Rates: Test of 164.90 resistance on the back of EMU worries? 

US markets are closed today which means that traded volume will be low. The EMU eco calendar only contains EMU 
consumer confidence which is often ignored. Sentiment-driven trading will be name of the game. EMU worries (Italy, France, 
Greece) could push the Bund for a new test of 164.90 resistance, but we don’t expect a break higher. 

Currencies: Dollar better bid. Euro trading soft on political uncertainty 

On Friday , political uncertainty in Europe weighed temporary on EUR/USD and USD/JPY. Today, US markets are closed and 
as there are few eco data. Risk sentiment is apparently again improving, supporting USD/JPY. EUR/USD will probably hold 
near the recent lows as European issues continue to weigh. 

Calendar 

Headlines 

 


• US equities finished the week 1.5% higher (S&P), the biggest weekly gain in 6 
weeks, led by financials, buoyed by expectations of higher interest rates and 
hopes of lighter regulation. Today, most Asian stock markets record small gains. 

 

• Moody’s became the latest ratings agency to lift its outlook on Russia’s Ba1 
rating, upgrading it from ‘negative’ to ‘stable’, citing both a fiscal strategy -
lowering the dependence on energy and replenish its savings -and the recovery. 

 

• Fitch confirmed Finland’s AA+ rating (stable outlook) and affirmed Malta’s A 
rating (positive outlook). The Maltese debt/GDP ratio is on a downward 
trajectory, deficit amounted 0.5% of 2017 GDP and the economy outperforms. 

 


S&PEurostoxx 50NikkeiOilCRBGold2 yr US10 yr US2yr DE10 yr DEEUR/USDUSD/JPYEUR/GBP
• Former Italian PM Renzi quit as leader of Italy’s ruling PD party, triggering a re-
election battle against minority dissidents that threatens the stability of the 
centre-left government. Leadership elections are expected in April/May. 

 

• French presidential candidate Francois Fillon, marred by disclosures he put his 
wife and children on the parliament payroll, will remain in the race even if 
prosecutors open a formal investigation, reversing his earlier statement. 

 

• Cleveland Fed Loretta Mester said she would be “comfortable” with the central 
bank raising interest rates now as inflation pressures pick up. Delaying policy 
tightening will create risks, she added. 

 

• China stops coal imports from N-Korea in a sign it might accept international 
sanctions against the country. 

 

• Today, US markets are closed, the eco calendar contains only the February euro 
area consumer confidence and the Eurogroup discusses Greece. Tomorrow, 
attention goes to euro area PMI business confidence and Fed speakers. 
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Rates 


Potential game changer in French presidential race 

Core bonds end week on strong note 

German curve flattened 

French bonds hammered by election 
fever 

Peripherals hit too 


Friday’s empty eco calendar and the long US weekend ahead set the perfect 
stage for sentiment-driven trading. In line with the previous two sessions, this 
translated in corrective bullish action. Core bonds got additional support from 
a potential game changer in the French presidential election race (see below). 
Equities opened weak, but made a nice comeback with the S&P matching 
Thursday’s record high. Core bonds ignored the equity recovery. Oil showed 
some volatility, but closed nearly unchanged. In a daily perspective, the 
German yield curve bull flattened slightly with yields 3.9 bps (2-yr) to 5.8 bps 
(30-yr) lower. US yields declined by 1.4 bps (2-yr) to 3.5 bps (5-yr), the belly 
slightly outperforming. 

On intra-EMU bond markets, 10-yr yield spreads versus Germany widened 3 bps 
for Belgium, 7 bps for France and 8-10 bps for Italy/Spain/Portugal and Greece. 
The French spread increased to 74 bps, approaching the cycle high (76 bps). 
France underperformed after Socialist candidate Hamon (15% in the polls) said 
he discusses with Mélenchon (11% in the polls, far left) and Jadot (2%, Green 
party) about an agreement on a single presidential candidate. A successful bid 
could blindside centre/centre-right candidates Macron & Fillon and lead to a 
surprise confrontation between (extreme) left and extreme right (Le Pen) in the 
presidential run-off vote. That’s the worst case scenario for markets 
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Market calendar razor-thin with US markets closed 

