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Can CEEMEA Central Bank QE Ultimately Stem Outflows?
By Christopher Shiells, Managing Analyst EM
Covid-19 Pandemic Response - What Emerging Market governments are spending and why
central banks have moved into QE
The coronavirus is plunging the world economy into recession, forcing central banks and
governments to race to the rescue. Stimulus plans totaling trillions of dollars across major
and emerging economies have been crafted to prop up economies forced into lockdown.
Whilst it is considered that fiscal policy has the most impact on directly supporting
economies that have been hit by sudden stops, central banks have been leading the charge
with liquidity support and asset purchases (QE) to stabilise turbulent financial markets and
to provide support for bigger fiscal deficits (see IMF data below).
Whilst this was the playbook from the global financial crisis of 2008/09 for developed
market central banks, this time central banks in Chile, Colombia, Costa Rica, Croatia,
Hungary, Indonesia, Poland, Romania, South Africa, and Turkey have prepared or begun
purchases of bonds of various kinds. Both Brazil and the Czech Rep have been given the
power to do QE, but have yet to say they will use it.
Below we look at a selection of CEEMEA countries that have started QE or have the option,
and compare their crisis responses:
• South Africa - The SARB has purchased government bonds across the entire yield curve
and extended the main refinancing instrument maturities from 3 to 12 months. The
government has announced a ZAR500bn (USD26bn) support package, which comes to
10% of GDP.
• Turkey - The CBRT was already allowed to buy government bonds, which can reach 5% of
its balance sheet, but announced at the end of March that it had ramped up bond
buying. The government launched a 21 point stimulus package (Economic Stability Shield)
worth USD15.4bn to tackle the coronavirus pandemic.
• Poland - The NBP was the first to launch a QE programme on 19 March, with no time
limit or amounts specified. Purchases will be in the 2-10yr part of the curve. Poland has
the 3rd highest support package in the CEE totaling 11.3%/GDP, but of this it has the
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largest direct support component of 6.5%/GDP. This would not be possible without a
large NBP program of asset purchases, which may reach 8.4-10.4%/GDP according to
some estimates and will likely be the largest in the region.
• Hungary - The NBH started QE on 5 May, and will purchase government bonds and
mortgage backed bonds, from 3-15yr maturities. Again there is no time limit, but the
programme will be reviewed once it hits HUF1tn. The government announced the
biggest CEE anti-crisis response package of 13.6%/GDP.
• Czech Rep - The CNB has so far not used its power to do QE and has said it is the last
resort measure, which can be deployed in the case of a prolonged recession. The Czech
government has pledged to deliver the second biggest CEE anti-crisis program worth
12.3%/GDP.
• Romania - The NBR started its first-ever QE program on 1 April, but its scale is limited
due to worries about RON fragility. The government has an anti-crisis program of
3.2%/GDP, the smallest in the region.
The Impact of QE - a focus on CEEMEA countries
To date, QE has only been used on a large scale in countries with strong currencies and deep
pools of domestic bond demand. There is a concern that in Emerging Markets, these
conditions are not in place. In developed economies, QE has been used as a tool to lower
the cost of funding once conventional tools were exhausted. In EMs, the objective of the
measures is to improve liquidity and keep markets functioning. For now, the scale of EM QE
is contained and the relatively limited bond buying programmes undertaken in the first
weeks of the pandemic proved effective. Yields in all of the countries we are looking at
(Poland, Hungary, Czech Rep, Romania, South Africa and Turkey) have stabilised since midMarch (see graph of 10yr yield performance). The size of QE programmes in the CEE are
estimated by ING to be worth 8%/GDP for Poland. 3%/GDP for Hungary and just 1.5%/GDP
for Romania. In comparison, the Fed’s balance sheet was 19%/GDP at year-end 2019, the
ECB’s at 39%, the BoE at 26% and the BoJ at 105%, according to Fitch. The Fed’s balance
sheet is estimated by Fitch to have already increased to the equivalent of 32%/2020 GDP
with a commitment to open–ended QE purchases.
continued page 4
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Emerging Markets – cont’d
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Emerging Markets – cont’d
However, whilst these CEEMEA measures may have at first taken the pressure off local
currencies, in recent week there has already been a weakening in the currencies of those
EMs doing QE (see graph of currency pair percentage changes). Romania's CB has
intervened to support the Leu in recent weeks and the CNB has said it could do the same. If
CEE central banks do turn to large-scale QE, the impact on currencies would be even more
negative and this should encourage them to tread more cautiously.
While quantitative easing worked in the developed world without pushing up prices, capital
outflows and weaker currencies could quickly fuel inflation in EMs. The EPFR data shows
that the CEEMEA region saw some sharp outflows from bonds and equities, as pandemic
fear gripped markets in February/March but after the initial sell-off these have now
stabilised.
For now, apart from Indonesia, EM central banks are not buying bonds directly, but looking
to mop up bonds from the secondary market to take the pressure off yields and make the
market more attractive for foreigners. What is worrying is the prospect of QE creeping into
direct deficit monetisation, especially in those countries with less fiscal space and weaker
institutions.
For Emerging Markets, monetising fiscal deficits will risk a sharp currency sell-off, which can
spark a deeper crisis given most EMs’ dependence on external and FX financing. The danger
is that this will lead to capital flight, weaker currencies and a surge in inflation. In the end
this could force central banks to tighten policy abruptly, delivering a further blow to their
economies.
For now, growth and the immediate benefits to financial stability have taken priority over
inflation and vulnerabilities to medium-term financial stability. However, there will be an as
yet unknown tipping point - a combination of fears of policy indiscipline, inflation and capital
outflows.
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There are three key determinants for if a QE programme will work. The first is external
imbalances, size of government debt and success at inflation targeting. It is clear that for QE
to not lead to a slump in currencies and a surge in inflation, central banks need to have
credibility and independence (so that they are not perceived to be forced into financing
deficits). It looks like bond-buying programs run by South Africa, Turkey and Hungary may
face challenges over the medium-term as they run C/A deficits and/or have high
government debt levels already. Turkey performs very well on these scores, but is the one
country that has consistently missed its inflation target and by some margin. There are also
huge concerns over the central bank's independence and current policy mix (see our
previous Viewpoint for more detail here). The size of foreign exchange reserves is also a key
factor for QE credibility, as these are may be needed to sterilise bond purchases or support
the currency.
The question is if central bank policy can trump fundamentals in Emerging Markets? There
are also concerns about how fragile these markets are and what will happen once the fiscal
and monetary support fall away. Will the stabilisation in capital outflows mentioned above
be maintained? No one knows what will happen to the bonds the central banks are holding
on their balance sheets once they start getting offloaded to private investors, if they will
ever.

