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ECB expected to cut rates today

The action on markets yesterday was once again volatile. This was
despite announcements by some countries of fiscal and monetary
stimulus measures to counteract the impact of the coronavirus.
Despite Budget 2020 containing sizeable increases in government
spending, UK equities still moved lower on the day. In Europe, the
introduction of similar measures in Italy also had a negligible
impact on the Euro Stoxx 50 (-0.2%).

The S&P 500 fell by a sharp 4.9%, though this followed a late rally
on Wall Street on Tuesday night, which was not mirrored
elsewhere. Investors were spooked by the lack of details
surrounding the expected US fiscal stimulus measures. Additionally,
the WHO labelling the outbreak a pandemic and the
announcement of restrictive containment measures in the US and
Europe weighed on sentiment. Overnight, the Nikkei fell by 4.4%.

FX-wise, trading in sterling has remained choppy, with the
currency losing some ground in the past 24 hours. EUR/GBP opens
above 88p, while cable (GBP/USD) is trading down at $1.28.
Meantime, EUR/USD has moved back to the $1.13 threshold ahead
of today’s ECB meeting.

The central bank is expected to announce a 10-15bps cut to rates.
A sharp decline in periphery Eurozone bond yields yesterday
suggests an increase in the size of the QE programme is also
anticipated. We may see an easing of the terms of TLTRO 3 too.
Today’s meeting poses significant event risk for the euro.

Overall, markets are likely to remain highly sensitive to coronavirus
developments today. Given the newsflow overnight, it could be
another volatile day of trading.
Conor Beakey, Economist, AIB
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