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Highlights and View

e Several US states slow down
reopening plans as new COVID-19
cases surge

The surge in new cases could result in
headwinds to the economic recovery if
new lockdown measures are necessary
or people choose to restrict their social
and economic activities.

Eurozone business confidence
bounces back further in June

The further improvement in Eurozone
business sentiment ties in with the
easing of lockdown restrictions and
shows that economic activity is
gradually resuming.

¢ The Fed announced stress test
results for US banks and asked
banks to limit shareholder payouts

US banks would be able to withstand
the adverse scenarios and while
reduced shareholder payouts weighed
on bank stocks, it is positive for bank
credit in the face of uncertainty
around loan losses.

New COVID-19 cases surge in the US
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The S&P 500 Index fell by 2.9% last week as investors started to worry about the re-
acceleration in new COVID-19 cases in the US over the past two weeks. Not surprisingly,
companies in the travel and leisure sector were particularly hard hit. Daily new cases now
surpass the peak reached in April and the 7-day moving average shows a steep rise. On a more
positive note, the number of fatalities has not risen in proportion to the surge in new cases.
This could simply reflect a time lag, but it could also be because people in risk groups were less
affected by the recent surge in COVID-19 cases and that, generally, the treatment of cases has
improved since the first spike in April. In any case, if the acceleration in new infections cannot

be brought under control there could be major headwinds for the economic recovery that is
underway caused either by new regional lockdowns or by the fact that people choose to
restrict themselves by reducing social activities. In a reaction to the rise in new cases, a number
of states have slowed down plans to reopen their economies. Meanwhile, the economy
continues to heal with Markit's Composite PMI climbing back to 46.8 in June from 37 in May.
Initial jobless claims continue to drift lower though at a slower pace than before. Continuing
claims fell back below 20 million for the first time since mid-April, indicating that rehiring keeps

supporting the labour market.

Eurozone: Business confidence
improves further

In the Eurozone, various business confidence
surveys showed a further bounce back in
sentiment in June, after May had already seen
a substantial improvement from the all-time
lows recorded in April. For example, the
Eurozone Flash Composite PMI increased to
47.5in June, from 31.9 in May and 13.6 in
April. The French Manufacturing PMI and
Services PMI both rose back above the 50
mark that is deemed to separate expansion
from contraction. The German ifo business
climate indicator also picked up in June,
driven by the expectations component in

particular. France's national business
confidence indicator, released by INSEE, also
saw its largest monthly increase ever.
However, it will likely take many quarters
before economic activity levels in the
Eurozone return to pre COVID-19 levels.
Meanwhile, the ECB minutes included a
section designed to reassure the German
Constitutional Court (GCC) with respect to
the ECB’s QE asset purchases by explaining
how it was a proportional policy response,
suggesting that enough will be done to
reassure the GCC.
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Asia: Japan'’s service sector
activity and South Korea's
exports remain weak, but have
started to recover

Japan’s June Manufacturing PMI did not
bounce back as did its peers in the US and
Europe. Instead, it fell slightly to 37.8. Some
relief came from the fact that its ‘new orders’
component and the ‘new export orders’ index
both rose for the first time in five months.
Meanwhile the Services PMI spiked higher by
15.7 points to 42.3 amid the lifting of the
state of emergency. We believe there is more
room to the upside as the warning to avoid
trips to other prefectures was lifted last week.
Department store sales were down 71.6%
YoY in May, while overall retail sales recovered

slightly, but were still down 12.3% YoY.
Tokyo's core inflation remained at 0.2% in
June. Significant price rises were seen for
‘stay-at-home’ items like printers, desktop PCs
and rice cookers. Meanwhile, South Korea's
exports for the first 20 days of June, a leading
indicator for Asian export activity, were down
16.2% YoY on a working day adjusted basis,
less than the -23.6% in May. China’s, PBoC
kept the loan prime rate (LPR) unchanged and
refrained from cutting the reserve
requirement ratio (RRR) while the Philippine’s
central bank cut its policy rate by 50bps.

Australia: Some more green
shoots

Australia’s CBA Flash PMls experienced a
robust rebound in June, with the Services PMI
rising sharply from 26.9 to 53.9, crossing the
boom-bust line of 50 into expansionary
territory. Preliminary trade data show a smaller
contraction in exports by 4% MoM,
compared to a decline by 12% in April,
supported by buoyant demand for coal and
iron ore from China. Preliminary retail sales
also picked up by 16.6% MoM after having
fallen by around 18% in April. The May
unemployment rate increased from 6.2% to
7.1%. However, without a historical drop in

the participation rate, the unemployment rate
would have climbed to double digits. On a
brighter note, the weekly ABS job survey
suggested that payroll jobs and total wages
paid edged a touch higher on a weekly basis
between 25 and 30 May. Meanwhile, Victoria
has seen a moderate rise in infections with
around 33 new cases reported, leading to a
ramp-up in testing and renewed containment
measures. For now, the situation seems under
control.