So far it seems that markets now seem to accept both rate cuts and QE-light by emerging
markets, just as the markets were at first fearful over QE during 2008/09 in the developed
world but came to accept this as part of a functioning central banks arsenal. Luckily for
emerging markets, the developing world is now doing more - more rate cuts, more QE and
now more fiscal stimulus. It is because there is little alternative and markets know that and
are becoming more comfortable with developed country central banks funding budget
deficits, even if central banks and governments continue to pretend that monetary and
fiscal policy is not merging. There may not be an explicit cooperation, but it is implicit and
central banks are effectively backing the sovereign market.
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US Investment Grade: Looking (Four)Ward
By Shankar Ramakrishnan and Ken Jaques
With just four working days to go until the end of the month, no new deals were
announced, as expected, on an abbreviated Friday ahead of a long holiday weekend. A
weaker broader market backdrop, with investors pricing in a possible rise in tensions
between the US and China also killed any hint of issuance interest.
The underlying tone overall for the week was strong with $46.57bln of new issue supply that
pushed the month's tally to a solid $209.31bln and the year to date numbers to $998.28bln,
arguably a deal or two away from topping the $1trln mark.
Syndicate desks on average are expecting another $29bln of supply in the coming week with
some even calling for $38bln in issuance - so a break of the trillion-dollar mark is more than
possible on Tuesday when the market resumes after the Memorial Day holiday. Such
numbers are unprecedented but with expectations of just up to $1.2-1.3trln of issuance
(some analysts expect $1.5trln) for the whole year, appetite for deals coming to the market
at this point is expected to continue to be overwhelming, though at a somewhat slower
pace than we have become accustomed to.
Book coverage on average for the week was 4.37x which is around the level seen the prior
week and spread progression through book build was an average -32bp – again indicating
technicals continue to favor issuance, despite what has been an unbelievable flood of new
issue supply.

