors are asking now is how much lower can short-term yields 

go?  Doves do not believe that the Bank's 3-month deposit cap will 

have a significant impact on monetary conditions in Hungary, and 

the NBH may decide that conventional rate cuts are better if GDP 

growth slips well below 3.0% and/or the ECB eases further.  This 

would not occur until early 2017, but we expect that the NBH will 

stay away from conventional rate cuts given it has pursued this 

alternative measure of liquidity.  We still see the benchmark rate 

being held at 0.90% into year-end 2017 and beyond. 

 

christopher.shiells@informagm.com 

 

POLAND: The NBP again stood pat at its November meet, 

keeping the base rate at 1.50% with the monetary policy 

committee’s rhetoric remaining focused on the path of rate hikes 

rather than loosening of monetary conditions.  However, the 

slowdown in Polish Q3 GDP to 2.5% y/y and the declining 

expectations of future growth has put pressure on the central bank 

to pull back from its rate hike rhetoric and left some speculating 

there could be a return to cuts.  Bloomberg surveys now expect 

Polish GDP to grow 2.4% in Q4 and 3.1% in Q1 2017 in 

comparison to previous expectations of 3.1% and 3.5% growth 

respectively.  Despite this, the NBP still rules out a base rate cut, 

with recent Zloty weakness since Trump’s election win another 

contributing factor to the central banks hawkish mantra – note Pln 

near multi-month lows versus the Eur and record lows against the 

Usd.  Furthermore, NBP Governor Glapinski ruled out the risk of 

a slowdown below 3% as recently as November, emphasizing his 

belief that the ‘well-running’ economy will pave the way for a 

coming rate increase. 

 

All told, despite the worsening economic outlook in the short-term 

(highlighted by downward growth revisions) and the weakening 

Zloty, Poland’s interest rate path is little unchanged.  The NBP 

remains adamant that the focus is on when to hike rates rather than 

the possibility of cutting them, as a cut isn’t warranted and would 

do little to unlock credit.  Plus, as Deputy Prime Minister 

Morawiecki looks to EU funding to revive investment and provide 

a boost to the economy, expectations are for GDP growth to pick 

up in the second half of 2017 and actually exceed previous 

forecasts – 3.4% GDP growth for Q3 2017 versus 3.3% 

previously.  The only thing to potentially alter this would be 

sustained increases to inflation, but for now this not a concern as 

Poland barely climbs out of deflation with a 0.0% y/y CPI print in 

October.  Thus, our prediction of an unchanged policy rate until 

the end of 2017 continues to hold firm. 

 

jim.lewis@informagm.com 
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SOUTH AFRICA: As widely anticipated, the SARB left 

the benchmark repo rate steady at 7.0% in the final meeting of 

2016 on 24 November, where it has remained since March after a 

cumulative 200bp rise since early 2014.  The vote was unanimous, 

with no discussion of a rate cut and none of the members 

proposing raising the benchmark either.  However, the Central 

Bank retained a hawkish bias, warning that risks to the Rand and 

inflation may force it to reassess its view the hiking cycle is 

nearing an end.  

 

Governor Kganyago said the MPC remains concerned that 

inflation expectations are not anchored more comfortably within 

the 3%-6% target range, whilst noting that risks to the CPI outlook 

are moderately higher amid a slight upward adjustment to food 

price inflation.  Still, domestic growth and inflation dynamics 

were deemed in line with expectations, with annual CPI averages 

unchanged at 6.4% for 2016, and 5.8% and 5.5% for the coming 

two years, while the core measure are now seen averaging 5.6% 

this year & easing to 5.2% in 2018.  These latter two estimates 

were trimmed one 1ppt from September’s projections.  

 

All told, with inflation seen staying below January's peak of 7% 

y/y (CPI to peak at 6.6% in Q4, converge to target in Q2'17) the 

SARB had space to stand pat amid growth concerns.  However, 

Rand weakness is the primary threat to inflation and if the currency 

suffers a period of sustained losses, the SARB may well be forced 

to hike next year, despite the subdued growth outlook.  The SARB 

does, albeit, deem the low point of the cycle to have now passed 

and has left GDP estimates at 0.4% for 2016, 1.2% for 2017 and 

1.6% for 2018.   

