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By Marcus Dewsnap, IGM Head of Fixed Income Strategy

• Dutch Parliament vote on CETA exposes differing trade models.

• Harmonisation = dynamic realignment underpins EU approach

• Dynamic realignment crosses UK red lines ... talks heading towards 'mutual recognition’

While the EU and the UK position themselves (polarised comes to mind) ahead of the start of
transition talks and trade deals, a vote in the Netherlands highlights potential issues facing the UK
on any trade deal.

On Tuesday, the Dutch lower house of parliament narrowly (72-69 and there were some
opposition MPs absent) approved the Comprehensive Trade Agreement (CETA) between the EU
and Canada. This is the sort of deal the UK wants. But it doesn't end there. The Dutch Senate is
due to debate and vote on CETA next month. Given the government does not hold a majority in
the Senate, there is a significant risk that the trade agreement could be voted down.

Complaints against the deal include exposing Dutch farmers to unfair competition as the
Canadians have lower animal welfare standards and lower costs. In other words, the feeling is
that the playing field isn't level. The impact on climate is also being discussed.

These are warnings to the UK, which talks about getting a deal done by year-end (2020 that is).
The EU keeps saying that the playing field must be level (i.e. you can't have your cake and eat it).
Climate implications are only going to become more important. In general, there has been a shift
away from supporting Free Trade Agreements (FTA) in the Netherlands. The Dutch are showing
these concerns need to be taken seriously. And the Netherlands' exports to Canada only amount
to 1% of the country's total export turnover. Trade with the UK is currently substantially more.

The Netherlands signed CETA in 2016 which is indicative of the length of time it can take for such
a pact to be ratified across the EU (there are getting on for 40 different Parliaments/chambers
that will need to ratify a deal).

Within all this it is also important to recall the underlying principle of EU trade policy. That of
'harmonisation' or the level playing field. This is where 'dynamic realignment' (and the ultimate
arbitrator is the European Court of Justice) comes in, i.e. the UK aligns with all EU standards
across the board forever. However, CETA does not include such a clause. Indeed, nor does NAFTA
where a system of 'mutual recognition' is at play, a system which is more common in the rest of
the world versus harmonisation. Mutual recognition does not preclude penalties for illegal state
aid.

Out of this arises the aforementioned issues involving agriculture. So, as the Dutch Parliament is
at risk of introducing, dynamic realignment in reality is not just a threat to the UK, but to any
country that wants a trade deal with the EU. Further, there has been comment from the EU that
the UK needs dynamic realignment, even under a CETA-type deal, because it is closer and
therefore more of a competitive threat in that 'Singapore-on-Thames' sense. The EU is at risk of
wanting its cake and eating it!

Dynamic realignment crosses the UK's red line in several ways. First what is the point of Brexit if
the UK is to follow the same set of rules? Second, the UK does not want the ECJ as the ultimate
judge and jury of, well, anything. These two points indicate the direction of travel for UK-EU trade
talks which surely needs to be closer to mutual recognition rather than harmonisation. Which sets
up quite a clash of trade system beliefs.

Back to Index Page
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The NZD Week - Bias is Neutral-to-Bearish
By Tony Nyman, Head of G10 FX

continued page 5
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Expected Nzd/Usd trading range is 0.6250-0.6375

Even as RBNZ's Orr talked last week of being in no rush to go lower on interest rates,
implied probability of a rate cut by June now stands at 66%. See bottom middle of the
Dashboard.

NZD/USD is just managing to avoid seven straight lower lows, but 0.6303 range low stays
close.

As the coronavirus escalates, the next big bear targets at 0.6241-50 and 0.6200-04 will
continue to look achievable.

Still, worth noting there are some mega local releases this week, which could well impact
at least on the crosses, i.e. AUD.

Worth recalling too, until the virus, we were in a run of some seriously positive rebounding
data, which part inspired those 0.6700-plus levels through Dec. See bottom right of the
Dashboard and the relatively healthy standing of the Citi NZ economic surprise index
around 38.
• Mon - Q4 retail sales - 0.7% q/q vs 0.8% forecast.
• Tue - credit card spending
• Wed - trade balance
• Thu - Arguably, the big one, ANZ business confidence for Feb, which hit -13.2 last time

out, a best since Oct 2017. Recall this survey is viewed as a fair barometer of RBNZ
thinking/outlook.

