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Summary

July saw second waves of COVID-19 infections
around the world with cases per week in a number of
countries, including Australia, the US and Japan,
exceeding previous peaks. Some countries have
responded with the reimposition of national
restrictions, while others, including Australia, have
adopted a regional approach. Employment and
consumer confidence are starting to feel the
consequences of this, as are budget deficits which will
expand even further as more support to firms and
households is required to mitigate the impact on
labour markets and consumer spending.

Equity market performance in July was somewhat
mixed. While the S&P500 posted a decent 5.6%
increase, sentiment in the Australian equity market

was dampened by the second wave in Victoria. On the
last day of July, the ASX200 fell 2%. Emerging market
equities had a good month but were heavily influenced
by an 11% increase in the Chinese equity market
driven by state-sanctioned buying of the market. Other
factors helping emerging equities included a higher oll
price and a weaker US dollar.

The US dollar fell in July as the steady increase in
COVID cases undermined sentiment in the economy
and raised expectations of more monetary support.
Two consequences of this have been a higher gold
price and a higher A$/US$. Australia’s currency rose
5.1% against the US dollar in July, but only 3.2%
against the broader multi-currency Trade Weighted
Index.

Chart 1: A weaker US$ helped boost emerging market equities, the A$ and gold in July
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Ongoing impact of COVID-19

The most important development in July was the
second wave of COVID-19 infections around the
world. Here in Australia, the outbreak in Melbourne
took the number of new cases per week from 293 at
the end of June to 2,997 at the end of July. The
previous highest weekly case load was 2,734 at the
end of March. In the US, the number of new cases per
week at the end of July was 460,812 compared with
278,250 at the end of June. Japan is in the grip of a
nation-wide second wave, and China is dealing with
some regional outbreaks. Across Europe the biggest
second waves are in the East (e.g. Romania and
Poland), while in the west Spain, Holland, Belgium
and France are in the forefront, with smaller outbreaks
in Germany, and the UK remains stable so far.

Chart 2: COVID-19 New cases per week.

New cases per Latest Changes from:
week 31-Jul-20 Weekago Month ago

Ireland 201 73 122
South Korea 326 19 10
Denmark 335 69 111
Sweden 1,337 -549 -7,398
China 1,444 722 1,288
Holland 1,559 506 994
Italy 1,820 218 104
Singapore 2,711 739 1,363
Australia 2,997 501 2,704
Poland 3,451 925 1,524
UK 3,796 -700 -1,251
Germany 4515 1,175 1,118
Japan 5,818 1,335 5,193
France 7,175 1,615 3,665
Mexico 7,730 -708 3,925
Pakistan 7,905 -2,496 -16,398
Indonesia 12,679 690 4,432
Chile 14,777 -284 -14,259
Spain 15,264 3,098 12,745
Iran 17,496 523 -184
Argentina 37,096 6,356 19,759
Russia 39,461 -2,780 -9,415
Brazil 322,627 47,303 60,902
India 350,925 66,812 224,300
USA 460,912 3,031 182,662

Premature easing of restrictions, inadequate contact
tracing and complacency about the virus have all
contributed to these second waves. The dramatic
speed of the rise in case numbers is a reminder of how
virulent COVID-19 is. Although some candidate
vaccines have progressed further to later stage trials,
there are still questions to be answered about how
well they may work if they do in fact work at all.

Recovery Prospects

Not surprisingly, countries have begun reimposing
restrictions, either at regional or national levels, and
this has started to slow the pace of recovery. Labour
markets are among the first to feel the impact. The
Australian Bureau of Statistics’ labour market tracker
showed employment slipping back in the first half of
July. In the US, unemployment insurance claims
started rising again in July and new job postings
declined. Consumer confidence also fell in both
countries. Even so, the overall impact on these
economies has been much less than a few months
ago, reflecting the regional rather than national
approach to restrictions this time around.

Economic Policy

In the face of these developments, renewed attention
has been directed to what economic policy can do.
Although the Reserve Bank and the Federal Reserve,
among other central banks reiterated ongoing support
and low interest rates, they also correctly pointed out
that the burden now lies with fiscal policy.

The Federal government announced extensions to the
JobKeeper and JobSeeker programs, along with
estimates of a $180 billion budget deficit in 2020/21
with a corresponding unemployment rate of 10.75% at
the end of 2020. However, these estimates were
made before the second wave in Victoria. In the US,
where government employment and income support
packages are expiring, the White House and
Democrat—controlled lower house of Congress have
yet to agree a deal on extending these packages. The
longer they delay, the greater the damage to the
labour market and household confidence.

