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The JPY Week - Bias is Bullish
By Tony Nyman, Head of G10 FX

continued page 4
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The JPY Week – cont’d
Expected Usd/Jpy trading range is 95.25-105.25.
Crazy times and a possible/likely crazy trading range.
See bottom middle of the Dashboard, 48% implied probability of a BOJ rate cut on the
19th. That's not overly high, but that does not include chances of the boosting of ETF
purchases or verbal undertakings for a comprehensive policy review.
Whilst yield differentials continue to disappear, Usd/Jpy looks incredibly vulnerable
as all related markets - OIL, US YIELDS and the S&P 500 - are intensifying their individual
dumps.

JAPAN DATA highlight has likely already taken place, a -7.1% Q4 GDP (q/q on an annualized
basis), worse than estimate of -6.6% and previous -6.3% and stoking recession fears
further.
However, we'll also be looking at the MOF capital flows data late Wednesday. Will
Japanese investors flog (i.e. huge) foreign bonds for a second straight week as they
continue to repatriate against this dreadful backdrop?
RISK - Markets have perhaps correctly been saying no intervention until nearer 100. Well,
we're almost there and MOF's Takeuchi remarked:
• Excessive FX moves are not desirable.
• Watching developments more closely than usual

• Fully retrace the August 2018 - February 2020 104.46 - 112.23 rally, breaking below
104.46 to firm bearish grip

Would they? Possibly, but wouldn't it merely add to the confusion/uncertainty/panic?

• Though recent price action appears stretched, the next strong support is seen only at
Nov 2016 101.20 spike low
• Below risks full retrace of Jun-Dec 16', 99.02-118.66 rally while 6 Mar 104.99-106.34
wide range should cap upticks

Back to Index Page
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Euro Corp Snapshot: Investors Still Sweet on Corp Bonds
Despite Volatility
By Matthew Barrett, Senior Analyst
When we left the office last Monday evening having seen a volatile session and another
corporate supply blank, issuance prospects for the week looked bleak and left us worrying
whether we could go a second consecutive week without euro benchmark supply.
However, the mood brightened on Tuesday with central bank rhetoric holding out the
promise of further accommodation to counter the negative impact of the coronavirus
outbreak, in turn helping to halt the global equity rout. That saw the Fed late on Tuesday
announce an emergency 50bps rate cut whilst the IMF's USD50bn aid package and broader
government fiscal pledges to combat the coronavirus also helped to steady jangled nerves.

With markets more upbeat Tuesday, RELX & Honeywell decided to emerge after recent
roadshows and offer the first benchmark corporate supply since 20-Feb, whilst Wednesday
saw another five corps hit the screens as the more positive tone held-up. The decision to go
and make the most of the improved sentiment at the time turned out to be a good one, with
risk markets on the backfoot again by Thursday, when we saw just government owned
Vattenfall offer euro paper.
Overall, that meant we saw a decent EUR7.1bn (12 tranches) of euro IG/split-rated
corporate issuance hit the tape last week – the most since the w/e 14th Feb
Amid the volatile tone and after the market was effectively shut the prior week, it was
hardly surprising to see issuers take a slightly more pragmatic approach to pricing and offer
a bit more in the way of a pick-up at IPTs.
The additional premium - coupled with the fact investors have plenty of pent up demand
following a quiet few weeks of issuance - helped spur strong interest for the bonds with
combined books for the EUR7.1bn of paper coming in at a blowout EUR38.8bn, producing an
average cover ratio of 5.79x.
Back to Index Page