The sole EMU release of the day is the EMU February consumer sentiment. A 
negligible improvement is expected to -4.8 from -4.9 previously. Consumer 
sentiment improved very gradual in previous months and nears the highest 
levels reached in 15 years (-1.4 May 2007, -3.6 March 2015). It shows that the 
euro area economy is more robust than in past years. Markets usually don’t 
react to the report. The Eurogroup meets on Greece and will evaluate its 
progress in complying with the terms of the third bailout. The review is 1 year 
behind schedule and no final conclusion will be reached today, even as progress 
seems to have made. Chancellor Merkel will hold talks with EU Juncker and IMF 
Lagarde on Wednesday as divergences with the IMF still blocks the latter’s 
participation. Especially Ms. Merkel, who is behind in the polls for the German 
elections, needs IMF participation for internal German political purposes. A 
successful review is essential to get the IMF on board. In July, Greek faces heavy 
bond redemptions, which without a deal, would lead to insolvency. We expect a 
solution will be found with the debt reduction question lifted over the German 
elections. 

No important data today 

Eurogroup meets again on Greece, but 
no agreement is expected 

 


T-Note future (black) & S&P future (orange) (intraday): Core bonds 
gain as uncertainty increases, now with new potential developments 
in the French election. Equities have little impact 

 


German-French 10-yr yield spread jumps to recent highs, but still half 
the level during the euro crisis. 
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Light EMU auction calendar; US refinancing operation 

This week’s EMU bond supply comes from Germany and Italy. On Wednesday, 
the German Finanzagentur taps the off the run 30-yr Bund (€1B 2.5% Jul2044). 
On Thursday, the Italian debt agency taps zero coupon and inflation-linked 
bonds. In the US, the Treasury starts its end-of-month refinancing operation 
tomorrow with a $26B 2-yr Note auction. They continue on Wednesday with $13 
2-yr FRN and $34B 5-yr Note auctions and conclude on Thursday with a $28B 7-
yr Note auction. 
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Test of 164.90 resistance on the back of EMU worries? 

 

Overnight, most Asian stock markets gain marginally ground with China 
outperforming (+1%). The US Note future trades with a small downward bias, 
suggesting a somewhat softer opening for the Bund. 

Today’s eco calendar is empty apart from EMU consumer confidence, which 
usually doesn’t trigger market reaction. US markets are closed for Presidents’ 
Day, suggesting low volume trading. EMU worries in Italy (Italian PD 
leadership, early elections (?), financial sector), France (elections) and Greece 
(no agreement at tonight’s Eurogroup) could weigh on sentiment and push the 
Bund for a new test of 164.90 resistance. We don’t anticipate a break higher. 

Longer term we hold our negative view for core bond, US investors still have to 
adapt to the Fed’s 2017 rate hike scenario (3 hikes). European investors may 
face another “recalibration” of the ECB’s APP in H2 2017 because of the strong 
underlying EMU growth (and to a lesser extent) inflation dynamics. 

 


 

 


German Bund: EMU worries push Bund back towards key 164.90 
resistance 

 


US Note future: new test of 125-09/16 resistance failed. Yellen’s 
testimony & strong data cap the topside and suggest move lower in 
range, but short term cautiousness is warranted 
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EUR/USD near recent low as political issues weigh 

EUR/USD and USD/JPY both soft as 
uncertainty on France weighed 


Currencies 


On Friday, European markets were spooked by the prospect that the final vote 
in the French presidential election might be between far right and far left. 
Sentiment turned temporary risk-off, which weighed especially on USD/JPY. US 
equities maintained a cautiously positive momentum, but with little impact on 
the dollar. USD/JPY finished the session at 112.84 (from 113.24 on Thursday). 
EUR/USD closed the day at 1.0605 (from 1.0674). So, both pairs traded with a 
soft bias. 
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Overnight, Asian equities show modest gains as US equities held Friday near 
record high levels. The Japanese trade deficit widened more than expected in 
January as imports (+8.5%) rose much more than exports (1.3% vs 5.0% expected). 
However, the data didn’t prevent an intraday rebound of Japanese equities. The 
yen is trading slightly softer with USD/JPY changing hands around 113.15. 
EUR/USD hovers in the 1.0610 area, still within reach of the recent lows. The 
political debate in France this weekend showed that Presidential election remains 
highly divisive and diffuse. 