RISK
• We could see a correction of sorts in both the Kiwi and the RBNZ outlook IF the data

comes in supportive.
• Also, see top left of the dashboard, it's now become a very short market and very

quickly. IMM net shorts spiked to -12187 in the last week. Overdone?
• AUD/NZD - Coronavirus and market expectations the impact of the Chinese slowdown

to be more material in Australia than NZ. Sub-1.04 coming near-term?

• Price action remains heavy, with the market firmly entrenched within a steep approx. 2-
month falling channel

• Bears are now closing in on last Oct's .6204 low, below which would expose the Aug
2015 low at .6130

• Over .6395 (near channel upper boundary) eases immediate pressure

• Above .6488/.8503 (near 200-dma, approx. .6495) stabilises

The NZD Week – cont’d

Back to Index Page
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By David Corbell, Head of Credit, Europe

Back to Index Page

Markets enjoyed mixed fortunes last week with stocks resuming their record setting ways
before renewed jitters set in toward the end of the week amid signs that coronavirus cases
outside China were accelerating.

Company-specific news that emerged last week also fanned concerns that the full impacts
of the outbreak are yet to be fully felt as Apple forecast lower sales and airlines such as Air
France warned of a hit to earnings.

Against that backdrop, underlying yields fell further as havens found renewed support. That
drove 10yr German yields to a fresh 5-month low on Friday at -0.465% before some
unexpected resilience in February's EZ PMI data helped to calm jangled nerves.

Despite the variable tone in markets seen over the course of the week, the primary FIG
market continued to spit out deals, albeit at a slightly slower pace, where non-covered FIG
issuers raised a total of EUR5.94bn in a polarised week which saw borrowers opt for either
senior or AT1 format.

Like the prior week, that tally was given a last minute lift by a Friday deal where Santander
UK Group Holdings hit the market with a EUR750m 5NC4 Holdco Senior which went
smoothly despite the shakier tone on the day to land with single digit NIC on demand above
EUR1.8bn.

With that, the YTD haul of euro denominated FIG supply is now at EUR58.62bn, or 58.5%
ahead of the pace seen at the same stage in 2019.

Investors still have cash to splash

Providing confirmation that investors remain cash rich, the week's EUR deals were
underpinned by ample orders which tallied a combined EUR14.625bn.

In keeping with the pattern seen in recent weeks, it was once again higher beta product

which best captured the attention of buyers. That came mainly in the form of an unusual 2-
part (PNC5 and PNC10) EUR AT1 transaction from Instesa Sanpaolo which pulled in orders
of EUR5.7bn for the equally weighted EUR1.5bn trade (upsized from an expected
EUR1.25bn).

That deal came in the wake of a surprise bid by Intesa on Monday evening to buy smaller
Italian rival UBI Banca, a development which perhaps played a hand in boosting enthusiasm
for exposure to Italian financial risk from investors who now see a potential that a long
awaited consolidation of a fragmented sector could be taking shape.

continued page 7
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Whatever the case, the combination of yield and the chance to gain exposure to the still
fashionable periphery proved to be highly alluring for investors, allowing Intesa to price the
PNC5 line with a record low coupon for a peripheral borrower of just 3.75%, bettering the
3.875% coupon paid by UniCredit just the previous week.

Recall, that the latter trade drew a huge order book of EUR7.2bn (peak EUR9bn) although as
a potential warning to issuers not to squeeze pricing too hard, the deal has traded lower in
secondary (bid around 98.25 on Friday) which comes after leads slashed pricing by a
whopping 75bps during execution.

Lowest Coupon EUR AT1 Trades

Demand still plentiful in dollar market
In the dollar market, the week was notable both for what did and didn't happen.

Tuesday saw BNP Paribas price a USD1.75bn PNC10 Reg S/144a AT1 at 4.5% on the back of a
huge USD10.6bn book.

That provided an ideal launch pad for similar supply although ING Groep opted not to
proceed with its PNC9.75 AT1 on Wednesday despite amassing a jumbo USD11bn order

book. Reasons for the postponement became clearer the following day as ING's CEO Ralph
Hammers was named as the new CEO of UBS.

Thursday provided further confirmation that investors remain on the hunt for yield
where DBS Group Holdings priced a USD1bn PNC5 AT1 at 3.3% where orders were above
USD5.5bn from 304 accounts.

