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US Investment Grade Corps: Phenomenal Debt Binge

- by Shankar Ramakrishnan and Ken Jaguzs

Justthree corporate issuerscame to the US high-grade primary market on
Friday,the end of a blisteringweek of issuancevhen $118 1bin of bondswere
priced ¢ the busiestprimary week of all time ¢ unseatingthe prior week's
$109.8bin. Atotal 51 issuerspr the mostall-time, cameto primarylastweek

Euro Corp CommenBusiest Week Ever as Borrowers Rush to Raise Capital

- by Matthew Barrett, p4-5

It was a week like no other in the European corporate bond market where no

fewer than 26 IG borrowers printed a combined 49 euro tranches for a total of
EUR39.65bn. That made last week comfortably the busiest week ever for the
asset class, blowing the previous record of EUR23.05bn (8&p2019) out

the water.

The EUR WeekBias is Bearish

- by Rachel Bexp6

Modest risk appetite at the start of the week feels tentative and unlikely to
gather much steam, and we suspect ongoing demand for dollars into any dips
will prevail

EMs Face a Huge Challenge as Coronavirus is Only Just Beginning to Hit

- by Natalie Rivettp7-9

There is a concern that the coronavirus is only just beginning to hit Emerging
Markets and they are not in as strong a position as the developed world to deal
with it. Large urban populations, already stretched public finances and a lack of
resources mean many Emerging Markets face a huge challenge

China InsightPotential Scenario of Special Bond Supply
- by Tim Cheung and Riki Zham{,0-11

The Politburo Meeting on 27 March hinted at a big stimulus package ahead. The
meeting stated that macro policy loosening should be stepped up to boost
R2YSaiA0O RSYIYR IyR I OKAS@®S G(KS b{AE
government will issue a batch of special government bonds, and the local
government special bond quota will also be enlarged.

Know The FlowsCash Remains King as Global Economy Limps Into The Second
Quarter- by Cameron Brandipl2

Investors pumped another $194 billion into ERFERked Money Market Funds
during the final week of a first quarter that saw large swathes of the world locked
down to prevent the spread of the COVIB virus, the price of oil fall 65%, the S

& P 500 index fall 33% from its peak to its trough on March 23 and over six million
Americans file for unemployment in a single week.

US 2/10yr Yield SpreagdWidening Favoured While Over 22

- by Ed Blakep14

Look to buy into neaterm narrowing as we await renewed widening targeting

the 55 lower high and potentially the 78 peak. Stop and reverse on a break under
22.

AUD/JPY, Bears Set Sights on The 2008 Low

- by Andrew Dowdellpl5

Bears remain on course for a-test of the 2008 low at 55.13. Bulls need to trade
back above a confluence of former reaction lows in the 69.2.63 zone to
stabilise.

COMEX CopperAwaits a Downtrend Resumption

- by Ed Blakep16

Look to sell into neaterm corrective gains as we await a downtrend resumption
to the 197.25 low. Stop and reverse on a break over clustered resistance at
242.55
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US Investment Grade Corps: Phenomenal Debt Binge

ByShankar Ramakrishnan and Ken Jaques

Justthree corporateissuerscameto the UShigh-gradeprimary marketon Friday,the end of
what had been a blisteringweek of issuancewhen $118.1bln of bondswere priced ¢ the
busiestprimary week of all time ¢ unseatingthe prior week's$109.8bin. A total 51 issuers,
or the mostall-time, cameto primarylag week

There is a definite urgency among corporate issuersto take advantageof the current
window of issuanceprimarily driven by stronginvestordemandfor high quality debt that is
alsoperformingwellin secondary

aTypically during a market seltoff, newly issuedon-the-run bondstend to underperform as
they are moreliquid and usedas a preferredmeansof risk transfer. However the newissues
from March have buckedthe trend and outperformed the index by about 60bp since
issuancg' saidBarclaystrategistsin areport on Friday

In the report, the strategists noted demand has been strong even during a period of
significant mutual fund outflows which highlighted that these funds were not the main
drivers of overall demand for IG credit but it was life insurers (both domestic and
international)who playeda muchmore criticalrole.

