Standard

Market Watch | 12 March 2020 Chartered b

Market Watch

Containment efforts yet to bear fruit

Summary

Equities fell sharply, with the S&P500 falling 20% intra-day
from recent peak; US bond yields, USD rallied. Gold fell

World Health Organisation formally labels the COVID-19
outbreak as a global pandemic, US inflation accelerates

What to watch: COVID-19 new cases, policy stimulus and
China economic data

Background

The World Health Organisation (WHO) formally labelled the
COVID-19 virus outbreak a global pandemic. The WHO said its
advice for fighting the outbreak has not changed, but the move
reinforces that the virus is not yet being contained. The rate of
new infections in the US and Europe continues to accelerate.

Intensifying virus containment efforts in the US and Europe are
undermining growth expectations and fears of a recession
remain elevated. We expect the US and Europe to follow the
UK’s lead — the Bank of England cut rates by 50bps yesterday
and the UK government unveiled a GBP 30bn fiscal stimulus
yesterday. The ECB is likely to ease monetary policy today and
the Fed is likely to cut rates again next week, if not before,
despite the pick-up in US core inflation in February.

The US S&P500 index fell 4.9%, Europe was down 0.7% and
Asia ex-Japan was down 1.3%. The 10-year US government
bond yield rose 6bps, the USD index rose 0.1%, while the JPY
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normal, this would suggest equity markets offer good value.

Meanwhile, there are signs that markets are looking over-
stretched on the downside. Not only are they oversold and
close to strong support, but market diversity remains very low,
signalling an increased risk of a short-term rally. However, until
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No signs of US/Europe COVID-19 cases slowing
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Technical watch: The S&P 500 index is approaching key
support (200-week moving average at 2640). The index
rebounded from this support after the downward corrections in
2016 and 2018 — so a rebound from the support is possible.

in the Disclosures Appendix.
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