Sterling market ticks over
Looking to the GBP market and just one deal emerged last week where BPCE hit the screens
with its first GBP senior deal of the year in the form of a new short 7yr (Dec 2026) line.

The proved to be a relatively smooth operation with leads setting final terms at G+100 (from
a +105-110 starting point) to land with NIC in the region of 7bps and demand settling at
GBP570m for a GBP400m sized deal.

Looking ahead
Prospects for the week look set to rest on a mixture of previously pipelined and
opportunistic supply.

From the former, Virgin Money UK Plc wrapped up meetings Thursday for its inaugural EUR
benchmark which is set to emerge as a 5NC4 Fixed Rate Reset Senior HoldCo transaction.

The pipeline also got a boost on Friday as Hamburg Commercial Bank AG mandated banks
for EUR Tier 2 benchmark.

Prospects for opportunistic FIG supply may be enhanced with the earnings cycle nearing an
end where 92% of members from the Stoxx600 banks index have now reported compared
to the 63% of firms which have already reported from the broader Stoxx600 index.

https://www.informagm.com/deals/171186


South African Treasury Has Work Cut Out to Present an 
Optimistic, Credible And Face-Saving Budget

8Back to Index Page

By Christopher Shiells, Managing Analyst EM
This is an excerpt from our 2020 Budget Preview that can be accessed here.

On February 26th, South African Finance Minister Mboweni will once again be front and centre
as he delivers the full 2020 budget presentation and once again this has been earmarked as
crucial for the South African state avoiding that final credit rating downgrade into junk territory
from Moody’s.

With subdued growth into 2020 weighing further on revenue collection needed to contain debt
levels that have already surpassed estimates, Finance Min Mboweni will have a hard time
convincing both the markets and rating companies (crucially Moody's) that spending and debt
levels are under control. Expectations are building that it will be difficult for the government to
deliver on targeted spending cuts and put in place policy reforms to lift business, consumer and
investor confidence.

The Moody's warning
The Treasury forecast a consolidated budget deficit of 5.9%/GDP for 2019/20 in the MTBS, which
resulted in both Moody's and S&P changing their outlook on South Africa's credit ratings to
negative. Moody's rationale was the material risk that the government will not succeed in
arresting the deterioration of its finances through a revival in economic growth and fiscal
consolidation measures. It added then that the obstacles to the government's plans to raise
potential growth and contain fiscal deficits were proving more severe than expected a year ago.
Moody's said that the development of a credible fiscal strategy to contain the rise in debt,
including in the 2020 budget process and statement, will be crucial to sustain the rating at its
current level.

Medium-Term Budget Policy Statement (MTBS) Forecasts
The below dashboard provides the Treasury's key forecasts from the MTBS delivered in October.
• GDP growth - 2019 at 0.5%, 2020 at 1.2%, 2021 at 1.6%, 2022 at 1.7%
• Budget Deficit (%/GDP) - 2019/20 at -5.9%, 2020/21 -6.5%, 2021/22 -6.2%, 2022/23 at -5.9%
• Debt Levels (%/GDP) - 2019/20 at 60.8%, 2020/21 at 64.9%, 2021/22 at 68.5, 2022/23 at

71.3% (including Eskom financial support)

What to look out for in the budget speech?
Economic Growth
• Growth forecasts are expected to be revised lower.
• The fate of state-utility Eskom is key for the economic performance and state finances of

South Africa, as the power company has once again been forced to implement rolling
blackouts over the past few months.

Fiscal Targets
• There are risks that the deficit result will be higher. We have seen forecasts that put the

consolidated budget deficit at 6.5-6.9%/GDP for 2019/20.
• The state's debt levels have already surpassed the revised estimates set out in the MTBS.
• The ultimate impact of Eskom remains an unknown.

What can be done to avoid a further credit rating downgrade ?
Given the above expectations the Treasury will have to announce a list of positive developments
and reforms that will show why GDP growth will pick up in the coming years. On the fiscal side,
on top of the ZAR150bn of spending cuts already needed, the Treasury will need to detail how it
will make up for the lower growth. On the revenue side it is likely that the Treasury will
announce an increase in the VAT rate. If the Treasury can show how it will achieve increased
revenues and lower expenditure in 2020/21 with immediate measures, this may be viewed
favourably by Moody’s.