Theresurgenceof the primary market in the last three weekshas been nothing short of
dramaticwith corporateissuersraisinga whopping$288bin. Thelasttwo weekshaveseen
issuancevolumes easily top $100bin and this restart in activity has ensured the large
multinational corporationsthat were responsiblefor hundredsif not thousandsof workers
around the world, now had the ability to withstand the crisis created by the spreading
coronavirus To put thingsin perspective the $118.105bIn priced last week, topped the 12-
month averageissuanceof $94.066bIn for 2019 Evenmore astoundingis that it alsotopped
the 12-month averageissuanceof $11128bIn of the most prolific issuanceyear (2017 on
record($1.335.363bln). It wasalsomore than wasraisedin 10 of the 12 monthsof lastyear.

Many issuershave been building their reserve through debt issuancegiven the current
climate which is filled with grim news about fatalities due to the virus, increasingrate of
infectionswhich hasincreasedhe prospectof an extendedlockdown,quarantineand work-
from-home policy. Without the resumptionof normallives,businessegre goingto sufferor
closedown - somemore quicklythan others- but if anythingthere is hopethat this period of
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dislocationwill end soon especiallywith work beingdone globallyto find a solutionto this
viruscrisis

Sofar the health of the USIG corporate universeseemsto be holdingup very well despite
the virus, thanksto the restart of the primary market and accesso liquidity. BofA Global
strategistsin a report saidmore than 140 UScompaniesannouncedover $100bin creditline
draw downsover the pastfew weekswhichincluded64 IGrated names,of which 10issued
corporatebondsshortlythereafter.

Companieshad also increasedthe sizesof their revolver/credit facilities without actually
drawing dWe estimate a current revolverutilization ratio for USIG companiesabove 20%
versusl2% as of 4QL9, still well below the 30% seenduring the financialcrisis" the report
said

Moody'smeanwhilenoted in areport that the averageexpecteddefault frequencymetric of

Ba& companieanost recently peakedat March 17's 1.86% and hassinceeasedto April 1's

1.51% April 1's averageEDFmetric for Ba&-gradeissuersof 1.02% hardly differed from

March 23's latesttop of 1.04% Finally after risingashighasMarch23's 0.27%, the average
EDFof Badl-rated companieshassinceslippedto April 1's 0.22% Eachof the latest peaks
for the three BaaaverageEDFsvaslessthan its respectivetop of 20082009 During2008

2009 the averageEDFsrestedat 2.51%for Ba&, 1.66%for Ba&®, and 0.96%for Badl.

oNeverthelessthe ongoingcontractionof core pretax profits warns of a higherincidenceof
defaults for Baarated corporations’ said the Moody's report though it also noted that
despite a climb by the moving five-year ratio of US nonfinancialcorporate debt to core
pretax profits from a low of 58@%for the sparended2014to the 743% of the spanended
2019 the cumulativefive-year default rate for Baagradeissuersfell from 2014s 1.04%to
2019s 0.41% Thismeansonly 0.41% of all Baaissuersas of yearend 2014 defaulted on
their debt obligationsduringthe nextfive years,or asof the endof 2019

Thatmetric is handyand encouragingoecausea number of Baaband issuershavebeento
the marketin recentdays On Friday,two out of the three issuershad a Baaband rating ¢
Dell (Ba&8/BBB) and Fedex(Ba&/BBB)¢ andboth seemedto get solidtraction.
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Euro CorgComment:Busiest Véek Bver asBorrowersRush

to RaiseCapital
By Matthew Barrett, Senior Analyst

It wasa weeklike no other in the Europearncorporatebond marketwhere no fewer than 26
IG borrowers printed a combined49 euro tranchesfor a total of EUR9.65bn. Thatmade
lastweek comfortablythe busiestweekeverfor the assetclassblowingthe previousrecord
of EUR3.05bn (w/e 6-Sep2019 out the water.

