The Context
5th October 2020

1

The Context
Inside this week’s edition…
APAC Supply Stats: September Broke Monthly Volume Record
- by Sylvia Xu, p3-5
The APAC primary US$ market produced a blowout record US$64.224bn of
supply in the historically active month of September.
European Structured Finance: Q3 Supply in Review
- by Anil Mayre, p6-7
July and late September flurry boosts Q3 volumes but market still lagging 2019
by 35%.
EMU Inflation Dynamics Supportive of More Easing
- by Marcus Dewsnap, p8
In case anyone thought that headline EMU CPI was bad at -0.3% y/y in
September, at least this had the excuse of being weighed by energy prices
which were -8.2% y/y. Not so for the underlying inflation dynamics. Record low
core, services and core-goods (i.e. ex-energy) is a serious concern for the ECB.
The AUD Week - RBA Decision The Highlight
- by Rachel Bex, p9-10
We expect the RBA to stand pat at Tuesday's meeting given it already increased
the Term Funding Facility just last month, and while a rate cut could push the
exchange rate lower in the short term, it would probably do little to further
support the economy, while also hurting investor confidence and further lead to
asset bubbles.
Asian FX Focus: The Start of Q4 Bulls Are in Charge But we Can Still Find
Reasons Not to Chase - by Jonathan Cavenagh, p11-12
Asia FX has started Q4 much like how it traded the majority of Q3, rallying
against the USD. With several markets closed at the beginning of the month
(South Korea, Hong Kong and China), some caution is warranted in terms of the
moves seen, as liquidity is probably affected.

EM Investors Turn Cautious, Await Opportunities to Engage in Fresh Longs
- by Natalie Rivett and Ed Blake, p13-15
Whilst the EM outlook into year-end has started to look rocky, amid a
combination of second wave coronavirus/renewed lockdown prospects and the
fast approaching US presidential election, it is possible that a sell-off may present
opportunities to capitalise on economic growth expectations in the coming
months, once the dust settles.
Know The Flows: Needle Swings Towards Equity Funds in Late September
- by Cameron Brandt, p16
Although a few weeks do not add up to a great rotation, 3Q20 ended with a
marked shift in flows as EPFR-tracked Equity Funds attracted five times the
amount of fresh money that Bond Funds absorbed.
US/EU 10yr Spread – Poised to Complete a Six-Month Base
- by Ed Blake, p18
Watch for widening through 124 to complete a six-month base and expose
135/146. Place a protective stop under the 109 higher low.
AUD/USD – Likely to Remain Range Bound Short-Term
- by Andrew Dowdell, p19
Above .7209-10, then .7258, suggests the wider trend is resuming. Below .7087
re-opens .7006 ahead of .6921.
COMEX Copper – Risk to 268.25/278.20 Zone Then Higher
- by Ed Blake, p20
Buy into dips towards 278.20 we await an uptrend resumption to 312.10 and
potentially the key 331.55/332.20 cluster. Stop and reverse on a break under
268.25.
2

2

APAC US$ Supply Stats: September Broke Monthly Volume
Record
By Sylvia Xu, Senior Credit Market Analyst
The APAC primary US$ market produced a blowout record US$64.224bn of supply in the
historically active month of September.
This volume smashed the last record held by September 2017, when US$58.858bn priced
according to our records. It also came well ahead of January 2020, which was the busiest
month previously this year, when US$57.352bn was issued before the spread of coronavirus
began to tighten its grip on liquidity.
September's record issuance came as borrowers continued to secure funding, capitalising on
the low rate environment, investors' eagerness to add inventory and ahead of potentially
more uncertainties brought about by the pandemic fallout and the upcoming US presidential
election in November.

Per Country: China yet again dominates
Breaking down the monthly supply by country and unsurprisingly China maintained its
dominant position at 46.6% of the total raised. Volume-wise, the US$29.899bn contributed by
the country was the highest monthly figure year to date, in part lifted by Chinese issuers' rush
to fund before the Golden Week holiday.