Inflation

Given the extent of liquidity central banks have poured
into economies, investors continue to wonder if higher
inflation will be an inevitable result sooner or later.
However, the latest CPI figures from the ABS showed
the headline CPI fell 1.9% in the June quarter and
0.3% in the year to the quarter.
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Inflation (continued)

Since 1949, this was only the third time year-on-year
inflation has been negative. The figures reflected the
sharp drop in the price of oil as COVID-19 hit, as well
as the impact of government subsidies on the cost of
childcare. However, underlying inflation — the measure
the Reserve Bank focuses on — fell only 0.1% in the
quarter and rose 1.2% in the year to June. Underlying
inflation is expected to remain below 2% for a long
time, underpinning the Reserve Bank’s message that it
is unlikely to lift the cash rate again in the next few
years.

Global Equity Markets

Equity market performance in July was somewhat
mixed. While the S&P500 posted a decent 5.6%
increase, the result was still influenced by the
outperformance of tech stocks. So far, the US earnings
season has been reasonable, but early reporting firms
- including investment banks and the big tech
companies — all did well as a result of COVID-19. This
is unlikely to be replicated across other sectors of the
economy. Sentiment in the Australian equity market
was dampened by the second wave in Victoria. On the
last day of July, the ASX200 fell 2%, partly driven by a
13% fall in the AMP share price after the firm
announced an expected 50% decline in half year
profits compared with a year ago.

Emerging market equities also had a good month but
were heavily influenced by an 11% increase in the
Chinese equity market driven by state-sanctioned
buying of the market. Other factors helping emerging
equities included a higher oil price and a weaker US
currency.

Exchange Rates

The US dollar fell in July as the steady increase in
COVID cases undermined sentiment in the economy
and raised expectations of more monetary support.
Nominal 10-year bond vyields fell only slightly in July,
but real 10-year yields fell from -0.7% at end-June to -
1.0% at end-July. On the face of it, the difference
between the performances of these two bonds implies
markets are expecting higher inflation. However, lower
real yields are also associated with expectations of
weaker growth. The Federal Reserve’s operations in
the market for nominal bonds may also be distorting
the relationship between real and nominal yields.
Nevertheless, the US second wave has been seen as
a negative influence on the US dollar and, along with
expectations of lower interest rates, helped push the
US currency down in July. Two consequences of this

have been a higher gold price and a higher A$/US$
exchange rate. Australia’s currency rose 5.1% against
the US dollar in July, but only 3.2% against the broader
multi-currency Trade Weighted Index.

The Reserve Bank will not be thrilled about the
Australian dollar moving back to around US$0.72. As
the US currency weakens, so the US effectively
exports deflation to the rest of the world. The RBA
would rather not see too much more Australian dollar
appreciation but is limited in what it can do about it.
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Chart 3: Major Market Indicators - July 2020

31 July

Changes over periods shown

Indicator
Cash rates*

Category

2020

1 Month

3 Months

6 Months

12 Months

Australia 0.25% 0.00% 0.00% -0.50% -0.75%
USA 0.08% 0.00% 0.04% -1.51% -2.29%
Japan -0.10% 0.00% 0.00% 0.00% 0.00%
Europe 0.00% 0.00% 0.00% 0.00% 0.00%
10 Government Bond Yields*
Australia 0.86% -0.01% -0.04% -0.10% -0.33%
USA 0.54% -0.11% -0.10% -0.98% -1.47%
Japan 0.02% -0.01% 0.06% 0.08% 0.17%
Europe -0.53% -0.07% 0.05% -0.09% -0.10%
Equity markets
ASX200 5928 0.5% 7.3% -15.5% -13.0%
AREITs 2809 0.0% 3.7% -27.8% -25.7%
S&P 500 3271 5.5% 12.3% 1.4% 9.8%
Topix 1496 -4.0% 2.2% -11.2% -4.4%
EuroStoxx 3174 -1.8% 8.4% -12.8% -8.4%
MSCI Emerging Markets 518 8.9% 17.8% 3.1% 6.5%
VIX volatility index kets 24 -19.3% -28.3% 30.9% 52.2%
Currency markets
AUD/USD 0.7213 5.1% 9.9% 7.3% 4.6%
AUD TWI 61.90 3.2% 7.1% 6.5% 4.0%
USD/YEN 105.73 -2.0% -1.1% -2.4% -2.6%
EURO/USD 1.1825 5.3% 8.0% 6.7% 6.2%
Commodity Markets
Gold 1975.1 10.7% 15.9% 24.5% 38.3%
QOll 40.1 2.1% 108.5% -22.3% -31.5%
Iron Ore 109.5 7.9% 31.1% 13.5% -9.5%
Coal 53.7 0.0% -11.6% -22.2% -26.9%

*For cash rates and bonds, the changes are percentage differences; for the rest of the table percentage changes

are used.

Disclaimer: This document has been prepared for the FMD Financial Economic Snapshot by Caravel Consulting Services Pty Ltd [AFSL 320842]
and is intended to be a general overview of the subject matter. The document is not intended to be comprehensive and should not be relied
upon as such. We have not taken into account the individual objectives or circumstances of any person. Legal, financial and other professional
advice should be sought prior to applying the information contained in this document. Advice is required before any content can be applied at
personal level. No responsibility is accepted by Caravel Consulting or its officers.
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