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Many countries across the globe are planning the relaxation of lockdown restrictions, with
comprehensive timelines and checkpoints. This follows in the wake of falling new Covid-19 cases
and deaths in most of these locations. Rays of hope are welcome in such gloomy times, but
vigilance is called for. Material differences still remain across the globe, as the epicenter of the
outbreak has moved from Europe to Latin America and Russia. The virus situation in the US is
improving, but overall situation remains grim, with the protests and riots following the death of
George Floyd creating a new dangerous mix. Meanwhile the easing of lockdown restrictions
globally are a giant experiment with a significant political component and clearly carry the risk of
reinfections. Hopefully we are prepared, but many thought we were exactly that at the start of this
year.
We have downgraded our macro-economic forecasts for most countries compared to our last
Monthly Outlook as we see somewhat longer lockdowns, an extended period with a six-foot
economy and, as a result, lower odds of a V-shaped recovery. This revision in most countries
means both a deeper contraction in 2020 and a more limited rebound in 2021. Indeed, as the
Fed’s Powell recently pointed out: without a working vaccine or significantly more effective
medicines to treat Covid-19, any recovery is likely to be restrained and not V-shaped, as business
and consumer confidence won’t return to normal.
The coronavirus outbreak meanwhile hasn’t made geopolitical risks go away. While it may have
been tempting to believe existing tensions would be parked as we were all involved in a global
fight pitching humanity against the faceless enemy that’s Covid-19, this was nothing short of
naive. Quite the opposite has proved true. Embattled politicians are making very tough decisions
every day amidst the virus outbreak, increasing the risk they won’t shy away from equally tough
decisions on the geopolitical front. Policy hawks are provided with plenty of opportunity to push
their agendas.
The clearest example is soaring tension between the US and China, where the focal point is now
Hong Kong. China’s National People’s Congress approving the imposition of a new national
security law on Hong Kong has prompted a strong reaction from the US; this comes on top of
recent legislation that puts sanctions on Chinese officials for alleged human rights abuses against
the Uighurs. The risk of further escalation, including but not exclusive to Hong Kong losing its
special status, are all too real, and would have significant implications for the global economy,
markets, and national security. For anyone who thought the New Cold War had gone away with
the phase one trade deal this is a very rude awakening.
Geopolitical risks unfortunately do not stop there. Brexit negotiations continue, but are hardly
going well. Deals tend to be struck last minute, but the risk of a Hard Brexit is non-negligible, as
hardliners on both sides may calculate the economic fall-out might as well be wrapped up with
the virus damage to the economy. Let’s get it over with, basically. The UK’s shift to drop Huawei
may presage another shift towards the US on trade.
Unity and solidarity within Europe is meanwhile lacking as well, as the wrangling about a new
budget and support measures for the countries hit hardest by Covid-19 is no pretty sight to
behold. One could say that’s how complex democracies work, but it is damaging to the soul of
the European project and should no good compromise be reached it could very easily cause longterm damage that will be hard to repair.
Something which sadly appears to be highly contagious.
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More of the same
In response to the coronacrisis, the ECB has expanded its asset purchase programme, eased its
collateral requirements and provided financial institutions with extra cheap loans (TLTRO-III and
the new PELTROs) to ensure that they can continue to provide ample credit to the real economy.
But central to the ECB’s strategy is the EUR 750 billion Pandemic Emergency Purchase
Programme.
The PEPP certainly started off strong. As of 29
Figure 1: PEPP progress
May, the ECB had already spent EUR 235bn of
250
the allotted amount. We recently estimated
that if the ECB keeps up this pace of buying,
200
the bank would deplete the allocated EUR
150
750bn by October. And this timeline could
100
even be shorter for some markets. Yet, the ECB
50
stated they will conduct purchases until “the
coronavirus crisis phase is over, but in any case
0
until the end of this year.” So unless the ECB
slows down the weekly rate of asset purchases,
PEPP
Ahead of "target"
more money will need to be added to the PEPP
Note: “Ahead of target” indicates the difference between
envelope.
EUR bn
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actual purchases and the theoretically required purchases
(“target”) if we assume that the ECB spends the PEPP evenly
across all weeks until yearend
Source: ECB, Rabobank

Slowing down seems unlikely at this stage.
Although economic and market conditions
haven’t worsened since April, they have yet to
improve significantly. Data indicate that the recovery will be slow-paced, and the ECB’s June
economic projections are likely to highlight exactly that. In addition to this, the Council remains
concerned about undue fragmentation risk, the level of EURIBOR fixings and corporate spreads.
We believe adding another EUR 250bn to the PEPP and a 10bn rate cut is the best way to address
the abovementioned issues. With recent, tentative improvements in the daily EURIBOR fixings, our
conviction about the latter is declining, though.

Priced for perfection
The ECB’s purchases have prevented more substantial spread widening than we have seen, but
the impact of the national fiscal measures on government budgets and debt continued to pose a
risk to those countries that were hit hardest and had the worst fiscal starting point. After all,
liquidity alone cannot solve (perceived) structural solvency issues. Therefore, the European
Commission’s proposal to use provide EUR 500bn in grants and EUR 250bn in loans to help
countries kick-start their economies after the coronavirus was welcomed by the market. Sentiment
towards peripheral governments improved markedly as fragmentation risk was priced out.
Still, it remains to be seen whether the proposed EUR 750bn is sufficient to get the economy back
on its feet. Moreover, a number of countries is still actively opposing the plan, which means that
difficult negotiations follow and that the plan could still be watered down. In short, there is
certainly a risk that a deterioration of the outlook will cause sentiment towards peripheral Europe
to worsen again. That could either be caused by a lack of progress on the EC’s proposal, or by a
slower than expected recovery. And external risks remain as well. Renewed tensions between the
US and China have the potential to fuel another episode of risk aversion.
As noted above, such lingering fragmentation risks remain of a concern to the ECB; and they
probably remain on the central bank’s radar until the European governments agree to a joint fiscal
response. And even in the case of jointly issued debt, the added issuance to fund the fiscal
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stimulus could still put upward pressure on yields. The ECB will probably want to counteract such
a tightening of financial conditions through an increase of its PEPP purchases.
Moreover, the ECB will probably want to scale up PEPP in response to the expected lowering of its
economic projections. Business surveys suggest that the recovery will only be slow-paced after
the lockdowns are lifted. And some sectors will be able to better cope with the new reality than
others. Ms. Lagarde indicated that 2020 GDP growth will likely be between the ECB’s medium (8%) and severe (-12%) scenarios, versus -5% to -12% in April. Various policymakers have indicated
they prefer pre-emptive action, and ECB officials have hinted that new action is forthcoming.

PEPP here to stay
So, as mentioned above, we believe that the ECB will expand its asset purchases by EUR 250bn.
Moreover, in addition to the expansion of the envelope, we expect the ECB to formally state that
proceeds from the PEPP will be reinvested. The strategy will likely be very similar to the regular
APP reinvestments.
These reinvestments will probably run for quite some time. First of all, PEPP will continue until
year-end at the earliest. Moreover, after net new PEPP purchases have stopped, the APP will
probably remain active. And, it doesn’t make much sense to us to stop reinvestments while the
other portfolio is still adding net new assets. Considering the forward guidance that APP
purchases will shortly end before the ECB starts raising interest rates, it is therefore plausible that
reinvestments will continue until after the first rate hike. Following our timeline for interest rates,
this logic would put the phasing out of reinvestments near the end of 2022 at the earliest.
Figure 2: Reinvestments likely to be last in the normalisation sequence
Net PEPP
purchases
stopped

Net APP
purchases
stopped

Phasing out
reinvestments

Deposit rate hike

Source: Rabobank

Limiting the upside
In short, PEPP is likely here to stay for the foreseeable future, with active purchases at least until
the end of the year and reinvestments thereafter. We therefore see central bank actions as
limiting the upside potential for rates.
Admittedly, the expectations for ECB action have been building, with the consensus now calling
for a EUR 500bn increase to the programme. So a EUR 250bn expansion of PEPP could be seen as
underdelivery by the market and this could lead to a short-term bearish response. But on a longer
horizon, the presence of PEPP should see ECB demand mitigating the increased sovereign
issuance. And uncertainty about the plan to jointly fund the European recovery will also likely
support Bunds until a deal is reached. Moreover, the economic outlook and speed of the recovery
remain highly uncertain and inflation is likely to fall sharply. We therefore forecast a new decline
in 10y Bunds, which should also pull EUR swaps lower again. For the 10y swap we have a mediumterm target of around -0.40%.
Table 1: EUR swap rate forecasts
2 June