Theweek'shuge rush camewith corporateslookingto raise capital at a time when profits
andearningsare underhugepressureamidthe impactof the COVIBL9 pandemicwhichhas
crippledthe world economywith globalcasesnow overone million.

The coronavirushas restricted travel and resulted in many market participants having to
adapt to working remotely in a bid to help try and stop the spread, so it was very
encouragingto see that despite the barriers, the market was able to facilitate the huge
amountof dealsseenlag week

Alsonotable is that corporate borrowers are obviouslywilling to use the bond market to
raise liquidity despite debt being more expensivein the current environment, with them
appearingto be acceptingof the & y Snbrm" of larger premiums, as opposedto the
zero/minimalNICenvironmentwe found ourselvesn pre-pandemic

Theweek'ssupplywas led by a host of multi-tranche trades, with the largestof them all
comingfrom AB InBevwhich printed a EURL.5bn long 7-/ 12-/ 20-yr three-part that ranksas
the secondbiggesteuro corporatedeal of 2020¢ only beatenby LVMH'sEUR .5bn five-part
in Feh

Dealsfrom Airbus, Total, BPand Shellalmost made the top ten biggesttrades so far this
year (details right) with the former two both out with 4/8/12yr three-part trades on
Thursdayalongwith an identicalthree-trancherfrom another energycompanyin the form
of OMV.

Theywent out on a day when oil pricessurgedafter reports that Chinaplannedto boost
crudeoil reserveswhilst Brenthascontinuedto advanceFridayafter an OPEGlelegatesaid
aglobaloutput cut of 10m barrelsper dayis arealisticgoal
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Euro Corporate IG Weekly Issuance (EUR BN)

LVMH
AB InBev
Siemens

IBM
BP
Shell

Total

Comcast
AdP
ENGIE
Airbus

EUR7.5bn (five)
EUR4.5bn (two)
EUR4bn (four)
EUR3.75bn (three)
EUR3.25bn (three)
EUR3bn (three)
EUR3bn (two)
EUR3bn (three)
EUR2.5bn (two)
EUR2.5bn (three)
EUR2.5bn (three)

EUR20.6bn (2.75x)
EUR18.25bn (4.05x)
EUR12.3bn (3.08x)
EURS.1bn (2.16x)
EUR6bn (1.85x)
EUR11.5bn (3.83x)
EUR13.4bn (4.47x)
SEC
EUR12.6bn (5.04x)
EUR10bn (4x)
EUR11.4bn (4.56x)
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Takingatop line view andit wasobviousthat investorshaveplenty of cashto put to work in
the corporatebond market, with combineddemandfor the EUR39.65bn of paperlag week
comingin at abumperEUR5393bn+,with anaveragecoverof 4.22x acrosshe trades

Thatcamewith investorslured by what were more elevatedpremiumswith the averageNIC
acrossthe week'stradescomingin at 36.04bps, marginallylower than the previousweek's
38.04bps average Theattractive final averageNICcamedespiteissuersrampingpricingin
considerablyfrom IPTgo reoffer with the averagespreadcompressioriag weekstandingat
34.24bps

Encouragingvas that the likes of RoyalSchiphol Airbusand Volkswagerg issuershailing
from some of the worst battered sectorsamid the pandemic¢ were also able to secure
fundingwith relativeease althoughat a price.

And, someissuersfrom the lessaffected sectorsshowedthat economicfunding canstill be
achievedwith Spanismational championlberdrola, FrenchenergyconglomerateEONand
luxury goodsgiant LVMHall managingto print dealsflat to their existingcurves Thatafter
the former achievedthe secondlargestcoverratio of the weekat 11.67x for its EURF50m
Jun 2025 Greenbond, only beaten by SchneiderElectric'sEURBOOmM 7yr that could have
beensoldalmost15timesover.

