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Inside this week’s edition…
The AUD Week - Bias is Bearish
- by Rachel Bex, p3-4
AUD/USD has been hit repeatedly down to fresh 11 year lows (0.6434 the latest
low) as the spread of coronavirus wipes risk appetite from the market, and the
pair looks set to endure another tough week as the RBA announces its next
policy decision.

SFVegas Conference: All Bets on ESG
- by Anjela Traboulsi, p5
The Structured Finance Association Vegas 2020 conference wrapped up last
week at the Aria Hotel in Las Vegas. The buzz at the conference was around
ESG…

Turkey Loan Growth Gains Pace, But Momentum Driven by Consumers
- by Natalie Rivett, p6-8
Amid the shift towards a more growth-oriented policy, measures have also been
taken to free up capital in the country's banks to ease the flow of credit and keep
the momentum going. The bulk of this total loan growth has been driven by
consumer loans, running at twice the pace of commercial debt.
Covered Snapshot: Weekly Wrap, Charts and Stats
- by Eva Bobb-Compton, p9-10
Viral fears gripped the entire credit complex last week and the primary euro
covered market was no exception.

China Insight: Refinancing Pressure on Property Developers Mounts
- by Tim Cheung and Riki Zhang, p11-12
It is still too early to say whether the COVID-19 outbreak will be effectively
contained by the end of Q1. However, it’s quite certain that Chinese property
developers will not see a significant recovery in sales over the rest of this quarter.

Know The Flows: Risk Aversion Spreads Rapidly in Late February
- by Cameron Brandt, p13
Outflows from all EPFR-tracked Equity Funds climbed to a 22-week high while, on
the fixed income side, redemptions from Bank Loan, High Yield Bond and
Alternative Funds hit 39, 54 and 70-week highs respectively.
Schatz Yield – Below -0.789 to Expose -0.859/-0.912
- by Ed Blake, p15
Look for further yield weakness through clustered support at -0.789 opening 0.859/-0.912. Place a stop above -0.677 and reverse on a clearance of -0.626.

USD/CAD – Return to The 2018 Peak Eyed
- by Andrew Dowdell, p16
Scope is seen for a re-test of the 2018 peak at 1.3665. Dips should be limited to
former reaction highs in the 1.3383/28 area.

Gold – Scope to 1723.45/1754.46 While Dips Hold 1592.11
- by Ed Blake, p17
Buy dips as we await new seven-year highs targeting 1723.45/1754.46. Place a
protective stop under 1592.11.
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The AUD Week - Bias is Bearish
By Rachel Bex, Senior FX Analyst
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The AUD Week – cont’d
Expected AUD/USD trading range: 0.6400-0.6580

Techs note:

AUD/USD has been hit repeatedly down to fresh 11 year lows (0.6434 the latest low) as the
spread of coronavirus wipes risk appetite from the market, and the pair looks set to endure
another tough week as the RBA announces its next policy decision.

• Bears continue to press lower, with bears breaching channel support to probe .6434/3
(.618x .8136/6741, 7295)

Money markets now suspect the RBA is all but certain to cut interest rates after a slump in
China's PMI over the weekend.

• Just below lies clustered support in the .6408 area (also 1.50x 1.1081/.8848, .9758)
• Over Thur's .6592 high relieves short-term pressure

Westpac is among those who see a -0.25% easing tomorrow (April their prior forecast), and
say that Friday's statement from the Fed likely to be seen as a call to action for other
central banks around the world.
Note, after the close on Friday, Fed chair Powell remarked the Fed will use its tools and act
as appropriate to support the economy.
Some even warn that the possibility of a 50bp cut from the RBA can't be ruled out.
The next focal point will come on Tuesday when Australia's Q4 net exports of GDP is
released, forecast steady at 0.2. This provides the lead-in to the release of Australia's Q4
GDP on Wednesday, in which we expect growth of 0.4% q/q and 2.0% y/y (vs 0.4% q/q and
1.7% in Q3) as a result of a rebound in exports over Nov/Dec, low interest rates and
increased mining sector investment.
Among a batch of PMIs, Australia's Jan trade report will also be released on Thursday,
before focus shifts to retail sales Friday, which is forecast to come in flat at 0.0% m/m
versus -0.5% m/m previously.
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SFVegas Conference: All Bets on ESG
By Anjela Traboulsi, Senior Analyst
The Structured Finance Association Vegas 2020 conference wrapped up last week at the
Aria Hotel in Las Vegas. The buzz at the conference was around ESG, or Environmental,
Social, and Governance: three central factors in measuring the sustainability and societal
impact of an investment in a company or its business.