Conclusion - risks remain firmly to upside for USD/ZAR, but rating survival will spark sharp slide
For us risks remain to the upside for USD/ZAR, as the expected deterioration in all the fiscal
metrics in 2019 and 2020, and lack of any tangible progress on the cost-saving
measures/economic reforms, should mean a credit rating downgrade. However, as we
mentioned there is more than a small chance the Treasury can pull-off a budget that at least buys
it more time or even sees the Moody's outlook changed back to stable from negative.

continued page 9

https://www.informagm.com/stories/1580367
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South Africa Budget – cont’d
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We're a bit shocked by the news on Beijing Bank applying for a debt restructuring of Peking
Founder. This news came after Qinghai Provincial Investment Group pushed through its
offer to buy back USD850mn of its default notes at a deep discount from investors.

With the coronavirus outbreak still evolving and the economic outlook, as a result,
continuing to worsen, we expect the pace of onshore credit defaults in China will
accelerate moderately in the quarters ahead.

As far as the supply is concerned, we're not surprised by a sharp increase in the issuance of
special project bonds in January (chart 1) as the central government already showed its
determination to boost infrastructure investment in an effort to support the economy.
Likewise, we're not surprised by a significant shrinkage of supply of credit bonds (chart 2)
before the Lunar New Year Holiday.

Then what about positioning? We note that commercial banks, probably under the
policymakers' request, increased their long positions in credit bonds substantially in Jan
this year (chart 3). Of course, sustained falls in CGB and policy bank issuance yields during
the month (chart 4) also encouraged commercial banks to invest more in credit bonds for
yield compensation regardless of the fact that credit spreads have widened since mid-Jan
when thecoronavirus outbreak started to intensify (chart 5).

continued page 11

Back to Index Page

By Tim Cheung, Head of China, Riki Zhang EM Analyst
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In our view, accelerating pace of onshore credit defaults will not discourage commercial
banks FIs from investing in credit bonds. In fact, PBOC, CBIRC, CSRC and SAFE, hosted a
joint conference on 15 Feb to provide an update on supportive policies in light of the
coronavirus situation. In regard to the balance sheet supervision, the policymakers said
regulatory NPL tolerance for the banking sector could be higher, to allow for accelerating
credit growth, including local government bond issuance and loans. We expect what
happens next will be an official loosening of the requirements in the Macro Prudential
Assessment (MPA) framework.

As a conclusion, we are a quite sure the balance sheet outlook of the Chinese banking
sector will worsen in the quarters ahead because of the above-mentioned. Let's see
whether and to what extent the offshore credit spreads of Chinese bank papers will be
impacted later this year.
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By Cameron Brandt, Director, Research

Year-to-date flows into EPFR-tracked Bond Funds pushed over the $155 billion mark during the
third week of February as mutual fund investors remain reluctant to chase the returns being
delivered by equity markets. Uncertainty about the full impact on global growth of the COVID-19
coronavirus, the focus of retiring baby boomers on capital preservation and the US Federal
reserve’s recent statement that its current monetary policy is ‘appropriate’ are among the current
reasons for the muted response to the record highs being posted by major equities indexes.

Those investors that are buying into the latest rally by US and other equity markets are either
opting for broad, diversified exposure or, in the case of the US, focusing on the sector –
technology – that is leading the charge. Global Equity and Technology Sector Funds both rank
among the 15 fund groups that have attracted the biggest amounts of fresh money YTD.

Absent from that list are fund groups with Asian mandates, which have predictably struggled as
investors try to get a fix on the scope and trajectory of the coronavirus outbreak. The week
ending February 19 saw Korea Equity Funds post record-setting outflows, China Equity Funds
experience net redemptions for the second time in the past three weeks and Japan Equity Funds
record consecutive weekly outflows for the first time YTD.

Overall, Bond Funds absorbed another $18 billion during the third week of February while Equity
Funds took in $2.2 billion, Balanced Funds $828 million and Alternative Funds $575 million. A net
$11.2 billion flowed out of Money Market Funds.

At the single country and asset class fund levels, flows into Italy and Singapore Bond Funds hit 20
and 23-week highs respectively and South Africa Bond Funds attracted fresh money for 29th time
in the past 30 weeks. Municipal Bond Funds recorded inflows for the 59th consecutive week,
Inflation Protected Bond Funds extended their longest inflow streak since an 18-week run ended
in 1Q18 and redemptions from Bank Loan Funds jumped to their highest level since mid-2Q19.

