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Coronavirus fears dominate across the globe
Sharemarket sell-off; Private sector credit

Sharemarket sell-off: Fears about the economic impact of the novel coronavirus outbreak (COVID-19) have
dragged global sharemarkets lower.

Lending: Private sector credit (effectively outstanding loans) rose by 0.3 per cent in January after rising
0.2 per cent in December. Annual credit growth rose from a 9'2-year low of 2.4 per cent to 2.5 per cent.

Private sector credit figures have implications for finance providers, retailers, and companies dependent on business spending.

What does it all mean?

e Global sharemarkets continue to fall on fears that COVID-19 may have a wider and more lasting impact on global
economic growth. The fear-driven sell-off on equities markets needs to be kept in perspective. Last week, key
Australian, US and European sharemarket indexes were at record highs. And indeed, with markets fully valued, a
period of either consolidation or a correction was to be expected.

e On Thursday, the pan-European STOXX 600 index fell by 3.8 per cent to a 4-month low to be down more than 10
per cent from highs - signifying a market 'correction'. The German Dax lost 3.2 per cent. The UK FTSE fell by 3.5
per cent. In London trade, shares of Rio Tinto fell by 6.0 per cent and BHP lost 4.4 per cent. The US Dow Jones
index fell by 1191 points or 4.4 per cent. The S&P500 index was lower by 4.4 per cent and the Nasdaq was lower
by 414 points or 4.6 per cent.

e Amongst commodities, oil prices have been hardest hit, down 12.6 per cent over the past week and down 25.6
per cent on the highs set in early January. Investors believe that the coronavirus outbreak will lead to fewer
people travelling locally or abroad, affecting oil demand. Energy, travel & leisure stocks have been hard hit on
global sharemarkets by COVID-19. OPEC+ oil producers meet on March 5 & 6 to decide whether production
needs to be cut to support prices.

e While the number of new cases of COVID-19 is now rising at a faster rate outside China than on the China
mainland, countries like China show that the outbreak can be contained with strong measures to limit travel and
enforce quarantine requirements. Bloomberg is now reporting that the Chinese economy is running at 60-70 per
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IMPORTANT INFORMATION AND DISCLAIMER FOR RETAIL CLIENTS

The Economic Insights Series provides general market-related commentary on Australian macroeconomic themes that have been selected for coverage by the Commonwealth Securities Limited
(CommSec) Chief Economist. Economic Insights are not intended to be investment research reports.

This report has been prepared without taking into account your objectives, financial situation or needs. It is not to be construed as a solicitation or an offer to buy or sell any securities or financial
instruments, or as a recommendation and/or investment advice. Before acting on the information in this report, you should consider the appropriateness and suitability of the information, having
regard to your own objectives, financial situation and needs and, if necessary, seek appropriate professional of financial advice.

CommSec believes that the information in this report is correct and any opinions, conclusions or recommendations are reasonably held or made based on information available at the time of its
compilation, but no representation or warranty is made as to the accuracy, reliability or completeness of any statements made in this report. Any opinions, conclusions or recommendations set forth
in this report are subject to change without notice and may differ or be contrary to the opinions, conclusions or recommendations expressed by any other member of the Commonwealth Bank of
Australia group of companies.

CommSec is under no obligation to, and does not, update or keep current the information contained in this report. Neither Commonwealth Bank of Australia nor any of its affiliates or subsidiaries
accepts liability for loss or damage arising out of the use of all or any part of this report. All material presented in this report, unless specifically indicated otherwise, is under copyright of CommsSec.
This report is approved and distributed in Australia by Commonwealth Securities Limited ABN 60 067 254 399, a wholly owned but not guaranteed subsidiary of Commonwealth Bank of Australia
ABN 48 123 123 124. This report is not directed to, nor intended for distribution to or use by, any person or entity who is a citizen or resident of, or located in, any locality, state, country or other
jurisdiction where such distribution, publication, availability or use would be contrary to law or regulation or that would subject any entity within the Commonwealth Bank group of companies to any
registration or licensing requirement within such jurisdiction.