 

The Rand will remain sensitive to changes in US monetary policy 

as well as the sovereign rating announcement from S&P, 

scheduled for 2 December.  Both Moody’s and Fitch have already 

decided against taking any negative action on South Africa, but 

slow domestic economic growth is one of the key factors that 

rating companies have highlighted as risks and so, the prospect of 

a downgrade to ‘junk’ from S&P cannot be ruled out.  Such an 

outcome would risk weakening the Rand beyond post-Trump 

election levels (i.e. Usd/Zar above 14.600) with the potential to 

feed through to inflation, potentially extending the hiking cycle 

out by another quarter at least.  In recent weeks, the markets have 

considered the prospect of a rate hike with greater conviction, with 

the spread between the 3x6 month FRA and 3-month JIBAR 

widening beyond 15bp from around 5bp at the beginning of 

November. 

 

natalie.rivett@informagm.com 

 

TURKEY: The CBRT shook things up at its penultimate 

meeting of 2016, the central bank stepping up to the plate to defend 

the Lira as the currency comes under unrelenting pressure. 

Although prior to the monetary policy meeting there had been lots 

of speculation of a rate hike to counter Try weakness, the decision 

came in contrast to median forecasts which looked for no change 

to any of the three key interest rates.  Ultimately though, the move 

to hike the benchmark 1-week repo rate by 50bp to 8%, and lift 

the overnight lending rate by 25bp to 8.50%, wasn’t enough to halt 

the Lira rot.  Note, the overnight lending rate left unchanged.  

 

The rate hike was quickly followed by Usd/Try record highs, but 

one positive to be gleaned is an increased sense of central bank 

independency from the government, something that was called in 

to question prior to the October meeting.  The decision to hike 

defied President Erdogan’s call for the CBRT to reduce borrowing 

costs – declaring himself the ‘enemy’ of interest rates.  

Furthermore, in the run up to the decision Erdogan’s advisor 

Ertem stated FX rates should be left to the markets.  

 

The CBRT’s bold move is a positive indicator to many that the 

central bank is both willing and able to hike rates.  However, while 

the 50bp lift to the benchmark rate is a good start, more needs to 

be done.  In reality the new 8% rate isn’t vastly different from the 

weighted average cost of funding prior to the decision (7.9%), and 

thus the impact will be limited – immediately evidenced by further 

Lira weakening.  The CBRT will again be tested at some stage is 

the thought of more than one institution.  

 

So, having shown a willingness to take affirmative action, and a 

commitment to protecting the Lira, but its initial hikes having only 

a limited impact, where does the CBRT go from here?  The mantra 

that inflation expectations are the driver of monetary policy is 

likely to be put on the back burner, possibly along with interest 

rate simplification plans.  Ultimately any future CBRT moves will 

be centered around Lira weakness (projected to continue) and just 

how far the central bank is willing to go against the wishes of 

President Erdogan and the Turkish government.  

 

jim.lewis@informagm.com 

 

RUSSIA: Russian rate cut bets for 2017 remain as strong as 

ever in the wake of the US election, with at least one 25bp cut 

currently being priced in by money markets over the next 3-

months.  The CB’s next meeting is on December 16th but governor 

Nabiullina has made it clear that there will be no cuts for the rest 

of this year.     

 

She recently stressed that monetary policy should remain 

moderately tight as inflation expectations are still high.  However, 

she also noted that it was important to keep cutting the benchmark 

rate gradually, and this would resume in 2017 under the base line 

scenario.  Note, before the US election induced market volatility, 
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Russian CPI hit 6.1% y/y in October, once again softer than 

forecasts and thus strengthening the likelihood that the CB will 

achieve its goal of lowering inflation to 5.5-6.0% by year-end.  

The CBR's baseline forecast is for CPI to ease to less than 4.5% in 

October 2017 and reach the 4% target by 2017-end, but as 

previously noted, the Bank still sees a risk it will miss is inflation 

remit.   

 

The CBR is also working hard to contain inflationary pressure by 

soaking up surplus liquidity from the financial sector, amid 

concerns this will spur prices rises.  The CBR wants to maintain 

positive real rates to reduce inflation, adding that CPI at 4% or 

lower is needed to support the investment driven model of GDP 

growth that Russia needs.   

 

Inflation expectations continue to run above 4% and this is what 

will keep the CBR in a moderately tight policy stance, as inflation 

remains the top-rated fear among Russians.  The general 

consensus is for the easing cycle to restart in Q1 2017, with up to 

150-200bp of cuts in 2017, although risks remain that the pause 

could be extended into Q2. 

