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END?
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“Today the US is sucking in huge
amounts of capital, with both the
Private and Public Sector NIIP
running a huge deficit.”

Net International Investment Position (NIIP) data can offer a guide to where the extreme asset flows are and
when they are about to end. In recent years, US NIIP has deteriorated rapidly. We show that both the private
sector and public sector have reached record deficits as a percent of GDP in recent years.

Can we gauge when fund flows will end? While the US has NIIP data back to the 1970s, for most other regions
it is more recent. We can look at various financial and currency crises to get an idea of how extreme NIIP
positioning can get. First, we can look at China as a guide. After the financial crisis there were heavy flows into
Chinese assets, and it saw a deterioration in its private sector NIIP (we exclude foreign reserves from NIIP) to
USD 2.5 trillion or roughly 20% of GDP before the Renminbi was forced to devalue.
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Prior to the Global Financial Crisis, Europe received a significant amount of credit flows as the convergence
trade of the periphery to the core as well as the entrance of Central European countries to the EU drove huge
credit flows. The Euro Zone NIIP reached a deficit of 20% of GDP before the Eurocrisis and its subsequent
devaluation.

Prior to the Brexit Referendum in 2016, the UK was running a 20% NIIP deficit. This has moved to balance
with a 20% fall in the exchange rate against the Euro, the major trade partner of the UK.
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Today the US is sucking in huge amounts of capital. Its Private Sector NIIP (NIIP less foreign treasury
holdings) is running a 20% deficit while the public sector is running a 30% deficit. The top seen in the 20002001 period of US NIIP deficit was followed by dollar weakness. The US dollar, as proxied by the JP Morgan
Nominal Broad Effective Exchange Rate, also looks to be topping out.

So who is buying US assets? One of the usual suspects is Japan. Intriguingly, generally the Japanese used to
buy foreign bonds when the Yen was strong and sell them when the Yen was weak. Since 2013, Japanese
purchasing of foreign bonds has been strong even without the Yen strengthening. This is exactly what
Abenomics and Bank of Japan activism was intended to do. That is, Japanese fund flows would be less countercyclical and more pro-cyclical. In other words, fund flow was not meant to take advantage of Yen strength, but
to stop Yen from strengthening in the first place.
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This has caused the traditional relationship between Japanese and US 30 year bond spreads against the Yen
exchange rate to breakdown.

The US NIIP as a percentage of GDP is running at close to a 50% of GDP deficit, while private sector deficits
in China and Europe are close to zero, implying almost all flows from Japan are to the US. In absolute numbers,
China Private NIIP deficit topped out at USD 2.5 trillion, Europe was also at USD 2.5 trillion, while the US
quarterly data just passed USD 4 trillion. With the US running USD 1 trillion fiscal deficits, even the Japanese
may not have enough money to keep the US dollar strong.
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DISCLAIMER
This Market View has been prepared and issued by Russell Clark Investment Management Ltd (the "Firm") authorised and regulated
by the Financial Conduct Authority. It has been approved as a financial promotion by the Firm and as such is intended for
professional clients and eligible counterparties only and is not intended for retail client use. It is not intended for distribution to
any country where such distribution or use would be contrary to local law or regulation.
This Market View is provided for information purposes only and should not be regarded as an offer to buy or sell any investments or
related services that may be referenced herein. No guarantee is made as to the accuracy of the information provided which has been
obtained from sources believed to be reliable. The view expressed in this Market View are the views of the portfolio manager at time
of publication and may change over time. Nothing in this Market View constitutes investment, legal tax or other advice nor is it to be
relied upon in making an investment decision. No recommendation is made positive or otherwise regarding individual securities
mentioned herein. Past performance is not indicative of future performance. The price of investments can go up as well as down and
can be affected by changes in the rates of exchange. The information contained in this document is strictly confidential and is
intended only for the use of the person who has been provided the Market View by the Firm. No part of this Market View may be
divulged to any person, distributed, resold and or reproduced without the prior written permission of the Firm.
Where “forward looking” information, including estimates, projections and subjective analysis and judgement are provided no
representation as to the accuracy of such projections or estimates or that they may be realised. Certain assumptions used in
formulating such “forward looking” information may differ materially from actual events or conditions.
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