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LONDON/BOSTON: Central banks have
offered trillions of dollars of support to
markets in recent days to keep them from
freezing up, as investors worried about the
economic damage from the coronavirus
and made a chaotic dash for the exits.

While the intervention helped bring
back some order to markets, policymakers
may need to do more.

Investors, economists and bank strate-
gists said they expect policymakers will
have to step in with more support in the
coming days to prop up both markets and
the real economy - companies losing cus-
tomers and workers thrown out of jobs.
There is a limit for now to how effective
authorities can be, however, some said.
Before investors calm down, these
observers said, they will need to see a peak
in new virus infection rates, an improve-
ment in hospitals’ ability to cope with an
influx of patients, and an end in sight to the
economy-killing quarantines, travel bans
and other restrictions being imposed to
save lives.

“The best that economic and financial
policymakers can do right now is limit the
damage. They cannot turn the economy
around because this is a health issue, not an
economic or financial issue,” said Mohamed
El-Erian, chief economic advisor to the
German insurer Allianz SE, in an interview.
Estimates of the sums required to keep
Corporate America afloat are reaching eye-
popping levels. Ray Dalio, founder of hedge
fund giant Bridgewater Associates LP, esti-
mates the financial losses for US companies
from the coronavirus-induced slump could
be about $4 trillion. That’s nearly one-fifth
the value of America’s total economic out-
put last year. The government will have to
come to the rescue, Dalio told Reuters via
email, backed by a central bank that prints
money. “What needs to happen is very sim-
ilar to what happened in the war years, but

without the fighting,” Dalio said.
Governments ramped up their support
quickly in recent days as it became clear
that the scale of the hit from the virus is
likely to be huge. Last week was the worst
since 2008 for the US stock market. Less
visible is the stress building up in other
markets that keep the real economy hum-
ming, such as the markets where companies
go to raise short term cash to pay staff and
where cities go to raise money for roads
and schools. Many central bank measures
have been aimed at reducing the strain in
those areas.

These steps have ranged from slashing
interest rates and ramping up bond buying
programs to the Federal Reserve’s resur-
rection of funding facilities from the finan-
cial-crisis era. These steps have eased the
strain, but analysts and investors said they
didn’t go far enough, and new areas of con-
cern have emerged. One success: The Fed
has made it easier for other nations’ central
banks to obtain dollars to meet runaway
global demand for the greenback. As the
Fed acted, a key measure of the premium
investors pay to access the US currency fell
to its lowest level since March 3. The meas-
ure, known as the euro-dollar swap spread,
fell to less than 4 basis points, or 0.04 per-
cent, on Friday after going as wide as 86
basis points yesterday. But in a sign that the
thirst for dollars globally remained unsa-
tiated, the US currency remained strong.

A spokesman for the Fed declined to
comment on a request sent Sunday
evening.

Traders also complained during the
week about problems trading US govern-
ment bonds and other kinds of debt amid
large price swings. There has been a short-
age of buyers despite the Fed providing
more funding and purchasing some types
of assets. Yields continued to rise in munici-
pal debt markets, for example, where the

Fed’s support was limited to short-term
debt and highly rated issuers. Yields rise
when bond prices fall.

In commercial paper markets, where
companies go to access short-term fund-
ing, the Fed launched on Tuesday a new
facility that buys commercial paper from
highly rated companies. It helped, said
Blake Gwinn, a strategist at NatWest
Markets Plc, but the borrowing costs were
higher than expected and the facility was
too limited in targeting the strongest bor-
rowers. In a research note Friday, he wrote
that without significant changes, the pro-
gram “would not do much to unclog” the
commercial paper market. Gwinn, a former
trader for the New York Federal Reserve,
said the central bank should become a
direct buyer of clogged assets, rather than
“merely providing funding and hoping” that

banks and other players will do the heavy
lifting. Some analysts and industry sources
argued for loosening of bank regulations
which, in their view, are restricting liquidity
- the ability to easily buy and sell assets.
Suspending these rules, they argue, will
make it easier for banks to step in as mar-
ket makers and lenders in a bigger way.