+3m

+6m

+12m

2y EUR swap

-0.30

-0.65

-0.70

-0.70

5y EUR swap

-0.28

-0.55

-0.55

-0.50

10y EUR swap

-0.10

-0.45

-0.40

-0.25

30y EUR swap

0.09

0.00

0.05

0.25

Source: Rabobank
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EUR/USD: wearing blinkers?
The EUR has had good news in the form of a budget proposal from the European Commission
which includes both grants and loans to support the region’s recovery from the Covid-19 crisis.
While Germany and France had already opened the door to the prospects of grants for the
countries most badly impacted, opposition to this comes from the ‘frugal four’ (Austria, the
Netherlands, Sweden and Denmark). If all 27 nations can ratify this budget without too much
difficulty, this could be a game changer in terms of cohesion within the EU. That said, horse
trading and muddling through are more usual in Europe. Consequently we view it as too early to
alter our forecast that EUR/USD will dip lower on a 3 month view. This outlook is also supported
by the risk that there will be another surge in safe haven USD demand.
The last few months have been choppy for USD indices, but various measures are showing the
USD close to or even at the lowest levels since mid-March. The bounce in stock markets that has
taken the S&P 500 back above the 3,000 level has subdued the safe haven USD. Investors are
being forced to decide whether to jump on the risk-on bandwagon to avoid being left behind, or
whether to retain a cautious tone ahead of an inevitable onslaught of bad economic data and a
potential worsening of trade tensions between the US and China. We see risk that the latter will
be instrumental in containing risk appetite in the months leading up to the US election and
potentially beyond. Therefore, we expect to USD to find solid support in the coming months.
The strains between the US and China appears to be growing by the day. Coincidentally the value
of the CNY has weakened versus the USD. This has raised concerns that China could be
weaponising its currency to support external trade. As it stands the CNY is still stronger in the year
to date against many major and EM currencies because its association with the strong USD has
dragged it higher on the crosses. The Chinese authorities may be pushing against this. That said,
the political importance of the USD/CNY exchange rate cannot be avoided and the Trump
administration would not take kindly to any sharp increase in the value of USD/CNY. In view of the
geopolitical risks, we see risk of a dip towards EUR/USD 1.05 on a 3 month view.
Figure 1: Is the USD turning?

Source: Macrobond

EUR/JPY: false hope?
The possibility that the European Commission budget could appease anti-EU sentiment has lifted
the EUR. Coincidentally a spate of risk on sentiment has weighed on the safe haven JPY. The result
has been an upward trend in EUR/JPY since early May. This recovery, however, could prove to be a
false dawn. EU countries still have to pass the budget while the combination of worsening
relations between the US and China in addition to a frighteningly severe global downturn
threaten to reinstates the downside momentum in EUR/JPY.
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Figure 2: Risk sentiment is a key factor for EUR/JPY

Source: Macrobond

EUR/GBP: from all sides
GBP was the weakest performing currency in May having been hammered by a bad news on a
variety of fronts. After being overwhelmed by Covid-19 related news in March and April, Brexit
headlines have returned to the fore in recent weeks. A bout of bickering between UK and EU
negotiators has elevated the risk that no free trade deal will be thrashed out between the two
sides in time to avoid a no deal Brexit at the start of next year. If that wasn’t enough uncertainty
for investors, political pressure has also been increasing on the government regarding its handling
of the coronavirus crisis. This has resulted in the approval rating for PM Johnson plunging and
overall government approval turning negative according to Savanta ComRes. Additionally, in view
of its high mortality rate, the UK is being slower than many other countries in Europe to unwind
its lockdown measures. And even so, safety fears means that workers and consumers could be
reluctant to leave their homes when restrictions are lifted. This threatens to amplify the impact of
the shutdowns on the economy which in turn places further pressure on policy makers, both fiscal
and monetary.
Various BoE officials, including Governor Bailey, have made clear that negative interest rates have
not been ruled out. Although Chief Economist Haldane has suggested that this is not a policy that
the Bank would likely use imminently, speculation remains that this could still happen in the
foreseeable future. Meanwhile the UK’s public sector borrowing ballooned in April and Chancellor
Sunak’s tone turned decidedly more wary as he warned about scarring to the economy from the
shutdowns and the likelihood that the UK is “likely to face a severe recession, the likes of which we
haven’t seen”. The prospects of a deep recession, more monetary policy stimulus and political
uncertainty are all GBP negative and the combination of these factors leaves GBP very exposed.
During May we revised our 1 month EUR/GBP forecast to 0.91 from 0.89 and see upside risk to
this view.
Figure 3: CFTC speculators’ GBP positions – back in the doghouse?

Source: Macrobond
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Is carry trade back for good?
Demand for high yielding EM currencies improved in May (with a few hiccups caused by a brief
increase in risk aversion) as reflected in strong gains for the Mexican peso, the South African rand
and the Russian ruble. While the Bank of Mexico, the South African Reserve Bank and the Central
Bank of Russia have slashed their interest rates to respectively 5.50%, 3.75% and 5.50% since the
outbreak of the coronavirus pandemic, the Fed has cut the federal funds rate to virtually zero and
substantially expanded its balance sheet. Consequently, the interest rate differentials remain
sufficiently attractive to lure carry trade players (figure 1).
Figure 1: Interest rates in SA, Mexico and Russia remain markedly higher than in the US

Source: Macrobond

In the Eurozone, rates have been at a record low even before the coronavirus paralyzed the entire
region causing an unprecedented contraction in economic activity. The ECB, therefore, has been
using mainly its bond purchasing programme to prevent an even more prolonged recession.
Commercial banks can also borrow from the ECB at rates as low as -1.00%. Given that the dollar
has a higher safe haven status and US assets tend to outperform their Eurozone peers, the euro
seems to be a better suited funding currency for EM carry trades, although the Japanese yen is
another popular choice. In fact, investors may have far more options should more major central
banks decide to join the negative interest rate club – although for many this still seems unlikely.
Shorting GBP versus carefully selected EM currencies could be a very popular trade in the second
half of the year if the Bank of England cuts its policy rate below zero in the coming months. We
currently don’t expect such a move from the Bank, but even at 0.1% sterling could be used to
fund carry trades. In addition to already record low interest rates, the UK also faces the risk of
leaving the EU without a trade agreement at the end of 2020. The prospects of negative rates and
a hard Brexit have been reflected in recent gains of EM currencies versus the battered sterling.
It is worth pointing out that the risk of investing in high yielding EM assets is mitigated by various
EM central banks now using asset purchasing programmes for the first time in their history. If the
external backdrop worsens substantially in the coming months, there will be a domestic buyer
with potentially unlimited resources to step in to prevent –or at least limit– prices from falling
precipitously.
At this stage this notion mainly applies to EM bonds, but as policy makers become even more
creative in their efforts to stimulate activity, they could also enter stock markets. This is “very real”
scenario according to the NBP’s Lon. Poland could implement a similar structure as China where
the PBoC buys stocks –via a special entity– to limit potential losses as it was the case when
Chinese stocks were falling precipitously in 2015. Lon is firmly in favour of the central bank
expanding its asset purchasing programme (for the first time in its history the NBP is buying
government bonds) to include corporate debt and equities. In his view the stock market should be
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used as an important channel to boost the real economy in a similar way that major central banks
have done in the past and will be doing in the post-coronavirus world.
Essentially, for the first time investors in EM assets are provided –at least in theory– with an
important safety net similar to the one offered by the Fed through its balance sheet expansion.
Many central banks in the EM space may take on a similar role as the Fed in not only supporting
their economies, but also asset prices.
So how does it work? Consider this hypothetical strategy: an investor borrows in euro at zero and
purchases a 10-year Polish bond with a yield of 1.46%. If something goes wrong, he/she knows
that the National Bank of Poland is the buyer of last resort. Given that the government will have to
issue an unprecedented amount of debt to finance its economic rescue package, the NBP will not
allow bond yields to rise substantially as this would increase borrowing costs. The central bank will
intervene should the selling pressure on bonds increase. The same logic can be applied to South
African bonds or any EM asset where a central bank has deployed an asset purchasing
programme. The famous “Fed put” seems to be in place in a wide spectrum of emerging markets.
The main source of risk is the FX as the euro –or any other G10 funding currency- may appreciate
versus the local currency. But investors can hedge against such risk. The costs of hedging should
not be prohibitively expensive when volatility is relatively low amid the plentiful liquidity provided
by central banks.