 

christopher.shiells@informagm.com 

  

 

EMERGING MARKETS: ASIA 

 

 

INDIA:  At its last policy meeting on 4 October, the RBI cut 

the benchmark rate 25bp to 6.25%.  Since then, Trump’s 

Presidential victory and the move to take INR500 and INR1000 

notes out of circulation (also known as demonetization) happened 

on 9 November.  This had a serious knock-on effect on both the 

INR and bond yields, with the INR under intense pressure and 

losing 3.5% between the announcement and when it briefly broke 

all-time highs, all in the space of 2 weeks, even as the RBI was 

constantly present to smooth volatility.  Foreign investor outflow 

played a large part with a cumulative Usd4bn for the quarter-to-

date flowing out from equities and bonds as sentiment turned 

sharply against emerging market assets.  The double whammy for 

equities is that the chaos surrounding the demonetization move 

could cull up to 2% from Q4 GDP in an economy that is largely 

cash driven.  The irony is that bond prices continued to extend 

upwards as liquidity from the population frantically depositing 

notes flooded the system, driving yields ever-downwards.  This 

has presented the RBI with a unique opportunity to kill 2 birds 

with one stone.  With the RBI last seen more tolerant of inflation 

than when under the governorship of Mr Rajan, the door had 

already been opened to more easing in the future.  Added with the 

flood of liquidity in recent weeks, which had forced the RBI to 

exercise reverse-repos to suck up liquidity rather than providing 

liquidity just before that via OMOs, it is widely accepted that RBI 

will cut the benchmark rate at its last meeting of 2016 on 7 

December.  The only question is by how much, since the 10-year 

yield has fallen from above 6.8% on 8 November to below 6.2% 

currently.  The other question is what can be done with the 

borrowing rate, which has not reflected well the action taken by 

the central bank to date.  As expected, banks faced with the flood 

of liquidity have been quick to slash deposit rates, but slow to 

reduce their lending rates.  The current situation is an opportunity 

for the RBI to force the banks to action on the Marginal Cost of 

Funds based Lending Rate (MCLR), an issue that has been in 
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Benchmark policy rates (%)

PBoC RBI BoK Bank Indonesia
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note Bank Inonesia changed benchmark rate Aug 2016
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focus since Rajan’s time.  Against such a backdrop, a 25bp or 50bp 

rate cut is unlikely to further harm sentiment if it can generate 

longer-term benefit for the economy, even if the emerging market 

rout continues.  In any case, the RBI has been padding their foreign 

reserves for just such a scenario. 

 

freda.yeo@informagm.com 

 

CHINA After rising for four weeks, China government bond 

(CGB) yields finally started to feel toppish.  The 10-year CGB 

yield rose by as much as 25bp before it topped at 2.90% in mid-

November.  Meanwhile, the 1-month SHIBOR has risen by as 

much as 13bp since mid-October but does not see any signs of 

topping yet after setting 4-month high 2.84% on 28 November. 

Though a technical downward correction of the money rates is 

possible ahead of the year end, overall sentiment on rates/bonds is 

unlikely to turn bullish again at least in very near-term.  In our 

opinion, any upcoming correction is likely to be shallow as it 

appears that both money rates and CGB yields fundamentally have 

already bottomed out on medium-term basis.  Rising US bond 

yields could further push up Chinese bond yields.  The 10-year 

yield spread between US and China has widened recently 

(currently as wide as 55bp), which might expand much further if 

China wants to protect the RMB FX and/or tries to curb the fund 

outflows.  Meanwhile, liquidity in the bond market seems to be 

slightly tighter due to (1) the deleverage guided by the 

PBoC/CBRC, (2) a declining fund injection from PBoC, and (3) 

slowing M1 growth.  It is worth noting that policymakers now are 

comfortable enough with the current growth picture, so they have 

begun to shift back in the direction of risk management.   

 

As far as we are aware, deleveraging is already among the top 

three policy objectives on the PBoC's 2017 agenda.  As a matter 

of fact, the CB has taken measures to rein in off-balance sheet 

exposures such as wealth management products and curb shadow 

banking activity.  Because the main theme is already skewed 

towards deleveraging, there is good chance that banking system 

liquidity will be turning much tighter over the next few months.  

