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1. Demand for both safe havens and risk assets: As the first 

quarter of 2014 draws to a close, investor positioning appears to 

have become less one-way than it was during 2013.  Asset prices 

reflect this—after a run-up of over 20% in 2013, developed mar-

ket equity prices are essentially treading water this year.  Similar-

ly, U.S. 10yr bond yields, after a rise of almost 120bp in 2013, 

are down over 20bp since the beginning of this year, highlight-

ing periodic episodes of risk aversion.   

This equivocation, or bet-hedging, can also be seen in mutual 

fund flows year to date.  Developed market equities are still see-

ing solid net inflows—over $62 billion year to date, very close to 

the $66 billion seen during the same period of 2013.  However, 

despite the inception of tapering and the pricing in of an earlier 

first rate hike from the Fed, developed market bond funds are 

now seeing inflows rather than the net outflows that marked 

May-December of last year—over $45 billion year to date, more 

than the $30-odd billion seen during the same period in 2013.   

More cautious flow patterns this year may also reflect higher 

equity market valuations (Chart 1.1). 

Particularly robust inflows have been seen in high-yield bond 

mutual fund flows to high-yield bonds—the theme since last 

April-May has been broadly, out of emerging market bonds, into 

high-yield developed market bonds (Chart 1.2).   

This week’s cautious tone in U.S. and European equity markets 

also reflects banking sector developments. In the U.S., last 

week’s favorable stress test results were overshadowed by the 

Fed’s rejection of the capital plans for 5 of the 30 banks under 

scrutiny—including Citi, Zions Bancorp and three U.S. affiliates of 

foreign banks (Santander, RBS and HSBC).  While acknowledging 

that U.S. banks are now better positioned than they were a year 

ago, with solid capital ratios and declining NPLs (Chart 1.3), the 

Fed found deficiencies in the planning process for these five 

banks, disallowing their plans to raise dividends and buy back 

shares.    

In the Euro Area, discouraging news on lending highlighted chal-

lenges for the banking sector: credit to the private sector de-

clined for the 19th consecutive month in February (-2.1%oya), 

with particular weakness in lending to non-financial corporates (-

3%oya). The latest ECB estimates showed that the domestic 

credit-to-GDP gap in the region is around -4% with the gap ex-

ceeding -10% in Spain, Portugal and Ireland.     
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2. IIF Portfolio Flows Tracker suggests global investors are re-

turning to emerging markets: Our EM portfolio flows tracker 

shows a pickup in portfolio inflows to emerging economies in the 

last two months, following the EM stress in early 2014 (Chart 2.1). 

In March, EMs are estimated to have received $39 billion in port-

folio inflows from global investors, up from $25 billion in February 

and $5 billion in January. The March figure reflects $24 billion 

going into EM bond markets and $15 billion into EM stock mar-

kets. The solid inflow estimates for March are primarily driven by 

robust flows into the three countries that release daily data on 

portfolio flows, and a moderation in global risk aversion. In addi-

tion, we have made net upward revisions of $6 billion to our esti-

mates for portfolio inflows in the period from December to Febru-

ary, split about evenly between portfolio equity and debt inflows. 

More details and the underlying data are available here. 

3. Flash PMIs mixed: The flash manufacturing PMIs for March 

have so far broadly confirmed the trend of weaker EM and 

stronger mature economy growth (Chart 3.1). The Chinese PMI 

(HSBC measure) extended its decline for the 5th month in a row 

and is now standing at 48.1. While the official PMI still stood 

slightly higher in February at 50.2 (March released next Tuesday), 

it has also fallen over recent months. On top of weak activity data 

for January/February, the signal is for weaker Chinese growth in 

Q1, which will adversely affect the EM region as a whole, notably 

the non-oil commodity exporters, although we expect more sup-

port going ahead as the Chinese authorities tweak their fiscal and 

monetary policy settings to achieve their 2014 GDP growth ob-

jective.  

The picture remains brighter in mature economies. The U.S. PMI 

also fell in March, but still stands well above the ISM measure 

which we track more closely. Also, the Services PMI picked up 

sharply today. PMIs in the Euro Area declined marginally in 

March, but at 53 the manufacturing measure remains well in ex-

pansionary territory, in line with stronger growth in Q1.  