The EM rally does look fragile
What prevents us from exclaiming enthusiastically “Buy EM and wear diamonds!” is the growing
tensions between the US and China. Recall that it was not the Fed gradually raising interest rates
that finally derailed the EM rally of 2016-2018, but the outbreak of the US-China trade war in
2018. When both countries narrowed their differences at the end of 2019, sentiment towards
emerging markets improved markedly. The coronavirus pandemic reignited tensions which are
likely to escalate further ahead of the crucial US presidential election in November and will
overshadow the process of reopening of the global economy, which is likely to prove tricky
anyway due to the risk of a second wave of the pandemic.
Figure 2: Softer dollar revived demand for EM carry trade

Source: Bloomberg, Rabobank

Over the last few years investing in the EM universe was mainly about spotting a window of
opportunity rather than making an attempt to catch the early wave of long-term trend that will
last a decade. It seems that some opportunistic investors, who have a relatively short-term
horizon, concluded at the end of April/early May that the worst is over for EM and dipped their
toes back into carry trades selecting the likes of Mexican peso, the South African rand and the
Russian ruble. However, this is not the time to anticipate a major long-term capital inflows into
EM just yet. For a new EM super-cycle to commence, the US and China would have to reconcile
their differences. This, however, seems very unlikely to happen given that both countries are
increasingly involved in a new cold war.
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May China be With Us
Sino-US relations will likely continue to be heated in light of China’s tightening grip on Hong
Kong and the upcoming US elections in November. For now, any talk of a trade deal will take the
back seat in the coming weeks. Remarkably, Brent recovered over 30% so far in May, pushing
prices of raw sugar up 3% and palm oil up 9%. Soy and corn remained subdued in the midst of an
abundance of US stocks, good weather, and rapidly progressing US plantings. In particular for
soybeans, the pace of Brazilian shipments continues to surprise, and the volumes of US soybeans
bought by China are a little lackluster in the middle of worsening rhetoric. The rather positive
USDA expectations for US 2020/21 soybean exports will require a strong commitment from China,
but reading the Twitter feed offers no assurances. In fact, Bloomberg reported that China has told
some major agricultural companies to pause their purchases of American farm goods.
Figure 1: Agri commodities price movements April 30 to May 28
14%
12%
10%
8%
6%
4%
2%
0%
-2%
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Source: Bloomberg, Rabobank 2020

CBOT Wheat: Weather risk and slow US spring plantings
CBOT Wheat tested lows of USD 5/bushel as markets assessed the longer-term demand impact of
Covid-19 and the 2020/21 production outlook. After the initial rush to secure wheat supplies in
March/April, export demand in May was much more muted. With lockdowns receding across the
world, demand should begin to improve. In the meantime, weather is a key focus of the market.
The USDA estimates a -2.6% y/y fall in US production, from 1,920mbu in 2019/20 to 1,866mbu in
2020/21, due to lower yields. The US spring has been warmer and drier than average for winter
wheat areas, with good-excellent ratings in line with the five-year average. However, yields may
well be lower than previously expected. Cold weather in spring wheat areas has delayed plantings
in the US and Canada. US weather is forecast to be warmer and drier than normal in the coming
month, which may further negatively affect winter wheat yields but should help spring plantings.
European and Black Sea weather is improving, but the hot and dry weather over most of the
region during the last month will have also negatively impacted yields. We now estimate Europe
to produce 140.5mmt for 2020/21, down from 152.5mmt in 2019/20, based on the current
forecast, which should somewhat replenish soil moisture to average levels in Central and Eastern
Europe. However, any shift in the weather toward a prolonged hotter and drier period could
further impact yields and should be closely monitored.

CBOT Corn sideways in a narrow range close to multi-year lows
US Corn needs to digest the USDA’s first official 2020/21 production forecast, which, at a record
16bn bushels, is 6% above the previous record and up 17% y/y. Prices, at very low levels already,
still include a weather-risk premium as planting is about to finish up, but the growing season is
still largely ahead of us. Still, it would require a severe weather problem to prevent stocks from
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rising significantly in 2020/21. USDA’s May WASDE allows for some bearish and a few bullish
thoughts. On the bearish side, 2019/20 corn for ethanol use is too high. We expect the USDA to
cut another 50-100mn bushels of ethanol use in June and project that overall up to 300-400mn
bu. will still need to be cut for 2019/20! Thus, the 2019/20 season will show a stock increase rather
than a reduction. Also, the export projections for 2020/21 seem aggressive, given the strong USD,
and can only materialize if: 1) competing regions face production and export problems (which, so
far, is not projected); 2) US corn prices stay very low; and 3) the USD significantly weakens against
the BRL (we forecast the BRL to appreciate a bit but not to the extent of being a game changer for
US exports). On the bullish side, US corn planting estimates are too high, and we project a 1-2
million acre cut in the USDA’s June 30 acreage report. US corn plantings have progressed very
well, at 88% complete versus the five-year average of 83%, but there are areas of concern. North
Dakota’s plantings, at 54%, are behind last year’s slow 57% and the average of 79% (as of May
24). Given that the prevent planting date has been exceeded for most of the state, farmers might
cut back on intended planting. Still, acreage will likely not be the key price driver at present.
European rainfall is improving in the coming

US corn use for ethanol recovering but still down

week, although Germany is still a concern
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ICE #11 Sugar: Short-term pain with brighter prospects further out
World raw sugar prices rallied from April’s 15-year lows this month, breaking through USc 11/lb
on the ICE #11 contract (basis July 2020), amid strength in the energy markets – with Brent crude
up 64% m/m. Speculators reflected the change in sentiment, as non-commercials bought 52,203
net lots in the first three weeks of May, posting a net short position of -23,694 lots. We hold a
mildly bullish long-term outlook on ICE #11 Raw Sugar, with prices set to rise towards USc 12/lb
by 2021Q1. However, we maintain a neutral-to-bearish view in the shorter term, amid a sharp rise
in the 2020 Brazilian sugar mix along with risks of falling 2019/20 global consumption. Early
UNICA crush results highlight a 45.8% sugar mix season to date in Brazil’s CS region as of May 1.
This marks a near 15% rise y/y, taking sugar output to 3mmt, a factor largely anticipated by
markets amid a USc 7/lb to USc 9/lb Brazilian ethanol parity. However, the sharp pace of the CS
harvest came as more of a surprise, with season-to-date crush up almost 20% y/y.

ICE Arabica: We keep a bearish view in light of decreasing demand
Arabica prices changed little over May. The Brazilian real provided a lot of volatility, going from
BRL 5.3/USD to BRL 5.9/USD, but it is now back to BRL 5.3/USD. The market is still scratching its
head on what the ulterior effects of Covid-19 are on both supply and demand. As we wrote in our
Coffee Outlook, we now expect demand to drop by 0.8% in the 2020 calendar year. The basic
assumption is a full shift from out-of-home towards at-home in most markets, except in those
where there is a strong tea-drinking culture (UK, Portugal, China, Thailand, Vietnam) and in those
markets where unemployment benefits are low (Brazil, US, UK). Also, the lack of tourism in some
places will affect coffee markets, in particular tourist hotspots. But the overall effect is still highly
uncertain, and data should become clearer in the coming month or so, as supermarket sales
stabilize, coffee shops continue to reopen worldwide, and company results are published. The
supply side seems less affected, at least for now, with the harvest starting as normal in Brazil.
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Storage overhang
Oil markets showed notable improvement in May and spot crude oil prices even registered one of
the best month-on-month percentage gains in history. This should not come as much of a
surprise though given how low oil prices are in absolute terms and the fact that prices were
pushed artificially lower in April as regulators and exchanges forced ETFs and commodity investor
products to frantically restructure holdings. This regulatory pressure resulted in widespread forced
selling of nearby oil contracts but once the selling pressure concluded, spot oil prices rose like a
ball held under water and then released. We suspect crude oil prices have now reached the
surface though, and with that the upward momentum is likely to lose steam. There is simply too
much crude sitting in tankers offshore or in storage tanks and railcars onshore for the market to
run too far in the near term as we see it. That’s not just our opinion though, as those who listened
to the recent Hess oil earnings call will understand. Hess announced that it has recently hired four
Very Large Crude Carriers to store Bakken oil on until the fourth quarter when the light sweet
crude is expected to be sold at higher prices. Given this fact, if spot prices rally much further it will
draw that crude out of storage sooner, thereby adding more supply to an already bloated market.
Hess is surely not the only producer or operator who is enacting this floating storage strategy and
because of that we expect spot Brent prices to be anchored at USD 30/bbl until the glut of crude
oil storage anchored offshore is worked off in the weeks and months ahead.
Figure 1: We expect spot Brent prices to revert

