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Look to buy for a target of 1.1430. Place stop below 1.0566.
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The NZD Week - RBNZ to Look to Combat Kiwi Strength
By Tony Nyman, Head of G10 FX

continued page 4
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The NZD Week – cont’d
Bias is Bearish
Expected Nzd/Usd trading range is 0.6500-0.6660.
See bottom right of the Dashboard, last week coincided with a spike in the Citi NZ
economic surprise index, at 109.2 last. That's just off Wed's 110.6 YTD high and some
investors could be mulling at least a near-term top in the series in the wake of the worse
preliminary Aug ANZ business confidence survey of -42.4 vs -31.8 in Jul, which was a
COVID period best outturn.

Keep in mind Wed's 1.0bln 0.6525 expiry. Could be a magnet?
RISK - Plenty of potential external impactors, i.e. gold and commodities, US-China
relations, risk and Reps-Dems fiscal package talks, Usd liquidity.

Thanks to the investment bank who noted in 'Threatening to roll over' that most forwardlooking activity indicators deteriorated from Jul, but not all. ANZ added there are three
prongs to this economic crisis: lockdown, closed borders, and an incredibly synchronised
global slowdown that will hit exports. So far, NZ has navigated the first and managed to
eliminate the virus. But we're still a long way from the finish line. And with temporary
fiscal support measures poised to roll off in coming months, and the impacts of a closed
border to be fully felt only when the peak-tourism summer season arrives, there are plenty
of economic hurdles to clear yet. Today's data is indicative of exactly that.
Also data-wise, Jul credit card spending comes tonight.
And so to this week's RBNZ. The main event early Wed is expected to show Orr and co
leave the OCR at 0.25%. See bottom middle of the dashboard, there's only an 11% implied
probability of a rate cut by Nov, but that does not mean this week's meeting will not
garner any interest.
We expect a fairly dovish overall message. Though NZ has coped remarkably well through
the crisis, the CB will know all too well the domestic economic outlook will be hugely
impacted by the rest of the developed world's ability to pull through. We suspect Orr will
look to keep options on negative rates and foreign asset purchases on the table,
particularly in a battle to avoid sustained Kiwi strength.
At this point, NZD is the month's worst G10 performer in Aug. We are short from 0.6660,
will traditional negative Aug seasonality really start to kick in this week?
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• Focus is still on the 31 Jul .6716 high, whilst near-term dips hold over .6575 (3 Aug low)
• Above the former opens the Dec'19 reaction high/61.8% of 2017-20 fall at .6756/60
next ahead of the Jul'19 high at .6796 (near 200-Week MA, approx .6800)
• Only below .6575 then .6503 suggests a more substantial pullback
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APAC US$ Supply Stats: July Registers Second Highest Monthly
Volume YTD
By Andrew Perrin and Sylvia Xu
The month of July 2020 produced a bumper U$45.598bn of supply in the APAC primary market
(including Japan), courtesy of 70 issuers across 89 separate tranches. That slightly beat the
previous month's total of US$44.85bn, although fell short of the US$51.084bn which priced in July
2019.

Back to APAC US$ issuance volume, and in terms of breakdown by country, China maintained its
dominant position at the top of the pile in July 2020 with a contribution of US$24.173bn or 53% of
the total raised, which was almost on par with the jurisdiction's contribution the previous month in
both percentage and volume terms.

Last month still boasted the second most active month since then however, only exceeded in Jan
2020 where US$57.352bn materialised when the primary market was firing on all cylinders in the
new year pre COVID-19.