That marks the biggest average weekly cover ratio of the year, with one banker we spoke to
saying they saw the corporate bond market as still benefiting from safe haven appeal and
also the ongoing backstop provided by the ECB's CSPP. The same banker said that with
govvie yields hitting new fresh multi-year/all-time lows, investors remain short of
alternatives places to park their cash in order to get a return.
continued page 6
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Corp Snapshot – cont’d
Standing out on the demand front were Carlsberg (EUR500m 10yr) and Cadent Gas
(EUR500m 12yr) whose bonds both could have been sold 9x over. The latter offered some
rarity value with it marking the first single currency “Transition Bond" from a corporate
borrower, a bond which sits halfway between a traditional Vanilla Bond and a full-blown
Green (ESG) Bond. The bonds are designed to support projects that cut pollution in certain
sectors that may normally be ignored by traditional green bond investors.
The huge overall demand allowed last week's corporates to ramp in pricing on average
25bps during the execution process, and in turn scrub out much of the premium on offer at
IPTs.
Despite the sizeable spread compression though, the average NIC still came in at the highest
weekly average of the year at 7.33bps. That compares to the average of just 0.63bps seen
across the rest of this year but bearing mind how volatile markets have been it is not a
surprise to see issuers leaving a bit more on the table.
And, whilst the overall average was up, some of this week's issuers showed that economic
funding could still be had where Schneider Electric (EUR800m 9yr) and Vattenfall (EUR500m
Oct 2025 Green) printed with NICs of just 1bp and 3bps.
In the secondary market, the majority of the week's transactions were bid either around or
inside reoffer on Friday morning. The key exception is Thursday’s Vattenfall EUR500m Oct
2025 Green line which is 8bps wider than its landing spread on Friday. That after the deal
saw final demand drop to EUR3bn (from EUR4bn) following a large 30bp spread
compression during the execution process and a downturn in broader sentiment both on
launch day and also on Friday.
Elsewhere in secondary, our tracker of the most recently launched higher-beta hybrid trades
from Akelius, BT and AT&T shows those trades underperforming sharply on Friday amid the
broader risk off tone.
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Coronavirus fears and ECB meeting to limit supply?
Looking ahead, with markets set to remain volatile as the world tries to contain the
coronavirus outbreak, it is perhaps wise to expect a measured week for issuance. That said,
as shown by last week's trades, investors appear to still have plenty of cash and it may be
tempting for those monitoring the market to go live with a new deal, tone permitting.
Among those known to be readying a trade are Covivio Hotels SCA and H. Lundbeck
A/S which both recently wrapped up roadshows ahead of euro offerings.
As well as volatility, Thursday's ECB meeting also shrinks the optimum issuance window for
borrowers, with the central bank under pressure to act after the Fed's emergency 50bps
rate cut on Tuesday.

6

More Monetary Easing Eyed as Coronavirus Further Dampens
Brazil's Recovery Prospects
By Natalie Rivett, Senior EM Analyst & Ed Blake, Chief FI Technical Analyst

continued page 8
Back to Index Page
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Brazil - cont’d
Hopes for an economic recovery have been dashed by a run of disappointing data
A more positive outlook for the Brazilian economic recovery was taking hold at the end of 2019,
thanks to aggressive monetary easing from the BCB, to tame inflation and the improved fiscal
backdrop resulting from long-awaited pension reform and unprecedented sales of state-controlled
assets.
Economy Minister Guedes and other officials had consistently said economic and fiscal reforms and
record low interest rates will help to roughly double Brazil's growth pace to comfortably above
2.0%. Earlier this year, Guedes said he was confident of 2.5% growth. That was slightly higher than
the government's official forecast of 2.4%.
However, bets that Latin America's largest economy would finally take off this year have been
eroded by a string of poor economic indicators for Q4. Industrial production, retail sales data and
Markit manufacturing and services PMIs were on average all weaker than in Q3 and with economic
activity proving particularly soft in the final two months of 2019. This has led to a reassessment of
the outlook among economists and the government is expected to follow suit with a downward
revision to its economic growth forecasts on 11th March.
Data out this week revealed that Brazil's economy grew at a pace of just 0.5% q/q in Q4, in line with
the consensus estimate and vs 0.6% the prior three months, thus confirming the recent data
reflecting a tepid macroeconomic performance as 2019 ended. The full year print was 1.1%, the
softest pace of growth since the economy emerged from recession in 2017.
Weakening growth outlook & rate cuts have undermined the Real

With hopes dashed for a quick economic revival, economists surveyed by the BCB have revised
lower their 2020 GDP forecasts for three straight weeks, to 2.17% in the latest week, and from
2.30% a month ago.
The waning economic growth outlook has further dented the attractiveness of the BRL this year,
amid record low interest rates that have triggered persistent outflows and left the Brazilian unit
the worst performing EM currency of 2020, increasingly used as a hedge for long positions in
other local assets.
Back to Index Page