Lookingahead,bankerswe spoketo saidthere remainsa deeppool of issuerswhichare still
monitoringthe marketaheadof launchinga new deal,suggestinganotheractiveweek

Theywill, however, be wary of some potential supplyindigestionafter the recent glut of
paper,with a few signsof fatigue alreadystartingto showlag week Thatsawthe average
coverratio acrossthe dealson Thursdayand Fridaycomein at 3.34x comparedto a much
larger4.77x averagen the first three daysof the week

Back to Index Page

Source: IGM

Weekly Corporate Average Cover Ratio & Average NICs

Week Ending
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TheEWRWeekc Bias isBearish
ByRachel Bexsenior FX Analyst

ExpectedEUR/USDrading range 1.0640-1.0900

Modestrisk appetite at the start of the week feelstentative and unlikelyto gathermuch
steam,andwe suspectongoingdemandfor dollarsinto anydipswill prevail

Biasthus remainsskewedlower for EurUsd and technical studiesnow suggestfurther
weaknessunder 1.0760 would re-open 1.0636, below which would exposethe Apr/Mar
2017reactionlowsat 1.0570'1.0494

Thisweek, EUFinanceMinisters gather (Tuesday)'Coronabondsare not likely to get the
go ahead It is more likely that 'existing institutions' will be deemed as having enough
firepower.

ECBminutesare due Thursdayput theseare from the March 12 gatheringi.e. before the
emergencymeetingwhere the PEPRvaslaunched Hence there is a feelingmuchwill be
stale However,the debate around whether or not to cut the Depo Rate will garner
attention andanyother policiesmentionedthat havenot beenenacted

Datawise, the EZSentixdue today is unsurprisinglyexpectedto plummetto -37.5 from -
17.1 prior. Therest of the data is Februaryrelated. IP (Wednesday)s also seenfalling.
Exportsand imports are both projectedto decline 1% m/m. Italian (Thursday)yand French
(Friday)Paredue.

In the US,initial joblessclaimswill againbe the highlighton (Thursday) another5 million
UScitizensexpectedto havesoughtout unemploymentbenefits

Alsofrom the US,March PPI(Thursday)nd CPI(Friday)will both facethe energyweight
CoreCPIlis unlikelyto be affectedjust yet. April preliminaryMichigansentiment(Thursday)
will fall sharply

RISk Signghat fatalitiesfrom COVIBL9 havedeclinedin someglobalhot spotsmay pick
up throughthe week,boostingriskappetite andreducingneedfor dollars
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Techsnote:

A Reversedower off lastweek's1.1163 high, after fresh sellersemergednear 61.8% of
Mar's1.14951.0636fallat 1.1167

A Further weaknessunder 1.0760 re-opens 1.0636, below which would expose the
Apr/Mar 2017reactionlowsat 1.0570'.0494

A Onrallies, prior minor highsat 1.0968& 1.1053(near 200-DMA, approx1.1070) guard
1116367
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EMs Fac@a Huge ChallengasCoronaviruss Only Just

Beginningto Hit
By Natalie Rivett, Senior EM Analyst

EmergingMarket stocksenjoyedtheir biggestrally since2018in the week ended 27" March and

currenciesbroadly strengthenedfollowing hugeinjectionsof stimuluspledgedacrossthe globe- in

particularthe Fed'sunlimited QEdecisionandthe US2tn USrelief packageThatsaid,by the end of

that week, cracksin the newlylifted sentimentstartedto show,servingasa reminderthe turmoil is

far from over. Sentimentremainedshakyinto the following week, with EM stocksand currencies
mixedandBrentcrudeat 18-yearlows. Thereisaconcernthat the coronavirudgs only just beginning
to hit EmergingMarketsandthey are not in asstronga positionasthe developedworld to dealwith

it. Largeurban populations,alreadystretched public financesand a lack of resourcesmean many
EmergingVarketsfacea hugechallenge Perhapst istoo soonto soundthe all-clear.

V-shapedrecessiomow deemedunrealisticas coronaviruscontinuesto spread

Themarketfallout from the spreadof Covid19 acrossthe globeis vyingwith the 2007-08 financial
crisisfor the title of the mostseriousfinancialcrisissincethe GreatDepressiorof the 193(s.

