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Risk aversion amid rising US Covid cases

Markets adopted a risk averse tone yesterday. This reflected
concerns over the sharp rise in new Covid-19 infections in the US.
The IMF’s downgrading of global growth this year (-4.9% vs
forecast for —3.0% in April 2020) in its latest projections also likely
acted as headwind. Sentiment has see-sawed this week, reflecting
the still highly uncertain macro-economic environment.

Against this backdrop, equities came under downward pressure. In
Europe, the main indices finished the session down 3.0-3.5%. At
the US close, the S&P 500 had fallen by 2.6%. The mood did not
improve overnight, with the Nikkei 1.2% lower.

On currency markets, the dollar benefitted from the decline in risk
appetite. This was reflected in EUR/USD moving back below the
$1.13 level, and it opens this morning near the midpoint of the $1.12
-1.13 band. Meantime, cable (GBP/USD) is operating down close to
the $1.24 threshold. Elsewhere, the action in EUR/GBP remains
muted, with the pair changing hands around the 90.5p mark.

Data-wise, there was a small upside surprise (86.2 vs f'cast 85) in
the June print of the German Ifo. The reading added to the
evidence that economic activity may be rebounding at a faster
than expected pace. Notably, there was a sizeable jump in the
‘future expectations’ subcomponent.

Turning to the day ahead, the latest set of US initial weekly jobless
claims will be of some interest. Markets will look to the data for
signs of a further downshift in the pace of lay-offs, which remains
stubbornly high. The release, though, is unlikely to be a source of
significant direction for the dollar. More generally today, sentiment
will remain sensitive to Covid related headlines.
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