To date, the Real has plummeted almost 12% vs the US Dollar, repeatedly reaching new record lows
since late January, despite the BCB's resumption of intermittent FX swap auctions of late.
Coronavirus generates increasing headwinds to economic activity, brings interest rate cuts back
into focus
EM FX losses have been broadly ramped up over the past month amid concerns about the global
economic impact of the coronavirus that has spread rapidly outside of China. Brazil at present has
three confirmed cases of coronavirus, with another 400+ suspected, and also remains exposed to
lower commodity prices, generating increasing headwinds.
Brazil's economy was already underperforming expectations and with the coronavirus now
threatening to send growth even lower, and the Fed having delivered an emergency 50bp rate cut
last week, the market has been increasingly betting on a continuation of Brazil's rate cutting cycle.
This would involve the BCB backtracking on last month's signal that monetary policy is now on
hold.
Following the Fed's emergency move, the BCB issued a statement highlighting the spread of the
coronavirus and its impact on the global economy, saying it will use the two weeks ahead of the
next COPOM meeting to better evaluate the CPI outlook and monetary policy. It did not explicitly
say it will be re-opening the door to further cuts, but it has been interpreted that way.
The swaps curve has now moved to price in at least a 25bp rate cut at the 18th March policy
meeting, up from around 10bp of cuts before the Fed rate cut. Less than two weeks ago the Selic
rate was seen largely unchanged.
Inflation is certainly no obstacle to further rate reductions as expectations for 2020 remain
comfortably below the central bank’s target of 4.00%, at 3.19% per the latest BCB survey, and in
line with the 3.75% target for 2021.
continued page 9
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Brazil - cont’d
A continuation of the rate cut cycle may well help to prolong the general uptrend in Brazilian
bond fund flows seen over the past year and could also help to breathe new life into the recovery
in net equity flows that emerged last year but has started to wane in recent months amid
persistent disappointment from the economic data.

Outlook remains bearish for USD/BRL
Given the heightened risks to the already weak growth outlook, we certainly haven't ruled out a
continuation of the monetary policy easing cycle in Brazil in the coming months and would
consider this appropriate given the limited fiscal space. A further 25-50bp of reductions to the
Selic rate could be feasible this year, which would further diminish the Real's carry appeal.
As things stand, with the outlook for Brazil's growth and interest rates dimming, there may be
only further pain ahead for the Real.
From a technical perspective, the outlook remains bullish for USD/BRL, with the charts suggesting
an extension to 4.7584. Near-term dips are seen holding over 4.2892/4.2918, as detailed below:
• Accelerates the long-term uptrend via 4.2918 (14 February higher low) to post new record
highs by 4.5837 (1.618 projection of 3.5864/4.1208 rally from 3.7190)
• Bullish studies suggest an extension targeting 4.6617 (1.764 projection off 3.7190) then the
4.7215/4.7584 cluster (.618x 1.5290/4.2478 rally from 3.0413 and equality of 3.0413/4.2133
rally from 3.5864)
• Any near-term dips should hold over the 4.2892/4.2918 support zone (31 January former
high/14 February minor higher low)
NB: data and charts relate to Thursday 5th March, when this report was published

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

continued page 11
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The GBP Week – cont’d
Expected Gbp/Usd trading range is 1.2900-1.3400.
Catch-up gains early in the day? Perhaps.
The BUDGET Wednesday will be the event highlight of the week and we suspect that could
well be providing a lift for the previously underperforming Pound. Gains being made versus
the outsize winner EURO currently and the oil hit commodity bloc as new Chancellor Sunak
is expected to put the final nail into the austerity coffin (FT), with much higher public
spending - both day-to-day and capital expenditure - expected.
However, the coming stimulus is now being viewed increasingly as a counter to COVID-19
rather than a new govt giving a shot in the arm to the UK economy following an election
pledge. That could mean less of a Pound prop than initially expected when Sunak replaced
Javid with great fanfare.
Now, take a look at the Dashboard and in particular:
Bottom middle - Implied probability of a BOE rate cut stands at 100% for the 26th and
Bailey chairing his first MPC. We do not completely rule out emergency easing ahead, but
we deem it unlikely at this stage, though there is an FPC Fri, which could well lead to a
loosening of the capital buffer requirements.
Bottom right - the Citi UK economic surprise index looking positive and in a real uptrend.
That series though could be tested this week with hard DATA releases such as IP/MP and
trade Wed. Will the increase in the likes of business optimism and house prices as well as
the PMIs post Conservative election win transfer to the likes of the seemingly always
vulnerable IP. The latter is forecast at 0.3% m/m.
RISK - Even in this COVID-19 negative backdrop, there's always the chances of a fresh
expected difficult Brexit talks related weight, particularly on EUR/GBP. 0.8800-plus this
week?
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• Wider recovery looks set to resume after bulls re-established a foothold off 1.2726 on
28 Feb, near 50% of Sep-Dec's, 1.1959-1.3514 advance at 1.2736 and the 200-DMA
(approx 1.2710)
• Focus turns to prior reaction highs at 1.3215 and 1.3284 next
• Dips should be contained by supports at 1.3018 and 1.2947
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China Insight: 10-Year CGB Yield Will Fall to 2.50% in H1
By Tim Cheung, Head of China, Riki Zhang EM Analyst
In this publication, we will update our view on China Government Bonds (CGBs) with the
COVID-19 outbreak taken into consideration.
Previous predictions already materialized
Recall, we delivered the below two predictions in this publication not long ago:
The 4 December Issue:
We expect 10-year CGB yield, currently at 3.19%, will reach 2.80% by the end of Q2 next
year.
The 6 February Issue:
10-yr CGB saw a tightening of its yield spread over 7-day reverse repo to as little as 42bp
after PBOC injected CNY1200bn of liquidity into the banking system at lower OMO reverse
repo rates on 3 Feb. Because the ongoing coronavirus outbreak is far more recessionary to
the economy than that the sharp devaluation of RMB in Aug 2015 was, we expect the said
yield spread eventually will go below the floor established at 39bp in 2016. We won't be
surprised if the yield spread finally reached 25-30bp.
Without disappointing, both predictions finally materialized (chart 1). The 10-year CGB is
now trading at a yield of as low as 2.66%, while its yield spread over the 7-day reverse repo
is at 26bp.