It hastakenjust three monthsfor the coronavirusto engulf,first Chinaand now, Europeand North
America Worldwide, caseshave exceededlmn and deathshavetopped 50,000, and much of the
western world is now under lockdown or facing restrictionsto try and stem the spreadof the
infection

The coronavirusis affecting both global supplyand demand Centralbanks,finance ministriesand
independenteconomistsinitially appearedto be takingthe view there would be a sharpbut short
hit to activity. However,in recentweeksthe idea of a V-shapedrecessionin the first half of 2020
followed by a recoveryin the secondhalf of the year, has seemedunrealistic Policyaction by
central banks and finance ministries can only help so much, with the aim rather to make the
downturn as short and shallowas possible The chancesare that the recessionwill insteadbe U-
shaped a steepdeclinefollowed by a period of bumpingalongthe bottom.

Back to Index Page

PoorernationsseekIMF help amid the coronaviruscrisis

Thevirusriskstriggeringa recessiorias bad or worse'than 2008-09, accordingto the IMF,which
definesa globalrecessionas beingwhen growth T normally about 3.5%to 4.0%ayeart falls
below 2.5% The IMF has reported unprecedentedrequestsfor financialhelp in recent weeks,
from 50 low-income countriesand 31 middle-income countries¢ accountingfor more than 40%
of the fund's 189 members

At the end of 2019, almosthalf of the lowestincomecountriesin the world were alreadyin debt
distressor at a high risk of becomingso, more than double the proportion the IMF recordedin
2013 Asinvestorseverywherehave run for safety,the Dollar has surged,making Dollar debts
more expensive As the following dashboard highlights, the average yield for EM USD
denominateddebtis at highssince2009(topped 7%earlierthis month).

Thefund's head, Georgievahaswarned that with countriesbeing hit simultaneouslyby falling
domesticdemand,a drop in exports, capital flight and a collapsein commaodity prices,even a
conservativeestimateputs the financingneedsof distressedEMsat USI2.5tn andit isimpossible
for them to come up with the moneythemselves More requestsfor assistanceare, therefore,
inevitable

EM bond fund net outflows in March greater than during 200809 financial crisis& 2013taper
tantrum

Accordingto datafrom EPFREmergingVarket bond and equity funds have suffereda combined
net USB0bn of outflows for the month of March, the bulk of which (almostUS[31bn) hasbeen
attributed to bondfunds

continuedpage8
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Thepaceof net EM bond fund outflows for March hasbeenby far largerthan any month over the
past12-years,ascanbe seenin the dashboard Thegreatestmonthly net outflow reported during
the 200809 financialcrisiswas US®.5bn in October2008and during the 2013 taper tantrum net
redemptionspeakedat an evengreater US[18bn for the month of June Yet,this latter figureis still
lessthan 40%of the total net outflows recordedfor this March

Bondfund flows sufferednine monthsof net outflows duringthe financialcrisis,from August2008
to April 2009 and when sentiment recovered,these net outflows were followed by 19 straight
months of net inflows. Duringthe taper tantrum, the net outflow run extendedinto ten months
from June2013andwasfollowed by a muchshorterreboundof four straightmonthsof net inflows,
asinvestorsadjustedto the brakesbeingput on the Fed'sQEprogramme

Marchmarksthe first month in seventhat EMbond fundshaveseennet outflows andfor how long
these net redemptions persistwill depend on a combination of factors, but first and foremost,
authorities' successin containing the coronaviruspandemic There is no question that global
economicgrowth will be negativein H1 of this yearandjust how weakthe performanceof the next
six months is, will hinge on when the peak infection is reachedin the western world, and
lockdowns/restrictionsare removed Until the virusis contained,stimulusmeasurescanonly do so
muchto shoreup EMsandother riskassets

EMgovernments& central bankstake action, but room for monetary & fiscal stimulusis limited

