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Buy or sell the rally

What you need to consider now is, are the stimulus measures in place
sufficient to justify buying risk assets against the moving target of the
spread of this pandemic? And the answer that you have to come up
with is, | don't know...

Confusion

Source: Shutterstock

Round and round and round she goes, where she stops, nobody
knows

We are long past the point where | update and show you coronavirus charts in this note, though
maybe I'll knock some together for Friday's note.

The salient facts are these:

1. Total Global confirmed cases, 468,127 (up about 300 since | opened my computer this
morning).

2. New cases in the last 24 hours 45,553

3. Of these, the largest single contributor is the US with more than 10,000

4. Total deaths from the virus in Spain now exceed those in China (where new cases continue
to rise)

5. New case numbers in Italy, Germany and France have begun to respond to lockdowns and
are now slowing.
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6. Not so the UK, where the recent lockdown has yet to bite and new cases topped 1450
overnight.

Allin all, the pandemic still looks to be on a runaway path, though there are some signs that some
of the European hotspots are cooling very slightly. But with the piecemeal containment measures
undertaken in the US unlikely to be effective except locally, and their large population with its
challenging health and age characteristics coupled with variable health care coverage, | think that
the prospects of a real problem for the US still exist.

So in my summary, | take the somewhat cowardly approach of saying that it is impossible to look
at the (still unpassed) stimulus bill in the US and conclude that the time is ripe for piling into risk
assets, simply because the other unknown, the virus, is still accelerating, with no prospect of
guessing how much damage it will deliver.

Reallty though, | think it is still far too early to buy, but | concede that the turn, when it comes,
might be sharp and that there is a danger of missing out on a chunk of the upswing when it
comes. The US though, even if it isn't the centre of global GDP growth anymore, is still where the
market cycle starts and ends. So what happens with the virus in the US is critical.

Singapore shows the way

Singapore's preliminary 1Q20 GDP figure is one of the first regionally, indeed, globally, and it is
mainly for that reason that it is important as it is about the first piece of hard evidence of what is
facing countries across the world.

At -10.6% (annualized QoQ%), the 1Q20 GDP result was a little worse than consensus, but the
consensus really hadn't any clue, with a low of about -18 and a high of about -2, so the deviation
from the median is not significant in my view.

Singapore, of course, was one of the first countries globally to be affected by the coronavirus as
Chinese tourism with the island was strong before the outbreak, and that could have weighed
more on these numbers than elsewhere. More importantly, in our view, are the containment
measures undertaken, that have meant the island state still operates close to normality except for
international travel and tourism, unlike many European countries. A lockdown may yet come, but
the measures that have been taken have massively alleviated the economic burden on Singapore.
It really is the role model to follow.

So when thinking about the GDP numbers elsewhere, in Europe and the US, you'd have to think
that they would be lucky to see only a 10% annualised downturn in activity. And the actual figures
could be magnitudes worse.

The limited detail we have on these numbers so far shows us that the people-intensive sectors of
services (-15.9%QoQ) and construction (-22.9%QoQ) are the biggest victims of the virus.
Manufacturing was actually up on the quarter (+4.2%). | don't expect that to last though, so a
figure as bad or worse probably looms for 2Q20.

These numbers cement our expectation for some remedial action from the MAS this month (not
waiting until their scheduled April meeting). Prakash Sakpal expects the MAS to re-centre the
currency NEER close to current levels and remove the appreciation slope.
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China rumours of rate cuts

Apart from the Singapore data, its very quiet in Asia today, though Iris Pang draws our attention to
a story running in the FT. She writes, "The FT reported rumours that the PBoC is going to cut the
benchmark deposit rate (1Ynow at 1.5%) to beef up banks' net interest margins. The rate is
considered a backward tool as it is a retail interest rate, which, banks have the freedom to post
any rate for deposits based on market conditions. We believe that if the central bank wants to
incentivise banks to lend more to inclusive finance, which is the group that needs cash from the
damage of Covid-19, then the regulator is expected to link the capital or liquidity requirements
with the loan amount for inclusive finance".
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