Roberta Goss, Senior Managing Director and Co-Head of the Bank Loan and CLO Platform at
Pretium, said “all our clients are focused on ESG as a topic and questioning our policy on
ESG." She added that the firm is using proprietary criteria to rate every corporate asset
internally to establish its ESG risk.

Christopher Long, founder at Palmer Square Capital Management, said that ESG came up in
all but one of his 10 meetings with clients. He added that there are two people designated
at his firm to focus on the issue, one of whom is a portfolio manager.

While there was very strong interest on the topic, much work needs to be done to establish
a common framework. One issuer was overheard discussing the complexity of integrating
ESG and the dichotomy it creates in its application. For example electric cars are seen as a
positive for ESG, but the question of where the materials for electric batteries are sourced
and the impact of extracting them from the environment in those countries can be a
negative for ESG.

Alexander Batchvarov, Managing Director and Head of International Structured Finance
research at BofA Merrill Lynch Global Research, provided his insight on ESG from an
international perspective. He discussed the importance of understanding “what is a green
asset?" and cautioned on “jumping into greenwashing." (Greenwashing is a form of
misleading marketing spin to persuade the public that an organization's products, aims and
policies are environmentally friendly).

Jennifer Wolfe, Director at the Structured Finance Association covering ABS and investor
policy, said that “inflows in ESG assets quadrupled in 2019" from 2018 and that “80% of
investors are interested in sustainable investing.“
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Turkey Loan Growth Gains Pace, But Momentum Driven by
Consumers
By Natalie Rivett, Senior EM Analyst
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Turkey - cont’d
Since the 2018 crisis, when the value of the Lira plummeted by as much as 45% versus the USD
(from end-2017 to mid-August 2018), inflation jumped above 20% y/y and the economy tipped
into a recession, Turkey's economy has managed to stage a 'V-shaped' recovery, rebounding back
to positive growth in early 2019 after three prior negative quarters.
However, this economic turnaround has largely been achieved by cheap credit to reinvigorate
consumption and it is the government's short-term focus on growth via credit that has been a
lingering source of concern for traders and economists, leaving the Lira one of the worst
performing EM currencies over the past year, with losses of circa 14% vs the US Dollar.

meetings to be held every month this year, the CBRT has plenty of opportunity to reach Erdogan's
goal of single digit rates, barring another currency crisis.
Amid the shift towards a more growth-oriented policy, measures have also been taken to free up
capital in the country's banks to ease the flow of credit and keep the momentum going. The
result has been a rebound in annualised foreign exchange loan growth, to more than 20% in
January this year – almost double the average of 2012-2018 - after shrinking as much as 10% at
the beginning of 2019, according to central bank data (see the second chart in the dashboard).

Total loan growth is on the rise, driven by consumers, but this is unsustainable
Cheap credit offered amid a shift to a more growth-oriented policy
As can be seen in the dashboard, Turkish lending and deposit rates have declined significantly
over the past 1.5 years and with a renewed push lower since the summer thanks to a round of
monetary policy easing from the CBRT.
Since Governor Uysal took office in July, the central bank has slashed the benchmark one-week
repo rate by 1,325bp to 10.75% earlier this month, taking the key rate below inflation, as part of a
broad effort by the Turkish authorities to get the economy growing again after the contraction in
the last three quarters of 2018 that followed the plunge in the value of the Lira.

Delving a little deeper into the data, the bulk of this total loan growth has been driven by
consumer loans, running at twice the pace of commercial debt (as can be seen in the third chart
in the dashboard), largely attributed to refinancing. Nevertheless, economic growth cannot be
achieved by relying solely on the consumer. Such credit fuelled growth would be unsustainable
and as we warned last year, carries the risk of destabilising the Lira, as it did in 2018.
Turkey's current account has already slipped back into the red in recent months as the supportive
monetary policy stance contributes to the recovery in domestic demand, with the deficit
widening to USD2.8bn in December (largest monthly gap since June 2018) and further narrowing
the rolling 12-month surplus to USD1.67bn.