Back to Index Page

Maintaining its silver medal position for the fifth month was Japan which sold US$17.9bn of
bonds or 27.9% of September's total. The volume was given a notable boost by Nissan Motor
Co Ltd's well-received US$8bn 144A/RegS four-part senior unsecured jumbo transaction
priced on September 10th.
Rising to the third spot was Singapore, which closed off the most active month for the country
year to date, with US$5.5bn of funding raised at 8.6% of September's total. Half of that came
courtesy of Temasek Holdings (Private) Limited's US$2.75bn 144A&3C7/RegS senior
unsecured offering, which got away with a highly economic financing cost.
The rest of the month's issuance was contributed by jurisdictions including Korea,
Australia/New Zealand, Thailand, Mongolia and the Philippines.

continued page 4
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APAC US$ Supply Stats – cont’d
Per sector: Property issuances dwindle
In terms of sector, Financials took up the bulk at US$27.11bn or 42.4% of the monthly total
registering a rise in proportion from August. Corporates fell behind at 34.3%, which in
percentage terms was similar to that in August.
SSA/SOE/LGFV's contribution declined to 17.8% while the Property sector dwindled to single
digits at 5.7%.

to the US investor base. Notable contributors via dual or multi-tranche offerings include the
aforementioned Nissan Motor (US$8bn), Scentre Group (US$3bn) and Taiwan Semiconductor
Manufacturing Company Limited (US$3bn) among others.
RegS only issuance however lost the top spot for the third time this year having dropped from
62% of August's total to 40.6% this month. SEC-Registered issuance were steady at 12.8%.

The latter coincided with a widening in the regional cash credit index spread especially in
higher beta names overall as reflected by the sharp rise in Bloomberg Barclays Asia $ HY
Index Avg OAS (BAHYOAS) over the past month when the post coronavirus rally seemed to be
losing steam.

Per Rating: Investment grade supply unsurprisingly overwhelms
Rating-wise, investment grade supply unsurprisingly maintained its top position as always,
with US$54.555bn of funding at 84.9% of September's total.
Per market: 144A/Reg S issuances surge
Turning to market type breakdown, 144A/RegS issuance spiked to 46.6% of the total or
US$29.9bn, lifted by more regional issuers from a diverse range of jurisdictions reaching out
Back to Index Page

High yield and unrated issuance in percentage terms shrank to 12.3% and 2.8% of the total. In
particular, unrated issuance's contribution at 2.8% is the lowest from the category seen this
year.
continued page 5
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APAC US$ Supply Stats – cont’d
Worth mentioning though was the increase in proportion of the >10 year tenor category
which more than doubled from August's 3.5% to 7.6% in September at US$4.85bn. That was
mainly lifted by Temasek Holdings' US$1bn 30.5-year and US$1bn 50-year senior issue as part
of its US$2.75bn three-tranche transaction as mentioned above.
Meanwhile, >8-10year and >6-8year made up the rest at 21.3% and 6.1% respectively.

Per Tenor: Increasing interest in ultra long end of the curve
Looking at the tenor of September's US$ supply, more than half of the issuance were focused
on the front end of the curve, with 0-3.5years and >3.5-6years tenor brackets accounting for
29.7% (US$19.069bn) and 35.4% (US$22.750bn) of the total.

That was also consistent with what was seen almost every month year to date.

Back to Index Page
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European Structured Finance: Q3 Supply in Review
By Anil Mayre, Senior Analyst
• July and late September flurry boosts Q3, but market still lagging 2019 by 35%
• Specialist supply drives UK, RMBS still leads the way but Dutch, French and Irish supply
recommences
• CLOs regather poise with biggest and tightest deals since end of Q1
• Autos gaining traction – full stack, debut and hiatus-ending trades
• Seven technical standards signed off in securitisation regulation
As with the end of Q2, the completion of Q3 was marked by some unsettling milestones.
Before the end of September, global Covid deaths passed one million according to John
Hopkins University. At the end of Q2 more than 500,000 deaths had been reported with over
10 million cases. Three months later and the number of deaths has doubled and the
confirmed cases more than tripled to over 33 million.
The easing of restrictions in many countries in the very late stages of Q2/early Q3 fuelled
another spike in the transmission rate and the reintroduction of varying degrees of
restrictions and amendments to the safe travel lists.
Throw into the mix the pending US election (with the added uncertainty stemming from
President Trump’s Covid-19 diagnosis), continuing trade tensions, Brexit, the severe impacts
on global economies and the uncertainty of the path of recovery and it has made for a difficult
time in the markets and is likely to continue to do so in the run up to the end of the year.
Public programmes such as job retention schemes and mortgage support programmes have
cushioned the blow to some extent, but many people remain in financial hardship and the
schemes are either being adjusted or rolling off. This places additional scrutiny on deal
performance where rising arrears have already become evident.
S&P reported recently that 90+ day arrears in EMEA auto ABS rose 0.23% in its latest review
to 6.56% while in RMBS the increase was 0.63% to 5.73%. The biggest contributor to this
weakening in metrics was the UK non-conforming sector where 90+ day arrears spiked by
more than 1% between reporting periods.

