Macro Strategy | 3 July 2020
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Time for Euro
area, Asia to
play catch-up?
Renewed economic restrictions in the
US amid resurgent COVID-19 cases
imply Euro area and Asia ex-Japan
economies and markets could catch up
with the US in the coming months

Time for Euro area,
Asia to play catch up

Equities: Euro area and Asia ex-Japan
equities are breaking higher; faster
economic recoveries and attractive
valuations support further gains
Bonds: We believe a weaker USD,
increased fund flows and attractive
valuations are positive for Emerging
Market USD and Asia USD bonds; we
also prefer US High Yield bonds
FX: EUR, AUD could benefit as the
USD weakens in the next 12 months

Also find out...
Where is economic data
improving the most?

What are the key policy
developments this week?

Where are the main COVID19 hotspots?

This commentary reflects the views of the Wealth Management Group of Standard Chartered Bank. Important disclosures can be found in the
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Chart of the week: Euro area, Asia equities likely poised for gains
Euro area and Asia ex-Japan equities could catch up with US equities in the next 6-12 months as their economic recoveries accelerate
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Editorial
Time for Euro area, Asia to play catch-up?
In our H2 20 Outlook published this week (see Global Market Outlook:
Navigating the recoveries), a key conclusion was that markets and
economies are likely to recover at varying speeds from H1 20’s COVID19 shock. For investors, this means tracking: 1) the diverging pace of
economic re-openings as the pandemic is contained, 2) the relative scale
of stimulus measures, 3) geopolitical risks, and 4) valuations across
asset classes to see how much has been factored in.
The first of those drivers came into sharp focus this week, with the
decision by at least 12 US states, including New York and California, to
roll back or pause their planned economic re-openings. We have been
flagging the continued rise in new COVID-19 cases in large southern
states for a few weeks. While we do not expect the new restrictions to
be as severe as the ones in Q2 20, they raise the chance of a near-term
pullback in risk assets if more states decide to impose tighter lockdowns.
Near-term challenges notwithstanding, we remain constructive on risk
assets over the next 12 months, with a slight preference for corporate
and Emerging Market (EM) bonds over equities. This view is based on
improving economic data (see page 3) and inexpensive valuations of
“riskier assets” vs Developed Market government bonds. Record low
bond yields have lowered the threshold for riskier assets to outperform.
Within riskier assets, there is a rising probability of Euro area and Asiaex-Japan equities catching up with US counterparts in the next 6-12
months as their economies emerge from the H1 20 recession faster than
the US (especially given renewed US lockdowns). Such a scenario could
also trigger USD weakness. A weaker USD would likely support fund
flows towards EMs, benefitting two of our preferred bond assets: EM
USD government and Asian USD bonds. Inexpensive valuations of exUS assets support this trend.
Besides valuations, we see further policy stimulus as a key driver of risk
assets in the coming weeks. In the US, there is bipartisan support for
another fiscal spending package in July. In Europe, differences around
an unprecedented region-wide Pandemic Recovery fund remain wide,
but Franco-German support could still push it through. Rising US-China
tensions is the main geopolitical risk to watch (see page 3). We believe
gold would be a good hedge against such risks.
This reflects the views of the Wealth Management Group

Global equities gained over the past week, led by Europe
and Asia ex-Japan stocks, while Emerging Markets
broadly were lifted by gains in commodity prices
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S&P500 index faces resistance 1.3% above current level
Technical indicators for key markets as on 02 July 2020
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Positive for risk assets

Negative for risk assets

• A vaccine trial showed

• At least 12 US states rolled back

promising results as patients
developed antibodies to fight the
COVID-19 virus; the study has
not undergone peer review yet
•

or paused economic re-opening
plans as new cases rose to a
record high
WHO officials warned “the worst
is yet to come” and some
countries may need to re-instate
lockdowns as new cases rise

Our view: The rollback of US re-openings is a setback, though we do not
expect the restrictions to be as severe as those imposed in March-April

Daily new COVID-19 cases in the US have risen to new
record highs as infections in major southern states rise
Daily new COVID-19 cases per million population
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• Fed minutes indicated “highly
Policy developments