Turkey is ambitiously targeting a return to the fast-paced economic growth of previous years.
Recall, the government outlined in September's medium-term economic programme a GDP
forecast of 5% for 2020 and the following two years (vs. a 0.9% expansion in 2019) – all whilst
promising to keep the current account deficit contained (f/c at -1.2%/GDP this year vs. a slight
surplus in 2019).
The average costs of consumer and commercial loans have fallen to near 15% and 10%
respectively, from a peak of almost 40% in late 2018 and look poised to fall further if President
Erdogan, who has long been calling for cheaper borrowing costs, gets his way. With policy
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Turkey - cont’d
The 5% GDP growth target set out by the government is still overly ambitious and we note
that economists surveyed by Bloomberg are forecasting that GDP will fall short at around 2.53% this year.
The deterioration in cumulative flows for Turkey-focused equity funds over the past year
would appear to be (at least in part) reflective of investor concerns over the unsustainable
credit fuelled growth drive that have made the Lira vulnerable. As highlighted in the below
chart, these net negative flows have contrasted with the net flows for Turkey bond funds,
which have been on a positive upwards trajectory, supported by the loosening of the CBRT's
monetary policy stance.

To help shift economic growth up a gear and place it on a more sustainable footing, at very
least commercial and investment loans need to be increasing at a faster pace. A breakdown in
annual GDP growth and contributions from the CBRT shows that investment expenditure has
been a negative contributor for the past five quarters, through to Q3 2019 (see the fourth
chart in the dashboard).
The government has acknowledged the need for a pick-up in investment and commercial
loans, and back in December the banking regulator tweaked reserve rules for commercial
lenders to encourage them to channel more of their funds to longer term corporate loans and
mortgages which have a strong relation with production and investment and a weak relation
with imports, in contrast to consumer loans.
Although still early days, these new policy measures are, however, yet to have any meaningful
impact on commercial loan growth which has stalled around 10% at the start of the new year
(refer to the third chart in the dashboard). So, more efforts may well be required to encourage
the channelling of loan supply to this sector, particularly if the government is to have any hope
of meaningfully boosting economic growth over the medium-term.
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Covered Snapshot: Weekly Wrap, Charts and Stats
By Eva Bobb-Compton
Viral fears gripped the entire credit complex last week and the primary euro covered market
was no exception, seeing its first zero-supply week since the turn of the year.
This comes after volumes finally picked up the prior week to EUR4bn following two
consecutive weeks of falling issuance in the midst of earnings-enforced black out.
Save-haven sovereigns and agencies were the only issuers who were able to brave the
turbulent markets last week and get benchmark deals away, taking euro supply up to just
EUR8.84bn – the lowest weekly volume since issuance kicked off in earnest this year - with
more than half of that courtesy of a EUR5bn line from Spain. But with covered paper
representing a low beta/defensive option for investors, why didn't covered issuers choose to
come forward as well?
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One syndicate banker pointed to the performance of the last few covered issues which were
'…OK, but not hugely successful.’. The prior week's EUR4bn print from four transactions was
on average 1.8x covered, while the previous week's EUR2.25bn haul was 1.77x covered.
These mark the lowest average cover ratios so far this year and contrast with the 3.38x peak
seen in mid-January. 'Covered investors are very cautious,' the banker said, 'and are waiting
for market improvement.’
On the flip side, issuers are also concerned about the cost to get their deals to fruition. That
same source claimed, '…covered issuers fear that NIPs need to be much higher than what
we've seen in the last deals.' The premiums would have to be sizeable then, considering that
one of France's better-known covered issuers (Credit Agricole Home Loan SFH) paid a 4bp
premium on its short 12yr. As a comparison, La Banque Postale paid just 2bp for an
extension to 2035 at the beginning of the month. Meanwhile, Banco Santander's dualtrancher also paid up to account for its peripheral status. These taken together more than
wiped out SR Boligkreditt's slightly negative premium and saw last week's average NIC climb
to its highest level so far this year, at 3.63bp.
continued page 10
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Covered Bonds – cont’d