The UK’s rules for mortgage support were less strict than in Europe and so the take-up of
payment holidays was significantly more widespread. The Bank of England estimated that
around 30% of borrowers applying for a payment holiday suffered no change to income
during the period. They were taking the moratorium as a precautionary measure. Rating
agency and securitisation issuer reports state that large proportions of those borrowers that
did apply for a moratorium are now repaying in full. But there are reports of rising business
closures which could impact unemployment going forward. S&P highlighted a poll from its
recent conference where almost 40% of participants expected 5-15% of payment holiday
cases to lead to arrears.
Despite the unsettling undertones, the bond markets have continued to function with some
sectors maintaining a healthy rate of issuance. For instance, EUR-denominated
investment/split rated corporate issuance topped EUR380bn and hit a record high even
before the end of September. In Q4 2019 there was over EUR80bn of EUR-denominated
corporate issuance so there is plenty of scope issuers to extend this year’s record-breaking
performance even further should opportunities present themselves.
But in other areas a combination of broader central bank funding schemes such as the TFSME
in the UK and the TLTRO III as well as reduced origination levels during lockdown have
impacted on new deal volumes.
In June banks drew EUR1.308trn from the TLTRO III and followed up with another EUR174.5bn
in September, which was towards the upper end of expectations.

DBRS said in a recent note that the “ECB has provided banks with a long-term window to
borrow at very low rates.”
“As a result, it is unlikely that the banks within Europe will refinance this funding in the near
term. This has implications for the securitisation and covered bond markets as the collateral
for use might otherwise have found its way into these public markets.”
continued page 7
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European Structured Finance – cont’d
By the end of Q3, placed structured finance issuance was down 35% versus 2019 to around
the EUR50bn equivalent mark. The covered bond decline was less severe but still a substantial
31.5% for EUR-denominated trades. There have been just eight UK covered bonds so far this
year, the last of which was on February 5. By comparison, in the first three quarters of 2019
there were 23 UK covered deals across currencies (EUR8bn equivalent versus EUR18bn
equivalent).

These helped rescue September’s figures, with around EUR8bn equivalent sold, but still down
from around EUR12bn in 2019.
There were some important regulatory updates too as seven new technical standards in the
Securitisation Regulation came into force on September 23, 2020. That was also the date that
firms could apply to become an authorised securitisation repository for various data and
reporting requirements.

The slowdown in ABS began in March as volatility and spreads spiked. The announcement of
the TFSME in the UK reduced the need for new public issuance, much as its predecessors the
TFS and FLS did. The provision of much cheaper funding than public bond issuance dashed
hopes that a substantial portion of drawings from the previous TFS would be refinanced
through securitisation. And while spreads have recovered, many lenders have said they plan
to access the new scheme to pay down outstanding amounts from the previous programme.
In the UK, just one public prime RMBS was launched in Q3 from a lender with a high street
presence. But because the TFSME is only open to banks and building societies it has led the
specialist sector into action as they look to refinance existing deals or obtain new funding to
get operations back up to speed following the reopening of the economy and housing market.
There were 16 UK RMBS pricing in Q3, only Coventry Building Society’s Economic Master
Issuer 2020-1 was a public prime, owner-occupied deal. Online lender Atom Bank printed a
prime STS deal too but retained most of it. Other transactions included buy-to-let, second lien
and non-conforming portfolios – in newly issued format and to refinance existing RMBS.
As at Q3 there have been more UK RMBS this year than in 2019, at 33 versus 29 at the time of
writing (including retained deals) but there is a distinct leaning towards the specialist sectors.

