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Recent data reveal the economic impact
of coronavirus

Weekly Market Compass: Flash PMIs for a variety of countries are
showing a coronavirus-related deterioration

Feb 24, 2020 | Kristina Hooper, Chief Global Market Strategist

Last week both the S&P 500 and Nasdag Composite indexes hit all-time highs
mid-week before falling significantly at the end of the week on fears about the
novel coronavirus (also known as COVID-19) impacting economic growth.
Concerns about the contagion were amplified by the release of US Purchasing
Managers' Index (PMI) flash data for February.! The Composite PMI dropped
to 49.6 - its first time in contraction territory since the 2013 government
shutdown. Manufacturing PMI fell to 50.8 from 51.5 in January, with the
coronavirus outbreak being blamed. Services PMI was especially hard hit
(falling to 49.4 from 53.4) and is now technically in contraction territory.

As of today, Feb. 24, we are seeing a global sell-off in equities and a rush to
"“risk off" asset classes such as gold and US Treasuries. Bond yields have
dropped like a lead balloon on coronavirus fears. As of this writing, the
10-year US Treasury vyield is at its lowest level since 2016, and the 30-year is
at its lowest level ever.2 The 10-year/3-month yield curve has inverted, and
the 10-year/2-year yield curve is close to inverting. | have found that,
historically, the 10-year US Treasury yield has been a far better gauge of fear
than the VIX - and the 10-year is telling us that there are serious concerns
that this contagion will impact global growth.

Global headlines continue to cause concern

These worries are not unfounded. News and statistics released over the last
few days are troubling. This contagion is spreading in a variety of countries,
including South Korea, Iran, and Italy. The situation in Italy has caused the
Catholic Church to cancel Mass in Milan, and has caused Austria to cancel
trains going in and out of Italy. The World Health Organization is
contemplating labeling this outbreak as a pandemic. What is particularly
alarming is that younger, healthier people are contracting the disease, and
some have fallen seriously ill. In addition, recent reports suggest the
incubation period could be as long as four weeks.

And we continue to receive information indicating that businesses are being
impacted. This is a classic exogenous shock. Flash PMIs for a variety of
countries are showing a coronavirus-related deterioration. And more
companies are warning that earnings will be negatively impacted by the
COVID-19 outbreak.

In this environment, it is easy for investors to panic. Following are a few things
for investors to remind themselves of:

1. The 10-year Treasury does not have medical training. In other words, | am
taking its yield drop and any resulting yield curve inversion with a grain of salt
because the economic impact all depends on the lifespan of the contagion. |
am concerned about the recent reports of rising infection rates and serious
infections among otherwise healthy people. However, | still hold out hope that
this contagion will be short-lived, echoing the views of International Monetary
Fund Managing Director Kristalina Georgieva, who said last week that it's too
soon to make medical projections, but “we are still hoping that the impact will
be a V-shaped curve” with a sharp decline in China and sharp rebound after
the containment of the virus.3



2. Policymakers will be as supportive as possible, and supportive policy can
supersede decelerating growth in dictating the direction of risk assets. China
has provided very significant stimulus, both fiscal and monetary, and is
poised to provide more. And last week Federal Reserve (Fed) Chair Jay Powell
made it clear that the Fed will “closely monitor” the situation, which | believe
means it is ready and willing to offer “insurance cuts” if need be, just as it did
last year as a preventive measure to stave off the negative economic effects
of the US-China trade war. This should soften the drop, at least slightly, and
certainly encourage a more robust rebound.

3. The situation in China is already starting to improve. Infections have
slowed. More factories are coming on-line. The work resumption rate is rising.
It will take time to get back to full capacity, but in China the situation has
been moving in the right direction.

Economic indicators to watch

We need to recognize that there are opportunities created by the current
market environment. In general, stocks have moved upwards for many
months without a significant correction - and there is a compelling argument
to make that a correction is overdue. The current sell-off could be healthy and
provide a buying opportunity, especially given the supportive policy backdrop.
Because the situation in China is beginning to improve, Chinese equities and
those global equities with significant exposure to Chinese revenues could
represent a particularly attractive buying opportunity. And lower yields may
have some positive effects, especially since they have pushed mortgage

rates lower.