In the short run, seasonal liquidity tightening which has appeared 

in every December over the past 5-years might be seen again this 

time.  That alone could be more than enough to drive 1-month 

SHIBOR to 3.00% and 10-year CGB yield back to somewhere 

close to year-high 3.02% set in early-June. 

 

tim.cheung@informagm.com 

 

INDONESIA: On 17 November, Bank Indonesia stood pat 

on the benchmark 7D RR rate (at 4.75%) as the ruthless sell down 

consumed emerging markets and left central banks in the region 

scrambling to manage extreme volatility in their FX and bond 

markets.  With Indonesia a large beneficiary of bond investor 

interest in the past years due to all the right noises being made and 

an aggressive monetary easing bias, it is not surprising that when 

the Trump black swan hit, that it was also one of the victims of its 

own success, having accumulated large foreign ownership of its 

government bonds.  Even before 9 November, signs were already 

there that the bond rally was over, with bond yield failing to 

decline and reversing, while bid-to-cover ratios at auctions were 

poor.  While the BI cut rates anyway at the last meeting, and were 

probably committed to another rate cut at the most recent meeting 

in November before the US Fed makes its move, the fierceness of 

the EM sell down put an end to that idea.  With the BI forecasting 

5 rate hikes from the US Fed through 2018, the ability for them to 

make any more cuts going forward has also drastically reduced.  

Together with the current environment, a prolonged sell down in 

local bonds is likely, with large implications for their financing 

and currency.  While the tax amnesty had bought them some space, 

the FinMin is hoping against hope that an upgrade of their 

sovereign rating in December to investment grade by S&P will 

open a new stream of capital inflows to allow them some room to 

manoeuvre, but due to current conditions and previous comments 

by S&P, this is unlikely to happen this time around.  Data-wise, 

CPI for October remained benign at 3.31% y/y, loan growth was 

tepid at 7-9% for 2016, while lending rate has not kept pace with 

the 6 rate cuts of 25bp that have been implemented in this cycle. 

 

freda.yeo@informagm.com 

 

SOUTH KOREA: The Bank of Korea, as widely expected, 

unanimously left its record low base rate unchanged at 1.25% for 

the 5th straight month in November after delivering a 25bp rate 

cut in June.  At the meeting, the Bank maintained its cautious wait-

and-see approach as Korean monetary officials judged that that in 

light of recent developments, both at home and abroad, 

uncertainties surrounding growth in Korea had increased 

substantially.  

 

In particular, regarding the domestic front, the Bank stated that the 

external sector had continued to deteriorate at the outset of the 

fourth quarter and the improvement seen in domestic demand in 

the past months has shown signs of cooling.  Governor Lee 

subsequently kept the door open for further easing by stating there 

was still room for the central bank to maneuver if needed.  

However, he also noted the problem of rising household debt and 

mentioned that the current policy stance was (already) quite 

accommodative. 

 

Looking ahead, the central bank is expected to retain an on hold 

policy stance in its last meeting of the year on 15 December, which 

is notably a day after the FOMC decides upon what is expected to 

be a 25bp US rate hike.  However, rife uncertainties surrounding 

Korea’s underwhelming and heavily US reliant export sector on 

the back of potentially sweeping changes that could be made to 

global trade policies following the newly elected US Trump 

administration, combined with a deepening home-grown political 

crisis that has since forced President Park Geun-hye to resign; may 

well lead the central bank to ease next year and sooner rather than 

later. 
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Reflecting worsened economic conditions at home and abroad, a 

senior unnamed central bank official has in fact flagged that the 

Bank of Korea will reduce its economic outlook in January even 

further from the 2.8% level that had been downgraded in October.  

The government is also expected to revise down its growth 

estimate from targeted 3%, fearing sluggishness in consumption 

and construction sector.  

 

South Korean bond yields have gained sharply over the past 

month, with 10-year KTB soaring from 1.68% end-October to a 

2016 high of 2.195% or most since mid-2015.  This has largely 

tracked a surge in UST yields on higher US inflation expectations 

following the win of a stimulus prone Donald Trump in the US 

election, but also partly as investors see record private borrowing 

as likely to limit room for further monetary easing.  Governor Lee 

has said Korea is not in a situation where it needs to target yields, 

as is the case in Japan.  However, officials have warned that they 

will not sit idle if the bond market is disruptive and were seen 

performing outright bond purchases on 21 November to stabilise 

the market.  For now, we feel levels have overshot and expect a 

retracement into year-end, especially on expectations that the 

central bank will deliver further pro-growth monetary easing 

measures that can lower the discount rate to boost equity and bond 

prices. 