The market began to recover from the suppressed issuance levels in Q2, with around
EUR8.5bn placed in July (second busiest month since February). August was slow with less
than EUR1bn placed, but the market reopened in September. The first week yielded just two
deals, a Dutch prime RMBS and a part placed UK BTL deal. But the second half of the month
was much busier with 17 deals placed – either through public syndication or pre/private
placement across sectors.
Back to Index Page

This is an excerpt. For the full report, web subscribers can click HERE
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EMU Inflation Dynamics Supportive of More Easing
By Marcus Dewsnap, Fixed Income Strategist
In case anyone thought that headline EMU CPI was bad at -0.3% y/y in September, at least this
had the excuse of being weighed by energy prices which were -8.2% y/y. Not so for the
underlying inflation dynamics. Record low core (-0.2% y/y), services (-0.5% y/y) and core-goods
(i.e. ex-energy, -0.2% y/y) is a serious concern for the ECB.

However, there is a caveat. This surrounds the issues of whether CPI accurately measures
inflation. Official statistics do not quickly reflect structural changes to demand patterns and
currently at least are probably understating personal inflation. As the ECB Chief said this last
week in terms of future proofing measurement of inflation,
‘… we also need to recognise that adjustments will present issues in terms of reliability and
frequency of the data.’
In the same speech, however, she also noted that,
From the limited information available with the individual country inflation outturns, there is
more intense disinflationary pressure from hospitality/travel coming through, despite some
distortions from delayed seasonal recovery in clothing and shoe prices. Evidence of the impact
of the virus on sectors which are going to struggle to recover quickly (if at all). Overall servicesCPI is a better gauge of domestic inflationary pressures (less impacted by FX). If used as a proxy
for domestic demand, it doesn’t bode well.
ECB staff projections have Q3 headline CPI at +0.1% versus the actual -0.02%. Q4 is expected at
-0.2% y/y. There is, as the chart (from Pictet’s Frederik Ducrozet) shows an extremely good
chance that core-CPI projections will need to be revised lower in December.
Back to Index Page

‘underlying inflation measures are more responsive to economic slack and tend to better predict
inflation over the medium term.’
Much of this points to more easing ahead. Indeed, the chatter this last week or so from Lagarde
and others was very dovish (much more so than at the last meeting) and prepping the ground for
more accommodation, probably in December as end-October might be too soon to persuade the
hawks. Lagarde’s speech to the ECB and Its Watchers Conference was also highly indicative of
the ECB moving to a 2% inflation target with much greater flexibility (once the Strategic Review
is finished). However, the risk here is that, along with other central banks, the ECB traps itself in
policies of indefinite QE. This is something the hawks are desperate to avoid.
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The AUD Week - RBA Decision The Highlight
By Rachel Bex, Senior FX Analyst

continued page 10
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The AUD Week – cont’d
Bias is Neutral-Bullish
Expected AUD/USD trading range: 0.7100-0.7250
This week's RBA decision has been a much-debated topic in recent weeks, with Westpac
initially calling for a rate cut (in turn sending Aussie south) before swiftly pushing back its
prediction to a November move after influential RBA watcher McCrann suggested that
further easing this month isn't yet warranted.
Recall, the RBA left its cash rate and 3Y yield target steady at 0.25% in September but
decided to increase the size of the Term Funding Facility to around $200 billion. The RBA
added that the Board would continue to consider how further monetary measures could
support the recovery but has previously expressed its unwillingness to cut rates further.
The dovish calls came thick and fast after the RBA's Debelle laid out policy options in a
speech on September 21, without signaling the timings of any such action. Options include
the buying of bonds further out along the curve, lowering the structure of rates in the
economy a little more or even going negative, and/or possible currency intervention
(though he conceded that this may not be effective given the Aud is broadly aligned with
its fundamentals).

