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EUR/USD Maintains Tentative Bid Tone, But Risks Remain
By Rachel Bex, Senior FX Analyst
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EUR/USD rallied to highs of 1.0968 yesterday as a modest return of risk appetite lessened
demand for dollars, with signs that the coronavirus crisis is easing finally injecting some
hope into markets.

Of the upbeat news, China has approved two experimental coronavirus vaccines to enter
clinical trials, while New York, California and other states plan for reopening.

France has extended its lock-down to May 11, but the number of ICU patients dropped for
a fifth day, and Macron suggested that a gradual reopening of the economy/border could
follow. Italy reported fewer new cases (though fatalities rose).

Data also boosted sentiment overnight after China's Mar exports declined by just -3.5% vs
a -12.8% consensus, sending Asian shares higher and the Usd lower.

Players have also been cheered by OPEC+'s recent decision to slash oil production by
9.7mln bpd starting in May, and Saudi Arabia have indicated they could trim supply even
further if needed at Jun's meet.

Ahead, a quiet start to the week as markets return from the long Easter weekend.

The G7 finance ministers teleconference later today will garner some attention, before US
import/export price indexes emerge in the second half. Three Fed speakers in the form of
Bullard, Evans and Bostic will be eyed later this evening.

Otherwise, corporate earnings season begins, and there will be some attention given to
the US banks' earnings this week starting with JPM and Wells Fargo today. BAML, GS and
Citi earnings are expected tomorrow while MS is due in the latter half of the week.

All up, EUR/USD maintains a tentative bid tone for now, but we need to see sustained
gains above 1.1060 to ease underlying bearish pressure.

Techs note:

• Attempt to rally off Mar's 1.0636 low stalled at 1.1163 end-March, just shy of 61.8% of
the fall from the Mar 1.1495 peak at 1.1167

• Overall structure remains heavy with bulls still unable to sustain gains above the 200-
DMA (approx. 1.1060)

• Risk is seen for fresh lows in due course, targeting the Apr/Mar 2017 reaction lows at
1.0570/.0494 next - Over 1.0968 eases pressure

EUR/USD – cont’d
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By Shankar Ramakrishnan
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Seven corporate issuers took to the US high-grade primary market on Monday to kick off a
week that was expected to get an average $25bln in supply but now likely to end with much
more.

The seven issuers raised a total $19.8bln which has now taken the month's tally to $124.7bln
and the year's numbers to $615.895bln.

The backdrop for issuance early in the week was not great but it was not bad enough that
high-grade bond borrowers, who continue to attract huge interest from an investor base
that is keen to get these quality bonds with a decent spread pickup, to shy away from the
market. Such has been the interest that many tranches have been heavily oversubscribed
which in turn is enabling substantial tightening of spreads through book build (-45.2bp) and
a strong performance in secondary markets (-15.7bp on the month).

GE was one of the seven in the market on Monday and its $6bln 4-pt trade of 7s, 10s, 20s,
and 30s was heavily oversubscribed with final books totaling some $36.2bln. The $2.25bln
30yr tranche got a whopping $11.6bln in orders. And the bonds, which priced some 75-90bp
inside IPTs, still carried double-digit new issue concessions and were quoting 10-30bp tighter
in the grey.

All this even when GE's announcement of a 4-pt trade took some analysts by surprise.
“GE had been vocal that it would not tap the capital markets until 2021 as it worked the
turnaround plan, but surprised the market by issuing benchmark issuance to fund tenders for
bonds maturing through 2024 – the question is why," said a CreditSights report.

“GE's surprise issuance is a bit of a Rorschach test for investors – optimists would say the
move improves runway, further bolstering an already-solid liquidity profile and buying more
time for operational execution, while pessimists would say GE issuing into this market with
blown out spreads and no obvious liquidity needs implies management is seeing great-than-
anticipated financial degradation," the firm's analysts said in the report.

The report added that the truth was probably somewhere in the middle with GE not
preferring to wait until 2021 when its ratings could be lower and interest rates moderately
higher.

