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Fiscal stimulus plans impact debt markets

Over the past 24 hours, there have been significant moves on
sovereign debt markets. Governments have begun to announce
sizeable fiscal spending plans to combat the economic fallout
linked to the coronavirus and markets expect that more is to come.
This has caused yields to soar, though a ‘dash for cash’ has also
been a factor behind the rise.

In the US, a proposed $1.2tn (c. 6% of GDP) stimulus plan was
unveiled yesterday. As a result, US 10-year Treasury yields have
risen sharply and are above 1% this morning. In the Eurozone,
yields are higher across the board, with a number of governments
announcing guarantees for loans needed to aid firms impacted by
the economic dislocation associated with the virus. Italy and
Greece, in particular, are continuing to underperform. The spread
in the latter widened by over 100bps yesterday.

On equity markets, investors remained nervous. The main US and
European indices registered good gains yesterday. However, in
overnight trading Asia-Pacific markets trended downward, with the
Nikkei finishing the session 1.7% lower.

Meanwhile, the dollar continued to move higher, with the world’s
most liquid currency boosted by safe haven demand. Yesterday, it
gained between 1-1.5% against both the euro and sterling. This
sees EUR/USD open this morning down at the $1.10 level, while
cable (GBP/USD) has fallen below the $1.21 threshold. Elsewhere,
EUR/GBP has held at the 91p handle.

Turning to the day ahead, the focus of the market will remain
firmly on the coronavirus and efforts to contain and mitigate its
impact. Against this backdrop, volatility will persist.

Conor Beakey, Economist, AIB
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