Also this week, Australia's Aug trade balance and Sep AiG performance of services index
are due Tuesday. To the former, worth remembering the trade balance fell Aud 3.542bln
in Jul m/m with exports dropping 4% m/m, while imports rose by 7%. On Friday, the RBA
will release its financial stability review.
RISK factors include developments regarding Trump's battle with Covid, (negative?)
developments surrounding the next US fiscal aid package, elevated political risk in the US,
ongoing restrictions related to Covid-19 as well as China/US tensions. All the above could
all mean a tentative move back into safe haven currencies, pressure Aud/Yen lower and
take the headline down with it.
On the charts:
• Attempting to resume the wider advance via Sep's .7006 low, but bulls need to clear
50% of the fall from Sep's .7414 peak at .7210 (near 50-DMA, approx .7210), then .7258
(61.8% retrace), to gain a firmer foothold
• Breach of .7100/.7087 suggests correction has further to run, risking back to .7006
ahead of .6963/21

Nonetheless, we expect the RBA to stand pat at Tuesday's meeting given it already
increased the Term Funding Facility just last month, and while a rate cut could push the
exchange rate lower in the short term, it would probably do little to further support the
economy, while also hurting investor confidence and further lead to asset bubbles. The
RBA may also wish to assess the government's fiscal response, which is delivered on the
same day.
Interesting to note that GS predicts that the RBA will cut rates and announce an Aud
100bln QE program at the November meeting as "this appears to be better coordinated
with a number of other scheduled fiscal/RBA events", although an earlier announcement
at October's meeting is "quite possible".
Meanwhile, Aud/Usd has found decent support in early-week trade after PM Morrison
said the government will bring forward Aud 7.5bln in infrastructure funding into this year's
budget, which will be released Tuesday, while broader sentiment is also fairly bright on
reports that Trump may be discharged from hospital later today.
Back to Index Page
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Asian FX Focus: The Start of Q4 Bulls Are in Charge But we Can
Still Find Reasons Not to Chase
By Jonathan Cavenagh, Senior Market Strategist
Asia FX has started Q4 much like how it traded the majority of
Q3, rallying against the USD. With several markets closed at the
beginning of the month (South Korea, Hong Kong and China),
some caution is warranted in terms of the moves seen, as
liquidity is probably affected. Nevertheless, it's hard not to
come away with the impression that the bulls are very much in
charge. Our sense had been we would enter a consolidation
phase into October rather than see further sharp USD
weakness. In this piece we present a series of charts to assess
the bullish versus consolidation case for EM Asia FX.

Chart 2: US and EU Q3 growth forecasts revised higher

Chart 4: Less upgrades for Q4 and Q1 next year though in US
and the EU

Near term global growth backdrop very supportive…
Chart 1: US and EU economic surprise indices at multi year highs
Chart 3: China aggregate funding support for growth and
regional FX

Equities uncertainty in the near term as well
Chart 5: Trumps election odds and global equities performance

...but some question marks for medium term
Back to Index Page

continued page 12
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Asian FX Focus - cont’d
Chart 6: Equities and USD, a firm inverse relationship

Longer term support from easy central bank policy
Chart 8: Global money supply and equity market performance

Chart 7: A modest disconnect between Asian FX and local
equities

Chart 10: Momentum in global money supply impulse is
waning

Chart 9: More upside for EM Asia equity inflows
Strategy: The medium-term bullish outlook is intact but we
find enough reasons not to chase recent momentum.
Uncertainty around the longevity of the economic pick up,
absent additional fiscal stimulus, and the US election outcome,
are key considerations. These potential headwinds leave us
reluctant to chase the likes of CNH or growth sensitive
currencies such as KRW, SGD and TWD higher against the USD
at the current juncture. We also maintain a short AUD/IDR
recommendation as we continue to believe this offers an
attractive hedge to some of the short-term risks outlined in
this piece.
The full report is available here over IGM FX or upon request.

Back to Index Page
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EM Investors Turn Cautious, Await Opportunities to Engage in
Fresh Longs
By Natalie Rivett, Senior EM Analyst & Ed Blake, Chief FI Technical Analyst