Asian equities show modest gains 

Dollar better bid in Asia 


Today, the eco calendar is thin. US markets are closed in observance of 
Presidents’ Day. In the Europe, the consumer confidence is expected to stabilize at 
-4.9. Consumer sentiment is near the highest levels in 15 years. However, 
(currency ) markets usually hardly react to the report. The Eurogroup meets on 
Greece and will evaluate its progress in complying with the terms of the third 
bailout. The review is 1 year behind schedule and no final conclusion will be 
reached yet. On Friday, political uncertainty in France caused a modest risk-off 
trade. This investor cautious supported core bonds and weighed both on USD/JPY 
and EUR/USD. Comments during the weekend suggest that a single left candidate 
in French presidential elections is no done thing, but we doubt this will remove 
investor uncertainty on Europe/France. Issues on Greece and Italy stay on the 
radar too. We have EUR/USD negative bias at the start of the week. The gradual 
EUR/USD decline might continue. USD/JPY might be better supported in a daily 
perspective as global equities remain well bid. Even so, we don’t expected the 
USD/JPY rebound to go far as core yields stay low. 

Eco calendar thin with US markets 
closed for Presidents’ Day 

Sentiment to dominate trading 

Euro remains fragile 

 


EUR/USD: Euro softness dominates 

 


USD/JPY: off the recent lows, but 115 remains a tough barrier 
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Global context. The dollar corrected downward since the start of January as the 
Trump reflation trade slowed down. Two weeks ago , the dollar showed tentative 
signs of a bottoming out, supported by the ‘Trump tax promise’. Underlying euro 
weakness due to political uncertainty in the area is a factor too. We see the 
1.0874 as solid resistance and thus still favour a sell EUR/USD on upticks 
approach. The downside test of USD/JPY is also rejected. USD/JPY 111.16 (38% 
retracement of the 99.02/118.66 rally) remains key support. The comments of 
Yellen before Congress (and of other Fed members) were USD supportive, but had 
little lasting impact on yields and/or on the dollar. We keep cautious USD positive 
bias, but remain more cautious on the upside potential of USD/JPY compared to 
USD/EUR. 

EUR/GBP: euro and sterling trading soft 
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On Friday, EUR/GBP weakened a few ticks early in Europe as EUR/USD declined 
on the uncertainty related to the French Presidential election. However UK 
January retail sales disappointed again (-0.3% M/M). Of late, sterling didn’t react 
much to activity data, but this negative data surprise was too big to ignore. 
Sterling was sold and EUR/GBP spiked to the 0.859 area. Cable also fell off a cliff 
and dropped temporary below 1.24. Selling pressure on sterling eased in the 
afternoon and a further declined of EUR/USD reversed part of the EUR/GBP gains. 
EUR/GBP closed the session at 0.8561 (from 0.8546). Cable closed the day in the 
red at 1.2412 (from 1.2489). 

Overnight, Rightmove House prices rose 2.0% M/M and 2.3% Y/Y. There is no 
noticeable impact on sterling trading. Later today, the CBI trends orders are 
scheduled for release. A limited decline (4 from 5) at a decent level is expected. 
Usually sterling doesn’t react much to this data series. Even so, in the wake of 
Friday’s poor retail sales, another really negative surprise might be a slightly 
negative for sterling. 
EUR/GBP recently hovered in a tight range north of the 0.8450 support, but a 
break didn’t occur. Sentiment on sterling softened slightly of late as the market 
feels that a BoE rate hike is still very far away. Euro softness due to political 
uncertainty is a risk for all euro cross rates, including for EUR/GBP. Longer term, 
we have a sterling negative view as the negative impact from Brexit still has to 
impact the UK economy. However, this is no issue at this stage. The test of the 
0.8540 support is rejected, but the upside momentum isn’t convincing either. 

 


EUR/GBP: new test of the 0.8450 support is avoided, but rebound fails 
to convince 

 


GBP/USD topside test rejected, but no clear trend. 

 

 



 


�
 

 

 

Calendar 

 
Monday, 20 February Consensus Previous 
Japan 
00:50 Trade Balance Adjusted (Jan) A ¥155.5b ¥356.7b 
00:50 Exports YoY / Imports YoY (Jan) A 1.3%/8.5% 5.4%/-2.6% 
UK 
01:01 Rightmove House Prices MoM / YoY (Feb) A2%/2.3%-- 0.4%/3.2% 
12:00 CBI Trends Total Orders (Feb) 5 5 
12:00 CBI Trends Selling Prices (Feb) -- 28 
EMU 
16:00 Consumer Confidence (Feb A) -4.8 -4.9 
Germany 
08:00 PPI MoM / YoY (Jan) 0.3%/2.0% 0.4%/1.0% 
Events 
Eurogroup meeting on Greece 
US markets closed for Presidents’ Day 
02:15 Fed's Mester to Speak at Global Interdependence Centre Event 
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