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The Citi UK economic surprise index is on the slide at -132.2 (near record low of
-140.3 on May 12) versus around -50.0 mid last week following the much worse
than forecast and record -20.4% m/m UK Apr GDP on Fri. The lockdown effect.
The data came ahead of this week's BOE on Thursday…
Euro Corp Comment: Supply Rises in Front Loaded Week
- by David Corbell, p5
Issuance from corporate borrowers was plentiful last week with single currency
supply totalling a hefty EUR10.64bn via 17 lines. With that, year-to-date euro
IG/split-rated corporate issuance now stands at EUR260.01bn which is an
impressive 52% ahead of where we were at the same stage in 2019.
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- by Anil Mayre, p6-7
The High Level Forum on the Capital Markets Union (CMU) spoke out in favour
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for Europe's Capital Markets".

US Investment Grade Weekly Wrap
- by Ken Jaques, p8
Ex-SSA high grade issuance ended the week at $28.9bln, enough to top the
lowest estimate of $27.5bln, but falling short of the average guess ($36.2bln),
and far below the highest estimate of $56bln. However, one cannot fault the
Street for the shortfall…

China Insight: Deleveraging Again?
- by Tim Cheung and Riki Zhang, p9
With the economy still struggling to recover from the recession caused by COVID19, we are quite surprised by the central government being in such a hurry to
stress financial risks control.
Know The Flows: Optimism About US Job Market And European Stimulus Boosts
Equity Fund Flows in Early June - by Cameron Brandt, p10
Flows into EPFR-tracked Equity Funds hit a two-month high during the week
ending June 10 while Money Market Funds posted consecutive outflows for the
first time since mid-February as investors responded to positive news on both
sides on the Atlantic and moved further off the sidelines.
UK 2yr Yield – Corrective Bounce Before Decline Resumes
- by Ed Blake, p12
Sell into near-term corrective gains as we await fresh record lows towards
Fibonacci projections at -0.181/-0.220. Stop over 0.127 and reverse on a
clearance of 0.223.
CHF/JPY – Momentum Building For Acceleration Higher
- by Andrew Dowdell, p13
Look to buy for a target of 120.57. Below 111.06 threatens further congestion/retest of 108.70.
Front Month Brent – 50.45/53.90 Eyed While Over 33.54
- by Ed Blake, p14
Look to buy into near-term corrective easing as we await renewed recovery
targeting 43.41 then 50.45. Stop and reverse on a break under 33.54.
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The GBP Week - Bias is Bearish
By Tony Nyman, Head of G10 FX

continued page 4
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The GBP Week – cont’d
Expected Gbp/Usd trading range is 1.2300-1.2625.
See bottom right of the Dashboard, the Citi UK economic surprise index on the slide at
-132.2 (near record low of -140.3 on May 12) versus around -50.0 mid last week following
the much worse than forecast and record -20.4% m/m UK Apr GDP Fri. The lockdown
effect.
The data came ahead of this week's BOE on Thursday. An expansion of the QE programme
is expected. Gbp 150bln seems to be the median and if that pans out it is likely to have just
a limited impact on the Pound. Of course, that's not the only issue for the MPC.

The Times though reports the head of the WTO warned the PM that relying on WTO terms
under no-deal would slow Britain's recovery from COVID, saying sticking closer to present
arrangements would be better for jobs.
RISK - Need any more? BOE, COVID & Brexit. See top right of the Dashboard and six out of
seven weeks of OUTFLOWS from UK focused equity funds, according to data from our
partners at EPFR. In the week to Jun 10, ETFs and mutual funds produced outflows Usd
924.4mln and largest since early Feb. We have talked plenty on GBP sentiment in Jun so
far. This data looks a decent gauge currently, as EUR/GBP attacks 0.9000-plus again.