continued page 14
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EM Investors – cont’d
Risks converge to leave EM investors taking a defensive stance after Spring-Summer rally
Fears of a second coronavirus wave/renewed lockdowns, a focus on lack of progress on US fiscal
aid, together with a slew of Fed speakers that underlined the need for more fiscal stimulus and
pre-US election nerves, all converged to create an environment of broad risk aversion that left EM
stocks, currencies and bonds suffering their worst week since the coronavirus rocked global
markets in March.
The MSCI Stocks Index fell to 2-month lows and has returned back on to a softer footing ytd,
whilst the EM currency gauge more or less erased its September gains as the Dollar hit 2-month
highs in a continuation of its safe heaven inspired revival. In addition, the premium investors paid
to own EM sovereign debt over USTs widened back above 400bp for the first time in nearly 2months (per the JPM EMBI), all of which can be seen in the dashboard.
Whilst EMs and wider risk assets have been subjected to bouts of risk aversion over the Spring
and Summer, the general theme has, of course, been one of recovery (from March lows),
supported predominantly by a wave of unprecedented monetary and fiscal stimulus. Yet, with the
bulk of this stimulus having been delivered (rate cutting trend slowing) and data pointing to an
uneven global economic recovery that is now looking increasingly protracted amid the Covid-19
resurgence, it may be the case that EMs are entering a period of weakness - or at very least,
consolidation - as investors take some risk off the table heading into the looming key risk event
that is the US presidential election.
Waiting for the dust to settle
Interestingly though, the flows data as tracked by our partners at EPFR, has yet to raise any alarm
bells despite the fast-approaching US election and prospects of a second wave coronavirus. In
fact, as can be seen in the dashboard, YTD net cumulative outflows from EM equities (which have
been in place since March) appear to have stabilised in recent weeks, hovering just off worst
levels recorded at the start of September, whilst YTD net cumulative outflows from EM bond
funds have continued to moderate (to ca. 5% in AUM terms vs more than 8% back in the Spring).
This would all suggest the worst for EM assets is still considered to be behind us.
Back to Index Page

From what we can tell, many analysts expect the recent turn in fortunes for EMs and wider risk
asset to create, in time, a potential opportunity to buy EM assets at cheaper prices, a view that is
predominantly based on the expectation of the eventual development of a Covid-19 vaccine and a
China-led economic recovery. As UBS recently suggested, China's credit impulse has been very
strong and historically, with a lag, that filters through to the rest of EM.

Economic data of late has shown that both consumers and producers in China are recovering
from the coronavirus pandemic (recall, in August china's retail sales rose for the first time this
year and IP increased for a fifth straight month) and according to Ipsos, China continues to lead
the worldwide improvement in consumer sentiment, standing out in September at 70.9
compared to 41.8 for the Global Consumer Confidence Index. Not only does China's National
Index remain higher than that of any other country surveyed, but higher than it was pre-pandemic
(see the dashboard for a reduced country list of results).
Changing tack from a more defensive stance on EM assets based on the above, of course, involves
waiting out US election volatility and taking a view into 2021, when the cyclical outlook for the exChina group is generally expected to start improving.
At present, the market also remains vulnerable to the unrelenting surge in coronavirus cases
around the globe that has left India passing the milestone of more than 6mn confirmed cases,
placing it second to the US, whilst record cases have left the Czech Republic one of the virus
hotspots in Europe. All the while, Latin America remains the most affected region worldwide and
with Brazil, Chile, Colombia and Peru continuing to count double-digit thousands of new cases
daily.
Also encouraging a move to the sidelines are mounting geopolitical risks aligned to
Russia/Belarus, Turkey/Greece, and most recently, the territorial dispute between Armenia and
Azerbaijan that has erupted with the greatest clash in years and risks dragging their respective
allies, Turkey and Russia into the mix.
continued page 15
14

EM Investors - cont’d
This has all served to increase volatility and to this, we note the gap between implied volatility of
EM currencies and their G7 peers is at the widest since June (see the dashboard). In the past
couple of weeks, G7 volatility has eased, although over the past month, the widening of the gap
has been predominantly driven by increasing volatility in EMs.
Once volatility eases, then there is the question as to which EM assets could prove the most
attractive. High yielding currencies such as the Mexican Peso, South African Rand and Russian
Rouble standout, though with the latter likely retaining a degree of geopolitical risk premia, whilst
in the fixed income space, bonds from single B rated sovereigns where external vulnerabilities are
lower, such as Egypt, Ukraine, Kenya, Ivory Coast and Senegal, are all favoured. Sub-Saharan
African bonds appear to be liked too, for the fact they have yet to price in a full recovery from the
pandemic.
Opportunities to engage in fresh longs after US elections, potentially
So, whilst the EM outlook into year-end has started to look rocky, amid a combination of second
wave coronavirus/renewed lockdown prospects and the fast approaching US presidential
election, it is possible that a sell-off may present opportunities to capitalise on economic growth
expectations in the coming months, once the dust settles.
It is worth highlighting a recent survey from HSBC, conducted between 11 August and 15
September, which identified that 71% of investors expected EM activity to accelerate over the
next 12-months, nearly doubled from the first survey in June. 67% of investors expected EM
equities to rise in the next 3-months, almost double that of the June survey and 55% said EM
stocks will outperform DM peers. Breaking this down, Asia was seen as the region with the most
favourable outlook across all asset classes – FX, rates, equity and credit – and with the best
prospects for economic growth, whilst Latin America was considered to have the least favourable
outlook overall. In currencies, CNY had most favorable outlook and BRL, TRY and ARS had the
least.
On a broad EM FX basis, we have seen a correction in the MSCI EM Currency Index from
September highs in recent sessions, but as the technical chart highlights, the 6-month uptrend is
still intact. For those looking to engage in fresh longs, we would suggest looking to buy dips
towards the 1604-1616 area. Only below the 4 August low of 1604.35 would caution.
Back to Index Page