Back to Index Page For further information on EPFR, please click HERE

https://financialintelligence.informa.com/products-and-services/data-analysis-and-tools/epfr
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Technical Analysis by Ed Blake

• Yield bears extended the broader downtrend via the 1.991/2.156 bearish consolidation to

post new 5½ month lows

• Deteriorating studies suggest risk to 1.904 (28 August 2019 record low) below which opens

Fibonacci projections at 1.826/1.845

• Any corrective gains should stall within the 2.099/2.156 zone (12/6 February highs) and

only above cautions yield bears

____________________________________________

STRATEGY SUMMARY

Awaits a break under the 1.904 record low targeting the 1.826/1.845 support cluster. Place a 
protective stop above 2.156

Back to Index Page

Resistance Levels 

R5 2.381 9 January 2020 minor lower high 
R4 2.312 17 January 2020 high 
R3 2.199 8 January 2020 former low 
R2 2.156 6 February 2020 minor lower high 
R1 2.009 12 February 2020 high 

Support Levels 

S1 1.904 28 August 2019 record low 
S2 1.826 Recent 1.991/2.156 range target and just below .382x 3.465/1.904 fall from 2.441 at 1.945 
S3 1.661 .5 projection of the 3.465/1.904 fall from 2.441 
S4 1.579 Equality projection of the 3.974/2.088 fall from 3.465 
S5 1.477 .618 projection of the 3.465/1.904 fall from 2.441 
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Technical Analysis by Andrew Dowdell

• Sharp reversal from .9325, just ahead of the 2016 spike high at .9415 has left a broad top in 
place

• Monthly MACD is moving back into negative territory, having crossed below its signal line at 
the start of 2018

____________________________________________

STRATEGY SUMMARY

Ranging may persist in the short to medium term, but an eventual resolution lower towards 
61.8% of the 2015-16 rally at .7883 is favoured. Only above .8787 stabilises.

Back to Index Page

Resistance Levels 

R5 .9415 7 October 2016 high 
R4 .9325 12 August 2019 high 
R3 .9020 10 October 2019 high 
R2 .8787 20 September 2019 low 
R1 .8596 14 January 2020 high 

Support Levels 

S1 .8176 50% of .6936-.9415 rally  
S2 .8117 7 April 2016 high 
S3 .7965 200-Month MA (approx.) 
S4 .7883 61.8% of .6936-.9415 rally 
S5 .7565 25 May 2016 low 
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Technical Analysis by Ed Blake

• The 26-month uptrend hit 6.314 (31 January top, near an 11-year falling trendline at 6.251),

before ranging over 6.015 (13 February low)

• Constructive multi-timeframe studies/moving averages suggest gains through 6.314

opening 6.462 (2016 top – 6 September)

• A clearance would confirm new 11-year highs and suggest an extension towards 6.929 (20

February 2009 multi-decade peak)

• Only a return below 6.015 risks a deeper near-term correction for former highs at 5.895 (3

October 2019), perhaps 5.636 (7 January 2020)

____________________________________________

STRATEGY SUMMARY

Buy near-term dips as we await renewed gains over 6.314 opening 6.462/6.550. Place a 
protective stop under 6.015

Back to Index Page

Resistance Levels 

R5 6.929 20 February 2009 multi-decade high, near .764 projection of 3.911/6.120 rally from 5.232 
R4 6.605 .764x 2.936/6.462 rally from 3.911, near .618x 3.911/6.120 rally from 5.232 at 6.597 
R3 6.550 19 February 2009 former low 
R2 6.462 2016 peak – 6 September 
R1 6.314 31 January 2020 peak, nr .5 projection of 3.911/6.120 rally from 5.232 at 6.336 

Support Levels 

S1 6.015 13 February 2020 low 
S2 5.895 3 October 2019 former high 
S3 5.735 31 October 2019 former high 
S4 5.636 7 January 2020 former high 
S5 5.527 Historically supportive 200DMA  
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Informa Financial Intelligence (IFI), a unit of Informa plc (LSE: INF), provides fund 
flows, asset allocation, FX, credit issuance and banking data, quantitative products, 
research and analysis to financial institutions - both public and private - around the 
world. Our market moving data services include daily, weekly, and monthly equity 
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industry.
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