Figure 2: There is simply too much oil sitting in

back to the key USD 30/bbl in the near term…

tankers offshore for spot prices to run too far…

Source: Bloomberg, Rabobank

Source: Bloomberg, Rabobank

Supply destruction
As noted, we expect spot Brent prices to remain anchored at USD 30/bbl in the near-term. But the
medium to longer term setup is becoming increasingly bullish as we see it. The widespread virus
inspired lockdowns have led to unheard of demand destruction as most everyone is aware, but it’s
really the supply-side destruction that could have longer lasting market impacts. In fact, the
unprecedented global supply cut that was agreed in April went into effect at the start of May and
this is already starting to show an impact with physical differentials tightening up in recent weeks
and crude inventories building by less than feared. On top of that, the US rig count has
completely collapsed given the terrible drilling economics at the moment. The full impact of this
will not be felt for months given its status as a leading indicator. In fact, the horizontal drilling rigs
that have become synonymous with fracking hit a new all-time low in the US in recent data, with
no sign of slowing down. We even expect further deterioration in the rig count before we hit rock
bottom. While there certainly have been incredible efficiency gains over the past decade with
respect to oil drilling, the current rig count is no match for the steep and vicious decline curve of
many shale wells. Further to that end, older and less productive wells will likely never return to
production, which will make the eventual supply recovery all the more challenging.
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Figure 3: The horizontal drilling rigs that have become synonymous with fracking hit new an all-time
low in the US in recent data with no sign of slowing down…

Source: Bloomberg, Rabobank

Risk parity buying
As noted, oil prices have had an impressive rally during the month of May. Many traders and
analysts have attributed the rally to optimism surrounding a virus vaccine, the easing of
lockdowns, and of course the deep global supply cuts that have been rapidly taking place. While
we agree that those are all important fundamental data points, we believe that the real fuel
powering the recent oil rally was speculative buying pressure from risk parity type trading
strategies. This speculative buying spree is clear when looking at the CFTC positioning data, which
has shown considerable buying from large money managers over the last few weeks. In fact, the
combined ICE Brent and Nymex WTI net position from money managers has nearly tripled from
the late March low of a combined 182,000 net long position to the current net long position of
507,000 contracts. To our minds, this aggressive buying is not the result of a change in market
sentiment or optimism about the future but more about falling market volatility levels that have
risk parity managers increasing their oil allocations systematically.
Figure 4: Positioning data has shown aggressive buying from money managers in recent data…

Source: Bloomberg, Rabobank

Looking forward
Looking forward we expect to see spot Brent crude oil prices retest the key USD 30/bbl level in
the coming days and weeks as the current rally loses steam and reverses under its own weight. In
our view, the market has been artificially propped up by risk parity buying pressure in recent
weeks as market volatility subsides from the extreme levels of March and early April. This buying
pressure is starting to wane though. With that, oil prices are losing their upward momentum and
are vulnerable to a pullback, especially considering the big storage build reported in this week’s
inventory data and the likelihood of much more to come. We continue to view the calendar
spreads as particularly vulnerable to a pullback as inventories continue to grow for both crude oil
and refined products, which will need to be financed or risk supply coming to market too soon.
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Glass half full?
Financial markets are clearly taking a glass half full view of the economy since the Covid-19 shock
(figure 1). A huge collapse in equity prices and sharp rise in spreads has been put in reverse
thanks to an easing of lockdown measures (and hope for a vaccine); massive and unprecedented
central bank support (this cannot be under-stated); and signs that Europe may be about to Cross
the Rubicon when it comes to the joint issuance of debt in the future. On the latter point, the
Commission’s plans (or some version of it) would have to be signed by all 27 EU member states,
and the Netherlands and the Scandinavians are still taking a tough stance vis-à-vis those plans.
In other words, this is unlikely going to be a smooth ride in the coming months and many other
developments could still scupper the sentiment in markets, which –admittedly– has remained
remarkably resilient in the face of geopolitical tensions. Moreover, it remains to be seen whether –
as per the markets’ view– the economy can really get away with relatively little permanent or
long-term damage. Indeed, as we already warned in April, the risks to the economy are tilted to
the downside from a number of angles, as far as we are concerned.

Projections are down
The first data for May do indicate that economic activity is finally recovering (see figure 2), but
from a very low base (indeed, the lowest ever!) so with PMIs now back in the ‘thirties’ this is hardly
something to celebrate. To some extent the levels of these survey indicators are a direct reflection
of the stringency of government responses to the spread of Covid-19 and as such a further
improvement is on the cards for the summer months. This pattern is also borne out by highfrequency data and the experience in China. This is illustrated nicely by the charts in our COVID19 Dashboard. One may call that a ‘V-shape’ recovery, but social distancing remains imperative
and this is why activity will probably recover only gradually and why activity is unlikely to reach
‘normal’ levels until mid-2021 at the earliest.
In our latest projections we have now taken this firmly into account, assuming that some sectors
will continue to be hampered by these measures well into 2021. On top of that, we would argue
that there is considerable risk that the demand shock that follows the lockdown period will
continue to weigh on the recovery in the second half of 2020, and possibly beyond. As such, the
true economic impact may only become visible once the lockdowns are lifted and government
support measures are phased out. Although many European governments are going to great
lengths to mitigate the economic impact for households and businesses, some member states are
not only hit harder but are also much more financially-constrained (which, in a way, is seen as
backing the case for a common recovery fund).
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Figure 1: Nothing but positive sentiment?

Figure 2: Composite PMI up from historic low

Source: Macrobond, Markit

Source: Macrobond, Markit
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Finally, damage to the long-term growth rate of the economy may also be bigger than we
assumed earlier. First of all, job losses and a weak labour market may lead people to withdraw
from the labour market altogether (although support schemes by governments, including the
European SURE fund could mitigate this effect). But weakened corporates are likely to slow
investment spending as well. If such spending also hits R&D activity and other productivityenhancing areas, the damage to growth could last well beyond 2021. Last but not least, this
Covid-19 crisis hasn’t been particularly positive for the geopolitical situation or how businesses
view their supply chains and inventory management. The latter could potentially also be a (shortterm) boost to activity if i) businesses decide to build bigger inventories to be able to cope with
future shocks and ii) if businesses decide to re-shore some of their activities. But such a
development could also reduce productivity (or raise costs). However, a resumption of the tradewar is unlikely to be beneficial for most countries involved.
All in all, we now expect Eurozone GDP to contract by 9.3% this year, followed by a recovery in
GDP of 5.6% in 2021 and 2.0% in 2022. In other words, this year’s damage is unlikely to be made
whole in the foreseeable future. Whilst Germany and the Netherlands are seen as doing better
than that, Italy and Spain are likely to do even worse.

