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Coronavirus Transmission More Rapid Than SARS

While the mortality rate on the 2020 Coronavirus (2-3%) is lower than SARS in 2003 (9%), the speed of
transmission has been higher. Further, markets are struggling with the recent escalation of cases outside
of China, and the notion that the “peak transmission” narrative of March-April, followed by a

v-shaped recovery, appears less certain
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Confirmed Cases Within China

While China accounts for > 95% of cases globally, Hubei province (includes Wuhan) accounts for > 80% of the
cases within China
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Geographic Breakdown of Coronavirus Impact

The sharp rise in transmissions outside of China in late February has been concerning, and has caught the
market by surprise

Country # of confirmed cases # of deaths Country # of confirmed cases # of deaths
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China in 2003 vs. 2020 .

Comparisons to the impact of SARS in 2003 on the global economy and markets are by definition limited
given China’s much larger size in 2020

China as % of global economy China’s oil consumption

17%

14.0 m/b/d
4% 5.5 m/b/d
China as % of global auto sales China as % of global demand for copper
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China’s Outsized Impact on Global Growth .

A slowdown in China growth poses outsized risk for global economies and markets. While China represents
approximately 15% of global GDP and total global oil demand, China accounts for over 30% of global GDP
growth and global oil demand growth.

China’s % of total demand China’s % of total global demand for:
growth

Global GDP growth

Cement Coal Copper
30% 59% 50% 50%

Global oil demand growth
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Revised 2020 Global GDP Forecasts

Following the 2018-19 escalation of US-China trade war, the Coronavirus “economic shock” has been
ill-timed for a vulnerable global economy. Accordingly, DB has already revised lower numerous 2020
GDP growth forecasts for major economies, with larger downward revisions in the greater China and

Asia region. Risk of additional revisions remains high to the downside.
2020 full year GDP growth forecast revision, yly
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Source: (1) DB Global Markets Research “Impact of the novel coronavirus on global GDP growth” (Hooper, Slok, Spencer).
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Economic “Tail Risk” Event for China Growth .

- The IMF has just revised China’s 2020 GDP growth rate sharply lower to 5.6%, a new 30 year low. The
post-crisis bounce back in 2020 could be slower than it was after SARS in 2003 due to China’s larger
services sector (54% of GDP vs. 42% in 2003). In addition, the strength of the v-shaped recovery has

also been increasingly questioned.
China GDP growth, yly
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Renewed US Growth Concerns

The 3M-10yr yield curve has once again inverted on
higher growth concerns
3M-10yr UST yield curve
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Fed models for the probability of recession in the next
12 months (updated monthly) are hovering around 25%
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In February, the US composite PMI fell by 3.7 points to its lowest level since 2013, and the larger services

sector dipped into contraction territory
IHS Markit composite PMI
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Japan’s Economy Likely in Recession

. The world’s 3" largest economy, Japan, may already be in recession on the back of Coronavirus
economic contagion

Japan manufacturing PMI Japan services PMI
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S200 bn of Chinese Purchases in Phase 1 Deal
Could Become Challenging

While certainly a secondary concern, the ambitious size of Phase 1 US-China proposed purchases will
become more challenging under the current circumstances

US goods & services exports to China, USD bn 2021 increase:

+$123bn .

$320 ~ $309bn
$200 bn increase 2020 increase:
— $162bn goods +$77bn
— $38bn services » $263bn

_2017: baselineforPhase . $8bn W .

(high water mark pre-trade war) |

$0

2009 2017 2020 2021

Source: (1-2) USTR. US Department of the Treasury. DB Global Markets Research “China Macro — The Phase One Deal” & “The $200bn purchase agreement: how realistic is it?” (Xiong). Peck
Madigan Jones. Scowcroft Group. Peck Madigan Jones. Scowcroft Group.
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Formidable Global Policy Response

While fiscal and monetary stimulus provides support for a demand shock, the benefits are less
direct for a global crisis that also includes a substantive supply shock

In an effort to stabilize markets in the
wake of the Coronavirus spread, the
PBoC has injected hundreds of billions of
USD equivalent liquidity into the Chinese
banking and financial systems

Global bond markets easing for the Central Banks

PBoC 7-day reverse repo transactions (CNY bn)
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CNY 900 bn
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— 10 bps PBOC rate cut (earlier than expected)

— RMB 150 bn of bank sector liquidity 250

— RMB 350 bn of PBOC credit for companies combatting the virus

— Banks ordered to not reduce lending to crisis-hit areas

— 0.2% additional fiscal stimulus expected (corporate lending,
healthcare spend, tax cuts)

— RMB 1.8 tn quota increase for special local government bonds
(expected to reach RMB 3.3 tn this year, up 50% yl/y)

0
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Source: DB Capital Markets Strategy. (1) Bloomberg. Data as of February 24, 2020.
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Safe Haven Flows & Divergences

While Gold is trading at a seven year high on safe haven flows (breaking a new $1,700 threshold),

Japanese Yen has begun to diverge as a safe haven, trading lower on the economic contagion concerns of
the Coronavirus

Gold and Yen
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“Rates Shock” Fanning Growth Slowdown Concerns

The Coronavirus pandemic in 2020 has precipitated the 3" major global rates shock of recent years (Brexit in
2016, trade war in 2019), with numerous sovereign rates markets negative out the entire curve (and nearly
$14 trillion of negative yielding securities globally, up from $11 trillion in early January).

Benchmark
policy rate 1yr 2yr 5yr 10 yr 15yr 20yr 30yr
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]
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p
—
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= 1.75% 1.36%
Source: (1) Bloomberg. Data as of February 24, 2020. US benchmark is the upper bound. ECB is the deposit facility rate. Switzerland is sight deposit rate. . .
Denmark’s longest duration government bond is 20 years. Negatlve Positive
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US Bond Markets Signaling Growth Risks

10 and 30 year USTs have rallied to all time historic lows on growth concerns and safe haven flows

10 year UST 30 year UST
16%
1.95
1.83%
(-55 bps) 1.36%
1.30 0%

Jan-2020 Feb-2020 1980 2020
Real yields have dropped sharply to 2013 levels The market is currently pricing more than 2 full Fed
Real yields: 10 year UST — 10 year breakeven UST rate cuts by the end of 2020

Number of cumulative cuts expected by Dec 2020
1.2% 2.5 2.32 cuts
/ (-21 bps)
-0.8% 0.0
2013 2020 Jan-2020 Feb-2020
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Currency Market Implications

DB’s FX research team expects peripheral European currencies (such as in Scandinavian and Eastern
European countries) to be most vulnerable to sell-off as these currencies have a higher correlation with
the European manufacturing cycle (even more so than the Euro). While Swiss Franc has proven a
reliable safe haven (negative beta to growth), the Yen has weakened given its geographic and economic
proximity to China.

Cumulative impact of a 5ppt bounce in Euro Zone
g EUR/USD manufacturing PMI after 6 months
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Commodities & Oil Market Correction

S&P 500 vs. EM vs. Commodities
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Third 20% correction in oil markets in 18 months
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Global Equities Repricing

MSCI World vs. MSCI World with China exposure S&P 500 sector performance has diverged sharply
in 2020 with oil and growth sensitive sectors
(energy, financials) sharply underperforming the
more defensive, non-cyclical sectors (REITs, IT,
utilities)

S&P 500 and sectors, % change, YTD
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Materials (-4%) -
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Communications l 1.2%
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IT B 2 1%
REITs B -
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