 

michelle.kwek@informagm.com 

 

 

 EMERGING MARKETS: LATIN AMERICA 

 

 

BRAZIL: As was widely expected, the BCB cut the Selic rate 

by 25bp for the second consecutive month at the 30 November 

convene, the central bank’s last meeting of 2016.  Prior to the 

meeting there had been some speculation that BCB President 

Goldfajn and co. would opt for a chunkier 50bp cut in the wake of 

2017 CPI forecasts dipping below 5%.  These thoughts somewhat 

contained by the President’s comments that the central bank’s 

mission is to guard currency purchase power, and thus with an 

already weak Real in the post Trump world, a hefty 50bp reduction 

was ruled out by many.  

 

The statement accompanying the BCB cut had a distinctly dovish 

tone, providing an indication of what could be to come in 2017. 

Notably, the pick-up in economic activity “may be later and more 

gradual than previously anticipated” with the uncertainty and 

volatility in the external environment a contributing factor – i.e. 

the Trumpflation effect. Furthermore, the rhetoric that “if the 

economic recovery takes longer and is more gradual than 

expected, the pace of projected disinflation could intensify”.  It 

would appear that the BCB has left the door open for a speedier 

path of rate cuts in 2017, with some already expecting the central 

bank to come out swinging with a half point reduction at its 

January 11th meet.  

 

The BCB’s statement painting a bleak economic picture then, with 

external volatility and subsequent Real weakness to be a 

continuing concern. In fact, currency weakness may be the only 

thing pumping the brakes on bigger cuts to the Selic rate – note 

aforementioned purchasing power protection from Goldfajn.  For 

now, we back another 25bp chop in January, but with a view 
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towards 50bp if CPI forecasts for 2017 slide further below 5% and 

look in danger of crossing beneath official 4.5% target for the 

coming two years. 

 

jim.lewis@informagm.com 

 

CHILE: The Chilean Central Bank maintained its wait-and-

see stance in November, holding the benchmark rate at 3.50%, 

while maintaining the neutral stance that it switched to in August.  

The steady decision was widely expected, with the Trumpflation 

inspired Clp sell-off having dampened speculation of a rate cut 

before year-end, fuelled by the softer than forecast October CPI 

print of 2.8% y/y.  Inflation has slowed for four consecutive 

months and October marked the first time the headline print eased 

below the 3.0% (+/- 1ppt) target since 2013, to be the lowest 

among major Latin American economies. 

 

The BCCh has continued to stay on a neutral stance over the past 

few meetings and prior to the Clp sell-off, BCCh President 

Vergara stated that before rates can be cut, policymakers need to 

be sure the decline is part of a broader trend and not a one-time 

reaction to the stronger currency.  He also noted that more 

evidence of sluggish growth needs to be seen and therefore with 

Q3 GDP proving stronger than forecast at 1.60% y/y a rate cut this 

year does not look likely.  

 

According to recent comments from Vice President Claro, the 

BCCh now sees 2016 inflation ending the year closer to the 3% 

target instead of 3.5% previously expected, but he also cautioned 

that inflation below this remit in 2017 would not necessarily merit 

a change to the interest rate.  What could justify a movement is an 

expectation that inflation will remain low in 2018, as well as a 

slower than expected economic recovery.   

 

With all this in mind, we think it will at the very least take a couple 

more months of slow CPI releases to prompt a change of bias and 

potentially pave the way for a rate cut around March, thus allowing 

policymakers further time to monitor the situation abroad.  

According to the latest Central Bank survey (for 23 November) 

traders expect the benchmark rate to be left unchanged at the final 

meeting of 2016, which corroborates with pricing on the short-end 

of the Camara curve.   

 

Traders continue to eye a 25bp deduction to 3.25% within three 

months, but this is now expected to be the only rate cut over the 

coming two years – reined in from two 25bp cuts to 3.00% seen 

previously.  Traders predict the benchmark rate will end this 

period with a full reversal back to 3.50% compared to a partial 

retrace to 3.25% projected in the prior surveys. 