ECB still leaning towards doing more rather than less
Although one could argue that the recent German Constitutional Court ruling on ECB QE (which
basically argued that the ECB had overstepped its authority) is likely to slow down the ECB in its
actual response, the central bank has indicated that it remains ‘undeterred’. Indeed, ECB President
Lagarde has indicated that 2020 GDP growth will likely be between the ECB’s medium (-8%) and
severe (-12%) scenarios, versus -5% to -12% in April and the ECB’s June economic projections are
likely to highlight the economic struggle.
In addition to economic uncertainty, the Council remains concerned about undue fragmentation
risk, Euribor fixings, and the increase in corporate credit spreads. As such, we believe scaling up
the PEPP (to the tune of EUR250bn) combined with a deposit rate cut (although the odds of the
latter have declined with the recent decline in Euribor fixings) is the best way to address this.
Governments are increasing debt issuance to finance the fiscal measures that are being
implemented. Against this backdrop more, not slower purchases are likely warranted. And
keeping up this pace requires a bigger budget. EUR 250bn should be enough to last until the end
of the year; by that time the ECB could always increase it again depending on the future
developments in the economy and markets. Also bearing in mind the recent Karlsruhe court ruling
–which the ECB has said will not deter its way of handling the current crisis– such a ‘modest’
increase would stand the test of proportionality, we would argue.
Table 1: Economic forecast
2019

2020

2021

Q1/20

Q2/20

Q3/20

Q4/20

GDP

1.2

-9.3

5.6

-4.0

-11.3

4.9

2.5

Consumption

1.3

-12.2

6.6

-4.9

-15.5

6.8

3.4

Investment

5.5

-7.8

7.9

-4.3

-12.8

6.0

4.0

Government

1.7

-1.7

1.7

-3.0

0.5

0.5

0.5

Trade

-0.5

-0.3

0.0

0.1

0.3

-0.3

-0.2

Inventories

-0.5

0.0

-0.2

0.2

-0.1

0.1

-0.2

CPI (%y-o-y)

1.2

0.5

1.5

1.1

0.5

0.4

0.4

Unemployment rate

7.5

8.8

10.3

7.6

8.8

9.2

9.4

Source: Rabobank

16/46

RaboResearch | Monthly Outlook | 02-06-2020, 15:41
Please note the disclaimer at the end of this document.

France
Author
Erik-Jan van Harn
Economist
+31 6 30020936

An abrupt end to robust growth
In recent years, the French economy showed consistent economic growth helped by a growing
world economy and strong domestic demand (figure 1). Despite the Gilets Jaunes movement and
protests over pension reforms, the French economy still outpaced most major European
economies in recent years. Growth was fueled by a rise in employment (partially because of the
labor reforms of president Macron) and subsequent higher consumption. Additionally, positive
business sentiment caused a surge in investments. However, the arrival of COVID-19 quickly
turned things sour. Sentiment dropped to a historic low, even surpassing pessimism during the
Global Financial Crisis (figure 2). And this pessimism translated into an unprecendented
contraction of 5.8% in the first quarter. Now that the lockdown has ended, sentiment is slowly
recovering. But still, on the back of the coronavirus means we have downgraded our growth
forecast for 2020 from an expansion of 1.1% to a contraction of 10.1%.
Figure 1: Robust growth in the past years has

Figure 2: …and there is worse in store for Q2

come to a sudden halt…

although sentiment is recovering

Source: Macrobond, Eurostat

Source: Macrobond, Markit

Labor market
President Macron has started his presidency with ambitious plans to reform the labor market. To
his success, and on the back of global economic growth, this has resulted in a significant decrease
in the unemployment rate (figure 3). Now that France is struck by COVID-19 it is evident that the
unemployment rate will rise. The question is, to what level?
A key difference with the Global Financial Crisis is that France did not employ a massive shorttime working scheme in back then and that the current economic shock is much sharper but most
likely short-lived. Right now, the French government protects employees through the adoption of
the so-called temporary unemployment scheme. This scheme compensates affected companies for
84% of the net wage of their employees. This scheme has managed to keep workers on the
payroll for now, but if the lockdown is extended or the recovery takes longer than expected, more
companies would likely be forced to actually fire employees instead of putting them in this
temporary scheme. Especially employees with a temporary contract and the self-employed are
vulnerable (figure 4). So far, as much as 700.00 companies and 11 million employees have applied
for the scheme. If all of these people were fired unemployment would rise to 43%; that said, it is
unlikely that all 11 million would lose their job.
The final effects on unemployment thus depend on a number of variables, amongst which the
length of the lockdown and the ability of the government to sustain its temporary unemployment
scheme. In turn, unemployment rates will partly determine the pace of the recovery. Obviously, if
companies do not have to rehire and retrain employees, that will benefit the speed of the
recovery. The temporary unemployment scheme has therefore fulfilled a crucial role in limiting the
permanent damage dealt to the economy. Nonetheless, we forecast unemployment to rise to
9.9% in 2020.
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Figure 3: Unemployment rate showed a steady

Figure 4: The share of self employed and

decline before COVID-19
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Government finances
At 98% of GDP, France’s debt ratio is currently vastly above the threshold of 60% agreed upon in
the Maastricht treaty. And the government has made little progress in reducing the debt burden
since its significant rise after the financial crisis (figure 5). The French government has not ended
the year with a budget surplus for the past 45(!) years. Not even in recent years, with a historically
low interest on government debt (figure 6). The latest primary surplus dates back to prior to the
financial crisis. Recent attempts to narrow the budget deficit were unsuccesful due to the Gilets
Jaunes and the pension reforms protests.
It is evident that COVID-19 will force Macron to spend even more. The aforementioned temporary
unemployment scheme is just one of the many expensive policies that is necessary to keep the
French economy afloat. Additionally, there is a package of EUR 300bn of government backed
loans and EUR 110bn in measures such as direct subsidies (including the temporary
unemployment scheme). On top of these costs, a significant amount of spending will still be
needed to speed up the recovery process afterwards. Based on our economic projections, the
announced fiscal stimulus, and budget elasticities, i.e. automatic stabilizers, we project a debt
ratio of 123% for 2020.
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Figure 5: The government has been unable to

Figure 6: Yields on French government debt are

lower the debt ratio so far

historically low

Source: Macrobond, INSEE

Source: Macrobond, Natixis
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A roadmap for exiting the intelligent lockdown
On May 6, after several weeks of a slower spread of the Covid-19 virus and declining pressure on
hospitals, the Dutch government announced a roadmap outlining the strategy to gradually open
up the economy after the so-called intelligent lockdown. Working from home and keeping 1.5
metres distance remain the norm for the time being, but from 11 May onwards primary schools,
day cares and libraries were partially opened up, doing team sports outside at a safe distance was
permitted for children, and services such as hairdressers were allowed to restart their businesses.
As of 1 June, cultural institutions such as museums, cinemas, restaurants and cafés are allowed to
host a maximum of 30 guests. Terraces are allowed to be opened on the condition that safe
distance can be maintained. Secondary education will restart, and from June onwards, public
transportation will operate normal timetables, but with limited capacity and with passengers
required to wear face masks. From 1 July, cultural institutions, cinemas, restaurants and cafés may
host up to 100 guests, and events up to 100 guests will be permitted. The fourth step of the
roadmap, becoming effective on 1 September, comprises the reopening of all sporting activities
and matches, as well as canteens, wellness facilities, casinos, and –Holland will be Holland– coffee
shops and sex workers. Each step is conditional on the infection rate remaining below one.

Dutch economy enters recession
In the first quarter of 2020, Dutch GDP contracted by 1.7% q/q (-0.5% y/y). Although this is the
sharpest drop since 2009Q1, it is still relatively mild compared to other EZ countries. This can be
partially attributed to the strong starting position of the Dutch economy (Dutch GDP growth in
2019 outpaced the Eurozone average); to the less stringent lockdown measures that were
effective in the Netherlands; and to the fact that the Dutch are more used to working from home
and online shopping.
Figure 2: Employment declines
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Still, consumers’ inability and reluctance to spend money greatly dragged down growth. Private
consumption dropped by 6.7% y/y in March, resulting in negative consumption growth of 1.3%
y/y for Q1 as a whole (figure 1). Moreover, consumer confidence declined further after a record
drop in April to -31 in May, painting a weak outlook for consumption growth in upcoming
months. Developments on the labor market are also not supporting the outlook for private
consumption. Despite official unemployment rising by ‘only’ 0.5 percentage points to 3.4% in
April, this increase is the largest on record. Around 160,000 jobs were lost in April (figure 2). More
than 100,000 of these were jobs lost by people under the age of 26, including students who
withdrew from the labor market. That partly explains the relatively mild increase in official
unemployment. We expect unemployment to rise sharply in the coming months as job losses are
expected to rise, first among workers with flexible contracts and later extending to the working
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Figure 1: Consumption takes a big hit

population with an open-ended contract. Unemployment is expected to peak at 6.8% at the end
of 2020 and is an important cause of concern for the speed of the recovery.
On a yearly basis, private investments still managed to show a meager growth of 0.9% in Q1. But
this may have been caused by scheduled public and private investments still being followed
through. Sentiment indicators and declining world trade point towards a sharp decline in
investments in the upcoming period. Weaker demand from abroad will also hurt Dutch exports.
As a large part of Dutch exports consist of transit trade, imports are likely to be hurt by the
weaker foreign demand as well, on top of the weaker domestic demand. Overall, we expect Dutch
GDP to contract by 5.7% in 2020 and to only partially make up some of the losses by growing by
2.9% in 2021.