Economic Insights. Coronavirus fears dominate across the globe CommSec '

cent of its normal level, up from 50-60 per cent a week ago.

e Medical biotech companies across the globe are working

on vaccines for COVID-19. US business, Gilead Sciences, Oil ori
il price slumps

announced ‘the initiation of two Phase 3 clinical studies to 65— ,
evaluate the safety and efficacy of remdesivir in adults Ot [Rymesl 1S mer barlioe Sanuzn 200
diagnosed with COVID-19 (novel coronavirus).” /\

e Encouragingly, the largest global economy — the United 60

States — was in strong economic shape when this virus
outbreak hit. And in Australia, monetary and fiscal policy
measures can be applied to limit the impact of the outbreak 55
on the domestic economy. The Reserve Bank can cut
rates further and the federal budget is balanced — giving

the government ample scope to lift spending. 50
What do the figures show? Source: Reuters, CommSec
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e Private sector credit (effectively outstanding loans)
rose by 0.3 per cent in January after lifting 0.2 per cent in December. Annual credit growth rose from a 9%2-year
low of 2.4 per cent to 2.5 per cent.

e Housing credit grew by 0.3 per cent in January. And the annual growth rate held steady at 3.1 per cent.
e Owner occupier housing credit rose by 0.4 per cent to stand 5.1 per cent higher over the year — an 8-month high.

¢ Investor housing finance rose 0.1 per cent — the first increase in 13 months. The annual decline remained the
biggest on record at -0.3 per cent.

¢ Personal credit fell by 0.6 per cent to stand 5.0 per cent lower over the year — the biggest annual decline in over
a decade (September 2009).

e Business credit rose by 0.5 per cent — the biggest gain in ten months. Business credit was up 2.8 per cent over
the year.

e The M3 money aggregate and Broad Money both lifted by 0.4 per cent in January. Annual growth of the M3
money aggregate fell from 4.1 per cent to 4.0 per cent with the Broad Money annual growth rate steady at 4.2 per
cent.

e Loans and advances by banks grew by 3.4 per cent in the year to January, up from 3.2 per cent in the year to
December. Loans by all financial institutions were up by 5.3 per cent — a 3-month high.

e According to APRA, loans by deposit taking institutions to households via credit cards eased from $38.2 billion
in December to $37.2 billion in January. Credit card lending is down by 6.4 per cent over the year.

What is the importance of the economic data?

e Private sector credit figures are released by the Reserve Bank on the last working day of the month. Credit is
separated into three categories — housing, other personal and business. Private sector credit is effectively the
amount of loans outstanding in the economy. If growth in lending is strong then it suggests that credit from
financial institutions is freely available, underlying demand for assets such as cars and houses is firm and that the
price of credit (interest rates) is attractive.
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What are the implications for interest rates and investors?

e No one can predict the course of the COVID-19 outbreak with utmost certainty. What we do know is that medical
companies are working hard on finding a vaccine or treatment for the virus. Only today Australian company,
Zoono Group, announced that lab tests had found ‘that Zoono’s Z-71 Microbe Shield (the same Zoono
technology used in Zoono hand sanitiser) is > 99.99% effective against COVOID-19.”

e We also know that Chinese efforts to contain the crisis appear to be working. Also governments and central banks
stand by to assist in supporting businesses, consumers and the broader economy.

e Further, the number of active cases across the globe (identified cases less recoveries and deaths) has fallen for
eight straight days.

¢ Nine countries that had identified COVID-19 cases have now indicated that those patients had recovered. In
Australia there have been 23 cases and so far 15 people have recovered.

e The world is a far different place than 17 years ago when the world was affected by the SARS outbreak (Severe
Acute Respiratory Syndrome). On the one hand, the world is more globalised — more people travelling overseas —
making economies more vulnerable to the spread of viruses or disease. On the other hand, globalisation — use of
internet — means that authorities can respond to health emergencies quicker, and potentially in a more co-
ordinated fashion.

e The Reserve Bank meets on Tuesday. While economists had expected the Reserve Bank to wait until at least
April before cutting interest rates again, the Bank may decide that there is little value in waiting and cut rates on
Tuesday.

e Importantly the lower Aussie dollar (near 11-year lows) is working as it should in these times — as an automatic
stabiliser to support the business sector. Further, companies like Rio Tinto remain hopeful that when the virus is
ultimately contained, Chinese authorities will ramp up stimulus efforts, potentially boosting demand for Aussie raw
materials like iron ore.

Craig James, Chief Economist, CommSec
Twitter: @CommSec
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