• US continuing jobless claims
stayed near 20m, although initial
jobless claims fell for 13th week

• Euro area jobless rate rose to
7.4% in May, from 7.3% in April

accommodative monetary policy
for some time”; it also launched
its programme to buy corporate
bonds from the primary market

• US Senate extended Paycheck
Protection Programme to 8 Aug

• China cut lending rates by 25-

China’s activity data remained above expansion territory
in June, cementing its recovery from the COVID-19 shock
China’s Manufacturing and Non-manufacturing PMIs
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manufacturers plunged in Q2 20
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industrial output fell 8.4% m/m
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German consumption rebounded strongly as lockdowns
eased; US consumer confidence was also starting to
recover before the latest pause in economic re-openings
US Consumer Confidence index; German retail sales growth
Consumer confidence

a more-than-expected 4.8mn in
June; jobless rate fell 2.3ppts to
11.1%, indicating the job market
recovered for the 2nd month
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Our weekly net assessment: On balance, we see macro events this week
as neutral for risk assets
(+) factor: positive surprise in US jobs, US & China PMI data
(-) factor: Renewed US economic restrictions; rising US-China tensions
This reflects the views of the Wealth Management Group
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Market performance summary *
Year to date

1 week

Equity | Country & Region
-4.9%

Global Equities
Global High Divi Yield Equities
Developed Markets (DM)
Emerging Markets (EM)
US
Western Europe (Local)
Western Europe (USD)
Japan (Local)
-0.8%
Japan (USD)
-1.2%
Australia
Asia ex-Japan
Africa
Eastern Europe
-0.6%
Latam
Middle East
China
India
South Korea
Taiwan

-12.4%
-4.6%
-7.1%
-1.4%
-9.8%
-10.9%
-8.5%
-7.6%
-11.8%
-1.9%
-21.2%
-22.5%
-32.7%
-12.8%
7.4%
-14.4%
-6.0%
0.3%

1.7%
1.3%
1.6%
2.1%
1.6%
2.2%
2.5%

4.5%
2.3%
3.2%
0.8%
0.3%
2.6%
3.1%
1.9%
1.8%

Equity | Sector
3.8%

2.8%

Consumer Discretionary
Consumer Staples
Energy
Financial
Healthcare
Industrial
IT
Materials
Telecom
Utilities
Global Property Equity/REITs

-5.2%
-33.4%
-22.7%
3.5%
-12.8%
13.3%
-7.3%
2.5%
-7.3%
-18.9%

1.2%
0.0%
0.0%
1.6%
2.0%
1.9%
2.7%
1.5%
3.1%
2.9%

Bonds | Sovereign
DM IG Sovereign
US Sovereign
EU Sovereign
EM Sovereign Hard Currency
EM Sovereign Local Currency
Asia EM Local Currency

3.9%
8.6%
2.3%
-1.9%
-4.5%

0.5%

0.0%
0.0%
-0.1%
0.9%
0.5%
0.0%

Bonds | Credit
DM IG Corporates
DM High Yield Corporates
US High Yield
Europe High Yield
Asia Hard Currency

3.3%
-3.2%
-3.1%
-5.5%
2.3%

0.6%
0.1%
0.0%
0.4%
0.0%

Commodity
Diversified Commodity
Agriculture
Energy
Industrial Metal
Precious Metal
Crude Oil
Gold

-18.6%
-13.4%
-45.1%
-8.3%
12.5%
-31.0%
17.0%

3.4%
3.8%
6.5%
2.4%
1.2%
4.9%
0.7%

FX (against USD)
-2.1%
-1.4%

Asia ex-Japan
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SGD

0.2%
-6.0%
1.1%
-3.5%

0.1%
0.5%
0.2%
0.4%
-0.3%
-0.2%

Alternatives
Composite (All strategies)
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Sources: MSCI, JP Morgan, Barclays Capital, Citigroup, Dow Jones, HFRX, FTSE, Bloomberg, Standard Chartered
*Performance in USD terms unless otherwise stated, 2019 performance from 31 December 2019 to 02 July 2020, 1 week period: 25 June 2020 to 02 July 2020
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Event