On average for the week, spreads on new issues were about 11bp tighter than their pricing
levels.
Bankers said a slight widening was partly because of the weaker backdrop and also as highgrade credit spreads had tightened too far, too fast in recent weeks. The average high-grade
credit spread as of Thursday was some 43bp tighter on the month and about 23bp inside
levels from a week earlier, according to ICE BAML data.
“Although the significant spread tightening could expose the market to near-term weakness,
we believe investment grade spreads near 190bp and BBBs near 240bp represent good value
in the long term," said Barclays analysts in a report.
The average high-grade credit spread on Thursday was at 198bp, its tightest level in a little
over two months, while BBB spreads were at 259bp.
Optimism about life returning to normal soon with easing of lockdowns around the world
and here in the US, and continued strong appetite for quality paper should ensure decent
new paper supply but the intensity of issuance, at least based on annual estimates, should
start slowing in coming weeks – if not this week.

With news of a US-China tiff now adding to an existing crisis situation because of the
coronavirus pandemic, high-grade new issue spreads were trading slightly wider on
Friday. AT&T's $12.5bln bonds issued on Thursday were about 2bp-7bp wider in secondary
trades early on Friday while Comcast's $4bln 3-pt bonds issued on Wednesday were 2bp6bp wider. Both these deals had priced with little to no new issue concessions. Pfizer's $4bln
4-pt trade done on Monday however was trading 2bp-8bp tighter.
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The EUR Week - Bias is Bearish
By Rachel Bex, Senior Analyst

continued page 8
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The EUR Week – cont’d
Expected EUR/USD trading range: 1.0775-1.0945
EUR/USD looks set to be governed by swings in risk appetite this week, and subsequently,
how much demand the Usd is going to be in.
To this, concerning signals in early week trade point to an ongoing buy-Usd dips outlook,
with US-China tensions at the crux of price action after China's Foreign Minister Wang Yi
said Sunday that Washington seemed infected by a “political virus", warning that “Some
political forces in the US are taking China-US relations hostage and pushing our two
countries to the brink of a new Cold War".

On the charts, techs suggest a loss of 1.0851 threatens a deeper setback:
• A base has formed over Apr's 1.0727 low, and with MACD now moving into positive
territory, momentum is building for a decisive break above the 200-DMA (approx.
1.1015)/1 May 1.1018 high
• Initial target eyed at 1.1163/67 (30 Mar high/61.8% of Mar's 1.1495-1.0636 fall)
• Below 1.0851 threatens further congestion/deeper setback to 1.0767

Locally, the Euro has been provided some support of late after the Franco-German
proposal for a Eur 500bn Recovery Fund came to light. The European Commission is
scheduled to publish its own idea on a Recovery Fund (Wednesday).
Already out, final German Q1 GDP has matched the initial out-turn. That for France/Italy
are due Friday.