“The next crucial step in aiding liquidity
will be to ease bank regulatory con-
straints,” TD Securities strategists wrote in
a note.

High volatility 
One sign that the measures so far are

insufficient: persistent volatility in markets.
Volatility - large ups and downs in asset
prices - is at extreme levels, as measured
through indicators such as the market fear
gauge in stocks and the Deutsche Bank

Currency Volatility Index in currencies.
High levels of volatility have forced

funds and banks to sell their positions or
step back from market-making, the all-
important role of go-between in big trades,
as they try to keep the amount of risk in
their portfolios in check, bank strategists
said. That, in turn, has led to more sellers
than buyers, resulting in gaps between bid
and offer prices of assets, which exacer-
bates market volatility.

Some of the measures taken by the Fed -
such as buying bonds and lending money to
banks so they can step in as buyers for
some of these assets - are aimed at ending
that logjam. But these steps have not man-
aged to soothe the markets. One example is
the market for Treasury bonds, one of the
world’s most liquid assets. Prices continued
swinging sharply last week. In normal times,
Treasury yields move a few basis points, or
hundredths of a percent. The 10-year
Treasury saw a 43-basis-point swing in
yield on Friday, versus a swing of about 27
points on Wednesday and Thursday.

Another concern for central banks that
is gaining more urgency: corporate credit.

US and European corporate debt mar-
kets have seized up, with markets for new
issuance of bonds virtually shut and
spreads spiking in secondary markets. The
costs that companies pay to borrow in
bond markets have surged to multi-year
highs and remain highly elevated despite
the central bank moves. Adding to the
stress, ratings agencies have started down-
grading companies as the revenue squeeze
gets worse. Allianz’s El-Erian said he sus-
pected that a coordinated US Treasury and
Fed attempt is in the works to counter mar-
ket failures in areas US authorities have not
yet targeted, such as the market for corpo-
rate credit. That intervention, he predicted,
would be made “over the next few days, not
even weeks.” — Reuters 

Central banks deploy record sums to 
support markets, but may need more

Large ups and downs in asset prices and high volatility in forex markets

NEW YORK: The New York Stock Exchange (NYSE) stands in lower
Manhattan in New York City. Central banks have offered trillions of dollars
of support to markets to keep them from freezing up as investors worried
about the economic damage from the coronavirus. — AFP

Dollar rises but 
doubts about 
stimulus vote 
narrow gains
TOKYO: The dollar held gains against most
peers yesterday as fresh declines in stocks
accelerated the flight to cash, although it lost
ground against the euro and yen as US law-
makers failed to pass a stimulus package to
fight the coronavirus.

Legislators in Washington were unable to
clear the stimulus measures on Sunday and a
vote yesterday was ruled out as Republicans
and Democrats tussled over the details of a
proposed $1 trillion spending package. Some
investors who had bet on a big stimulus vented
their frustration by selling the dollar against
the yen and the euro, but analysts warn this
move is likely short-lived as the majority of
investors unwind positions to hold cash.

“We’ve moved from risk off to a phase
where major players are competing with each
other for the safety of holding dollars in cash,”
said Yukio Ishizuki, FX strategist at Daiwa
Securities in Tokyo.

“There are still a lot of investors who need
to sell riskier assets, and they want to hold
their money in dollars.” Against the yen, the
US currency bounced between gains and loss-
es but last traded down 0.6 percent at 110.07.

The dollar initially rose against the euro to
the strongest since April 2017 but then pared

gains to trade 0.4 percent lower at $1.0742
per euro. The common currency got a lift after
European Central Bank Governing Council
member Ignazio Visco said policymakers stand
ready to take further steps if needed in
response to the virus, which has paralysed
Italy’s economy.

The ECB stunned investors last week by
launching 750 billion euro emergency bond
purchase scheme.

The greenback erased gains and fell 0.3
percent against the pound to $1.1694, pulling
back from the strongest since at least 1985. US
political uncertainty added to the tense mood
in Asia.

