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The crude oil price plunge offers a further shock to the global economy
following the COVID-19 breakout and we do not expect prices to recover
any time soon.
The lack of clarity and coordination from policymakers in key countries is
exacerbating the financial market fallout.
There is some good news though – the COVID-19 new cases from China
and Asia points to containment success and adds credibility to the
consensus of a peak in new cases globally in or around May time.
We have revised our FX forecasts published last Monday in the wake of the
events and market moves since.
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Another shock stemming from crude oil markets
Oil price collapses as battle for market
share commences

A 30% plunge in crude oil prices does not happen often – the last time was during
the Gulf War in 1991 and this has implications for asset markets generally and clearly
adds fuel to the retrenchment in risk. Our GMR colleague in Dubai who covers crude
oil forecasts, Ehsan Khoman, has covered the key details already (click here) with
the key takeaway being that we have slashed our crude oil forecasts for this year. A
protracted period of crude oil prices at levels below USD 30/b that pressures
production operations is possible over the coming weeks/months that will disrupt
th
credit markets and intensify risk aversion. The next OPEC+ meeting is not until 9
June. There remains a possibility that OPEC+ quickly reconvenes and agrees a

PRICE OF OIL & RELATED CURRENCIES ADJUST SAHRPLY LOWER

Source: Bloomberg, Macrobond & MUFG GMR
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production cut. We do assume a recovery in crude oil prices in the second half of the
year, assuming this crude oil price war does not last indefinitely and assuming we
see a confirmation of a peak in COVID-19 cases during Q2.

DAILY CHANGE IN CHINA NEW COVID-19 CASES VERSUS GLOBAL CASES

Source: Bloomberg, Macrobond & MUFG GMR

COVID-19 to get worse before better
Peak in Q2 still looks reasonable

Why do we assume a peak on COVID-19 new cases in Q2? The bad news is that the
figures are getting worse in Europe and in the US. But the good news is that the
figures for China and Asia show containment is working and that new cases have
peaked. For three consecutive days, the new-case count in China has been below
th
the 100-level and today has dropped to 40 – the lowest since 18 January when the
coronavirus was breaking out. But the data from Europe and the US points to higher
figures ahead but the reassuring aspect is that containment works and individual
behaviour should prove more effective now than during the earlier stages of the
breakout that we believe gives credibility to a peak in the Apr-June quarter being
realised.

Global growth adjustments further to go
Equity fallout could have further to go

Global growth projections to be cut
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Ahead of today’s US equity market open, the S&P 500 is down 12.2% from the
th
record peak on 19 February with S&P 500 futures down as much as 5%. The highto-low during the Great Financial Crisis was close to 58% but that was from a peak in
Oct 2007 through to the low in March 2009. The post-Lehman collapse drop was
49% from Sept 2008 to Mar 2009. So in a sense, this global shock to growth, while
not on a par with the GFC, has seen a relatively mild equity market correction and
could certainly extend further. However, given around USD 15trn of global fixed
income is yielding negative, making comparisons with prior corrections might not be
reliable. Before this correction, the dividend yield for the S%P 500 was a little less
than 2% while for the Euro Stoxx 600 it was around 3.5%.
Another correction in risk assets will be dependent on the macro-economic hit along
with confidence in policymakers responding. The OECD last week suggested the

global growth rate could be halved this year. But already this is perhaps looking
optimistic. How China gets back on line is one key element to global growth
rebounding. Data published in the FT daily suggests this remains some way off. The
Urban Civil Transportation Index, which measures congestion in major urban centres
in China combined with congestion on subway travel in urban cities currently stands
at 50.3 – a drop of 50% from where it should be. The Freight Logistics Activity Index
is around 20% below where it should be while coal consumption is over 30% down.
We suspect the flow of economic data will remain grim for at least the next two to
three months which will weigh on asset prices.