The May Ifo (Monday) will be watched for signs of improvement given the lifting of
lockdowns in April. June Gfk consumer confidence is due Tuesday. Note, May France
business confidence and production outlook (Tuesday), the May EMU confidence batch
(Thursday) and Italian consumer/manufacturing outturns (Thursday). April France
consumer spending (Friday) will indicate depth of consumer retrenchment at the start of
Q2.
In the US, jobless claims (Thursday) retain prominence. The market will be looking for a
sign activity is increasing which will bring focus on the May Dallas Fed manufacturing
activity index (Tuesday) plus peers from the Richmond Fed (Wednesday) and Kansas City
Fed (Thursday). May consumer confidence (Tuesday) is the sentiment highlight. The May
Michigan (final Friday) has offered just a minor upturn although suggests April maybe the
bottom. The April Chicago Fed National Activity index (Tuesday), provisional durable goods
orders (Thursday) and personal spending and income (Friday). The PCE deflator will slow
markedly in April (Friday). The core should stay above 1% y/y for this month at least. New
(Tuesday) and pending (Thursday) home sales will tumble again in April. With economic reopenings in May, April it is hoped will be the bottom.
Back to Index Page
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Euro Corp Comment: Supply Falls But Plenty of Investor
Cash to go Around
By Matthew Barrett, Senior Analyst
Corporate issuers stuck to the sidelines for a second straight day on Friday as many
European investors bridged Thursday's Ascension Day holiday into the weekend.
That left euro IG/split-rated corporate issuance for the week at EUR11.65bn, a sharp decline
from the previous week's EUR26.55bn which marked the asset class' second largest week on
record.
Despite the pace slowing, we remain well ahead of where we were at the same point in
2019 with the 2020 year-to-date haul at EUR229.445bn compared to EUR148.995bn.
A more measured week appeared to help the market somewhat, with last week's trades
faring better than the previous week where there were signs of fatigue after all the paper
printed in the first three days of the week.
Demand for last week's EUR11.65bn of paper came in at a very strong EUR45.7bn, to give an
average cover ratio across the 16 tranches of 4.07x. That marked a sharp increase from the
previous week's 2.41x.
Large order books allowed the week's batch of corporates to ramp in pricing considerably by
an average 37.63bps during the execution process, with unrated Ferrari's EUR650m 5yr
leading the way with a 60bps tightening.
That in turn allowed the borrower to print the trade around 5bps through where leads were
pitching fair value whilst Richemont was also able to secure some economic funding last
week. More broadly, the average NIC paid fell to 11.75bps. And while this is slightly elevated
compared to the YTD weekly average of 11bps, is considerably less than the 26.81bps seen
the week prior.
continued page 10
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Euro Corp Comment – cont’d
In the secondary market, last week's trades have performed well with most bid inside their
reoffers on Friday morning.
Standing out were the Nov 2023 and Aug 2026 lines from Continental AG which were bid an
eye-catching 56 and 57bps inside their landing spreads on Friday. That has more than
scrubbed out the 25bp NICs the issuer left on the table at reoffer on Monday.
Secondary corporate spreads remained well supported with investors still viewing the asset
class favourably, despite the broader tone deteriorating throughout this week.
When investors logged on Monday stocks had a spring in their step on the optimism
surrounding the unlocking of global economies, Germany/France proposals for a temporary
EU recovery fund and Covid-19 vaccine hopes.
But, worries of a second coronavirus wave, resistance from other EU members to the
recovery fund, the validity of vaccine trials questioned, as well as heightened US/China
tensions all weighed on sentiment as the week went. Then, renewed protests in Hong Kong
saw stocks come under even more pressure Friday.
Looking ahead, borrowers once again have their issuance window limited by holidays. Both
the UK and US are out on Monday for the Spring Bank Holiday and Memorial Day,
respectively.
With the strong reception given to last week's deals and investors appearing to remain keen
to add corporate paper both in the primary and secondary markets, there are likely to be
many more issuers looking to raise much-needed liquidity at competitive pricing levels
should conditions permit.
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China Insight: NPC Announced Smaller-Than-Expected CGSB
Issuance
By Tim Cheung, Head of China, Riki Zhang EM Analyst
The NPC meeting officially kicked off in Beijing (22 May). There, Premier Li Keqiang announced:
• a CNY1,000bn issuance of central government special bonds (CGSB), versus the market
consensus of CNY2,000bn
• a CNY3,750bn issuance of local government special bonds, versus last year's CNY2,150bn and
a market consensus of CNY3,500-4,000bn
• a rise in fiscal deficit-to-GDP ratio target to 3.6%, vs last year's 2.8%.