Still bullish on CGBs
With the market pricing in more monetary easing in China and further spread of the
COVID-19 globally, CGB yields should see more downside potential from here (chart 2). We
expect the 10-yr yield, currently at 2.66%, will reach as low as 2.50% by the end of H1.
continued page 13
Back to Index Page
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China Insight – cont’d
Reasons behind our bullish view
In our view, both the monetary policy bias and the global portfolio flows-driven demand
justify a further fall in CGB yields.

Last but not least, we will see further RRR cut(s) in the foreseeable future as PBOC needs to
keep the banking system liquidity ample as a means of supporting the economy. Historically,
RRR reduction encourages banks to hold more bonds in their asset portfolios (chart 4).

First, the Federal Reserve's intra-meeting 50bp rate cut already opened the door for global
monetary easing. We now expect PBOC will lower key interest rates (such as LPRs) further in
the near term. Meanwhile, the market is also pricing in a cut in benchmark deposit rates
over the rest of H1.

Second, with JP Morgan GBI-EM Index's inclusion of CGBs having already started in lateFebruary, global bond investors will be passively increasing the percentage of "China" in
their bond portfolios till the inclusion completes in late-Q4 this year (chart 3).

Back to Index Page
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Know The Flows: Angst Over COVID-19 Spreads to Fixed Income
Fund Groups
By Cameron Brandt, Director, Research
EPFR-tracked Bond Funds were swept up in the broad correction that hit most fund groups in late
February, posting their first weekly outflow in over a year during the seven days ending March 4,
as fears about the coronavirus (Covid-19) continued to pummel asset classes ranging from oil to
junk bonds. Flows into Money Market Funds climbed to a 30-week high while redemptions from
Bank Loan and Total Return Bond Funds hit levels last seen in 4Q18, over $7 billion flowed out of
High Yield Bond Funds and Balanced Bond Funds set a new outflow record.
Daily data did show flows for several major groups rebounding after the US Federal Reserve’s 50
basis points interest rate cut and Equity Funds with socially responsible (SRI) or environmental,
social and governance (ESG) mandates showed their customary resilience. Several fund groups –
which did not include US Equity Funds – also benefited from safe-haven flows, and the reform
story offered by Latin America’s largest economy kept fresh money flowing into Brazil Equity
Funds
Overall, investors pulled $12.5 billion out of all Bond Funds during the week ending March 4. A
net $23.2 billion flowed out of Equity Funds, $7.1 billion from Balanced Funds and $4 billion – a
new record high -- from Alternative Funds while Money Market Funds absorbed $61 billion.
At the single country and asset class fund levels, Greece and Turkey Bond Funds set new outflow
records while flows into Brazil, Switzerland and Netherlands Equity Funds climbed to their highest
levels since mid-2Q17, mid-4Q16 and late 3Q15 respectively. Both Mortgage Backed and
Municipal Bond Funds saw lengthy inflow streaks come to an end and investors pulled another
$433 million out of Convertible Bond Funds

