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Last week, the Brazilian central bank (BCB) released its latest weekly 
economist survey. The report showed that the central bank expected 
inflation to decelerate at a faster pace than anticipated as the main 
inflation gauge, the IPCA, is expected to reach 4.71% by year-end 
compared to 4.80% last week and 4.85% a month ago. As such, they also 
lowered their expectations for the year-end Selic rate level. The BCB’s 
benchmark rate should ease to 9.50% by the end of 2017, which is 3.50% 
lower than the current level of 13%. 

  

All in all, even though the survey showed that economists did not expect 
growth to pick up, the broader picture keeps improving in Brazil and will 
sooner rather than later start to translate into firmer growth and increasing 
investments. Indeed, after reaching a multi-year low in 2016, foreign 
investments should continue to pick up against the backdrop of fading 
risk aversion and improved growth prospects. In addition, the downward 
pressure on yields should help Brazilian companies to attract fresh money 
as investors gradually turn their backs on Brazilian treasuries in search of 
higher yields.  

  

The Brazilian real may also takes advantage of the global geopolitical 
situation, especially among the countries which are highly sensitive to 
higher US rates such as Russia, Tukey and Mexico. Indeed, Turkey is in the 
doldrums as President Recep Tayyip Erdoğan maintains the pressure on 
the central bank to keep rates as low as possible, which cause inflation to 
soar and the lira to fall to record low. Investors will therefore stay away 
from lira. The situation is slightly better in Russia as Donald Trump made 
clear he wants closer links with Vladimir Putin, which could result in lifting 
sanctions on Russia. However, the country’s high sensitivity to crude oil 

BRL On The RiseEconomics

  
prices may drag growth for a longer period as crude prices are stuck at 
around $50-55 a barrel. While Mexico, well, explanations are not 
needed. In addition, Brazil is less vulnerable to Trump’s tougher trade 
regulation as the country is running a trade deficit with the US. Therefore 
the Brazilian real should profit from this new dynamic. USD/BRL will 
continue to move south as investors ride the still profitable carry trade 
and start gradually increasing their exposure to the Brazilian economy. 
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Is reflation finally going to hit Japan? The low end of the yield curve is 
very sensitive to inflation and the 40-year yield has hit 1% last week. It is 
the first time that this has happened since last year when it reached 
record lows in April. 

Stepping back and looking at the global picture, Trump's policies are 
expected to push upside pressures on economic growth and inflation. 
This is why we are seeing Japanese yields bouncing even higher thanks to 
this upbeat environment. 

It is easy to see that this yield increase is good news for the Bank of 
Japan, which had purchased substantial volume of bonds with wide-
ranging maturities yielding below zero. In other words, the amount paid 
was higher than the face value and this had to be recorded as a loss. Now 
that these yields are rising, this loss is being diminished. 

Therefore, the BoJ has won itself some relief by buying bonds with higher 
yields. Additionally, the yen remains weak and crude oil is not as cheap as 
it was in 2016, which is all good news for the island nation as inflationary 
pressures should increase. Yes, despite its massive debt, the BoJ is for 
now enjoying some respite. 

Since the 8th of November when Donald Trump won the US presidential 
election, the yen has weakened against the greenback which was a good 
news for exports. However, there are growing concerns about the future 
of bilateral agreements. 

In terms of data, caution still applies, annual consumer prices have fallen 
for the first time in four years. Prime Minister Shinzo Abe has failed to 
stimulate the economy with the massive QE program. Only the higher 
energy prices are a cause for satisfaction. One cannot say that the 
Abenomics is a success. Now, let's just hope for Japan that last CPI data 
are just an unfortunate miss.

Japan: Yields Increase On Inflation Hopes Economics
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Illustrating a classic trading pattern, MXN and Mexican equity markets 
have rallied on US President Trump’s signing of an executive order to start 
the construction of a “physical wall” with Mexico. The clearly MXN 
negative announcement paradoxically sent USDMXN to a month low of 
20.93 and Mexbol surged to 48632. Mexican president Nieto was quick to 
condemn the effort while stating that Mexico would not pay for the wall. 
Trump retorted that America would be “reimbursed.” We suspect that 
the current move has been driven by liquidations of short MXN positions 
(MXN was significantly oversold) and potential interpretation in the 
construction of a “physical” border wall and believe that this 
development is profoundly for Mexico. The move indicates that as 
President Trump remains focused on Mexico, this increases the likelihood 
that NAFTA renegotiations will be economically damaging plus the 
possibly of designating Mexico as a “currency manipulator”.  