And it was Japan which followed at number two for the second consecutive month, with the
US$13.25bn of funding raised by Japanese issuers in July equating to 29.1% of the monthly total.
Also making a notable contribution in July were Philippine borrowers with US$4.225bn or 9.3% of
the monthly total, marking the most active month in terms of issuance volume for the nation's
borrowers year to date, thanks to 11 individual tranches from 10 issuers spanning the investment
grade and unrated categories.
The rest of July's offerings were made up by bonds from issuers headquartered in South Korea,
India and Thailand totalling a combined US$3.95bn.
continued page 6

The robust pace of issuance in July coincided with a conducive backdrop in the broader Asiadollar
cash credit market where both investment grade and high yield spreads maintained a tightening
bias. This is outlined by the Bloomberg Barclays Asia $ IG Index OAS (BAIGOAS) which closed out
the month at 180.2bp, a tightening of about 24bp compared to where the index started the month
(204bp). In the high yield space, the Bloomberg Barclays Asia $ HY Index OAS
(BAHYOAS) tightened by around 73bp over the course of July 2020 to close out the month at
706.4bp.
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APAC US$ Supply Stats – cont’d
Turning to the sector breakdown, and accounting for the lion's share of issuance volume in
July 2020 were financial issuers with a contribution of US$20.41bn or 44.8% of the monthly
total, anchored by industry bellwethers from China and Japan. That marks a return to the
top spot for the industry in percentage terms for the first time since February 2020 when it
contributed 44.6% to the monthly total.
Maintaining its silver medal position last month was the SSA/SOE/LGFV category which was
responsible for US$11.05bn or 24.2% of the monthly total, the majority of which came from
Japanese agencies and Chinese state-owned enterprises.
Aside, property and Corporate (non-property) sectors made up 15.8% and 15.2% of July's
total respectively.

Next, looking at classification by market type, and Reg S only transactions made up the bulk
of APAC US$ supply in July 2020 at US$28.398bn or 62.3% of the total. SEC-Registered
format followed in second place with a contribution of 25.8%, all of which was contributed
by Japanese investment grade issuers. 144A/Reg S supply accounted for the rest at 12%.

continued page 7
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APAC US$ Supply Stats – cont’d
Meanwhile, APAC US$ issuance volume was skewed in favour of the investment grade
category at US$33.11bn in July 2020, consistent with the overall trend observed since the
start of the year. The proportion in percentage terms at 72.6% of the monthly volume also
continued a steady decline since April, while in contrast high yield and unrated issuance
continued to increase their market share in percentage terms over the same period, making
up up 15.8% and 11.5% of the total supply in July 2020. That as risk sentiment gradually
improved after the acute coronavirus-inspired bouts of market volatility largely kept riskier
issuers out of the regional US$ primary market for much of March and April.
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Finally, each maturity category was represented in July's issuance. The most popular tenor
was the > 3.5 - 6.0 year bracket with a total of US$20.36bn or 44.7% of the monthly total.
Following closely behind was the short-dated 0 - 3.5 year tenor with US$15.838bn or 34.7%.
Also worth mentioning was that the > 6.0 - 8.0 years bucket, which has been unloved by
regional issuers for much of the year so far, was actually tapped by three separate issuers in
July 2020, namely Adani Ports and Special Economic Zone Ltd, Megaworld
Corporation and Studio City Finance Ltd, which priced US$1.6bn of bonds between them,
making up 3.5% of the monthly total in the process.
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Emerging Markets: Rouble Risks to Downside Ahead of US Election
By Christopher Shiells, Managing Analyst EM
Rouble has underperformed over last week
The Russian Rouble recently dropped to its lowest level vs the USD since May 7 (see dashboard)
and to its weakest level since the end of March vs the Euro. This has been driven by external
sentiment, which has included some shocking data out of the US and EZ, as well as fears of
renewed coronavirus outbreaks in Europe.
Over the last week or two the Rouble has been the worst performing EM currency vs the USD (5.0%) and the EUR (-7.0%). Over this time the EUR has seen broad strength, but the USD has been
softer (DXY down ca 2.5% in this period), which suggests the RUB is being singled out by investors.
A short-term technical driver that can account for a large part of this underperformance is the
equity-dividend season as investors rush to convert their RUB earnings from stocks into dollars.
However, the CFTC data showed traders cut their net long positions on the RUB by 25% in the
seven days through July 28 (see dashboard), which suggests more of a long-term structural shift.
One of the catalysts seems to have been a retreat by foreigners from OFZ holdings, which has
seen the 10yr OFZ yield jump 14bp (see dashboard), prompted by the CBR's signal that the easing
cycle is nearing an end and that near-term price pressures could be higher. The EPFR data has
been showing a slight pick up in inflows to Russian bonds since the beginning of June, but in the
last couple of weeks this improvement has been slowing (see dashboard). Another longer-term
driver could be some early positioning for the US election in November, given the polls continue
to suggest a win for the Democratic candidate Joe Biden, which it is assumed would lead to a
tougher US stance on Russia.
Russia Economic Outlook - Impact of Covid-19 Pandemic
The COVID-19 pandemic has triggered a deep global economic recession and with it prices for
crude oil, Russia's largest export, have plummeted since the start of the year, while oil demand is
expected to decline by an unprecedented 8% in 2020 (World Bank).
Russia is heading toward a recession and according to the World Bank, there was negative growth
in most sectors in 2020. Manufacturing contracted 10%, with severe negative impacts in metals
production and transport vehicles and mineral-resource extraction decreased by 3.2%. Thus, the
WB has cut its economic outlook for Russia. The baseline scenario suggests that Russia's GDP
Back to Index Page