Second support package announced
Whereas the first support package was mainly meant to alleviate the blow to the economy, the
second support package is meant as a calibration of the first: a bit more support here, somewhat
stricter conditions there. Some new conditions in the package reflect the more forward-looking
nature of the public debate on support. In that sense, an acknowledgement that not all
companies and business models may survive the Covid-19-crisis has led the government to
introduce (re)training employees as a requirement. Moreover, after heated political debate a
compromise was reached on the dismissal fine in the support measure for the retention of work:
the fine is removed in the case of dismissals that were approved by the labor unions, while it is
lowered from 50% of the subsidy received for the cancelled job to 5% of the total amount of
wage support received when over 20 jobs are lost without the agreement of labor unions. The
received wage subsidies still have to be repaid for each job lost in both cases. For companies
receiving financial aid, the payment of dividends and bonuses and share buybacks has been
prohibited. Whereas self-employed were previously eligible for financial support regardless of the
income of their partner, this condition has now been re-imposed. On the other hand, SMEs in
severely affected sectors can be eligible for receiving compensation for fixed costs of up to 50,000
euros, and the compensation for wage costs other than salaries has been increased from 30% to
40%. The deferral of tax payments for affected companies has been extended, and interest rates
on deferred payments have been lowered even further. Overall, the support package comprises
over EUR 13bn euros and is effective until October.
Table 1: Economic forecasts
2019

2020

2021

Q4/19

Q1/20

Q2/20

Q3/20

GDP

1.8

-5.7

2.9

0.4

-1.7

-8.2

2.4

Priv. consumption

1.4

-6.8

3.9

0.7

-2.7

-9.0

3.0

Govt. consumption

1.6

2.0

2.2

0.4

-1.4

3.0

1.0

Bus. investment

6.8

-7.0

3.7

4.0

-3.0

-15.0

7.0

Res. investment

1.8

-2.0

3.8

-3.7

5.6

-8.0

3.0

Exports

2.4

-7.2

5.5

0.4

-3.0

-11.0

5.0

Imports

3.1

-5.8

6.3

0.3

-3.5

-9.0

6.0

HICP (% YoY)

2.7

0.7

1.3

Unemployment rate

3.4

5.0

6.3

Source: Rabobank
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One for the history books
This quarter will be one for the history books; that’s for sure. The collapse in global economic
activity is unprecedented, and the economy of the United Kingdom is one of the hardest hit. How
hard exactly? Well, that’s anyone’s guess, to be frank. Analysts’ GDP forecasts for Q2 really are all
over the place, yet most of them generally fall within the bandwidth of -15% to -25% q/q. We’ve
recently updated our own projections as well and have penciled in an astonishing -19.5% drop in
GDP for 2020Q2. This follows a 2% drop in the first quarter, which already was the sharpest
contraction since the GFC. It is also a much steeper contraction than we’re forecasting for the US
(-8.9%), Germany (-10.6%), France (-12.4%) or Italy (-13.8%, all Q2). This is primarily due to a steep
drop in consumption and in business investment: both could fall by 27% in Q2 alone.
Figure 1: It may look like a V – but it really is not

Figure 2: Weekly case growth has slowed
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Unfortunately, the United Kingdom is not out of the woods yet. The government waited longer
before ordering the lockdown, which means that it will have to wait longer before it can start
really relaxing the restrictions. The late timing of the lockdowns is also being associated with the
high level of excess deaths. Indeed, the Financial Times calculated last week that the UK has
suffered the highest rate of deaths from the pandemic in any country for which high-quality data
on excess deaths exists (i.e. 891 people per million).
Over the past three months the government has shown that it is much more comfortable when it
is campaigning rather than governing. Special adviser Cummings clearly broke the lockdown rules
he himself helped to draw up and didn’t show much remorse when this was revealed, suggesting
that it’s indeed ‘one rule for them, and one rule for us’. While this government believes to have a
knack for tapping into the voters’ deepest desires, the Cummings fiasco actually allowed for the
voters’ fury over Covid-19 and the lockdowns to be channeled right into the heart of the
government. The Conservatives are sliding in the polls and Prime Minister Johnson’s approval
ratings are plummeting. But it may also have undermined the government’s messaging when it
comes to the coronavirus lockdown. With an R-rate still between 0.7 and 0.9, this is a serious risk.

Tick, tock, tick, tock... tick
It’s easy to get distracted these days, but the Brexit-clock ticks away in the background. The first
real deadlines are approaching fast, and at the end of this month we should know whether there
is a formal extension of the transition period or not. There has been little progress in the
negotiations, and instead we’ve heard a lot of sabre rattling (see for instance the letters of Brexit
negotiators Frost and Barnier). Whilst the arguments to buy more time are very compelling, we
continue to recommend to take the government at its word that there will be no such extension.
We’ve discussed some of these admittedly Machiavellian arguments in much more detail here.
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Figure 3: “Uncharted waters” doesn’t even

Figure 4: The Bank of England’s APF purchases

describe the drop in the PMI’s

GBP 13.5bn worth of gilts each week

Source: Macrobond

Source: Macrobond

More negative news?
On March 19, the Bank cut its benchmark rate to 0.10% and announced that it will add GBP 200bn
to its Asset Purchase Facility, split between gilts (GBP 190bn) and corporate bonds (GBP 10bn).
Since the March announcement, the Facility has been buying GBP 13.5bn in gilts each week,
increasing the Bank’s holdings from GBP 423.3bn on March 18 to GBP 542.9bn on May 20 (figure
4). At the current pace, the Facility will hit its GBP 625bn gilt target already in late-June, early-July,
so an expansion of the facility is now widely expected. We expect an increase of GBP 100bn in
June, followed by yet another GBP 100bn increase in August.
Even though the UK’s national debt-to-GDP figure will rise well north of 100% –a psychologically
important threshold but quite meaningless in any other way– the Treasury’s financing costs will
still decline: yields have dropped across the curve even without explicit yield curve control, and an
increasing share of the coupons are now flowing to the Bank of England and then back to the
Treasury. On May 20, the DMO sold GBP 3.8bn of three-year gilts at a yield of -0.003%, which
coincided with increased speculation of a negative Bank rate. The Bank of England’s chief
economist Andy Haldane said that such a policy measure was under review, but that the MPC was
’not remotely close’ to implementing this. Governor Bailey did not want to rule out negative rates
either. Whilst there is no technical reason why negative rates can’t be implemented in the UK, we
don’t think that the Bank sees a real need to cross this Rubicon yet. Instead, we think that the
discussion is used to signal that the Bank has not emptied its toolbox yet, that policy could go
either way still, and that there’s still some symmetry embedded in its future rate path.
Table 1: Economic forecasts
2019

2020

2021

Q4/19

Q1/20

Q2/20

Q3/20

GDP

1.4

-10.9

5.0

0.0

-2.0

-19.5

10.6

Consumption

1.1

-14.6

6.0

-0.1

-1.7

-27.0

15.0

Investment

0.6

-14.4

0.0

-0.5

0.0

-27.0

13.0

Government

3.5

-0.4

3.1

1.5

-2.6

0.6

0.6

Trade

4.9

-9.3

6.9

-1.2

-1.9

1.5

1.5

Inventories

4.6

-13.0

5.9

5.0

-10.8

-15.0

13.0

CPI (% y-o-y)