Exxon Mobil also set a new record for the largest energy-related trade in 2020 topping its
own $8.5bln transaction from only weeks earlier to raise $9bln in a 5-pt that included two
taps of its recently issued bond tranches. The final spreads were 25bp-30bp inside IPTs and
final books totaled $26.9bln.

Seven deals for $19.8bln is what nowadays constitutes a light calendar in the US high-grade
primary market so expectations that supply will be light, with many FIG earnings this week
and corporates likely to go into self-imposed blackouts, may not be exactly the right
estimation for this week, it would seem. The interest among issuers to tap the market when
it is open and there is ample liquidity is likely to ensure there is solid issuance activity
through this week so the highest es-SSA estimate of $38.5bln for this week could certainly
be tested.

This is an excerpt from Monday’s Informa Finale. For the full report, web subscribers can click HERE

https://www.informagm.com/stories/1598028
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By Matthew Barrett, Senior Analyst
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The European corporate bond market took a well-deserved breather on Thursday, giving
participants time to take stock ahead of the long Easter weekend.

Despite Thursday's blank the weekly euro corporate supply total ended up at a very decent
EUR17.3bn courtesy of 17 borrowers (26 tranches) – which is the fourth largest weekly haul
of 2020. Such was the extent of the previous week's rush, however, that last week marked a
sharp slowdown with less than half of the prior week's record breaking EUR39.65bn (49
bonds) tally.

Borrowers launched deals into what was predominantly a risk-on environment, barring a
blip on Wednesday, with optimism that some of the worst hit countries were starting to get
the spread of the Covid-19 virus under control and with promise of more stimulus measures
to help counter the fiscal impacts of coronavirus.

Spearheading the week's supply were multi-tranche trades from Toyota Finance
Australia (EUR1.75bn 2/4.5/7.5yr three-part) and Capgemini (EUR3.5bn 2/6/9/12yr four-
part), with the latter – launched to help fund the borrower's acquisition of Altran – marking
the fifth biggest euro corp trade of 2020.

Utility companies also played a leading role in corporate activity. Repsol, Naturgy, SSE,
Energie Baden Wuerttemberg and Energias de Portugal all launched new euro trades
having seen peers BP, Shell, OMV, Total, Iberdrola and E.ON all out the previous week.

The latest batch were launched in a volatile week for oil amid worries surrounding the
OPEC+ alliance and any cut to global output.

continued page 7
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Looking at the week's trades as a whole and what remained apparent was that investors
have plenty of cash to put to work, with combined demand for the week's paper finishing up
at an eye-catching EUR81.4bn, with an average cover ratio of 4.85x.

Some EUR15.8bn of that haul came for Capgemini's M&A-driven trade with investors keen
to gain exposure to the borrower's first single currency paper in two years.

The biggest cover ratio last week was seen on Swiss biotech company Lonza Group's debut
EUR500m 7yr which could have been sold 12x over. Lonza finally got the inaugural deal
away having initially held roadshow in Nov for a 7-10yr before postponing after then Chief
Executive Marc Funk announced he was leaving the company due to personal reasons.

As well as significant demand, what will also be encouraging to other corporates monitoring
the market ahead of a new trade is that the average NIC paid fell for a third straight week.
This week's average stood at 30.78bps compared to 46bps in the w/e 20-Mar when markets
were in full sell-off mode amid heightened worries surrounding the Covid-19 pandemic.

However, whilst the trend lower will be welcomed by issuers still looking to tap the market,
the price of issuing is still much higher than in the first 10 weeks of this year where the
average NIC stood at just 2.03bps. And, the elevated premiums are of course being paid on
top of much wider curves after secondary spreads came under acute pressure amid the
broader risk off tone.

Standing out last week were EnBW (EUR500m 5yr) and Akzo Nobel (EUR750m Apr 2030)
which were both able to print their trades with zero premiums whilst at the other end of the
scale, split-rated Swiss biotech company Syngenta (EUR500m 6yr) offered a hefty final
concession of 90bps. If you exclude the latter from calculations, then the average NIC paid
across the week falls even further to 28.09bps.