Recall relatively new BOE governor Bailey said late last week that the MPC is ready to take
further action and the OECD remarked the UK will likely be the worst-impacted by the
pandemic among the developed economies. So, even if it's only QE expansion this week
could Bailey and co. hint at more ahead? On Fri, BofAML hit the headlines by forecasting
0% rates by Aug and a 'weak form' of YCC. If Bailey hints that negative rates could, even
will, be coming before year-end then GBP could be really vulnerable. Broadly.
Into the MPC, there are a number of first-tier UK DATA releases scheduled:
• Tue - Claimant count rate, employment change 3M (-105k forecast in Apr) and AWE.
• Wed - CPI, expected even softer at 0.5% y/y in may vs 0.8% last.
• Post BOE, Fri - Retail sales, seen positive at 6.4% m/m in may vs -18.1% last. Forecast
-16.4% y/y.
COVID stays a major and negative focus, as under fire UK PM Johnson launches a review of
social-distancing rules as he tries to encourage consumers to go out and “shop with
confidence” when non-essential stores re-open in England Monday. Chancellor Sunak
hinted a temporary VAT cut is an option as he said that a resurgence of “animal spirits”
was critical to protecting jobs. Sunak has not been shy in executing stimulus. We suspect
he won't be shy to do so again.
BREXIT, too, of course and the UK govt will aim to speed up talks with the EU on a video
call with the EZ chiefs on Mon. Johnson will reportedly ask to get an agreement by autumn
"at the latest" and will make it clear he's ready to walk away if there's no compromise. This
after Brussels warned it won't sacrifice its economic interests just to do a deal. See our
'Viewpoint - The changing negotiations positions revisited' and our belief that the EZ
should be just as keen to strike a deal and take on a more conciliatory/compromising tone.
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• Extends the correction from 1.2813 (10 Jun swing high) to probe 1.2501 (4 Jun higher
low)
• Further easing towards 1.2444 (50% 1.2076-1.2813 rally) is possible but confluence of
50-DMA and 2-1/2 month trendline support could limit losses to cushion the fall near
1.2400-1.2415 area
• Regaining 1.2755 (11 Jun high) would renew scope for 1.2849
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Euro Corp Comment: Supply Rises in Front Loaded Week
By David Corbell, Head of Credit, Europe
Issuance from corporate borrowers was plentiful last week with single currency supply
totalling a hefty EUR10.64bn via 17 lines. That marked an uptick from the EUR9.25bn raised
the previous week during which a holiday and an ECB meeting narrowed the potential
supply window.
With that, year-to-date euro IG/split-rated corporate issuance now stands at EUR260.01bn
which is an impressive 52% ahead of where we were at the same stage in 2019. Last week
also saw the window narrowed by a holiday which came on Thursday (Corpus Christi),
encouraging issuers to heavily front-load the week.
That was just as well given the trip down the express elevator suffered by markets on
Thursday as fears over a second wave of COVID-19 infections compounded concerns over a
protracted recovery to pull the rug from beneath markets that had rallied hard in recent
weeks on a mixture of back-to-work and stimulus bets. In truth though, while Thursday saw
markets dump in spectacular fashion, players had already been chipping away at recent
euphoria from Monday onwards.
With supply running at robust levels and sentiment turning more suspect, a few tell-tale
signs of a slightly softer demand backdrop appeared. That came in the form of a weaker
average cover ratio (down to 3.18x from the prior week's 7.26x) and also a rising average
NIC (up to 1.29bps from -8.08bps prev). That said, with the previous week's average NIC
being the lowest of the year so far, it was always going to be a tough act to follow. Average
spread compression also eased back to 35.2bps this week (from 51.5bps last week)
Also worth noting is that the week's average NIC was pushed higher by VW's 2-part hybrid
(equally weighted EUR3bn PNC5/PNC9) which was launched Wednesday as the tone was
turning more suspect.
Plenty of others managed to achieve very cost effective funding though
with OMV, Deutsche Boerse, Veolia Environnement, SNAM and Enexis all printing their
trades either flat to, or well through fair value levels
Back to Index Page

Prospects
In the sense that the coming week is clear of major holidays, the potential window for
issuance will be wider. However, the ability of issuers to exploit that window will be
dependent on whether the sell off seen last week represents a correction from which
markets can regroup or the start of a more fundamental re-evaluation of current risks.
With the ECB still committed to backstopping markets, and equity volatility seemingly back
on the rise, it's hard to see the allure of IG corporate product evaporating anytime soon
although issuers may need to consider just how far pricing can be pushed given the cracks
that have appeared across the financial landscape.
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High Level Forum on CMU Calls For Securitisation Growth
By Anil Mayre
The High Level Forum on the Capital Markets Union (CMU) spoke out in favour of
securitisation last week, as it published its final report titled “A New Version for Europe's
Capital Markets".
“Re-launching and scaling up securitisation is an essential component of the CMU, a bridge
between the Banking Union and the Capital Markets Union and can bring considerable
benefits to the European financial system," the report says.
The report makes recommendations for an assessment of synthetic securitisation, capital
charges, treatment under Solvency II and LCR and disclosure requirements.