 

natalie.rivett@informagm.com 

 

MEXICO: Having refrained from a knee-jerk reaction at its 

emergency post-Trump US election win meeting, the Banxico 

took action at its scheduled November meeting, raising interest 

rates by 50bp from 4.75% to 5.25%.  However, this was not 

enough to satisfy many as some looked for the central bank to hike 

by a full percentage point, sending the Mexican Peso lower versus 

the Usd. 

 

The meeting’s accompanying statement from Governor Carstens 

outlined the focus on keeping inflation expectations anchored with 

the 50bp rate increase an attempt at countering price pressures - 

for now the Banxico relying on strengthening fundamentals.  

 

Going forward the biggest risk to inflation is Peso weakness, with 

the central bank set to keenly monitor CPI (with an eye on FX 

pass-through effects) as well the Fed's monetary policy stance with 

the probability of a December rate hike now almost 100% 

(according to Fed Funds).  Given the central bank’s inflation 

focus, the November CPI reading (due 8 December) along with 

Usd/Mxn will be key for determining what action the Banxico 

takes at its 15 December meeting.  If the Fed hikes 14 December 

and the Peso remains under pressure, we shoot for another 50bp 

move higher, in line with what is currently being priced in via TIIE 

futures.  For us a 25bp lift won't be enough to satisfy, the question 

is will another half point hike leave investors disappointed again 

and thus give Usd/Mxn another leg up. 

 

christopher.shiells@informagm.com 
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TECHNICAL ANALYSIS 

US 10-Year Treasury Note Yield – Breaks above 7.5-year falling trendline as monthly studies strengthen 

US 10-Year Treasury Note Yield – Monthly Chart 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Resistance Levels 

R5 3.052 2014 high – 2 January 

R4 2.981 61.8% of 4.009/1.318 fall, near 2.75-year channel projection target at 2.961 

R3 2.819 7 March 2014 range high  

R2 2.687 3 July 2014 peak, near 2.653 (19 September 2014 peak) and 2.664 (50.0% of 4.009/1.318) 

R1 2.498 2015 high – 11 June, near 2016 high – 1 December at 2.492 

Support Levels 

S1 2.152 10 November 2016 pre-gap high  

S2 1.990 10 November 2016 low, near 1.997 (16 March 2016 prior peak) 

S3 1.714 9 November 2016 low, near 50/200 DMA golden cross intersection (not shown) 

S4 1.517 7 September 2016 reaction low 

S5 1.448 29 July 2016 higher reaction low 

Key Points  

 The powerful bounce off 1.714 (near 50/200 DMA golden cross) breached a 2.75-year falling channel, a 9.5-year falling trendline, 

and a 32-month falling trendline and a 7.5-year falling trendline.  

 The monthly MACD has crossed above the signal line while the RSI extends towards overbought levels, both of which point to a 

sustained break above the 2.498 peak with scope towards lower highs at 2.687 and 2.819.  

 However, extended daily studies suggest possible consolidation prior to the next major upswing. The 2.152 pre-gap high and the 

breached 33-month falling trendline (2.114) may cushion dips, but only sub the pivotal 1.997/0 region would shift the focus lower. 

 A break above 2.819 would stage the 2.75-year falling channel breakout target at 2.961/2.981 (61.8% of 4.009/1.318), possibly the 

3.052 peak which is just shy of the upper bound of the 27-year falling channel at 3.129. 

marnie.owen@informagm.com 

back to text 

http://www.informagm.com/
mailto:sales@informagm.com
mailto:marnie.owen@informagm.com


 

 
 
 To find out more about our services, please visit our website www.informagm.com or email our sales team at sales@informagm.com 

 London New York Tokyo Hong Kong Singapore Shanghai 
 +44 20 7017 5402 +1 212 907 5802 +81 3 5210 2468 +852 2234 2000 +65 6226 3068 +8621 6133 0177 

DECEMBER MONTHLY INTEREST RATE OUTLOOK 

Euro Yield Awaits a recovery resumption targeting 0.497/0.581 

EU 10 Year Yield – Weekly Chart 

 

Resistance Levels 

R5 0.822 1 September 2015 lower high 

R4 0.737 4 December 2015 lower high, near 76.4% retrace of 1.057/-0.205 at 0.575 

R3 0.581 12 January 2016 minor lower high, near 61.8% retrace of 1.057/-0.205 at 0.575 

R2 0.497 22 January 2016 minor lower high 

R1 0.396 14 November 2016 high, near 28 October 2015 low/50% of 1.057/-0.205 at 0.422/0.426 

Support Levels 

S1 0.185 28 November 2016 low 

S2 0.092 9 November 2016 minor higher low, near 17 October 2016 former high at 0.103  

S3 -0.017 24 October 2016 minor higher low 

S4 -0.161 27/30 September 2016 higher low 

S5 -0.205 6 July 2016 record low 
 

Key Points 

 Recovered strongly from July’s -0.205 record low through 0.307/0.333 lower highs to suggest the completion of a nine-month base. 