The sudden rise in inflation increases worries at Banxico. On an annual 
basis inflation spiked to 4.78% the highest levels since 2012 and well 
above the central banks 3% target. The drivers were pass-through to 
inflation from the weaker MXN and spill over from higher gasoline prices. 
While the appreciation of the MXN has marginally helped price pressure, 
it will limit the central bank’s monetary policy options. It is increasingly 
likely that Banxico will tighten policy further with an additional 50bp hike 
putting rates to 6.25% at the 9th February rate decision. Mexico’s current 
economic situation remains stable yet the outlook is less optimistic. 
Consumption remains the primary driver of growth indicated by the solid 
retail sales read expected but is projected to deteriorate near term. The 
fall in oil productivity (highlighted by persistence oil trade deficit), 
increases the political and social uncertainty and limitations to harness the 
competitive advantages of a weak MXN, should US-Mexico trade conflict 
intensify (20% tax on Mexican imports to US), all indicating an expected

MXN: Buy The RumorEconomics

  
expected fundamental weakness. A clearly tighter monetary policy will 
generate further drag on growth. Next week’s Q4 GDP and PMI 
manufacturing will be important to gauge the economic growth 
momentum. We remain constructive on the USDMXN and see current 
MXN short covering as an opportunity to reload longs.
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The Federal Customs Administration has released its preliminary annual 
report on Swiss exports. The document shows that in 2016, Swiss exports 
expanded 3.8% in nominal terms (-0.8% in real terms) to a record level of 
CHF 210.7 billion after contracting 2.6% in the previous year (-0.9% in real 
term).  

However, the split amongst various industries was more than unequal as 
growth was mainly due to the sharp increase in chemical & 
pharmaceutical products (+11.4%) and a jump in textiles, clothes & 
footwear products (+10%). On the other hand, the nightmare continues 
for the watch industry as exports decreased for the second consecutive 
year, down 9.9% or CHF 2.1bn.  

Imports also increased last year, rising 4.1% (1.2% in real term) to CHF 
173.2bn. 

Geographically, exports to the USA showed the largest increase (+13%) 
and set a new record of CHF4bn. In addition, exports to the European 
Union climbed another 4% as Germany boosted its imports of Swiss 
products (+CHF 3bn). Switzerland’s foreign trade ended the year on a 
positive note as exports rose 9.9%m/m (versus a downwardly revised 
figure of -4.0%m/m in November), while imports contracted -0.8%m/m 
(versus -4.5% previous reading). All in all, the trade balance edged down 
to CHF 2.72bn from CHF 3.50bn in November. As usual, watch exports 
shrank in the last month of year, down 4.6%y/y as exports to Hong Kong - 
the largest watch-importing country - fell 15.7%y/y. On the bright side, 
exports to the USA and China rose sharply, rising 10.9% and 27.6% 
respectively.

Swiss Exports Rose To Record Level Despite Strong CHFEconomics

  
Moving forward, we expect the Swiss economy to remain under 
substantial pressure as the eurozone, its main economic partner, stares 
down the barrel of a troubling year ahead, one rife with political 
uncertainty. In addition, the arrival of Donald Trump at the White House 
dampens the outlook for Swiss exports especially in the event of more 
protectionist measures. Chances are Trump’s decisions will impact 
Switzerland, at least indirectly. The new US President has taken aim 
several times at the chemical and pharmaceutical industry stating that 
drug prices are too high. On the other, the deregulation of the financial 
industry should give a boost to the Swiss banking sectors.
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The International Monetary Market (IMM) non-commercial 
positioning is used to visualise the flow of funds from one currency 
to another. It is usually viewed as a contrarian indicator when it 
reaches an extreme in positioning. 

  

The IMM data covers investors' positions for the week ending January 17th 
2016. 

  

Net EUR short positions have increased. It is worth noting that for the first 
time ECB President Mario Draghi has admitted that a country may leave 
the Eurozone. It just needs to settle its bill first. As a result, we see 
speculators increasing their short positions. 

Traders are still short commodity currencies but have decreased their 
short positions. Markets are looking towards Trump and no one exactly 
knows if the new US president will fail to deliver even though it seems he 
is doing what he promised. In addition, the efficiency of its ambitious 
program remains highly uncertain. This is why the CAD and AUD demand 
should increase. 

The GBP net position is short as investors are still afraid of the effect of a 
likely Hard-Brexit. We believe that those fears overestimate the 
consequences and current pound levels still represents good entry point.

IMM Non-Commercial PositioningFX Market
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