Some measures could be implemented very quickly as they need regulatory authority
guidance or Level 3 regulation amendments.
The timeline for the potential implementation could be as short as 12-18 months for those
needing Level 1 and 2 amendments. And if priority is given to aligning with Basel, the
delivery timetable would depend on achieving consensus in the BCBS.
The report outlines seven recommendations to boost the market, and also flags the benefits
securitisation can bring.
Among these is providing banks with liquidity to deal with the impact of COVID-19, help
them manage balance sheets and reduce the link between sovereign and banks given the
quantity of sovereign-guaranteed loans.
Rabobank analysts wrote that as the European Commission mandated this report itself “the
chances these proposals will be used to update the CMU to version 2.0 are high."
And that was a view shared in other areas of the market.
Prime Collateralised Securities, an industry body which among other things is a third-party
verification agent for STS compliance said: “Not only is the report to be welcomed for its
suggestions but also for the level of detail into which it goes (including, for example, a list of
Back to Index Page

legislative norms that require amendments).
“PCS very much hopes and is optimistic that the European Commission will not only act on
these excellent proposals but will be able to do so expeditiously.“
The report says securitisation has an important role to play in the EU-27, where the
introduction of Basel 3 will increase bank capital requirements by around EUR100bn.
The focus on sustainable finance and ESG imposes new criteria on lending and balance sheet
exposures, and banks must address the new capital and financing needs through asset sales,
balance sheet optimisation and/or securitisation.
Assuming half of the bank capital increase is due to residential mortgages and half of that is
addressed via securitisation, then some EUR800bn of new RMBS is needed in the next 5-10
years, the report says.
The report adds that securitisation represents 12.5% of GDP in the US (excluding GSEs), 12%
in the UK and just 3% in the EU-27. In addition, securitisation represents around 6% of green
bonds in China but just 1% in the EU-27.
US private-label securitisation was USD787bn in 2018, on top of USD1,700bn of agency MBS
and USD290bn of agency CMO. In Europe, meanwhile, the report says there was EUR139bn
of placed issuance in 2018, dropping to EUR131bn in 2019 due to delays and complexity in
implementing the STS regime.
And that data “suggests the enormous potential securitisation has in the EU to advance
capital markets union and green finance.".
The report invites the European Commission to address seven key issues, “which are the
main obstacles for the development of a robust securitisation market."
continued page 7
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European Securitisation – cont’d
1) Unlocking the significant risk transfer assessment process:
The report asks the Commission to review this process and to better delineate cases where
an ex-ante assessment is needed to ensure the reduction in own funds requirements is
justified by a commensurate transfer of credit risk.
The report says that if the criteria are met a systematic ex-ante review should be
unnecessary as it may create regulatory uncertainty and add to the resources needed if the
market takes off. The ex-ante assessment should be limited to complex transactions.
2) Recalibrating capital charges to senior tranches, in line with their risk profile under CRR2:
The report asks the Commission to further assess the need to recalibrate senior tranche
charges in line with their risk profile and lower the risk weight floors especially for originator
and sponsor banks.
It also asks to assess the establishment of an adequate and risk-sensitive calculation for the
weighted average maturity for cash and synthetic deals in bond and loan facility format,
based on well-established conservative market practices.
There is also a call to review the loss-given default input floors. And the report encourages
further development of the European non-performing exposures securitisation market. This
would help banks restructure balance sheets allowing new lending to support the real
economy, the report says.
3) Recalibrate capital treatment for securitisation tranches under Solvency II:
The Commission is invited to assess the need to further recalibrate securitisation capital
treatment under Solvency II, reducing the gaps between the stress test shocks applied to
mezzanine and senior STS tranches and well as between respective STS and non-STS
tranches.