could contract by as much as 6.0% in 2020, an 11-year low. If containment measures are fully
lifted in H2 2020, a moderate recovery could get underway and some positive momentum is
expected to spill over to 2021, pushing GDP growth to 2.7% and in 2022 to 3.1%. This compares to
the previous World Bank GDP forecasts of 1.6% and 1.8% for 2020 and 2021.
As a result in late July Russia dropped its target of becoming one of the world's five largest
economies. The goal has been left out of Russia's new social and economic targets announced in
July. Putin also delayed a number of other goals to 2030 from the original 2024 deadline,
including halving Russia's poverty rate and boosting life expectancy to 78.
Russian Fiscal Picture - Still a strength
The Covid-19 pandemic has resulted in reduced fiscal revenues for Russia. In the first five months
of 2020, the federal budget registered a deficit of RUB406.6bn compared to a surplus of
RUB1,283.3bn in the same period in 2019. The government expects to spend around RUB23tn
this year, with the draft for next year's budget coming in at RUB21.2tn. Thus the general
government budget is expected to turn to deficit in 2020-22, of 7.2%, 1.6% and 0.5%/GDP,
respectively (World Bank). This has deteriorated from this time last year when the budget was
seen running a surplus of 1.6%/GDP and 1.5%/GDP (see dashboard).
Looking ahead, Russia's Finance Ministry wants to cut government spending by up to 10% from
next year in a bid to restore the state's finances following the coronavirus pandemic. It has
proposed cutting a total of USD65bn from the Russian budget over 2021-2023, according to a
Finance Ministry proposal. Russia has also delayed its flagship domestic spending programme —
the USD360bn National Projects package — from 2024 to 2030.
However, the Russian government's response to the pandemic is small in comparison to
developed market and developing market peers, and its budget deficit and debt levels remains
relatively moderate vs these peers. The IMF has a Covid-19 fiscal measures data mapper here,
which clearly shows Russia has one of the smallest fiscal packages to support the economy
through this period.
continued page 9
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Emerging Markets – cont’d
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Emerging Markets – cont’d
Rouble - strong fundamental position, but risks ahead
On the face of it, the Russian economy has probably passed the worst point of decline as it
has now emerged from lockdown and the government is in a rare position of having ample
financial resources to fund further remedial actions.
However, in our opinion the looming US election means that risks for the Russian Rouble
are still to the downside. The threat of US sanctions is never far away and the recent push
to reactivate the “sanctions from hell" bill on the back of the Afghanistan allegations,
shows the eagerness of many in the US Congress to pull the sanctions trigger. As long as
Democratic candidate Joe Biden remains ahead in the polls for the Presidential election in
November then the market will price in the increased risk of sanctions.
Also, with OPEC+ turning on the supply taps again, we do not see oil prices offering the
RUB any further upside potential, especially as increased supply comes just as concerns
over the global economic recovery intensify.