Partisan battles in the Senate stopped a $1
trillion-plus coronavirus response bill from
advancing on Sunday, but talks continued over
Democrats’ demands for more funding for
medical care and state and local efforts to
combat the pandemic. The bill is Congress’
third effort to blunt the economic toll of a dis-
ease that has killed at least 420 people in the
United States and sickened more than 33,000.

Nearly one in three Americans was ordered
to stay home on Sunday to slow the spread of

the disease, while Italy banned internal travel
as deaths there reached 5,476.

US President Donald Trump has approved
disaster deceleration requests from New York
and Washington, while St. Louis Federal
Reserve President James Bullard warned
unemployment could reach 30 percent unless
more was done fiscally. Elsewhere, the dollar
extended gains. It closed in on multi-year
highs against the Australian and New Zealand
dollars as the economic costs of self-isolation
triggered the largest intraday decline ever in
New Zealand shares.

Investors have been liquidating positions in
safe-havens and other riskier investments to
keep their money in dollars due to the uncer-
tainty caused by the epidemic.

Major central banks have ramped up efforts
to ease a global dollar funding crunch, but the
U.S. currency remains in demand due to the
high degree of uncertainty about the unknown
flu-like virus.

Investors have to pay 86 basis points (bps)
over interbank rates to swap 3-month yen into
dollars, cross-currency basis swap rates
showed yesterday. This is less than a 139 bps
premium reached on March 19, but swap rates
are still above average. The dollar has also
surged against many emerging market curren-
cies, highlighting the growing sense of risk
aversion across the globe.

In Asian trading, the dollar rose to a record
high against the Mexican peso and the highest
since December 2018 against the Thai baht. So
far this year, the dollar is up 26 percent against
Brazil’s real , up around 11 percent against the
Korean won and up 20 percent against the
Indonesian rupiah.—Reuters

LONDON: European stocks dived
more than four percent in opening deals
yesterday as the coronavirus death toll
continued to soar and US lawmakers
failed to agree a trillion-dollar emer-
gency package. London’s benchmark
FTSE 100 index of major blue-chip
companies tumbled 4.8 percent to
4,943.51 points, Frankfurt’s DAX shed
4.6 percent to 8,521.94 and the Paris
CAC 40 sank 4.4 percent to 3,870.06,
compared with Friday’s closing levels.

Asian equities were also hammered
despite vast economic stimulus efforts
worldwide, with investors spooked once
more by the relentless COVID-19 pan-
demic. “Markets are again showing
stress on fears that the economic dam-
age will be worse than anticipated and
that the response by governments and
central banks will not be enough to pre-
vent a mammoth recession,” said analyst
Neil Wilson at trading site Markets.com.

“James Bullard, President of the St
Louis Fed, said US unemployment could
reach 30 percent in the second quarter
due to coronavirus shutdowns, while he
warned GDP could decline by 50 per-
cent. This would be an unprecedented
event.” The global death toll from the
virus has surged past 14,400, with near-
ly a billion people confined and non-
essential businesses shut in dozens of
countries and growing fears about a
recession.

“Countries across the globe (are
adopting) increasingly stricter measures
to stop the spread of coronavirus,”
added City Index analyst Fiona
Cincotta.  “These very measures are
threatening to overwhelm central banks’
efforts to cushion the economic fallout
from coronavirus, increasing the
prospect of a deep global recession.”
Asian markets were hammered yester-
day despite massive economic stimulus
efforts worldwide, with investors

spooked by the relentless march of the
coronavirus pandemic.

Wellington nosedived 7.6 percent as
New Zealand announced a four-week
lockdown to stop the spread of the
coronavirus. The Hang Seng Index in
Hong Kong ended the day down 4.9
percent, Sydney dropped 5.6 percent,
Shanghai shed 3.1 percent and Taiwan
was off by 3.7 percent.  Singapore
tanked 7.5 percent, Jakarta lost 3.8 per-
cent, and Seoul was down 5.5 percent.

Tokyo was the exception, closing
two percent higher as a cheaper yen
against the dollar boosted Japanese
markets. Nikkei heavyweight SoftBank
Group said it would sell up to $41 billion
in assets to finance a stock buyback,
reduce debt and increase its cash
reserves, boosting its share price by
more than 18 percent in the last hour of
trade.