• Extended the six-month recovery from 1547.33 (23 March base) to 1652.92 (18 September high,
near equality of 1547.33/1612.23 rally from 1586.68), before correcting
• Daily studies have deteriorated accordingly, but while dips hold over 1604.35/1618.28 (4 August
low/19 August high), watch for the broader uptrend to resume
• A clearance of 1652.92 and 1654.83 (6 February lower high) would then re-open the 2020 peak
at 1673.26 (14 January), possibly 1694.9 (11 May 2018 lower high)
• Only below the 1604.35 higher low would negate the current uptrend and risk a return to
1586.68 (18 June higher low)
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Know The Flows: Needle Swings Towards Equity Funds in
Late September
By Cameron Brandt, Director, Research
Although a few weeks do not add up to a great rotation, 3Q20 ended with a marked shift in flows
as EPFR-tracked Equity Funds attracted five times the amount of fresh money that Bond Funds
absorbed. The week ending Sept. 30 saw inflow streaks stretching back to late June and early
April come to an end for Emerging Markets and Global Bond Funds while Emerging Markets and
Global Equity Funds both recorded solid inflows.
The idea of a ‘Great Rotation’ from fixed income to equity, which came to the fore in 2013, is
based on the assumption that the yield compression triggered by ultra-accommodative monetary
policy will force investors to move money into stocks which, though riskier and more volatile,
offer more scope for appreciation. Mutual investors have proved resistant. Since 2010 EPFRtracked Bond Funds have attracted a net $2.6 trillion versus a collective outflow of $55 billion for
Equity Funds. However, with 30-day yields on taxable Money Market Funds back at 2 basis points,
nine-month US bank CD’s offering 0.8% or lower and investors paying for the privilege of lending
the German government money all the way out to the 30-year mark, anticipation of a major
rotation is building.
Overall, the final week of September saw EPFR-tracked Bond Funds take in a net $2.1 billion while
Equity Funds absorbed $11 billion with a third of that going to funds with socially responsible (SRI)
or environmental, social and governance (ESG) mandates. Balanced Funds also posted an inflow
for the week, while $327 million flowed out of Alternative Funds and $19.4 billion out of Money
Market Funds.
At the single country and asset class fund levels, the longest inflow streak for Inflation Protected
Bond Funds since 1Q18 came to an end and Municipal Bond Funds saw their 20-week inflow
streak snapped. Redemptions from Netherlands Equity Funds hit their highest level since 4Q18,
flows into Italy and Korea Bond Funds climbed to 10 and 17-week highs respectively and China
Bond Funds extended a run of inflows stretching back to late April.