Looking ahead and with the technicals looking supportive for fresh issuance and broader risk
markets appearing more upbeat than they were at the start of last month, the corporate
sector is expected to remain active.

Back to Index Page
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By Christopher Shiells, Managing Analyst EM
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Covid-19 - The impact on Mxn and Credit Rating
So far in Mexico the coronavirus pandemic has killed 125 and infected 12,439, (according to data
on 6th Apr), with the first cases confirmed only on 28 Feb. Thus in many respects Mexico is only at
the beginning of its own Covid-19 crisis vs. Europe, but already as a result of broad risk off flows
the MXN has shed 20% vs the USD since the start of March. This is the worst performance in
Emerging Market currencies (see dashboard below).

The coronavirus has forced Mexico to declare a health emergency on March 30, and suspend non-
essential activities, whilst the government has ordered citizens to stay-at-home for a month.

Already Mexico's credit rating has been cut by S&P to BBB, just two notches above junk, with the
rating agency citing shocks from the spread of coronavirus and an oil price rout that will harm the
country's already grim economic outlook.

Why has Mexico been hit hard?
Mexico entered the Covid-19 crisis in a weak state. It was already contending with an economic
slump and a decline in business confidence due to the policies pursued by President AMLO. The
onset of the coronavirus has only made the picture more bleak.

Mexico is being negatively impacted at this time via four channels:
• Drop in US demand for exports - Three quarters of exports go to the US and exports make up

circa 40% of Mexican GDP (source World Bank)
• A decline in oil income - that makes up 5% exports and 20% of fiscal revenues (source OECD)
• A falloff in tourism revenue
• Decline in remittances

Those are the country's top four sources of foreign-currency earnings.

This has led to some steep revisions to the Mexican growth forecasts. The steepest we have seen
is from BofA that predicts the economy could contract by up to 8% this year.

• Barclays sees 2020 GDP contracting 5%
• JPM has forecast a 7% GDP contraction in 2020
• In the latest Citi survey analysts see 2020 GDP at -5.00% from -3.00% previously

Many of these new f/cs are for a recession potentially deeper than that of the Tequila crisis in
mid-1990s (-5.8% in 1995). These are much more pessimistic than the Mexican Finance Ministry's
latest 2020 forecast for GDP that have it in a range of -3.9% to +0.1%, according to preliminary
economic forecasts for the 2021 budget, which incorporate a drastic shock on the economic
scenario due to Covid-19.

Mexico's response?
Mexican President AMLO has so far disappointed markets with his underwhelming response to
the crisis. Broad stimulus measures have not been forthcoming. The government will not offer tax
breaks or other incentives to large companies. He said he wants to focus the country's limited
resources on helping the poor. His latest announcement was to boost public works projects and
provide low-interest loans for housing and small business, by tapping the Mexican oil wealth fund.
AMLO said that he would do everything possible to avoid increasing the country's public debt to
finance economic stimulus.

This is particularly frustrating as Mexico has more fiscal policy space than many of its large
emerging market peers, as the government debt levels are moderate at ca. 46-50%/GDP. The
government said last week it will run a bigger-than-expected fiscal deficit this year of 4.4%/GDP,
up from 2.6%/GDP previously targeted (see dashboard below).

continued page 9
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However, Mexico's access to global funding markets is limited. Foreign investors were already
wary of Mexico due to the President's nationalistic economic policies and the EPFR fund flows
data in the dashboard above shows that over the last month outflows from Mexican equities and
bonds has accelerated sharply, and in fact at the fastest weekly pace on record.

Because of that Mexico will have more difficulties than other countries in raising more debt. No
surprise then that the ruling party head of Mexico's Lower House, Mario Delgado, last week called
on industrialized nations to forgive the foreign debt of Mexico and other developing countries.

continued page 10
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More upside for Usd/Mxn?

The Mexican government seem to be underestimating the economic impact of the pandemic and
the need for a deeper re-orientation of fiscal policy. Mexico has yet to address the virus crisis in a
meaningful manner and the lack of meaningful government stimulus has turned the MXN into a
market underperformer, a situation that will likely persist.