The stress factors should be realigned where justified with those for equally rated corporate
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and covered bonds. Furthermore, the stress factors for senior securitisation tranches must
be made commensurate with their risk and in principle lesser than those applied to the
underlying exposures on a stand-alone basis.
4) Reducing the cost of SME financing:
The report invites the Commission to promote SME financing via securitisation by including
in the scope of the European Single Access Point credit information on companies that can
be accessed by investors and continuing efforts to improve credit underwriting standards
and NPL reduction.

5) Applying equivalent treatment to cash and synthetics of all asset classes, and including
their STS execution:
The Commission is invited to assess the need to further expand the scope of synthetic
securitisation and apply the same regulatory treatment to synthetics and cash including the
preferential capital treatment.
6) Upgrading eligibility of senior STS and non-STS tranches in the LCR ratio.
This recommendation asks for an assessment of the criteria for the LCR ratio (HQLA) and
more specifically consider (i) upgrading HQLA-Level eligibility of large senior STS tranches
and (ii) maintaining former eligibility for HQLA Level 2B of senior securitisation tranches that
do not meet the higher requirements for upper HQLA level (e.g. STS designation, issue size,
high credit quality step etc).
7) Differentiating between disclosure and due diligence requirements for public and private
securitisations:
This relates to differentiating between disclosure requirements for public securitisation and
private bilateral cash and synthetic transactions. It asks to establish the principle of
proportionality in the application of these requirements, and allowing for long-term use of
ND (no-data) fields and for a transition period for the reduction of these ND fields where
practically possible.
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US Investment Grade Weekly Wrap
By Ken Jaques
Ex-SSA high grade issuance ended the week at $28.9bln, enough to top the lowest estimate
of $27.5bln, but falling short of the average guess ($36.2bln), and far below the highest
estimate of $56bln. However, one cannot fault the Street for the shortfall. No, the fault lies
with the broader markets, which displayed a trend of volatility last week not seen since the
run up to the COVID-19 induced economic shutdown three months ago, which left potential
borrowers, and the rest of us, scratching our heads over the effects of reopening the
economy.
For the better part of the week, the stock market went on a tear, with Dow gaining more
than 700 points since the prior Thursday's close, the S&P500 turning positive for the year
and the Nasdaq topping the 10,000 mark for the first time in history on Wednesday, all on
the wave of optimism over the reopening of businesses across the country. In the
meantime, as investors turned to more riskier assets, bond yields climbed, to where the
benchmark 10yr note, which closed a week ago at 0.825%, ballooned to as high as 0.92%.
Then, after reports of a spike in the number of new coronavirus cases in most of the States
where businesses have reopened began to surface, the bottom fell out Thursday. In Arizona,
the number of new cases nearly doubled – a daily average of more than 1,000 new cases since its reopening over the Memorial Day weekend.

In the meantime, as the mass herd mentality exodus from riskier assets returned in earnest,
the 10yr Treasury yield fell to 0.66%, back to its opening level for the month, shedding
25bps in a week. As a result, though, corporate spreads, which had tightened 27bp since the
beginning of the month, then widened 10bp over two sessions to +170bp. Needless to say,
that gave potential borrowers reason to pause before tapping the market, to the extent that
there were 10 stand downs – evidently, there's where that average estimate came from –
though two offerings totaling $1.3bln did happen to make it through – the slowest issuance
day, barring Friday's, since three issues totaling $1.9bln priced on May 1.
As for the 39 tranches that have already priced this week - prior to Friday's two deals -, the
end results were rather impressive, contracting, on average, 33.5bp from IPT/PX; being
oversubscribed by 5.27x; and coming in with an average NIC of -8.44bp. In comparison, the
yearly IPT/PX compression stands at -31.2bp, while the average oversubscription rate is
4.32x and the average NIC is 14.6bp.
As for the coming week, it appears with the possibility of a massive deal from Pacific G&E they will be looking to raise $11bln, though how much of that will be investment grade is
still unknown - the Street is looking for, on average, $36.5bln to price, with the guesses
ranging from a low of $30bln, to a high of $45bln. As always, stay tuned.