Another banker is a little more optimistic. He said that while coronavirus fears have rattled
stocks and rates markets, in turn weighing on market players' minds, covered issuers are not
inclined to rush in.
Adding weight to that assertion, supply is currently running ca.27% behind last year's pace
with certain jurisdictions (Australia, New Zealand, Denmark and Sweden) yet to be seen in
euros. This may also support the notion that issuers pre-funded toward the end of last year.
Looking toward the latter part of the year, a heavy redemption schedule has the potential to
see issuance climb though, where October alone will see over EUR21bn come up for
maturity (see IGM data).
In any case, that banker believes that while 'issuers cannot be expected to move in an
environment they don't deem a supportive one' the market is definitely not closed. 'No
covered bonds, no worries I'd say. We'll return to more active days.’
So, what will it take for us to see sunnier covered climes? One banker points to three prerequisites; equity recovery, falling volatility and for yields to stop declining with all these
required over a sustained period before anyone is tempted to come forward.
'Issuers and investors will have to wait… to see what happens'. And with Estonia-based
Luminor Bank – the sole issuer in the euro covered pipeline (meetings end in London and
Paris Monday), we may see some signs of life in the sector before too long.
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China Insight: Refinancing Pressure on Property
Developers Mounts
By Tim Cheung, Head of China, Riki Zhang EM Analyst
It is still too early to say whether the COVID-19 outbreak will be effectively contained by
the end of Q1. However, it’s quite certain that Chinese property developers will not see a
significant recovery in sales over the rest of this quarter.
In the USD bond market, Chinese IG property names saw credit spread tightening after
PBOC made a huge liquidity injection and lowered reverse repo rates as soon as the
extended LNY holiday was over. As far as Chinese HY property names are concerned, we
saw their short-dated papers well absorbed by the market as soon as they were launched
in the primary market. All these seems to suggest the developers' balance sheets are
barely impacted by the sharp decline of sales. However, if we look at their refinancing
schedule more closely, we may doubt such a resilience will be sustained (chart 1).

Taking a look at chart 2 and chart 3, we note that unlike onshore CNY issuance, the
offshore USD debt issuance from Chinese property developers far exceeded redemptions
in January on the back of a huge issuance of short-term papers. We attribute this
behaviour to the property developers’ awareness of a potential surge of liquidity stress
when the whole country is fighting with COVID-19.

continued page 12
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China Insight – cont’d

As per Chart 4, Chinese property developers will have as much as
CNY60bn of bonds (45% onshore, 55% offshore) maturing in March. They
(especially those highly geared), currently faced with liquidity stress, may
see a significant rise in their financing costs next month. That in turn may
impact the secondary market sentiment negatively.
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Know The Flows: Risk Aversion Spreads Rapidly in Late
February
By Cameron Brandt, Director, Research
Oil prices plunged and equity markets corrected sharply during the fourth week of February as
the spread of the COVID-19 coronavirus continued to cast a shadow over the outlook for global
economic growth. Mutual fund investors, whose initial reaction to the epidemic was measured,
responded more aggressively to the latest market signals. Outflows from all EPFR-tracked Equity
Funds climbed to a 22-week high while, on the fixed income side, redemptions from Bank Loan,
High Yield Bond and Alternative Funds hit 39, 54 and 70-week highs respectively.

Overall, the week ending February 26 saw a net $19.3 billion flow out of Equity Funds, $1.4 billion
from Money Market Funds, $1.5 billion from Balanced Funds and $1.9 billion from Alternative
Funds, Flows into Bond Funds were positive for the 60th week in a row as year-to-date inflows for
this group climbed past the $165 billion mark.

Funds with socially responsible (SRI) or environmental, social and governance (ESG) mandates
again marched to the beat of a different drum, with SRI/ESG Equity Funds posting a collective net
inflow of $3.5 billion for the week – their fourth highest on record – and SRI/ESG Bond Funds
absorbing $975 million.

At the asset class and single country fund levels, Inflation Protected Bond Funds recorded their
biggest outflow since mid-December while Mortgage Backed and Municipal Bond Funds extended
inflow streaks stretching back to late 3Q19 and early 1Q19 respectively. Flows into France Bond
Funds climbed to a 26-week high, UK Bond Funds recorded inflows for the 11th time in the past
12 weeks and redemptions from Italy Equity Funds exceeded $100 million for the first time since
mid-2Q19.
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Schatz Yield – Below -0.789 to Expose -0.859/-0.912
Technical Analysis by Ed Blake
•

Declines from -0.574 (14/21 January peaks) to expose the -0.789/-0.801 cluster (3 October
2019 low and 61.8% retracement of -0.941/-0.574 advance)

•

Deteriorating studies suggest and eventual downside break opening -0.859 (12 September
2019 low/76.4% retracement of -0.941/-0.574 advance)

•

Any corrective gains should stall under -0.677 (31 January low/top trigger) and only above
relieves for -0.626