There is a real danger that without a plan of action, Mexico may lose its investment grade ratings,
as the crisis and the economic impact unfold.

Thus we remain bearish on the MXN despite the recent losses and see risks that USD/MXN may
push on through the 26 barrier. Whilst there is currently a market correction lower in the pair
amid a broad pick-up in sentiment, the downside should be limited to 22.844 and we would
recommend a buy on dips strategy on any moves towards the 23 handle, targeting a return to
record highs of 25.785 and possibly the 26 handle. (Note chart opposite is from 7th Apr).

• Extended the uptrend via 22.844 (27 March higher low) to post Monday's 25.785 record high,
before correcting

• Studies are waning and a deeper short-term setback is possible 22.844, before the uptrend
resumes

• Above 25.785 targets Fibonacci projections at 26.048/26.373, possibly 26.757 on extension

• Only under 22.844 averts current upside scope, signals topping and threatens a deeper
setback to 21.344 (12 March low)

Back to Index Page
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PBOC announced on 3 April plans to lower (chart 1) the reserve requirement ratio (RRR) for
small banks (mostly rural banks and small-sized city commercial banks) by 100bp. It will be
implemented in two rounds (50bp each) with the first round coming into effect on 15 April
and the second on 15 May. After the cut, the RRR at these small institutions will fall to
6.0% (versus around 11% for big banks and 9-10.5% for medium-size banks). This RRR
reduction will release a total of CNY400bn liquidity, and lower those banks' annual funding
costs by about CNY6bn. In addition, PBOC also announced a reduction in the interest rate
on excess reserves (IOER) from 0.72% to 0.35%. That is the first excess reserve rate cut
since 2008, aiming to encourage banks to reduce their excess reserves at the PBOC and
expand bank lending. Note that banks' excess reserve ratio stood at 2.4% at end-2019.

IOER is supposed to act as a floor to the interbank money rates. A reduction of it does
create room for interbank funding costs to go lower. After the reduction of IOER to 0.35%
was announced, the whole CGB yield curve shifted downward with a steepening bias (chart
2). This development was totally in line with market expectations. After all, merely for
earning carry, short-term debt papers are already good enough for financial institutions as
long as their yields are higher than interbank funding costs. In our view, yield curve
steepening will continue possibly till CGB 2-year vs. 10-year spread, which is currently at
90bp, hits 100-110bp at least.

continued page 12
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By Tim Cheung, Head of China, Riki Zhang EM Analyst
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In regard to overall positioning, we note all market participants, except foreign investors,
were overweight CGBs in March (chart 3). A notable decrease in foreign investors'
participation might be attributed to the broadening of the COVID-19 outbreak across the
globe in that month. With COVID-19 now starting to stabilize in quite a number of countries,
we reckon April will see a revival of foreign investors' participation in the onshore China
bond market.
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By Cameron Brandt, Director, Research

Encouraged by signs the initial peak of the COVID-19 pandemic may be in sight for Italy and Spain,
further relaxation of Chinese containment measures and the sweeping response by US lawmakers
and the US Federal Reserve to the economic challenges posed by the virus, investors returned to
equity markets in early April. The benchmark S&P index climbed over 20% off its March 23 low
and EPFR-tracked Equity Funds – with US Equity Funds to the fore -- posted their biggest
collective inflow since last September.

The flight to cash that saw Money Market Funds absorb more than $700 billion in March slowed
during the week ending April 8, but another $101 billion still found its way into these vehicles
while Gold Funds took in over $1 billion for the third week running.

Overall, the first week of April saw EPFR-tracked Equity Funds post a collective inflow of $17.6
billion while Alternative Funds took in $3.3 billion. Investors pulled a net $1 billion out of Bond
Funds and $1.9 billion from Balanced Funds.

At the asset class and single country fund levels, flows into Finland Equity Funds hit a year-to-date
high, Germany Equity Funds extended their longest run of inflows since late 3Q18 and flows into
South Africa Equity Funds jumped their highest level since early 1Q19. Inflation Protected Bond
Funds extended their current outflow streak to five weeks and over $11 billion and Bank Loan
Funds experienced net redemptions for the 79th time in the past 83 weeks.