The German manufacturing PMI fell more markedly by 1 point, in 

line with a fall in the IFO index this week (Chart 3.2), but the 

French PMI increased. Given Germany’s tighter linkages with Rus-

sia, this may reflect some nervousness related to the situation in 

Ukraine and Russia, where activity is deteriorating rapidly, leading 

us to sharply mark down our GDP projections as Lubomir Mitov 

indicated in this morning’s conference call (a replay is available 

here). While the current status quo in Ukraine and sanctions on 

Russia should have only limited impact on Western Europe, an 

adverse scenario under which the conflict would broaden to be-

yond Crimea and affect gas supplies would be much more disrup-

tive (see our latest report on the impact of the Ukraine crisis). 
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IIF Portfolio Flows Tracker shows pick up; flash PMIs mixed 
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4. Crunch time for Japanese consumption: As a first step towards 

fixing its public finances, Japan will raise the VAT rate from 5% to 

8% on April 1. Activity data through January show that the im-

pending tax hike boosted consumer spending on durable goods 

and industrial production and shipments, notwithstanding the 

severe winter (Chart 4.1). Moreover, last week’s Reuters Tankan 

survey and this week’s Shoko Chukin small business survey point 

to a surge in activity in February/March. However, the business 

surveys also show companies expecting a sharp deceleration in 

spending in Q2. Policymakers will closely watch the high-

frequency data to assess the post-tax hike economic trajectory. 

Looking through the inter-temporal effects of the tax hike and 

expecting recovery in private investment and exports, the BoJ 

has expressed confidence that it will achieve its 2% inflation tar-

get in FY2015. However, a weaker recovery post-tax hike is likely 

to persuade the BoJ to expand its QE program and PM Abe to 

reassess plans to hike the VAT rate to 10% in October 2015. 

5. Early 2014 sees robust issuance of high-yield debt:  In keeping 

with still-strong investor appetite for these securities, issuance of 

high-yield bonds and other higher-risk forms of debt has been on 

the rise this year.  Global high-yield bond issuance has amounted 

to over $100 billion year to date—on par with the record pace set 

in 2013.  Issuance of other types of higher-risk debt has been on 

the rise as well:  in particular, global “covenant-lite” loan issuance 

in 2014 to date has topped $130 billion, exceeding the pace 

seen in 2013 ($400 billion for the full year), which in turn was al-

most triple the pace of 2012.  So-called “payment-in-kind,” or PIK 

bond issuance, while below 2013 levels, remains solid.  Issuance 

of all three categories of debt remains near or well above pre-

crisis levels (Chart 5.1).  

Of note, although over 85% of “covenant-lite” loan issuance has 

been from U.S. issuers, European covenant-lite issuance has risen 

above $14 billion already this year—almost reaching the record 

$15 billion seen for full-year 2013.  Similarly, covenant-lite loan 

issuance in other countries outside the U.S. and Europe was over 

$20 billion in 2013—more than double the amount seen in 2012.  

The popularity of these asset classes is clearly reflected in 

spreads: U.S. and European high-yield corporate bond spreads 

continue to hit new post-crisis lows—a sharp contrast to emerg-

ing market high-yield corporate spreads, which remain well above 

their 2011 lows (Chart 5.2).  

5.1 

Crunch time for Japanese consumption; robust issuance of high yield debt 

Source: Japan Ministry of Economy, Trade and Industry  

Source: BoA Merrill Lynch, Bloomberg, J.P. Morgan 
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Source: Thomson ONE, IIF. 
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Conference Calls 
 
IIF Global Economic Monitor: Charles Collyns, IIF Managing Director and Chief Economist, and Felix Huefner, Deputy Di-
rector of Global Macroeconomic Analysis, will present the key highlights of the April Global Economic Monitor (GEM) publi-
cation (to be released on April 2), and take questions from participants.  The GEM  presents our latest assessment of the 
outlook and discusses risks that could hold back the expected pick-up in global growth.  
 
The call will take place on Thursday, April 3, at 10:00 AM in Washington, D.C. (15:00 London / 16:00 Paris / 10:00 PM Bei-
jing). If you are unable to call in, please note that an audio recording of the call will be available on our website after com-
pletion of the call. Please click here for the dial-in instructions. Please confirm your participation by email to lshaw@iif.com 
 
IIF Capital Markets Monitor Teleconference Call: Hung Tran, IIF Executive Managing Director, will present the key high-
lights of the Capital Markets Monitor publication. The call will take place on Wednesday, April 10 at 9:00 AM in Washing-
ton, D.C. (14:00 London / 15:00 Paris / 9:00 PM Beijing / 10:00 PM Tokyo). If you are unable to call in, please note that an 
audio recording of the call will be available on our website after completion of the call. Please click here for the dial-in in-
structions. Please confirm your participation by email to fnguyen@iif.com.  
 

What to Watch For Next Week: 

Mon: Japan IP and Mfg PMI (Feb.) 

Tue: Global Mfg. PMI (Mar.), EA HICP flash (Mar.) and unemployment rate (Feb.), BoJ Tankan (1Q)   

Wed: EA MFI interest rates (Feb.), Brazil IP (Feb.) 

Thu: Global Services PMI (Mar.), BoE credit conditions survey (1Q), Turkey CPI (Mar.) 

Fri: US Employment (Mar.) 

http://www.iif.com/events/events+196.php
http://www.iif.com/events/events+193.php
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