Back to Index Page

For further information on EPFR, please click HERE
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The following pages are dedicated to:
Technical Analysis
IGM’s global team of Technical Analysts
constantly look for interesting patterns in
prevailing price action of a broad range of
currency pairs, fixed income and
commodity products.
We will highlight the most compelling on
these pages.
For information on the full spectrum
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Manager.
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EU 2/10yr Yield Spread – Awaits New 11½ Year Lows
Technical Analysis by Ed Blake
•

Resumed the long-term narrowing trend via 43.0 (14 January lower high) to re-test 11.4
(2019 base – 25 September)

•

Studies are bearish and a downside break marks new 11½ year lows with risk to 1.2 then
inversion targeting -21.4 (2008 base – 6 June)

•

Only above 28.7/31.4 (6 February high and 6 January former low) then a 21½ month falling
trendline at 36.5 would avert and suggest broader consolidation

____________________________________________
STRATEGY SUMMARY
Sell into any near-term corrective widening as we await a break under 11.4 targeting 1.2 and
possible inversion. Place a protective stop above the 28.7 lower high

Back to Index Page

R5
R4
R3
R2
R1

53.5
43.0
36.5
28.7
22.1

S1
S2
S3
S4
S5

11.4
1.2
-21.4
-35.6
-51.1

Resistance Levels
12 July 2019 lower high, near 38.2% retrace of 134.5/11.4 fall
2020 peak – 14 January
21½ month falling trendline
6 February 2020 high, just under 6 January 2020 former low at 31.4
5 March 2020 minor lower high
Support Levels
2019 low – 25 September
4 September 2008 higher low
2008 base – 6 June
13 October 1992 low
5 October 1992 low
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EUR/USD – Bullish Monthly Hammer Points to Stronger Rally
Technical Analysis by Andrew Dowdell
• Only posted a marginal fresh low last month before rallying sharply to form a bullish hammer
candle off 1.0778
• The 50-Month MA has flattened out & monthly Stochastics are heading higher following their
earlier bullish cross

____________________________________________
STRATEGY SUMMARY
Scope is seen for a stronger recovery towards 1.1815. Back under 1.1003 paves the way for fresh
lows instead.

Resistance Levels
R5
R4
R3
R2
R1

1.2555
1.2155
1.1815
1.1570
1.1412

16 February 2018 high
1 March 2018 low
24 September 2018 high
10 January 2019 high
25 June 2019 high

S1
S2
S3
S4
S5

1.1003
1.0879
1.0778
1.0494
1.0341

2 March 2020 low
1 October 2019 low
20 February 2020 low
22 February 2017 low
3 January 2017 low

Support Levels

Back to Index Page
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CRB Raw Industrials – Targets 468.36/481.77
Technical Analysis by Ed Blake
•

Recovered from 433.47 (8 October base) through 20-month bear channel resistance to
reach 468.36 (17 January top) before easing

•

Studies have declined, but while dips hold 446.80/450.99 (50%/61.8% retracement of
433.47/468.36), watch for fresh recovery

•

Above the 468.36/470.46 resistance barrier would target 481.77, perhaps clustered
resistance by 494.62

•

Only below 446.80 averts recovery potential and suggests a resumption of the 20-month
downtrend towards 433.47

____________________________________________
STRATEGY SUMMARY
Buy near-term dips as we await renewed recovery targeting the 468.36/470.46 zone, perhaps
481.77 on extension. Place a protective stop under 446.80
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R5
R4
R3
R2
R1

494.62
481.77
475.41
468.36
460.77

S1
S2
S3
S4
S5

450.99
446.80
442.60
433.47
428.64

Resistance Levels
2019 peak – 3 April, just over 61.8% retracement of 530.07/433.47, 16-month decline
50% retracement of 530.07/433.47, 16-month decline
22 January 2019 former low
2020 peak – 17 January, near 28 May 2019 high/38.2% of 530.07/433.47 at 470.46/470.37
6 February 2020 high
Support Levels
2020 low – 3 January, near 28 February low, 50% of 433.47/468.36 and the 200DMA
61.8% retrace of 433.47/468.36 recovery
7 November 2019 former high, just over 76.4% retrace of 433.47/468.36 recovery
2019 low – 8 October, near 3 December 2019 higher low at 433.89
76.4% retrace of the entire 397.31-530.07, 2015-2018 rally
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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
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