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

• Narrowed sharply from 132 (2020 top) to 66 (26 March low), before ranging under 87 (30

March high)

• Studies build and above 87/91 signal short-term basing and allows widening towards

99/107 (50%/61.8% retracements of 132/66 narrowing)

• A clearance of 99/107 would give widening traction for the 132 peak, beyond which signals

broader basing

• Failure to clear 99/107 and/or a return below 76 (2 April low) averts and suggests renewed

narrowing to 66/60

____________________________________________

STRATEGY SUMMARY

Look to buy in anticipation of widening towards the 99/107 zone. Stop under 76 and reverse 
position on a return below 66

Back to Index Page

Resistance Levels 

R5 132 2020 peak - 16 March 
R4 117 76.4% retrace of 132/66 narrowing, also 13 March 2020 former low 
R3 107 61.8% retracement of 132/66 narrowing 
R2 99 50% retracement of 132/66 narrowing, near equality of 66/87 rally from 76 at 97 
R1 87 30 March 2020 high, near 11 March 2020 low and 38.2% retracement of 132/66 – both at 91 

Support Levels 

S1 76 2 April 2020 low 
S2 66 26 March 2020 low 
S3 60 2020 low – 12 February 
S4 47 24 April 2018 higher low 
S5 42 2018 low – 2 March 
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Technical Analysis by Andrew Dowdell

• Scope seen for extension lower short-term, but with the 100-Quarter MA flattening out, and 
RSI continuing to hold near its bull market support zone, any breach of 68.40 may prove 
difficult to sustain. 

____________________________________________

STRATEGY SUMMARY

Risk is seen lower towards 68.40, but a breach may prove short-lived, with bulls expected to 
return ahead of the 1995 low at 58.23.

Back to Index Page

Resistance Levels 

R5 106.52 8 December 2014 high 
R4 101.15 18 June 2015 high 
R3 91.64 15 September 2017 high 
R2 89.22 3 October 2018 high 
R1 84.74 20 February 2020 high 

Support Levels 

S1 73.82 19 March 2020 low 
S2 72.16 4 October 2011 low 
S3 68.40 21 January 2009 low, near the 30 November 1999 low at 68.77 
S4 59.95 1x 100.52-74.83 fall projected off 91.64 
S5 58.23 19 April 1995 low 
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Technical Analysis by Ed Blake

• Accelerated this year’s rally to 71.29 (30 March record high), before correcting equally

sharply to 47.52 (3 April low)

• While dips hold over 41.47-44.31 zone (2016 peak, 50% retracement of 13.88/71.29 rally

and 10 March low), watch for fresh gains

• Above former support at 59.03 re-opens the 71.29 peak then twin Fibonacci projections at

75.33/75.78

• Only under 41.47/44.31 zone would negate upside scope, confirm topping and risk a

deeper fall to 35.81/30.63

____________________________________________

STRATEGY SUMMARY

Look for a return towards the 71.29 record high while dips hold over the 41.47/44.31 support 
zone. Stop and reverse on a downside break for a deeper fall to 35.81/30.63

Back to Index Page

Resistance Levels 

R5 84.06 2x 6.38/41.47 from 13.88, near 2.236x 10.75/41.47 rally from 13.88 at 82.58 
R4 80.00 Round number resistance 
R3 75.78 1.764x 6.38/41.47 rally from 13.88, near 2x 10.75/41.47 rally from 13.88 at 75.33 
R2 71.29 30 March 2020 record high 
R1 59.03 25 March 2020 former low 

Support Levels 

S1 47.52 3 April 2020 low 
S2 41.47 11 February 2016 former peak, nr 50% of 13.88/71.29 (42.58) and 10 March 2020 low (44.31) 
S3 35.81 61.8% retracement of 13.88/71.29, October 2018-March 2020 rally 
S4 30.63 2 March 2020 low, near 2 August 2016 former high at 32.62 
S5 27.26 19 February 2020 higher low, near 76.4% of 13.88/71.29 rally at 27.43 and 200DMA at 28.23 
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