What's critical is that we continue to follow economic data closely for
indications of the economic impact of the coronavirus. Upcoming data
releases to watch include:

* PMI data for China. We want to assess and confirm the view that the
economic situation is improving there.

* Consumer Confidence Index. This will give us an opportunity to see whether
American consumer sentiment is being negatively affected by concerns
about the coronavirus.

* Eurozone Consumer Confidence and the Eurozone Industrial Confidence
Indicators. These metrics are usually not followed closely, but | believe they
take on heightened importance given that the virus is having a significant
impact on northern Italy, and we will want to see how the contagion has
affected both consumer confidence and business confidence in the euro area.

* Japan Industrial Production. Japan is on the front lines of the contagion;
Japanese companies’ supply chains have been seriously disrupted. This will
help gauge the impact of the coronavirus in Japan.

And, of course, we have to follow even more closely the policy response to
this contagion, which | believe will be adequate and provide support for risk
assets.
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Important information
The S&P 500® Index is an unmanaged index considered representative of the US stock market.

The Nasdag Composite Index is the market capitalization-weighted index of approximately 3,000 common equities
listed on the Nasdaq stock exchange.

The IHS Markit Flash US Composite PMI is based on original survey data from IHS Markit's Purchasing Managers' Index
surveys of both services and manufacturing companies.

The CBOE Volatility Index® (VIX®) is a key measure of market expectations of near-term volatility conveyed by S&P
500 stock index option prices. VIX is the ticker symbol for the Chicago Board Options Exchange (CBOE) Volatility
Index, which shows the market's expectation of 30-day volatility.

An inverted yield curve is one in which shorter-term bonds have a higher yield than longer-term bonds of the same
credit quality. In a normal yield curve, longer-term bonds have a higher yield.

Risk off refers to price behavior driven by changes in investor risk tolerance; investors tend toward lower-risk
investments when they perceive risk as high.

The Conference Board's Consumer Confidence Index® is published monthly, based on a survey of US consumers'
buying attitudes and buying intentions.

The risks of investing in securities of foreign issuers, including emerging market issuers, can include fluctuations in
foreign currencies, political and economic instability, and foreign taxation issues.

The opinions referenced above are those of the author as of Feb. 24, 2020. These comments should not be construed
as recommendations, but as an illustration of broader themes. Forward-looking statements are not guarantees of
future results. They involve risks, uncertainties and assumptions; there can be no assurance that actual results will not
differ materially from expectations.

This document has been prepared only for those persons to whom Invesco has provided it for informational purposes
only. This document is not an offering of a financial product and is not intended for and should not be distributed to
retail clients who are resident in jurisdiction where its distribution is not authorized or is unlawful. Circulation,
disclosure, or dissemination of all or any part of this document to any person without the consent of Invesco is
prohibited.

This document may contain statements that are not purely historical in nature but are "forward-looking statements",
which are based on certain assumptions of future events. Forward-looking statements are based on information
available on the date hereof, and Invesco does not assume any duty to update any forward-looking statement. Actual
events may differ from those assumed. There can be no assurance that forward-looking statements, including any
projected returns, will materialize or that actual market conditions and/or performance results will not be materially
different or worse than those presented.

The information in this document has been prepared without taking into account any investor's investment objectives,
financial situation or particular needs. Before acting on the information the investor should consider its
appropriateness having regard to their investment objectives, financial situation and needs.

You should note that this information:
e may contain references to amounts which are not in local currencies;

® may contain financial information which is not prepared in accordance with the laws or practices of your
country of residence;

e may not address risks associated with investment in foreign currency denominated investments; and
e does not address local tax issues.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be
guaranteed. Investment involves risk. Please review all financial material carefully before investing. The opinions
expressed are based on current market conditions and are subject to change without notice. These opinions may differ
from those of other Invesco investment professionals.

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into whose
possession this marketing material may come are required to inform themselves about and to comply with any relevant
restrictions. This does not constitute an offer or solicitation by anyone in any jurisdiction in which such an offer is not
authorised or to any person to whom it is unlawful to make such an offer or solicitation.



