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Currency Risk: Yen

The markets have been moving sideways for some time now despite geopolitical

risks and ever resilient data coming in from the US. It is in this context that; most

asset classes have either been trading sideways or have been on the uptrend.

Equities and Gold rallying at the same time give enough evidence of markets being
Currency Risk: Yen 1 in an indecisive state. But what might be missed in all this confusion is the looming
Fixed Income Outlook 3 risk of Global Currency meltdown potentially being triggered by the unwinding of
Technical Outlook/Liquidity 4 the most favoured trade of them all, the Yen Carry Trade.

Spread Monitor ° Recent Bank of Japan policy decision did not help deter the market participants

from crowding this trade further which has pushed USDJPY higher and higher this
year with JPY depreciating more than 10% on a YTD basis. While the BolJ is
cognizant of macro fundamentals underlying this JPY carry trade. 30 years of
Quantitative Easing in Japan meant borrowing in JPY and investing elsewhere was
the cheapest funding mechanism out there. While a slow decline is
understandable, the increased participation of speculators has fuelled the
sudden slump in Yen’s value against Dollar.

Yen Carry Trade Unwind: Barring late entrants in the JPY carry trade, most
investors use the trade to borrow in JPY to invest elsewhere in Equities, Bonds,
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income given Japanese insurers, Pension Funds being one of the largest holders
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to cut rates aggressive-
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ly before the contagion risk out of Japan becomes too large. While US cutting
rates might lead to mild stagflation conditions, the turmoil caused by upending
of currency markets should be the avoidable risk.

INR being an Another approach is a coordinated response by Fed and BoJ to buy time and
EM currency, indicate a data driven approach while gradually shifting the stance to a more
any FX turmoil accommodative stance for the Fed and a hawkish stance by the BoJ. Today India
will have spill is better positioned to weather such a storm thanks to post-Covid prudent
over impact on management by RBI and the large buffer of Foreign Exchange reserves which are
Indian Bond at all-time highs. It would be wise to keep track of global currency market
markels developments given the sensitive levels at which USDINR is already trading
which can cause pain in with spill over in Bond markets.
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FOMC Highlights:
e Holds key rates unchanged at 5.25-5.50% for 6th straight meeting
FOMC e Lack of progress on inflation front pointed out
sounded dovish,
. e Slows pace of quantitative tightening via Balance Sheet reduction
ruling ont
stagflation e Starting in June, the Fed will reduce its monthly cap on Treasuries to $25

billion from $60 billion

e Overall the FOMC had a dovish tone while maintaining a cautious data
driven approach
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Fixed Income Outlook

Fundamental View

During the last fortnight, benchmark yields remained range bound. FPI related flows
remained benign as the USDINR currency pair remained under pressure in the 83.30-83.50
range prompting caution from investors. In absence of major domestic cues market looks to
remain range bound going forward and react to data points. While a fall in benchmark yields
looks unlikely considering uncertain and subdued investor appetite around currency and
ongoing elections. As far as benchmark yield is concerned, the edge case scenarios currently
point towards upside with potential shocks coming in currencies or geopolitical flare-ups.

With markets talking about a potential Yuan devaluation and the speculative frenzy with
which Japanese Yen is being shorted, a currency meltdown contagion can pose significant
risks for Indian bond markets in the near term. Apart from structural macro driven risk as
pointed above, geopolitical flare-ups can send the yields souring as we saw on 19t April
which fortunately turned out to be a false alarm. With fed turning dovish in its policy,
markets are expected to remain more or less stable with a slight downward bias on yields.

SDL Overview

In last fortnight, CG benchmark 10 Yr was traded in the range of 7.11-7.19, whereas, the 10Y
SGS got dealt in the range of 7.40-7.54 i.e. the benchmark 10Y G-sec yield spread widened
and traded in the range of 33 - 38 bps, despite lower actual issuance by states vis-a-vis their
notified calendar. Stated had borrowed a sum of Rs. 51,200 Crores vs their scheduled figure
of Rs. 98,140 Crores (47.8% lower). This highlights the dampening of demand from investors
specially in spread papers which could be corroborated further by weaker demand
witnessed in Longer dated CG auctions as well. We also expect states to come up with bigger
SDL issuances than seen in the month of April and with weaker demand from investors, we
see spreads of 10Y SGS vs benchmark 10Y G-sec to widen from current levels and trade in
the range of 36 - 42 bps during the coming fortnight.

The market will
remain sensitive
to global cues
and to some
extent to
developments
around Yen and
Yuan
devaluation

SDL spreads
came down
slightly in the
last fortnight
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Technical View
Technical Synopsis 7.18% GS 2033 Yield:

7.18% 2033 G-sec settled shop at lower range of the zone of around 7.16% on
Monday’s session. As discussed in last newsletter, Benchmark may inch higher
towards 7.25% and trade within range of 7.16% to 7.25%, the same was witnessed in
passing Fortnight.

Momentum oscillator RSl is currently valued at 52. Going forward, 7.14%-7.15% i.e.
Trend line level will act as crucial support zone on lower side, which also coincide with
30EMA level and 38.2% retracement level of recent swing high/low. We believe, till
Benchmark is holding above 7.14% we may see range bound trade to happen in
coming week with important resistance level now placed around 7.22%.
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Liquidity

Liquidity remained in surplus mode for first 19 days in April, thereafter; it turned into
deficit mode because of GST outflow. This month highest level in MIBOR was 6.80%
and monthly average remained at 6.66%. With government spending picking up
towards month end, we might see some easing in money market rates. RBI had
injected/absorbed liquidity proactively through main and fine-tuning operations, in
both repo and reverse repo window during the month.
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Economy & Gilt Watch

Spread Monitor
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G-Sec yields
trended slightly
upwards

tracking higher
US'T levels

SDL Spreads
came down owing

to low supply
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territory pushing
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PNB GILTS LTD.
5, Sansad Marg
New Delhi
110001

Phone 011-23325759
For Fixed Income retail
queries: 011-23321568
E Mail:_marketing@pnbailts.com

For other queries:
research@pnbagilts.com

We’re on the Web!
www.pnbgilts.com
Follow us on LinkedIn

https://in.linkedin.com/
company/pnb-gilts

& our twitter handle

@pnbgiltsitd

PNB Gilts Ltd, a renowned and preferred name in the Indian debt market was one of the first
entities to be granted the Primary Dealership License by the Reserve Bank of India. The
company is also a subsidiary of one of the largest Indian commercial banks, Punjab National
Bank. Company has played a pivotal role in strengthening of the domestic fixed income
markets and is a dominant player, marking its presence with significantly high market share
in the overall trading turnover.

Disclaimer

This communication is for private circulation only. The information contained herein is available to public
and believed to be reliable. However, PNB Gilts Ltd. does not warrant its completeness or accuracy. This
report does not constitute an invitation or offer to subscribe for or purchase or sale of any security and neither
this document nor anything contained herein shall form the basis of any contract or commitment whatsoever
with PNB Gilts Ltd. existing or prospective client(s) using this newsletter to form their judgments or opinion
shall do so at their own risk. The company is not responsible for any judgment(s) made by any person
including client(s) on the basis of this newsletter.
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