schedule of a supply of as much as CNY1,000bn worth of bonds. Due to the seasonality, liquidity
usually tends to be a bit tight in June and July, followed by moderate easing in August (chart 1).

Unsurprisingly, Premier Li did not set any GDP growth target for 2020 amid the uncertainty in
the aftermath of the COVID-19 crisis.
Given the issuance size of upcoming CGSBs being far smaller than the market consensus of
CNY2,000bn, the initial reaction of the secondary market was quite positive. We saw a 3bp drop
in the CGB 10-year yield in secondary trading right after the announcement was made. Despite
lack of details about the timing of the upcoming issuance, market participants in general believe
the supply won't come till August, just like previously in 2007.

Assuming 2007's issuance pattern repeats itself (chart 2), the supply will be broken into 7-8
tranches with the first one being the largest in size.

Before this year, the central government has issued special bonds three times. The first
issuance, involving 30-year paper, was in 1998, which aimed to boost bank capital post the Asian
Financial Crisis. The issuance was targeted at four national banks, funded mainly by liquidity
released from a RRR cut. The CNY270bn proceeds were then injected into the four national
banks to boost their capital. The operation resulted in a composition change on the liability side
of PBoC's balance Sheet. The second issuance was in 2007, under the backdrop of rapid
expansion of FX reserves. The total CNY1.55tn raised was used to purchase equivalent FX from
PBOC to set up China Investment Company, involving 10- and 15-year papers. Out of the total
amount, CNY1.35tn was directly sold to Agricultural Bank of China, which then re-sold the bonds
to PBOC. The remaining CNY200bn of papers were sold to investors via auctions, which was
small enough to cause only very brief liquidity turbulence. The third issuance was in 2017,
merely a roll-over of the maturing part of the 2007 special CGB.
Liquidity is one of the key factors that the central government will consider in setting the time
Back to Index Page
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Know The Flows: Curve For Money Market Fund Flows
Flattening
By Cameron Brandt, Director, Research
Money Market Funds posted their first outflow since late February during the week ending May
20, capping - at least for now - a flight to cash that has seen $1.2 trillion committed to these funds
over the past 12 weeks. In that time, EPFR sister company iMoneyNet calculates that the average
30-day yield among taxable US Money Market Funds has fallen from 1.28% to 0.18%. Bond Funds,
meanwhile, took in fresh money for the sixth straight week as High Yield Bond Funds extended a
run of inflows stretching back to late March.
Investors pulled another $7.5 billion out of Equity Funds, with Emerging Equity Funds
experiencing net redemptions for the 14th consecutive week and Europe Equity Funds for the
11th time in the past 13 weeks. But Equity Funds with socially responsible (SRI) or environmental,
social and governance (ESG) mandates saw year-to-date inflows push over the $47 billion mark.