Thus, heading into the November US election we see upside risks to USD/RUB, with a
potential to test 77.670, with support seen just below 70.500 (see technical study).
• The wider advance is expected to resume, after bears carved out a fresh low at 68.038
in Jun, just ahead of the 50-Week MA (which is now turning higher).
• With weekly MACD also about to cross higher, scope is seen to 77.670 (22 Apr high)
next ahead of a return to Mar's (18th) 82.873 peak in due course.

• Bears would need to breach Jul's 70.481 prior range low (13th) to stall short-term
momentum).

Back to Index Page
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US Investment Grade: Issuer-Friendly
By Shankar Ramakrishnan and Ken Jaques
The US high-grade primary market saw more supply than anticipated last week with corporate
issuers lining up to take advantage of low interest rates and an investor appetite that has only
grown stronger in these relatively slower summer weeks. At $38.058bln for ex-SSA issuance,
last week was the busiest high-grade issuance week in six weeks. Since $60.3bln priced during
the week of June 15, no more than $25bln has priced in any given week until last week.
Investment and issuer sentiment were tested in varied ways during the week which featured a
tropical storm that led to power outages in New Jersey suburbs, volatile equity markets amid
a rise in US-China trade tensions, political bickering over another stimulus package and what
seemed like an improving jobs situation.
There was no shortage of drama, but the high-grade primary market hardly flinched with
primary issuance getting a solid reception in terms of spread tightening through bookbuild,
order book coverage and final pricing levels denoted by little to no new issue concessions.
“The market tone is good. . .equities a bit squeamish with the US-China trade tensions but
credit has generally outperformed," said one syndicate banker. “We haven't really seen any
signs of fatigue in primary either. If anything, performances have been stronger given the
relative slowdown when compared to March to June," he added.
Deals from names like Alphabet, Activision Blizzard and Paccar Financial among others found
solid traction with investors and set new records either on deal sizes or on the coupons set on
their new bonds.
Alphabet has not been to the dollar primary market since 2016 and Monday's offering - the
seventh largest deal (tie) of the year - had an interesting twist because it included
sustainability bonds with tenors of 5s, 10s, and 30s. Collectively these sustainability bonds
raised $5.75bln or more than half of the $10bln raised by the company through high-grade
bond issuance on Monday. Alphabet's new 5s (0.45%), 7s (0.80%), 10s (1.10%) and 30s
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(2.05%) all set new record lows for coupons.
Activision Blizzard followed up record Q2 earnings with a trade that registered the second
lowest coupon for a 10yr bond at 1.35%. Paccar Financial's 3yr deal was in such demand, that
originally started as a $300m "no grow" deal. was re-launched with a bigger size ($450m) but
at a spread that was at the launch level, reflecting the strong investor demand. It also set a
new all-time low 3yr coupon record of 0.35%.
On Friday, it was Regeneron Pharmaceuticals with a $2bln 2-pt 10yr and 30yr debut deal
which priced with a spread that was 20bp inside IPTs on books that were over 4X covered.
It was a transformative deal for a company that in May announced it will repurchase
approximately $5bln of common stock directly from its 20.6% shareholder Sanofi. Sanofi will
continue to own approximately 400,000 shares (down from 23.2m) of Regeneron's common
stock, which it is retaining in support of an ongoing collaboration.
The repurchase was funded by combination of $3.5bln of cash on hand and $1.5bln of fully
committed bridge financing from Goldman Sachs Bank USA. Friday's debut trade was in some
sense the last stage of this process as it will fund the repayment of the $1.5bln bridge.
With the momentum firmly in favor of more debt issuance - US IG bond fund and ETF inflows
accelerated to $10.14bn during the week ended August 5, up from $9.03bn the prior week
according to BofA Global strategists - bankers are expecting an average $26.3bln of supply
next week with the highest estimate coming in at $32.5bln.
“Lots of folks want to hit the market with companies locking in record coupons on a daily basis.
. .they are just trying to figure out the use of proceeds," said one syndicate banker.
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China Insight: What Signals Did Q2 Monetary Policy Report
Give?
By Tim Cheung, Head of China, Riki Zhang EM Analyst
The PBOC released its Q2 monetary policy report (MPR) on Thursday. The report sounds a bit
hawkish, quite consistent with recent policy communications such as the recent Politburo meeting
statement. As per the report, PBOC would make its prudent monetary policy more flexible and
targeted, and keep liquidity appropriately ample to support economic recovery. It is particularly
worth noting that PBOC in the report said excessively low interest rates will lead to misallocation of
resources. That's the first time PBOC has talked about the possible negative(s) of low interest rate
policy since the counter-pandemic stimulus introduced in Q1. Signals now become much clearer:
PBOC has no intention to make further broad-based reductions in interest rates or the RRR.
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In regard to interest rates, PBOC specifically said it would "guide market interest rates to smoothly
operate around OMO (open market operations) and MLF (Medium-term lending facility) rates".
That means PBOC would prevent repo rates from deviating significantly from the OMO rates. As
such, there is a good chance the interbank 7-day repo rate will keep seesawing in a 2.10-2.30%
range during most of Q3 if PBOC keeps the 7-day OMO rate unchanged at 2.20% (chart 1).
After this report was released, we don’t expect PBOC will let liquidity ease much further in Q3
(chart 2).
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Know The Flows: Flows to SRI/ESG Equity Funds Stumble in
Early August as Investors Remain on The Defensive
By Cameron Brandt, Director, Research
Fund flows during the first week of August largely followed the pattern of late July as investors
kept their heads down while they digested earnings reports and waited to see what kind of fiscal
package will emerge from a divided US Congress. US Bond Funds posted their 18th consecutive
inflow, flows to Money Market Funds were positive for the fourth time in the past five weeks and
both Japan Equity and Gold Funds attracted solid amounts of fresh money while Emerging
Markets Equity Funds posted their 24th outflow in the past 25 weeks and US Equity Funds their
sixth in the past seven weeks.