Credit: Muted supply keeps
spread widening orderly

Risk assets had a rough week as increased
angst around rising coronavirus cases in some
US states and emerging markets weighed on
sentiment. Global equities dropped by around
2% and credit spreads widened by around
Sbps to 7bps in investment grade credit. The
muted and orderly price action in credit was
driven by improving supply/demand
technicals. Supply decreased to the lowest
volume since the pandemic began, with the
US investment grade market recording just
under USD 24bn in issuance, a far cry from
the USD 100bn plus pace during March and

April. While higher volatility weighed on
supply, we expect supply to slow down
anyway. The Fed announced the results of
stress tests on the US banking sector that
showed banks should remain well capitalised
under the adverse scenarios of a “V”, “U" or
“W" shaped economic recovery, although
several banks would approach minimum
capital levels. The Fed also asked banks to
reduce shareholder payouts at least in the
short term. While this is a credit positive, it
weighed on US bank stocks, causing bank
stock indices to decline by 8% on the week.

Covered Bonds: Resilient amid
dwindling supply and ECB
support

What to Watch

While covered bond spreads peaked later
than corporate credit spreads, they have
retraced most of the widening and are now
close to January levels. Covered bonds
remained stable last week, slightly
outperforming corporate credit. Looking
ahead, covered bonds are likely to remain
supported, as the ECB remains a strong buyer
and supply is dwindling. Given the current
pace of net purchases and reinvestment of
redemptions, the ECB could end up owning
half of the Eurozone covered bond market by
year end. Covered bonds are also likely to be

boosted by a dearth of supply, given cheaper
funding alternatives available to banks,
evident in the high TLTRO Il take-up and
easing of repo collateral rules. Indeed, activity
remains so muted in the primary market that
cumulative supply is down 30% YoV, in stark
contrast to corporate credit issuance. All in all,
the European covered bond sector is likely to
remain resilient.

e In the US, both business and consumer sentiment are expected to have further improved in June while the reopening of the economy
should also be reflected in a better employment situation.

* In Asia, the focus will be on Japan’s BoJ Tankan corporate sentiment report for Q2 and major economic indicators for May. Export data
will be reported in Australia, South Korea and Malaysia, along with Hong Kong retail sales. In China, we expect June PMIs to come in
roughly in line with the May PMIs. ASEAN’s manufacturing PMls for June are likely to improve further as global demand starts to pick up.
In Australia, the focus will be on the June AiG PMls as well as housing and private sector credit related data. Finally, June CPI data will be
reported in South Korea, Indonesia and Thailand.



Disclaimer and cautionary statement

This publication has been prepared by Zurich Insurance Group Ltd
and the opinions expressed therein are those of Zurich Insurance
Group Ltd as of the date of writing and are subject to change
without notice.

This publication has been produced solely for informational
purposes. The analysis contained and opinions expressed herein
are based on numerous assumptions concerning anticipated
results that are inherently subject to significant economic,
competitive, and other uncertainties and contingencies. Different
assumptions could result in materially different conclusions. All
information contained in this publication have been compiled
and obtained from sources believed to be reliable and credible
but no representation or warranty, express or implied, is made by
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as to their accuracy or completeness.

Opinions expressed and analyses contained herein might differ
from or be contrary to those expressed by other Group functions
or contained in other documents of the Group, as a result of
using different assumptions and/or criteria.

The Group may buy, sell, cover or otherwise change the nature,
form or amount of its investments, including any investments
identified in this publication, without further notice for any
reason.

This publication is not intended to be legal, underwriting,
financial investment or any other type of professional advice. No
content in this publication constitutes a recommendation that any
particular investment, security, transaction or investment strategy
is suitable for any specific person. The content in this publication
is not designed to meet any one’s personal situation. The Group
hereby disclaims any duty to update any information in this
publication.

Persons requiring advice should consult an independent adviser
(the Group does not provide investment or personalized advice).

The Group disclaims any and all liability whatsoever resulting
from the use of or reliance upon publication. Certain statements
in this publication are forward-looking statements, including, but
not limited to, statements that are predictions of or indicate
future events, trends, plans, developments or objectives. Undue
reliance should not be placed on such statements because, by
their nature, they are subject to known and unknown risks and
uncertainties and can be affected by other factors that could
cause actual results, developments and plans and objectives to
differ materially from those expressed or implied in the forward-
looking statements.

The subject matter of this publication is also not tied to any
specific insurance product nor will it ensure coverage under any
insurance policy.

This publication may not be reproduced either in whole, or in
part, without prior written permission of Zurich Insurance Group
Ltd, Mythenquai 2, 8002 Zurich, Switzerland. Neither Zurich
Insurance Group Ltd nor any of its subsidiaries accept liability for
any loss arising from the use or distribution of publication. This
publication is for distribution only under such circumstances as
may be permitted by applicable law and regulations. This
publication does not constitute an offer or an invitation for the
sale or purchase of securities in any jurisdiction.
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