Next Week

Date

Period

Expected

Prior

GE

Factory Orders WDA y/y

06-Jul-2020

May

–

-36.6%

EC

Sentix Investor Confidence

06-Jul-2020

Jul

–

-24.8

EC

Retail Sales y/y

06-Jul-2020

May

–

-19.6%

US

ISM Non-Manufacturing Index

06-Jul-2020

Jun

50

45.4

JN

Household Spending y/y

07-Jul-2020

May

-10.1%

-11.1%

GE

Industrial Production WDA y/y

07-Jul-2020

May

–

-25.3%

CH

CPI y/y

09-Jul-2020

Jun

2.5%

2.4%

GE

Exports SA m/m

09-Jul-2020

May

–

-24.0%

JN

Machine Tool Orders y/y

09-Jul-2020

Jun P

–

-52.8%

JN

PPI y/y

10-Jul-2020

Jun

-2.3%

-2.7%

FR

Industrial Production y/y

10-Jul-2020

May

–

-34.2%

US

PPI Ex Food and Energy y/y

10-Jul-2020

Jun

–

0.3%

CH

Money Supply M2 y/y

10-Jul-2020

Jun

11.1%

11.1%

CH

New Yuan Loans CNY

10-Jul-2020

Jun

1800.0b

1482.1b

Event

This Week

Date

Period

Actual

Prior

JN

Retail Sales y/y

29-Jun-2020

May

-12.3%

-13.9%

EC

Economic Confidence

29-Jun-2020

Jun

75.7

67.5

JN

Jobless Rate

30-Jun-2020

May

2.9%

2.6%

JN

Industrial Production y/y

30-Jun-2020

May P

-25.9%

-15.0%

EC

CPI Core y/y

30-Jun-2020

Jun P

0.8%

0.9%

US

Conf. Board Consumer Confidence

30-Jun-2020

Jun

98.1

85.9

SK

Exports y/y

01-Jul-2020

Jun

-10.9%

-23.6%

US

ISM Manufacturing

01-Jul-2020

Jun

52.6

43.1

EC

PPI y/y

02-Jul-2020

May

-5.0%

-4.5%

US

Change in Nonfarm Payrolls

02-Jul-2020

Jun

4800k

2699k

US

Unemployment Rate

02-Jul-2020

Jun

11.1%

13.3%

US

Average Hourly Earnings y/y

02-Jul-2020

Jun

5.0%

6.6%

CH

Caixin China PMI Composite

03-Jul-2020

Jun

–

54.5

IN

Markit India PMI Composite

03-Jul-2020

Jun

–

14.8

FRI/
SAT

THUR

WED

TUE

MON

FRI/SAT

THUR

WED

TUE

MON

Economic and market calendar

Source: Bloomberg, Standard Chartered; key indicators highlighted in blue; *refers to Jan-Feb 2020 combined data
Previous data are for the preceding period unless otherwise indicated
Data are % change on previous period unless otherwise indicated
P - preliminary data, F - final data, sa - seasonally adjusted
y/y – year-on-year, m/m - month-on-month
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product be offered or sold, or be made the subject of an invitation for subscription or purchase, whether directly or indirectly, to persons other than a
relevant person pursuant to section 275(1) of the SFA, or any person pursuant to section 275(1A) of the SFA, and in accordance with the conditions
specified in section 275 of the SFA, or pursuant to, and in accordance with the conditions of, any other applicable provision of the SFA. In relation to
any collective investment schemes referred to in this document, this document is for general information purposes only and is not an offering document
or prospectus (as defined in the SFA). This document is not, nor is it intended to be (i) an offer or solicitation of an offer to buy or sell any capital
markets product; or (ii) an advertisement of an offer or intended offer of any capital markets product. Deposit Insurance Scheme: Singapore dollar
deposits of non-bank depositors are insured by the Singapore Deposit Insurance Corporation, for up to S$75,000 in aggregate per depositor per
Scheme member by law. Foreign currency deposits, dual currency investments, structured deposits and other investment products are not insured.
Taiwan: Standard Chartered Bank (“SCB”) or Standard Chartered Bank (Taiwan) Limited (“SCB (Taiwan)”) may be involved in the financial
instruments contained herein or other related financial instruments. The author of this document may have discussed the information contained herein
with other employees or agents of SCB or SCB (Taiwan). The author and the above-mentioned employees of SCB or SCB (Taiwan) may have taken
related actions in respect of the information involved (including communication with customers of SCB or SCB (Taiwan) as to the information contained
herein). The opinions contained in this document may change, or differ from the opinions of employees of SCB or SCB (Taiwan). SCB and SCB