These kinds of headlines are what sent the markets into a tailspin on Thursday as that
optimism over the reopening of the economy, turned to pessimism over a possible, if not
probable, second wave of the pandemic threatening to close the economy once again. The
Dow fell an unprecedented – a leading candidate for Merriam Webster's word of the year –
1,862 points, or nearly 7%, its worst day since falling 13% on March 16. The S&P500 is now
down 7% on the year, while the Nasdaq, while still positive for the year fell 500 points below
that record setting 10,000 level.
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China Insight: Deleveraging Again?
By Tim Cheung, Head of China, Riki Zhang EM Analyst
After bonds were sold off continuously for almost four weeks, CBRC chairman Guo Shuqing on 3
June surprisingly talked about the importance of financial risks control in a conference. Shortly
after that, MOF on 8 June expressed its concerns over financial risk management in a statement
after holding a conference with local government ﬁnance bureau heads. The statement
highlighted the need to strengthen scrutiny over ofﬁcials who borrowed local debt in a way
inconsistent with laws and regulations and warned local officials not to ignore debt risks. The
statement did not provide specific numbers, but the tone was strong enough to make many
people recall the policy theme of financial deleveraging that the President pushed for during
2017-2018.

multi-month bear run right after President Xi delivered his speech about the importance of
financial risks control in March 2017.

With the economy still struggling to recover from the recession caused by COVID-19, we are
quite surprised by the central government being in such a hurry to stress financial risks control.
In our view, besides the upcoming issuance of a large amount of central government special
bonds, there should be two things at least making the policymakers worried about a
deterioration of the leverage outlook of the whole system.
Chart 1 shows that the leverage rate of the deposit taking institutions and financial institutions is
back at around 11% after reaching as low as 10% in the summer last year. However, bear in
mind, it was only at around 12% when President Xi first talked about the importance of financial
risks control in March 2017 and then pushed for financial deleveraging over the following 18
months. With many enterprises being in liquidity/financial stress post the COVID-19, we think
policymakers are aware of the risk of a strong bounce in the leverage rate in foreseeable future.
Chart 2 shows structured deposits have grown strongly since the outbreak of COVID-19 in Jan.
That obviously is a result of a surge of demand for high-yield deposits which are backed by
various types of debt instruments in the ongoing low interest rate environment.
Given the prevailing economic outlook, we don't think the central government will push for
financial deleveraging, if at all, as aggressively as in the period of 2017-2018. However, we don't
rule out a potential clamp-down of some improper financing in the very near future, which in
turn may be bearish for the bond market. Don't forget the China bond market did experience a
Back to Index Page
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Know The Flows: Optimism About US Job Market And
European Stimulus Boosts Equity Fund Flows in Early June
By Cameron Brandt, Director, Research
Flows into EPFR-tracked Equity Funds hit a two-month high during the week ending June 10 while
Money Market Funds posted consecutive outflows for the first time since mid-February as
investors responded to positive news on both sides on the Atlantic and moved further off the
sidelines.

since late December and Korea Equity Funds extended their current inflow streak to 11 weeks and
$8.5 billion.

In the US the pace of unemployment claims continues to slow, and May’s job report showed a
surprising – albeit modest – rebound in job creation, while Germany’s recently announced $1.5
trillion stimulus packages has boosted hopes that European policymakers will find common
ground in combating the economic effects of the current pandemic. Europe Equity Funds posted
their biggest inflow since mid-1Q18 and Europe Bond Funds set a new inflow record while both
US Equity and Bond Funds chalked up solid inflows.
Investors continue to take a redeem-and-see approach to the tensions surrounding China’s trade
disputes with the US and its more assertive approach towards Hong Kong. China Equity Funds
extended their longest run of outflows since 3Q17 while redemptions from Hong Kong Equity
Funds climbed to a 45-week high.
Overall, a net $13.7 billion flowed in EPFR-tracked Equity Funds during the first full week of June.
Balanced Funds absorbed $1.3 billion, Alternative Funds $1.4 billion and Bond Funds $24.6 billion.
Money Market Funds saw $6.8 billion flow out, although flows to Europe and Japan Money
Market Funds – both operating in negative interest rate environments – climbed to 10 and 25week highs respectively.
At the single country and asset class fund levels, both Municipal and Total Return Bond Funds set
new inflow records. Redemptions from UK Bond Funds hit an 18-week high, Austria Equity Funds
recorded their biggest inflow since early 3Q14, Korea Bond Funds posted their biggest outflow
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For further information on EPFR, please click HERE