 Subsequent corrective easing is favoured to hold over the 0.092 higher low, allowing a resumption of the wider recovery. 

 Daily studies have eased amid the recent pullback, but constructive weekly/monthly indicators should underpin fresh yield strength. 

 Above 0.396 and the 0.422/0.426 cluster would expose lower highs at 0.497/0.581 (the latter is near 61.8% retrace of 1.057/-0.205). 

 Sustained yield strength would then open the 0.737 lower high (near 76.4% retrace of 1.057/-0.205). 

 Only the loss of the 0.092 higher low would damage near term upside scope and suggest a broader consolidation phase. 

edward.blake@informagm.com 
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UK yield - Scope to 1.670/1.808 after near term corrective dip 

UK 10 Year Yield – Daily Chart 

 

Resistance Levels 

R5 2.088 9 November 2016 lower high 

R4 2.000 30 December 2015 lower high 

R3 1.808 76.4% retrace of 2.212/0.501 fall 

R2 1.670 26 April 2016 lower high 

R1 1.500 18 November 2016 high, nr a 35-month tentative trendline/61.8% of 2.212/0.501 at 1.524/1.558 

Support Levels 

S1 1.344 30 November 2016 low, near 28 October 2016 former high at 1.312 

S2 1.109 4 November 2016 higher low, near 38.2% retrace of 0.501/1.500 rally (1.118) 

S3 1.036 24 October 2016 minor higher low, near 50% retrace of 0.501/1.500 rally (1.000) 

S4 0.955 15 September 2016 former high 

S5 0.882 61.8% retrace of 0.501/1.500 rally 

 

Key Points 

 Recovered from August’s 0.501 record low to threaten 1.525/1.558 (35-month tentative falling trendline and 61.8% of 

2.212/0.501). 

 Daily studies are overbought/showing signs of divergence, but any near term corrective dips are favoured to hold well above 1.109. 

 Weekly/monthly indicators are constructively aligned for a recovery extension through the 35-month trendline opening 1.670. 

 Beyond would then open a Fibonacci retracement at 1.808 then significant lower highs at 2.000/2.088. 

 Only a return through the 1.109 minor higher low would caution immediate upside scope and threaten 1.036/0.955. 

ed.blake@informagm.com 
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Cad yield Extends above 2+ year falling wedge resistance to focus upside 

CAN 10 Year Yield – Weekly Chart 

 

Resistance Levels 

R5 2.406 12 May 2014 lower high 

R4 2.295 19 September 2014 reaction high 

R3 2.097 7 November 2014 lower high 

R2 1.923 2015 high - 10 June, near 1.869 – 50.0% % retracement of 2.830/.908 

R1 1.757 9 November 2015 lower top 

Support Levels 

S1 1.491 17 November 2016 minor higher low 

S2 1.260 28 October 2016 former range high 

S3 1.113 24 October 2016 low 

S4 0.943 30 September 2016 higher low 

S5 0.908 11 February 2016 all-time low  

 

Key Points 

 Extended above 2+ year falling wedge resistance and the 26 April 2016 1.578 prior YTD high, shifting broad focus higher. 

 Subsequently probed the 38.2% retracement of 2.830/.908 at 1.642 to open the 9 November 2015 1.757 high, with the 2015 high 

(10 June) at 1.923 to follow on continued strength.  

 The weekly MACD has broken above 2.5-year resistance, underscoring the wide shift in directional focus to the upside, while 

weekly RSI has crossed above 70, highlighting the potential for a corrective near-term dip before ultimately moving higher. 

 The 28 October 2016 1.260 former range high should contain any setbacks, and only under the 24 October 2016 1.113 low would 

shift broad focus back to the downside. 

matthew.sferro@informagm.com 
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