1.8

0.6

1.5

Unemployment (%)

3.8

6.3

8.3

Source: Rabobank
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The pandemic engulfs Russia
At the end of March/early April when Italy, Germany, Spain and other European countries were
witnessing encouraging signals regarding the development of new coronavirus cases, Russia was
about to become a new major hotspot of the pandemic. From around the middle of April the
number of Covid-19 cases started to rise exponentially in Russia (figure 1). Within weeks Russia
became the second most infected country in the world before it dropped to the third place when
it was overtaken by Brazil in the second half of May.
Figure 1: The coronavirus pandemic exploded in Russia in April/May
500

Cases, x1,000

400
300
200
100
0
01/03

08/03

15/03

22/03

29/03
Italy

05/04

12/04
UK

19/04
Russia

26/04

03/05

10/05

17/05

24/05

Brazil

Source: Bloomberg

At the peak of the pandemic the number of daily new cases exceeded 10,000. Amongst those
infected were Putin’s spokesperson Peskov, PM Mishustin and ministers in charge of construction
and culture. On the positive side, Russia’s death toll of just over 4,000 (as of May 28) is
substantially lower compared to other European countries. That said, there seems to be a certain
degree of skepticism about the official mortality rate of less than 1% as Russia reportedly uses a
different classification method to count the deceased. In all fairness a similar argument could have
been made about various other countries.
Even before the coronavirus pandemic peaked in Russia (the number of new confirmed cases has
been falling since the middle of May), President Putin announced the end of the non-working
period as of May 12. To recall, during this period all non-essential businesses were shut and
employers were ordered to continue paying their staff.
That said, governors and regional leaders will have the final say how quickly various restrictions
will be lifted. Providing regions with a relatively high degree of autonomy in deciding when
lockdowns should be eased is somewhat unusual. After all the Kremlin tightly controls all aspects
of life in Russia. It seems to be a clever move by the Putin administration to shift the blame on
governors and regional officials should the number of new cases rise sharply once restrictions are
eased. If unfreezing of the economy goes well, the Kremlin is likely to take a full credit for it.
The Kremlin clearly intends to protect President Putin whose approval rating has already plunged
to the lowest level since he came to power in 1999 (figure 2). Given that Russia faces the most
severe recession since the 1998 crisis (the IMF expects the Russian economy to contract by 5.5%
this year), support for Putin may deteriorate even further in the coming months.
The coronavirus pandemic is undoubtedly the biggest challenge Putin has ever faced at the time
when he could extend his already unprecedented rein until 2036. On 22 April Russians were
supposed to vote in a referendum on crucial constitutional changes that would allow Putin –
whose current term ends in 2024– to serve further presidential terms without a break. The
referendum has been delayed due to the coronavirus pandemic and may not take place until the
Kremlin is sufficiently confident that the outcome will be favorable for Putin. Support for the
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Figure 2: Support for Putin plunged to the lowest level since he came to power in 1999

Source: Macrobond/Levada

proposed constitutional amendments reportedly fell to 40% in March before bouncing back to
47% in April.
The reluctance of the Putin administration to deploy significant fiscal stimulus at this stage –as
many governments around the world have done already– can be part of the plan to boost
support for Putin at the right moment, i.e. a few months before the referendum does take place;
which is probably at the end of the year, although it could be delayed until 2021 depending on
the pace of economic recovery.
In contrast to President Trump, who faces a political battle of being re-elected in November, Putin
cannot attribute the worst economic crisis since 1998 to China’s alleged mishandling of the
coronavirus. Over the last few years Russia and China have strengthened their cooperation and
partnership amid worsening relationships with various Western countries. Both countries pledged
to double their trade over the next five years to USD 200bn by 2024 by implementing joint
projects in energy, industry and agriculture. It seems impossible, or at least extremely difficult, for
the Kremlin to make a U-turn and start searching for a new strategic partner. Explicitly blaming
China seems unthinkable for the Kremlin as it would seriously undermine the relationship
between the two countries, which would leave Russia in a much weaker position.
To hedge its bet on building even stronger economic and political ties with China instead of the
West, the Putin administration should accelerate the pace of structural reforms that would
substantially improve competitiveness and productivity of the Russian economy. Reducing
corruption and strengthening the regulatory framework would improve the business climate and
spur investment. The precipitous fall in oil prices should be used as a very strong incentive to
further reduce reliance on global demand for commodities. Alternatively, President Putin could be
tempted to once again divert attention from domestic woes by increasing geopolitical tensions.
Such a strategy worked very well during the Crimea crisis. However, that would be a risky move as
Russia could be penalized by the West imposing even stricter sanctions on an already fragile
economy. In fact, improving the tense relationships with various Western countries would be far
more productive as it would reduce the risk of punitive measures and in turn would stimulate
foreign direct investment.
If President Putin decides to rebuild his legacy by implementing the most comprehensive package
of economic reforms since the collapse of the Soviet Union, the ruble has the potential to be one
of the most attractive EM currencies in the coming years or even decades. At this stage, however,
we do not have a high conviction that such a bullish long-term scenario for the ruble will unfold.
The outbreak of the coronavirus pandemic has increased the risk of a new cold war between the
US and China. This in turn does not bode well for the ruble.
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President Biden
In the previous Monthly Outlook we noted that the face of the USA in 2021 will not only depend
on progress regarding Covid-19, and the economic fallout from the lockdown and social
distancing, but also on the outcome of the elections on November 3. This month we take a closer
look at what a Biden administration would mean for trade and fiscal policy.
The main difference between Biden and Trump does not lie in their identification of the external
problems facing the United States, but in their approach to tackling these problems. While
President Trump has shown a preference for unilateral actions and bilateral negotiations, Biden
prefers a return to the multilateral approach of the Obama(-Biden) administration. More
specifically, on the two key issues that helped win Trump the presidential elections in 2016, China
and the Mexican border, Biden does not disagree on the problems. However, in both cases he
proposes a multilateral approach to tackling these problems.
Those who hope that the tensions between the US and China will magically disappear if Biden
wins the election on November 3 are likely to be disappointed. The need to address the threat
that China poses to the US is one of few things that has bipartisan support in an otherwise heavily
polarized country. China has become the common enemy of Republicans and Democrats, an
external threat that can unite Americans from both sides of the political spectrum. Biden has said
that the US does need to get tough with China: “If China has its way, it will keep robbing the US
and American companies of their technology and intellectual property. It will also keep using
subsidies to give its state-owned enterprises an unfair advantage – and a leg up on dominating the
technologies and industries of the future.” However, instead of unilateral actions against or bilateral
negotiations with China, Biden thinks that the most effective way to deal with the Chinese is to
build a united front of US allies and partners to confront China’s abusive behavior and human
rights violations. Biden wants the US to write the rules of trade, and not China, in a way that
protects workers, the environment, transparency, and middle-class wages. Biden wants to prevent
that the rules of the digital age are written by China and Russia. Therefore, he wants to develop
secure, private sector-led 5G networks together with US democratic allies.
Closer to home, Biden does not seem to disagree with President Trump that the Mexican border
requires attention, but he prefers to focus on the root causes that drive immigrants to that border.
In his view, El Salvador, Guatemala and Honduras are driving their people away through
corruption, violence and poverty. Biden wants to spend USD 4bn on a regional strategy that
would also require these countries to contribute their own resources and make reforms.