In the meantime, within the EM world, central banksof Poland,South Africa, Colombiaand the
Philippineshaveall begunto buy governmentand private sectorbondson secondarymarkets,and
there is the prospectof suchactionin the CzechRepublic,Turkeyand Brazil Thishelpsto support
governmentdn their fiscalstimulusefforts and follows a host of other measurego supplyliquidity
to banking sectorsacrossthe developingworld. They appearto have had some successwith
governmentbond yields retreating from extreme levelsof late; easingsome of the pressureon
publicfinances

Thebiggesteconomicstimuluseffort announcedto date (asa percentageof GDP) not just within

EM, but globally- has been from Peru,which has put together a packageof measurestotalling
US26bn, or 12%o0f GDPjncludinghealth-carespending fax breaksandloanguarantees
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Thecountry plansto draw down an existingUS[2.1bn contingencyline from the World Bankand
is also in talks with the IMF for a contingencyline that could reach US[18bn, illustrating the
magnitudeof the economicdamagethat is expectedto be inflicted by the coronavirus

EMs Face A Huge Challenge As Coronavirus Is
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Prudentfiscalmanagementover the yearshasleft Peruin the enviablepositionto be able to

financeincreasedspending,with tens of billions of savings Generally the room for monetary
andfiscalstimulusin EMsis not the sameasin developedeconomiesWhilstmanygovernments
havebuilt up largereservesof foreign currenciesover the years,they have,however,failed to

make adjustmentsthat provide budgetary scope to support economieswhen approaching
severedownturns Thereis alsoariskthat largeparts of manyEMswill be left out of reachfrom

stimulus polices, given high levels of unemployedand a lack of social safety in an informal

economy

Moreover,whilst Chinahasmovedout of lockdownand hasthe scopeto reboundquickerthan
mostother countries,in the largeEMssuchasMexico,Brazil Argentinaand SouthAfrica,where
economicoutlookswere alreadydeteriorating,the coronavirushasnot yet arrivedat full force.
South Africa stands out among the most vulnerable,with the economy having entered its
second recessionin as many yearsin 4 last year amid persistently weak businessand
consumer confidence,and with economicwoes set to worsen as businessshutdowns and
worker lay-offs will combine with existing electricity shortagesto prevent a bounce backin
demand Like many African countries, it also has the concern of an inadequate healthcare
system

SouthAfricais alsoalreadyrunning a wide budget deficit that was expectedto rise to a three
decadehigh even before the coronavirusstruck, which is likely to temper the fiscalresponse
The weak economicoutlook and widening debt/deficits have contributed to the lossof South
Africa'sfinal IG rating in March and left the Randthe worst performing EM currencyytd with
lossesof more than 25%vsthe Dollar.

Brazil'sRealhasweakenedalmostasmuchasthe Rand TheBRLhas,in part, beenundermined
by a string of poor economicindicatorsthat dashedhopesfor a quickeconomicrevivalfollowing
aggressivanonetary easingfrom the BCBto tame inflation and the improved fiscal backdrop
resultingfrom long-awaitedpensionreform andunprecedentedsalesof state-controlledassets

With the coronavirusgeneratingincreasingvindsto economicactivity, the Brazilianeconomyis

Back to Index Page

also now expectedto contract this year. Economistssurveyedby the central bank are now
forecastinga 0.5% contraction, in stark contrastto growth of 1.5% eyedthe week and 2.30%
that was estimated in February Another area of concernfor Brazil watchersis President
Bolsonaro'dlippancyover the threat of the coronaviruswhich hasput him in direct opposition
to StateGovernorsaandaddedto the negativesentimenttowardshim in Congress

More months ahead of net EM bond fund outflows, potentially - countrieswith already weak
GDPoutlooks, fiscal deficitsmost exposed

Ultimately, beyondthe shoringup of global financialmarketsamid a wave of monetary and
fiscal policy efforts, what EmergingMarkets will really benefit from is a return to businessas
usualin the world economy,oncethe virus haspeakedand restrictionsare graduallyremoved
Thiswill take time and with the economiceffects of the coronavirusto be felt for several
months