The grim trend continued when
European markets opened. In early
trade, London tumbled 4.8 percent,
Frankfurt lost 4.6 percent and Paris was
down 4.4 percent.

Economists and analysts are now
worried about how deep the impact of
the pandemic could be on the global
economy, with social distancing meas-
ures and lockdowns dealing serious
blows to many industries. Airlines have
been hit particularly hard, with isolation
measures shutting down routes and
grounding fleets worldwide.

Long-haul giant Emirates announced
a two-week suspension of all its pas-
senger flights, following a UAE govern-
ment directive. Singapore Airlines,
meanwhile, said it would ground most of
its fleet until the end of April. The carri-
er said it was facing the greatest chal-
lenge in its existence. European plane
maker Airbus said it was cancelling its
planned 2019 dividend payment and
abandoning 2020 forecasts.—AFP

The coronavirus pandemic has hammered markets around the
world.— AFP

European markets dive 4%,
Asia stocks nosedive

SHANGHAI: As people in China
retreated indoors in late January to
avoid the coronavirus, Alibaba’s super-
market chain Freshippo faced a dilem-
ma: online orders for fruit were soaring
but supplies were low. To ease the
crunch, Freshippo asked staff to rip up
bulk fruit boxes, originally prepared as
Lunar New Year gift sets, break them
up and sell them individually to serve
more locked-down customers.

Freshippo, which has about 200
stores across the country and is known
as Hema in Chinese, also launched a
group-buying scheme for locked-down
Wuhan - the epicenter of the outbreak.

The company then delivered goods
via commissioned buses instead of its
usual bike-riding couriers, who deliver
individual bags of groceries. Freshippo’s
measures offer some lessons to retailers
in Europe and the United States as they
brace for a similar spread of the disease,
with panic-buying leaving supermarket
shelves stripped of many staples and
other essential items.

“Nobody saw this coming,” Hou Yi,
president of Freshippo said in an inter-
view with Reuters.

“A whole ton of challenges sur-

faced.” Hou said supermarkets might
face more difficulties in the United
States because most stores were less
equipped to deal with large numbers of
online orders compared with their
counterparts in China. Freshippo, which
had stocked up ahead of the Lunar
New Year holiday to meet the usual
surge in demand, sent its inventory of
dry goods such as noodles and flour to
a warehouse in Shanghai to centralize
delivery. Five-year-old Freshippo’s
biggest challenge was delivering in
Wuhan and its province of Hubei. The
government set up roadblocks, a short-
age of staff disrupted operations and
social-distancing requirements hin-
dered last-mile delivery.

Freshippo had to obtain special per-
mits to enter and exit Hubei and find
volunteers from within its staff to drive
trucks into the disease-stricken
province, as they faced a mandatory 14-
day quarantine after coming back out,
Hou said. To cope with low staff num-
bers in stores, the company hired thou-
sands of people from restaurants and
shops, employing those thrown out of
work because of government-mandated
shutdowns of small business.—Reuters

How Alibaba’s Freshippo 
adapts to virus-hit ChinaDubai Expo 2020 

to ‘adjust’ 
preparations 
DUBAI: Organizers of the Expo 2020 global trade
fair, set to launch in Dubai in October, said Sunday
that they will “reassess and adjust” preparations
due to the novel coronavirus outbreak.  Dubai,
which boasts the most diversified economy in the
Gulf, is hosting the six-month Expo, with the hope
of attracting around 25 million visitors.

“As we continue to prepare for this event, we
will reassess and adjust planned preparations, as
changing circumstances require,” organizers said
in a statement.  “Expo 2020 Dubai is closely moni-
toring ongoing developments and taking all sensi-
ble precautions to manage and mitigate the risk to
everyone involved in the Expo.”

But the statement did not clarify the nature of
the changes. Dubai, known for hosting hundreds of
conferences annually, has scrapped a string of cul-
tural and entertainment events in recent weeks but
has not announced any plans to postpone the
much-anticipated Expo. The United Arab Emirates
on Friday announced its first two deaths from the
COVID-19 disease, having reported more than
150 infections so far. —AFP 