The week ending May 20 also saw a net $452 million committed to Alternative Funds, with the
bulk of that money going to Leveraged Bear Funds, and $17.7 billion to Bond Funds while $883
million flowed out of Balanced Funds and $5.9 billion from Money Market Funds.
At the asset class and single country fund levels, flows into China Bond Funds hit a 10-week high
and Korea Bond Funds recorded their biggest inflow since early 3Q17, Spain Bond Funds posted
outflows for the 19th time in the past 20 weeks while Spain Equity Funds snapped an 11-week
outflow streak and redemptions from Netherlands Equity Funds hit their highest level since
4Q18. Inflation Protected Bond Funds chalked up their biggest inflow since mid-February and
flows into Total Return Bond Funds climbed to a five-week high.
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BTP/BONO Spread – Narrowing Threat Whilst 115/132 Caps
Technical Analysis by Ed Blake
•

Consolidates broader narrowing within a diminishing band under the 115/132 zone (21
April and 16/17 March highs)

•

While 115/132 continues to cap, watch for renewed narrowing through the 87 pivot reopening the 58-66 zone

•

A downside break is required to mark new two-year lows and expose support at 47

•

Only above the 115/132 barrier would negate the narrowing threat, suggest broader basing
and re-open 154

____________________________________________
STRATEGY SUMMARY
Sell into any near-term widening towards 115 as we await fresh narrowing through 87 re-opening
the 58-66 support zone. Stop and reverse on a clearance of 132
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R5
R4
R3
R2
R1

163
154
143
132
115

S1
S2
S3
S4
S5

87
76
66
58
47

Resistance Levels
76.4% retrace of 195/58 narrowing
9 August 2019 lower high
61.8% retrace of 195/58 narrowing
16/17 March 2020 highs
21 April 2020 high, near a year-long falling trendline at 118 and 6 May 2020 high at 112
Support Levels
30 March 2020 former high and 27 April 2020 low, near 200DMA at 85
2 April 2020 low
26 March 2020 low
2019 low – 13 September, near 2020 low at 60 (posted 12/13 February)
24 April 2018 higher low
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EUR/USD – Bulls Fighting to Hold 20-Year Trendline Support
Technical Analysis by Andrew Dowdell
• Attempting to stabilise near an approx. 20-Year rising trendline drawn from the Oct 2000 low
• The 50-Month MA has flattened out and monthly Stochastics have crossed higher from
oversold levels

____________________________________________
STRATEGY SUMMARY
Potential for a more substantial recovery is growing, targeting 1.1495/1.1815 initially. Below
1.0636 threatens extension towards 1.0341/1.0073.
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Resistance Levels
R5
R4
R3
R2
R1

1.2886
1.2555
1.2155
1.1815
1.1495

15 October 2014 high
16 February 2018 high
1 March 2018 low
24 September 2018 high
9 March 2020 high

S1
S2
S3
S4
S5

1.0636
1.0341
1.0073
.9594
.8230

Support Levels
23 March 2020 low
3 January 2017 low
76.4% of .8230-1.6038 rally
5 January 2001 high, near the 17 September 2002 low at .9613
26 October 2000 low
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Silver – Bulls Seek an Extension to 18.948/19.650
Technical Analysis by Ed Blake
•

Recovers from 11.642 (18 March 11¼-year low) to retrace over 76.4% of the prior fall from
18.948 - 24 February YTD high

•

Strengthening studies suggest a return to 18.948, beyond which re-opens the 2019 peak at
19.650

•

Above would mark new 3½ year highs and target significant lower peaks at 20.138/21.138

•

Dips should hold former range resistance at 15.988 and only below delays and cautions for
the 14.547 higher low

____________________________________________
STRATEGY SUMMARY
Buy dips towards former range resistance at 15.988 as we await an uptrend extension to
18.948/19.650 and beyond. Place a stop under the 14.547 higher low
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R5
R4
R3
R2
R1

21.138
20.138
19.650
18.948
17.625

S1
S2
S3
S4
S5

15.988
14.547
13.823
11.642
10.126

Resistance Levels
2016 high – 4 July
7 September 2016 lower high
2019 high – 4 September
2020 high – 24 February, near equality of 11.642/15.988 from 14.547 at 18.892
20 May 2020 high
Support Levels
10 April 2020 former high
21 April 2020 higher low
1 April 2020 low
18 March 2020, 11¼ year low
23 December 2008 higher low
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