(Taiwan) will not provide any notice of any changes to or differences between the above-mentioned opinions. This document may cover companies
with which SCB or SCB (Taiwan) seeks to do business at times and issuers of financial instruments. Therefore, investors should understand that the
information contained herein may serve as specific purposes as a result of conflict of interests of SCB or SCB (Taiwan). SCB, SCB (Taiwan), the
employees (including those who have discussions with the author) or customers of SCB or SCB (Taiwan) may have an interest in the products, related
financial instruments or related derivative financial products contained herein; invest in those products at various prices and on different market
conditions; have different or conflicting interests in those products. The potential impacts include market makers’ related activities, such as dealing,
investment, acting as agents, or performing financial or consulting services in relation to any of the products referred to in this document. UAE: DIFC
- Standard Chartered Bank is incorporated in England with limited liability by Royal Charter 1853 Reference Number ZC18.The Principal Office of the
Company is situated in England at 1 Basinghall Avenue, London, EC2V 5DD. Standard Chartered Bank is authorised by the Prudential Regulation
Authority and regulated by the Financial Conduct Authority and Prudential Regulation Authority. Standard Chartered Bank, Dubai International
Financial Centre having its offices at Dubai International Financial Centre, Building 1, Gate Precinct, P.O. Box 999, Dubai, UAE is a branch of Standard
Chartered Bank and is regulated by the Dubai Financial Services Authority (“DFSA”). This document is intended for use only by Professional Clients
and is not directed at Retail Clients as defined by the DFSA Rulebook. In the DIFC we are authorised to provide financial services only to clients who
qualify as Professional Clients and Market Counterparties and not to Retail Clients. As a Professional Client you will not be given the higher retail
client protection and compensation rights and if you use your right to be classified as a Retail Client we will be unable to provide financial services
and products to you as we do not hold the required license to undertake such activities. For Islamic transactions, we are acting under the supervision
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of our Shariah Supervisory Committee. Relevant information on our Shariah Supervisory Committee is currently available on the Standard Chartered
Bank website in the Islamic banking section at: https://www.sc.com/en/banking/islamic-banking/islamic-banking-disclaimers/ UAE: For residents of
the UAE – Standard Chartered Bank UAE does not provide financial analysis or consultation services in or into the UAE within the meaning of UAE
Securities and Commodities Authority Decision No. 48/r of 2008 concerning financial consultation and financial analysis. Uganda: Our Investment
products and services are distributed by Standard Chartered Bank Uganda Limited, which is licensed by the Capital Markets Authority as an
investment adviser. United Kingdom: Standard Chartered Bank (trading as Standard Chartered Private Bank) is an authorised financial services
provider (license number 45747) in terms of the South African Financial Advisory and Intermediary Services Act, 2002. Vietnam: This document is
being distributed in Vietnam by, and is attributable to, Standard Chartered Bank (Vietnam) Limited which is mainly regulated by State Bank of Vietnam
(SBV). Recipients in Vietnam should contact Standard Chartered Bank (Vietnam) Limited for any queries regarding any content of this document.
Zambia: This document is distributed by Standard Chartered Bank Zambia Plc, a company incorporated in Zambia and registered as a commercial
bank and licensed by the Bank of Zambia under the Banking and Financial Services Act Chapter 387 of the Laws of Zambia.
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