Equity Funds with socially responsible (SRI) or environmental, social and governance (ESG)
mandates posted a rare outflow. It is only their second since the beginning of last year and comes
as the growing focus on the SRI/ESG theme has intensified the debate over the right definitions,
criteria and standards for funds operating in this space. Year-to-date the SRI/ESG Equity and Bond
Funds tracked by EPFR have attracted over $100 billion.

Overall, investors pulled a net $7.4 billion from all Equity Funds during the week ending August 5
and another $728 million from Balanced Funds. They committed $336 million to Alternative
Funds, $17 billion to Bond Funds and $22.6 billion to Money Market Funds.

At the asset class and single country fund levels, China Bond Funds posted their 14th consecutive
inflow, Sweden Equity Funds took in fresh money for the seventh week in a row and flows into
Thailand Equity Funds hit a 30-week high. Total Return, Inflation Protected, Municipal and
Mortgage Backed Bond Funds extended inflow streaks that now range from seven to 13
consecutive weeks and Bank Loan Bond Funds posted only their sixth inflow YTD
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For further information on EPFR, please click HERE
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EU 10yr Yield – Below -0.561/-0.614 to Risk -0.707/-0.726
Technical Analysis by Ed Blake
•

Extends the broader yield decline to threaten strong clustered support between -0.561/0.614

•

Deteriorating multi-timeframe studies suggest a downside break risking the -0.707/-0.726
cluster

•

Sustained yield weakness would expose support at -0.817, which guards the -0.907 (9
March) record low