10

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
covered, please contact your Account
Manager.
sales.financial@informa.com

IGM

11

UK 2yr Yield – Corrective Bounce Before Decline Resumes
Technical Analysis by Ed Blake
•

Extended the long-term yield decline through parity to reach -0.092 (11 June record low),
before moderating

•

Daily bullish divergence suggest scope for a near-term bounce towards lower highs
between 0.037/0.127

•

While this caps, watch for a downtrend resumption to the -0.092 record low then
projections at -0.181/-0.220

•

Only a clearance of 0.127 would give the recovery traction for 0.223 (31 Mar lower high)
and beyond

____________________________________________
STRATEGY SUMMARY
Sell into near-term corrective gains as we await fresh record lows towards Fibonacci projections
at -0.181/-0.220. Stop over 0.127 and reverse on a clearance of 0.223
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R5
R4
R3
R2
R1

0.223
0.173
0.127
0.084
0.037

S1
S2
S3
S4
S5

-0.092
-0.181
-0.220
-0.282
-0.323

Resistance Levels
31 March 2020 lower high
7 April 2020 high
23 April 2020 high
27 April 2020 high
5 June 2020 lower high, near the 50 DMA at 0.027
Support Levels
11 June 2020 record low
1.236 projection of 0.958/0.272 from 0.667
Equality of 0.667/-0.039 fall from 0.486
1.382 projection of 0.958/0.272 from 0.667, near 1.236 projection of 8.152/3.133 from 5.906
2.618 projection of 5.906/3.654 from 5.573
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CHF/JPY – Momentum Building For Acceleration Higher
Technical Analysis by Andrew Dowdell
• Shallow multi-year channel off 118.61 highlights a lack of bearish impetus
• Posted successive higher lows near a rising trendline off 102.00 & the 200-Week MA has
reverted to support

____________________________________________
STRATEGY SUMMARY
Look to buy for a target of 120.57. Below 111.06 threatens further congestion/re-test of 108.70.
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R5
R4
R3
R2
R1

124.95
120.57
118.61
118.06
114.59

S1
S2
S3
S4
S5

111.06
108.70
106.74
105.92
102.00

Resistance Levels
61.8% of 139.14-102.00 fall
50% of 139.14-102.00 fall
10 July 2017 high, near the 2 February 2018 high at 118.56
21 September 2018 high
5 June 2020 high
Support Levels
12 May 2020 high
7 May 2020 low
4 October 2019 low
3 January 2019 low
24 June 2016 low
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Front Month Brent – 50.45/53.90 Eyed While Over 33.54
Technical Analysis by Ed Blake
•

Recovered strongly from 15.98 (22 April, 21-year low) to 43.41 (8 June high), ahead of
minor corrective easing

•

While the 33.54/36.98 support zone limits the pullback, constructive daily/weekly studies
suggest renewed gains

•

Above 43.41 targets closure of the gap down from 45.18, then the 50.45/53.90 resistance
cluster

•

Only below 33.54 would concern and risk a deeper corrective setback targeting the 28.66 (6
May) reaction low

____________________________________________
STRATEGY SUMMARY
Look to buy into near-term corrective easing as we await renewed recovery targeting 43.41 then
50.45. Stop and reverse on a break under 33.54
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R5
R4
R3
R2
R1

60.00
53.90
50.45
45.18
43.41

S1
S2
S3
S4
S5

36.98
33.54
28.66
23.22
15.98

Resistance Levels
20 February 2020 lower high, just over 76.4% retrace of 71.75/15.98 fall at 58.59
3 March 2020 lower high
6 March 2020 high also 61.8% retrace of 71.75/15.98 fall and near the 200DMA at 50.81
6 March 2020 low, gap high
8 June 2020 high, gap low and near 50% retrace of 71.75/15.98 fall at 43.86
Support Levels
21 May 2020 former high
22 May 2020 minor higher low
6 May 2020 reaction low
23 April 2020 former high
22 April 2020, 21-year low
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