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Risk-off sentiment prevails on
virus spread fears

MAIN CROSS
RATES

LOOKING BACK
• Risk-off sentiment prevails on virus spread fears. Even as it praised
China’s efforts to contain the spread of the virus, the World Health
Organization (WHO) declared the coronavirus outbreak a global public
health emergency. Several major countries advised their citizens to avoid
traveling to China while facilitating the exit of those who are already
there. Overall, business closures in China and supply chain disruptions
would clearly weigh on China’s Q1 GDP and impede already sluggish
global growth.
• Fed keeps policy unchanged. Last week, the Fed decided to keep its
benchmark interest rate unchanged at 1.75%. While the overall monetary
policy stance remained broadly unchanged and data-dependent, the
Fed officials did note that the pace of household spending has dropped
to a more moderate pace recently. Powell said that the Fed will continue
repurchase operations through April and said it was too early to assess the
economic impact of the coronavirus. Concerns surrounding the spread of
the outbreak have pushed the US 10-year Treasury yield lower by 30bps
in the last two weeks to 1.51%.
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• Q4 shows strong earnings for major US tech names. Q4 earnings
season has somewhat been overshadowed by the volatile news flow
surrounding the coronavirus. With about 45% of the S&P500 companies
having reported so far, blended EPS growth is running at 0.3% year-overyear while revenues are seen rising 1.3% so far. Some of the largest US
companies have positively surprised on the earnings front. While Apple’s
EPS got a boost from strong iPhone sales, Microsoft continued to post
solid growth in its cloud business. Amazon gained 8.0% on the week
after beating EPS expectations on the back of solid growth in its Prime
membership program.
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• Brexit legally implemented. The EU ratified the UK’s Brexit bill, setting
the stage for eleven months of intense parleys to determine whether
the two sides can avoid a disorderly separation. While PM Johnson
managed to deliver on his promise to get the UK out of the EU, he must
now negotiate a comprehensive trade deal with the Bloc by year-end.
Overall, the uncertainty for businesses is expected to continue as the
possibility of a no-deal Brexit still remains and the outcome depends on
how negotiations play out through the rest of the year.
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• Oil continues to fall on demand concerns. With travel bans and China
extending the Lunar New Year holiday, oil demand is set to take a hit and
is getting incrementally reflected in prices. Estimates of the epidemic’s
impact on oil demand vary widely and are adding to some worries
among oil investors. Brent has lost 10.3% in the last two weeks and is
down 15.2% in four straight weeks of declines.
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LOOKING FORWARD
• Global manufacturing PMIs will be released on Monday while US factory
orders will be announced on Tuesday. Global service sector PMIs will
be released on Wednesday while Eurozone retail sales and the US’s
trade balance will be published on the same day. China reports its trade
balance while the US releases its employment report on Friday.
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