•

Minor lower highs between -0.360/-0.382 (posted 17 June and 2 July) should cap any nearterm corrective gains

____________________________________________
STRATEGY SUMMARY
Watch for yield weakness through -0.561/-0.614 zone exposing the -0.707/-0.726 support cluster.
Stop over -0.437 and consider reversing position on a break of -0.360
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R5
R4
R3
R2
R1

-0.055
-0.140
-0.259
-0.360
-0.437

S1
S2
S3
S4
S5

-0.561
-0.614
-0.726
-0.817
-0.907

Resistance Levels
21 May 2019 minor lower high
2020 high – 19 March
5 June 2020 high, near 25 March 2020 high at -0.262
17 June 2020 high, near 2 July 2020 high at -0.382
24/27 July 2020 matching highs
Support Levels
31 July 2020 low
61.8% retrace of -0.907/-0.140, nr .764x -0.140/-0.591 fall from -0.259 and 5 May 2020 low
76.4% retrace of -0.907/-0.140, nr 1x -0.140/-0.591 fall from -0.259 and 12 Mar high/gap low
10 March 2020 low and 1.236 projection of -0.140/-0.591 fall from -0.259
9 March 2020 record low, near 1.382 projection of -0.140/-0.591 fall from -0.259 at -0.883
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AUD/NZD – Firms Over Multi-Year Double Bottom
Technical Analysis by Andrew Dowdell
• Major double bottom in place following marginal probe under 1.0021 (2015 low) & sharp
rebound off .9996
• Pattern is reinforced by bullish MACD divergence/recent crossover

____________________________________________
STRATEGY SUMMARY
Look to buy for a target of 1.1430. Place stop below 1.0566.
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R5
R4
R3
R2
R1

1.1660
1.1430
1.1291
1.1176
1.0881

S1
S2
S3
S4
S5

1.0566
1.0350
1.0200
1.0021
.9996

Resistance Levels
4 September 2013 high
2 July 2015 high, near 38.2% of 1.3796-.9996 fall at 1.1448 & 200-Month MA (approx. 1.1475)
24 October 2017 high
10 August 2018 high
2 June 2020 high
Support Levels
10 July 2020 low
1 April 2020 high
3 April 2020 low
6 April 2015 low
18 March 2020 low
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Platinum – Bulls Seek 1018.80-1044.75, Perhaps 1094.04
Technical Analysis by Ed Blake
•

Advances within a 4½-month rising channel to threaten strong clustered resistance
between 1018.80-1044.75

•

Strengthening studies and an imminent Golden Cross (50/200DMAs) combine to suggest an
eventual clearance

•

Above 1044.75 would mark new 46-month highs and open 1094.04/1106.74 (equality
target/September 2016 lower high)

•

Near-term dips should hold strong clustered support between 857.68-884.73 and only
below causes a re-think

____________________________________________
STRATEGY SUMMARY
Buy into any near-term dips as we await a clearance of the 1018.80-1044.75 zone targeting
1094.04/1106.74. Stop and reverse on a break under 857.68/884.73 region
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R5
R4
R3
R2
R1

1134.09
1106.74
1065.45
1044.75
1018.80

S1
S2
S3
S4
S5

884.73
857.68
815.50
790.53
745.48

Resistance Levels
18 August 2016 minor lower high
7 September 2016 lower high, near equality of 564.00/867.51 from 790.53 at 1094.04
22 September 2016 lower high
2017 peak – 27 February, near the 2020 peak (16 January) at 1041.71 and channel resistance
19 February 2020 high, near .764 projection of 564.00/867.51 rally from 790.53 at 1022.41
Support Levels
30 July 2020 minor higher low
Supportive 50DMA, nr 4½mth rising channel base, 200DMA and 20 May 2020 high at 867.51
14 July 2020 minor higher low
15 June 2020 higher low
6 May 2020 minor higher low
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