Back to Index Page

For further information on EPFR, please click HERE
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US/EU 10yr Spread – Poised to Complete a Six-Month Base
Technical Analysis by Ed Blake
•

Extends gradual widening from 104 (13/14 July lows) to threaten the six-month range cap
at 124 (5 May reaction high)

•

With studies building, a clearance of 124 would complete a major base and offer initial
scope to 135 (200DMA)

•

Sustained widening would then open 146 (potential six-month base target), perhaps the
151 (17 March) lower high

•

Only a failure above 124 would avert current widening potential and suggest extended
ranging over 102/104

____________________________________________
STRATEGY SUMMARY
Watch for widening through 124 to complete a six-month base and expose 135/146. Place a
protective stop under the 109 higher low

Back to Index Page
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Resistance Levels
11 March 2020 minor lower high
17 March 2020 minor lower high
Potential base target (102-124 range extrapolated up from 124)
200DMA
5 May 2020 reaction high/potential base trigger
Support Levels
24 September 2020 low
12-16 June 2020 minor higher low
2020 low – 7 April, near 13/24 July 2020 lows at 104
2014 low – 3 February
9 October 2013 former high
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AUD/USD – Likely to Remain Range Bound Short-Term
Technical Analysis by Andrew Dowdell
• Advance from March’s .5510 low looks extended, increasing the likelihood of a more
substantial correction
• Short-term momentum off .7006 remains strong, but fresh sellers may lie in wait in the .721058 area

____________________________________________
STRATEGY SUMMARY
Above .7209-10, then .7258, suggests the wider trend is resuming. Below .7087 re-opens .7006
ahead of .6921.

Back to Index Page
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.7484
.7414
.7345
.7258
.7210
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.7087
.7006
.6921
.6833
.6777

Resistance Levels
9 July 2018 high
1 September 2020 high
16 September 2020 high
61.8% of .7414 - .7006 fall
50% of .7414 - .7006 fall, near 1 October 2020 high at .7209
Support Levels
25 September 2020 high, near the 30 September 2020 low at .7100
25 September 2020 low, near 100-Day MA (approx. .7040)
14 July 2020 low
30 June 2020 low
15 June 2020 low, near the 200-Day MA (approx. .6780)
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COMEX Copper – Risk to 268.25/278.20 Zone Then Higher
Technical Analysis by Ed Blake
•

Extended the six-month uptrend to 312.10 (21 September YTD high), before correcting to
post new seven-week lows

•

Easing studies suggest risk to 278.20 (10 August low), possibly clustered support by 268.25,
before bulls try resuming

•

Above 312.10 targets the 2017/2018 peaks at 332.20/331.55, beyond which exposes the
2014 top at 342.45

•

Only under the 268.25/278.20 zone would damage the uptrend, signal topping and risk a
deeper fall to 255.70

____________________________________________
STRATEGY SUMMARY
Buy into dips towards 278.20 we await an uptrend resumption to 312.10 and potentially the key
331.55/332.20 cluster. Stop and reverse on a break under 268.25

Back to Index Page
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323.85
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304.65
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278.20
268.25
255.70
245.50
231.40

Resistance Levels
2014 peak – 2 January
2017 high – 28 December, near 2018 peak – 7 June at 331.55
15 June 2018 high
2020 high – 21 September
1 October 2020 minor lower high
Support Levels
10 August 2020 higher low
38.2% retrace of 197.25/312.10, nr 10 June 2020 high at 271.20 & 6 July 2020 low at 272.35
15 June 2020 low, nr 50% retrace of 197.25/312.10 fall at 254.70
4 June 2020 low, nr 61.8% retrace of 197.25/312.10 fall at 241.10
14 May 2020 low
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IFI: who we are and how to contact us
Informa Financial Intelligence (IFI), a unit of Informa plc (LSE: INF), provides fund
flows, asset allocation, FX, credit issuance and banking data, quantitative products,
research and analysis to financial institutions - both public and private - around the
world. Our market moving data services include daily, weekly, and monthly equity
and fixed income fund flows and monthly fund allocations by country, sector and
industry.
To find out more:
 financialintelligence.informa.com
 sales.financial@informa.com
This material is provided by Financial Intelligence for the use of the recipient only and is not to be copied or distributed to
any other person. No representation, warranty or undertaking (express or implied) is given and no responsibility is accepted
by Financial Intelligence or any of its affiliates or by any of their respective partners, officers, employees, advisers or agents
for the completeness or accuracy of any information contained in, or of any omissions from, this material or any
supplementary information and any liability in respect of such information or omissions is hereby expressly disclaimed. This
material is not a comprehensive evaluation of the industry, the companies or the securities mentioned, and does not
constitute an offer or a solicitation of an offer or a recommendation to buy or sell securities. All expressions of opinion are
subject to change without notice.
© Informa Business Intelligence, Inc (2020). All rights reserved.
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