____________________________________________
STRATEGY SUMMARY
Look for further yield weakness through clustered support at -0.789 opening -0.859/-0.912. Place
a stop above -0.677 and reverse on a clearance of -0.626

Back to Index Page

R5
R4
R3
R2
R1

-0.494
-0.520
-0.574
-0.626
-0.677

S1
S2
S3
S4
S5

-0.789
-0.835
-0.859
-0.912
-0.941

Resistance Levels
2019 highs – 4/5 March, near 2018 high – 20 February -0.473
20 March 2019 lower high, near equality projection of -0.941/-0.692 from -.0.789 at -0.540
2020 peak - 14/21 January
6 February 2020 lower high, near the 50DMA
31 January 2020 former low/four-month top trigger
Support Levels
3 October 2019 low, near 1.618x -0.574/-0.677 from -0.626 and 61.8% of -0.941/-0.574
22 August 2019 former high
12 September 2019 higher low, near 76.4% retrace of -0.941/-0.574 rally at -0.855
5 September 2019 low
2019 low – 3 September
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USD/CAD – Return to The 2018 Peak Eyed
Technical Analysis by Andrew Dowdell
• Multi-year 1.3665-1.2952 easing lacked momentum & sharp rally off 1.2952 has broken the
series of lower highs
• Weekly MACD is now back in positive territory following its bullish crossover in January

____________________________________________
STRATEGY SUMMARY
Scope is seen for a re-test of the 2018 peak at 1.3665. Dips should be limited to former reaction
highs in the 1.3383/28 area.
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R5
R4
R3
R2
R1

1.4070
1.3793
1.3665
1.3565
1.3497

S1
S2
S3
S4
S5

1.3383
1.3328
1.3202
1.3105
1.2952

Resistance Levels
76.4% of 1.4690-1.2062 fall
5 May 2017 high
31 December 2018 high
31 May 2019 high
76.4% of 1.3665-1.2952 fall
Support Levels
3 September 2019 high
20 November 2019 high, near the 20 February 2020 high at 1.3329
21 February 2020 low
9 January 2020 high
31 Dec 2019 low
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Gold – Scope to 1723.45/1754.46 While Dips Hold 1592.11
Technical Analysis by Ed Blake
•

Advanced within a 2½ month rising channel to reach 1698.31 (24 February, seven-year
high), ahead of bullish consolidation

•

Constructive studies should underpin an extension opening lower highs from late 2012 at
1723.45/1754.46

•

Dips should hold over 1592.11 (3 February high, near channel support) and only below
cautions for 1536.00

____________________________________________
STRATEGY SUMMARY
Buy dips as we await new seven-year highs targeting 1723.45/1754.46. Place a protective stop
under 1592.11
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R5
R4
R3
R2
R1

1827.88
1796.08
1754.46
1723.45
1689.31

S1
S2
S3
S4
S5

1611.42
1592.11
1561.93
1536.00
1519.65

Resistance Levels
19 September 2011 minor lower high
2012 peak – 5 October
23 November 2012 lower high
12 December 2012 high, near 76.4% retrace of the entire 1921.17/1046.44, 2011-2015 fall
2020 peak – 24 February, nr .382 projection of 251.95/1921.17 rally from 1046.44 (1684.08)
Support Levels
8 January 2020 former low
3 February 2020 former high, near 2½ month rising channel support
12 February 2020 minor higher low, near the 50DMA
14 January 2020 higher low, near 5 February 2020 minor higher low at 1547.57
3 October 2019 high/prior three-month range resistance
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IFI: who we are and how to contact us
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
and fixed income fund flows and monthly fund allocations by country, sector and
industry.
To find out more:
 financialintelligence.informa.com
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This material is provided by Financial Intelligence for the use of the recipient only and is not to be copied or distributed to
any other person. No representation, warranty or undertaking (express or implied) is given and no responsibility is accepted
by Financial Intelligence or any of its affiliates or by any of their respective partners, officers, employees, advisers or agents
for the completeness or accuracy of any information contained in, or of any omissions from, this material or any
supplementary information and any liability in respect of such information or omissions is hereby expressly disclaimed. This
material is not a comprehensive evaluation of the industry, the companies or the securities mentioned, and does not
constitute an offer or a solicitation of an offer or a recommendation to buy or sell securities. All expressions of opinion are
subject to change without notice.
© Informa Business Intelligence, Inc (2020). All rights reserved.

IGM

18