COVID & OIL PRICE SHOCKS BRING AN ABRUPT END TO LOW VOLATILITY

Source: Bloomberg, Macrobond & MUFG GMR

Policymakers’ response key to sentiment
Fed policy response all we’ve had to
date

The Fed rate cut last Tuesday is as of now, the only clear action taken by the major
economies of the world. The ECB meets on Thursday and we see risks of
disappointment with the focus more related to TLTRO type measures to target
specific companies suffering cash-flow issues doe to COVID-19. We suspect the
ECB may hold off on a rate cut and focus on the TLTRO channel for now.
The German government agreed to a small EUR 12.4bn increase in investment
spending covering from 2021 to 2024 over the weekend – hardly an impressive fiscal
response. Larry Kudlow in the US on Friday spoke of “targeted fiscal measures with
nothing large-scale”. While micro-measures make sense a global coordinated macro
response is now also required. USD 8bn of spending to fight COVID-19 in the US
has been made available by Congress while the Italian government has also
announced fiscal support (EUR7.5 billion) but more needs to be done to counter the
negative growth impact.
French Finance Minister Bruno Le Maire called for “strong massive and coordinated”
fiscal stimulus in Europe to boost the economy. Will that be forthcoming? Judging by
Germany’s petty response to date, it will be slow in coming. The US election
complicates the prospect of large-scale stimulus. We assume in our updated
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forecasts that stimulus will ultimately be rolled out although on a less coordinated and
on a smaller scale than perhaps the markets are looking for.

G10 FX PERFORMANCE DURING COVID-19 SHOCK
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FX Forecast Implications & some key Assumptions
FX – as you’d expect

We have had what we would call your textbook response in the FX markets to this
th
risk-off event. From the week starting 20 January when COVID-19 came into full
focus, JPY, CHF and EUR are the top performing currencies with the global growthsensitive currencies the laggards.
We see scope for that pattern to continue for now given the unlikelihood of any let-up
over the short-term in the spread of COVID-19 globally outside of Asia. We have
therefore cut our USD forecasts versus the core, low-yielding safe-haven currencies
and lowered the global growth-sensitive currencies’ forecasts.

The basis of these forecast changes in the G10 space are as follows:

1)

2)
3)
4)

5)
6)
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The FOMC cut rates further – by a total of 75bps over the coming two
meetings and commit to providing short-term liquidity to ensure smooth
financial market functioning. With our US Rates strategist highlighting the
risk of the Fed funds rate being back at 0% by the end of Q2.
The ECB fully refrains from rate cuts or at best cuts by just 10bps,
probably in Q2. TLTROs will be the main form of action most likely.
COVID-19 globally peaks around May-time and signs of a turnaround in
global growth emerges in the second half of the year.
The FOMC are much slower to reverse the monetary easing. Don’t
forget the framework review is due in June and we believe a key takeaway
will be the Fed willing to take greater risks with inflation – lower for longer
basically.
The MUFG oil view is that Brent crude oil will remain close to current
prices in March and Q2 before rallying to USD 46.1/b by year-end.
We do not expect intervention by the BoJ but the 100-level will remain

psychologically important.
SNB weekly sight deposit date today revealed an increase of CHF 14bn
since COVID-19 risk-aversion fuelled demand picked up in January. That’s
equivalent to roughly 2% of GDP. The only US “currency manipulator”
measure Switzerland does not meet is spending 2% of GDP or more on
intervention. We may well see less SNB action over the coming weeks –
this would imply the potential for CHF to outperform as a haven
currency.
8) The UK budget on Wednesday will see the government’s rules abandoned
but the scale of overall stimulus may well still be conservative. The BoE will
th
refrain from cutting this week and wait until the meeting on 26 March
when we expect a 25bp cut.
9) We do not expect a large-scale coordinated fiscal stimulus plan from
Europe. Smaller ad hoc steps are more likely.
10) Like Larry Kudlow implied, there will be no large-scale fiscal stimulus
support in the US either.
7)

UPDATED FX FORECASTS
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