As previouslyhighlighted, the periodsof globalfinancialshocksin 200809 and 2013 sparked
net bond fund redemptionsof 9 and 10 months,respectively Thiswould suggesthere couldbe
more months ahead of net outflows from EM bond funds, particularly with many Emerging
Market countriesin a worse position now, with lower foreignreservesand higherfiscaldeficits
If this were to be the case,countrieswith alreadyweak GDPoutlooks prior to the coronavirus
andlimited budgetaryscopeto mitigate the virus'impactwill be the mostexposed

Brazilianfocusedbond fundshavealreadyseensomeof the greatestnet outflowswithin the EM
regionytd (seethe dashboardandthe prospectof arecessiommeansthe tide is unlikelyto turn
anytimesoon SouthAfricanbondfund flows haveheld up better by contrastandin our opinion,
look primedfor adeterioration

SouthAfrica'sweak fundamentalsare leavingthe Randparticularlyvulnerableto risk-off flows
in the current environmentand for that reasonwe are stayingbearishon the currency,Note,
constructive USD/ZARstudies are now suggestingan extensionto Fibonacciprojections at
20.012/20.197 (onlybelow17.668/17.6 74would caution).
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China InsightPotential Scenario of Special Bond Supply
By Tim Cheung, Head of ChiRa&iZhang EM Analyst

The Politburo Meeting on 27 March hinted at a big stimuluspackageahead Themeeting Lasttime SGBavere issuedwasin Q3 and Q4 backin 2007. The experiencelearnt there
stated that macro policy looseningshouldbe steppedup to boostdomesticdemandand (chart 1) suggestghere is a good chancethe CGByield curve may seebull-flattening and
achievethe "Six Stabilities" (stable employment, trade, financial markets, investment, subsequentlybearflatteningin the whole processof issuancewhich maytake 3-5 months
foreign capital,and expectations) Specificallythe centralgovernmentwill issuea batchof  to complete

specialgovernmentbonds (SGB)and the local governmentspecialbond (LGB)quota will

alsobe enlarged In addition, the meetingcalledfor acceleratedssuanceand useof local Chart 1
governmentspecialbonds, speedingup the preparation and constructionof large and Potential scenario of the forthcoming SGB issuance

important infrastructure projects and better implementing the reduction of taxes and 80 3

administrationfees —Spread between 10.yr and 2-yr CGB yield

70

We expect the governmentto raise the budgetary deficit to 3.5% of GDPfrom the
Last issuance of SGB

I

previously3.0% and lift the tax and administrationfee target to CN2.5tn from CN¥tn P
realizedlast year. Regardingoff-budget items, we expectspeciallocal governmentbond 0 The Politburo I :::‘:?nf:::ﬁ?'
issuanceto rise to CN¥.5tn from CN¥.15tn in 2019 Meanwhile, the statement of the s Meetingon i or early-September.
PBOCLQ meetingon the sameday alsoput a great priority on assistinga firm recoveryof 27 M““"d :m::‘:ﬁzw
the real economyand pledgedto increasesupportto SMEsand the private sector PBOC 30 :m‘m market in late-April or l
wantsto seethe loan prime rate (LPRplay a more important role in loweringreal funding % carly-May.
costs :

10 Bull-flattening Bear-flattening
Shortly after the Politburo Meeting, Premier Li Kegiangin a regular meeting of State CGB yields down across the curve CGB yields up across the curve
Council said loan supply to the economy will be further expanded Specifically, < 2 g 2 = =
policymakerswill makefurther targetedcutsto requiredreserveratios (RRRsjpr smalland £ & g & 8 8
medium banks The governmentwill also increasethe banks're-lending and re-discount S = = = = =
guotasby CNYLtn, to encouragethe issuanceof more loansat concessionatatesto micro, " N 5 i - -
small and mid-size companies We reckon government ministries will roll out more  Seurce: Bloomberg, IGM
tangiblemeasuresn the comingweeksasthis Politburomeetinggavethem no choicebut
to do more. Asfar asthe bond market is concerned,forthcoming issuanceof SGBshas
becomeone of the hottest topicsthere. continuedpagell
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Probably,the anticipated bearflattening of the CGByield curve, if at all, would be partly
causedby the acceleratedsupplyof LGBsasthere are greatrefinancingneedsfrom Juneto
Novemberthis year(chart2).

Chart 2
Local government bond issuance will increase significantly during
June to November
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Know The Flows: Cash Remains King as Global Economy Ll

Into The Second Quarter
By Cameron Brandt, Director, Research

Investorspumped another $194 billion into EPFRracked Money Market Fundsduring the final
weekof afirst quarter that sawlarge swathesof the world lockeddown to preventthe spreadof
the COVIEL9 virus, the price of oil fall 65% the S& P 500 index fall 33% from its peakto its
trough on March 23 and over sixmillion Americandile for unemploymentin a singleweek While
Money Market Fundsabsorbedrecord setting inflows, Equity Fundssawover $50 billion flow out
duringthe quarter and Bond Fundsset weeklyand monthly outflow recordson their way to their
biggestquarterlyoutflow since3Q13.

Ten largest monthly outflows, in US$ millions, for all Bond and Equity Funds and
ten largest monthly inflows for all Money Market Funds [March 2020 provisional]

Month ending Equity Month ending Bond Month ending | Money Market
12/31/2018 -105,335.72 3/31/2020 -277,019.23 3/31/2020 716,042.36
1/31/2008 -90,762.13 6/30/2013 -106.532.09 7/31/2019 124,518.75
10/31/2008 -68,021.02 12/31/2018 -85,765.99 8/31/2019 132.079.55
8/31/2019 -60,669.36 10/31/2018 -68,187.05 10/31/2008 113.584.62
5/31/2019 -53,911.77 10/31/2008 -52,112.02 5/31/2019 105,184.86
8/31/2011 -53,339.57 8/31/2013 -47,116.93 11/30/2008 102.314.26
6/30/2016 -51,151.05 12/31/2015 -41,667.84 8/31/2017 98,461.56
3/31/2020 -47,548.65 11/30/2018 -39,480.70 12/31/2008 89,361.26
2/28/2009 -45,575.39 8/31/2015 -34,982.93 10/31/2015 87,754.97
11/30/2011 -43,333.10 12/31/2013 -34,910.00 8/31/2011 86,624.09

TheweekendingApril 1 did seeflows to somefund groupsreboundasinvestorsfactoredin the

extraordinary fiscal and monetary packageunveiled by national governmentsover the past
fortnight. Balanced~undspostedtheir biggestweeklyinflow sincelate 3Q17, andHighYieldBond

Fundsattractedrecordsettingamountsof freshmoney.

Back to Index Page

For further information on EPFR, please cHERE

Overall EPFRrackedBondFundscollectivelyrecordedan outflow of $27 billion duringthe week
endingApril 1 ¢ a quarter of the previousg S S tofla; while BalancedFundsabsorbeda net
$2.3 billion, Alternative Funds$4.5 billion, Equity Funds$8.1 billion and Money Market Funds
$194billion.

The massiveflows into Money Market Funds have gone predominately to those with US
mandatesand, within that complex,researchby EPFRsister companyiMoneyNet shows that
Governmentlinstitutional and Retail Fundshave claimedthe f A 2syfate®f these inflows. US
Primelnstitutional Funds the grouptargetedby the post GreatFinancialCrisiseforms,haveseen
overaquarterof the assetghey held at the beginningof Marchflow out.

At single country and asset classfund levels, Municipal Bond Funds extended their longest
redemptionstreaksince4Q18 and investorspulled over $2 billion from Total ReturnBond Funds
for the fifth consecutiveweek South Africa, India and Thailand Bond Fundsall posted new
outflow records,FranceEquity Fundssawtheir longestinflow streaksincelate 3Q18 cometo an
endandredemptionsfrom BrazilEquityFundshit a 43-weekhigh
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