Raising the debt, shifting the burden
On fiscal policy, Biden is as likely to push up the public debt trajectory as Trump. However, their
priorities are radically different. Biden’s policy for the middle class will entail a huge investment in
infrastructure, education and R&D. In order to improve the position of the middle class, Biden
wants to support unionization and collective bargaining in both the private and public sectors.
Biden wants to increase the federal minimum wage –which has been $7.25 since 2009 – to $15. He
also wants to punish wage theft by employers who pay less than the minimum wage, do not pay
overtime, force off-the-clock work, or misclassify workers. He wants to actively pursue companies
that violate labor laws, engage in wage theft or cheat on their taxes by intentionally misclassifying
employees as independent contractors. Through federal debarment Biden wants to make sure
that companies become ineligible for federal contracts if they violate labor laws, participate in
wage theft or engage in union-busting activities.
With regard to unemployment insurance, Biden proposes to expand German-style short-term
compensation, where distressed firms keep workers employed but at reduced hours with the
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federal government compensating wage income for the workers. At the moment, about half of US
states have short-term compensation schemes. Biden wants all states to adopt this and scale up
the programs. In order to achieve this he wants 100% federal financing, instead of states paying
for most of it.
Healthcare is also a major priority for Biden. He wants to build on the Affordable Care Act by
increasing choice, reducing health care costs and making the system less complex. In order to
reduce health care costs, Biden wants to reduce the power of prescription drug corporations.
More generally, he wants to tackle market concentration across the health care system. This
includes increasing competition for US drug manufacturers by allowing consumers to buy
prescription drugs from other countries. (Hardly a protectionist stance!). He also wants to
terminate the pharmaceutical corporations’ tax break for advertisement spending. This should
reverse the rise in drug advertisements and reduce the impact of marketing costs on drug prices.
At the same time, Biden wants a premium tax credit for the middle class. On his website he gives a
numerical example of a family of four with an income of $110,000 per year saving $750 per month
on health care insurance. This would be almost a 50% reduction. In order to pay for his health care
plans, Biden wants to get rid of the capital gains tax loopholes for the very wealthy. In fiscal year
2019 capital gains and dividends exclusion was estimated at USD 127 billion. Biden wants to
double the capital gains tax rate for individuals making over $1 million per year.
So Biden would shift the tax burden from the middle class to the corporations and the wealthy,
while making large investments in education, R&D and infrastructure to support the middle class.
While these investments will be reflected in the potential growth rate of the US economy, rising
public debt is likely to be a feature no matter who will be president in 2021.
Table 1: Economic forecasts
2019

2020

2021

Q1/20

Q2/20

Q3/20

Q4/20

GDP

2.3

-6.3

1.0

-4.8

-31.0

14.0

-1.0

Consumption

2.6

-6.7

2.2

-7.6

-24.0

15.0

-1.0

Business inv.

2.0

-12.8

-8.0

-8.6

-40.0

20.0

-2.0

Residential inv.

-1.5

-17.9

0.8

21.0

-50.0

25.0

-4.0

Government

2.3

1.8

1.0

0.7

5.0

4.0

3.0

Trade

-0.2

0.0

-0.2

1.3

-0.6

-0.2

-0.7

Inventories

0.2

-0.1

0.0

-0.5

0.0

0.0

-0.1

CPI (% YoY)

1.8

0.6

-0.3

Unemployment rate

3.7

12.0

7.0

Note: * Contribution in pp. Source: Rabobank
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Changing of the guard
The June 3 Bank of Canada policy meeting will mark the first day on the job and the first rate
decision for incoming Governor Tiff Macklem as he takes over from Governor Poloz. Of course,
Macklem takes the helm at an interesting time for the Bank as the economy faces its deepest
recession in living memory and monetary policy has moved into asset purchases. That said, when
it comes to the rate decision itself, Macklem probably doesn’t have much to decide. We are of the
view that the policy rate will be left at 0.25% for the remainder of this year and all of 2021 as we
remain convinced that the BoC (and the Fed) will avoid cutting into negative territory. In fact, the
stance of both central banks is similar: negative rates are in the toolkit, but there is little desire to
use them. Indeed, we expect to see tweaks to asset purchase regimes and yield curve control
before a negative policy rate. The Bank has been at pains to stress that its asset purchase
programs are currently aimed at ensuring properly functioning markets but, as Deputy Wilkins has
made clear on numerous occasions, that could change to becoming monetary policy motivated.
We would argue that this distinction is somewhat ‘six of one, and half a dozen of the other’ but
Poloz clearly has sympathy with that stance as he pointed out that he wouldn’t argue against
calling the program quantitative easing, even if it doesn’t technically fall into that camp from their
perspective.
Figure 1: Canada vs. US front-end rate differential likely to remain stable this year

Source: Macrobond

Data of course remains weak. The Q1 GDP print was the worst since 2009 and we know Q2 will be
much worse. That said, as we have seen in the US, data releases referring to Q2 are not driving
market price action and that is true for both ‘misses’ and ‘beats’. The release of the first quarter
GDP data was a case in point. GDP growth numbers for March beat expectations with the
economy shrinking 5.8% m/m resulting in a quarterly annualized print of -9.2% against
expectations of a -8.5% m/m and -10% quarterly annualized contraction. Yet, CAD did not react at
all. This is partly a result of the fact that estimates are particularly unreliable given the size of the
contraction, but it also reflects the incessant bid for risk triggered by rates falling to the effective
lower-bound and central banks essentially removing the tail risk from the market. Make no
mistake, we no longer have free market capitalism and markets are no longer tools for price
discovery. Risk-reward ratios have been skewed by the central bank’s back stop and so the hunt
for yield is back on in full force. To our mind, this is only likely to change when we start seeing
data from after the lockdown so we can assess how companies and households are performing
after the initial euphoria of the economy re-opening starts to fade. High frequency indicators
covering congestion, restaurant bookings, public transport usage should provide some insight as
to how quickly demand comes back after the supply side re-opens. But of course, this will need to
be continually monitored to see if the initial spike is maintained in the face of household balance
sheet destruction.

27/46

RaboResearch | Monthly Outlook | 02-06-2020, 15:41
Please note the disclaimer at the end of this document.

Figure 2: Canadian GDP growth

Source: Macrobond

For USD/CAD this incessant risk bid has pushed the pair through the lower bound of the recent
trading range at 1.3830. We did not expect the bid to risk to emerge with such force. And
although FX markets were the last asset class to join the party they most certainly have now, as
evidenced by the performance of emerging market currencies regardless of their domestic
backdrops. That said, we see the risk rally in FX as one of the most vulnerable and we still expect
USD to remain well supported this year. We would argue that the most important thing for
USD/CAD (and most USD crosses) in the coming weeks is the performance of equities. If the S&P
500 continues to march back towards the pre-Covid19 record highs then USD/CAD may remain
under pressure but should we see the pace of equity buying begin to slow then the pullback in
USD/CAD may come sooner than our revised forecasts imply.
Figure 3: USD/CAD correlated to equities, not rate differentials or oil

Source: Macrobond

So what does this mean for USD/CAD going forward? It is fair to say that risk is likely to continue
edging higher in the short term and while that might lead to more continued pressure on
USD/CAD, we foresee a USD pullback pushing USD/CAD to 1.42 on a three month basis. Indeed,
of all the risk rallies we see FX as the most vulnerable. However, that does still mark a downward
revision to our forecast and we now expect USD/CAD to trade at 1.38 on a one month horizon
1.42 on a three month horizon down from 1.44 and 1.46 respectively.
Table 1: FX forecasts
1m

3m

6m

9m

12m

EUR/USD

1.09

1.05

1.06

1.08

1.10

USD/CAD

1.38

1.42

1.42

1.40

1.38

EUR/CAD

1.50

1.50

1.51

1.51

1.52

Source: Rabobank
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Domestic...
May was the month that the economy began opening up again, May 18 to be precise. In line with
the rest of North America, this is a gradual process that is regional and sector specific. The
government laid out a framework for kick starting the economy with 269 municipalities across 15
states starting to resume most activities on May 18 while the rest will ‘re-open’ according to a
‘traffic light’ framework. Mexico City remains ‘red’ and is likely to start re-opening in mid-June at
one-third capacity. Meanwhile, some border states are ‘green’ and will resume nearly all activity.
As we noted last month, the economic impact of the economic lockdowns has been severe and it
is understandable that government is keen to re-open. But of course this is not without its
problems given that there is currently no vaccine and the risk of pockets of infection remains an
ongoing challenge. A look at the revised GDP growth numbers for Q1 revealed a -1.2% q/q, -1.4%
y/y contraction marking the fifth consecutive quarter of declining activity. Unfortunately, we know
that Q2 will be far worse and assuming the re-opening runs relatively smoothly, GDP growth for
the year as a whole is likely to contract at least 7% with the risk skewed to a more severe
contraction that could run into the double digits.
We should be clear here that in the current environment, economic forecasting is particularly
difficult and it is impossible to have high conviction when it comes to precise numbers, it is almost
laughable to provide an annual GDP forecast to the accuracy of decimal points but consider
current projections more about the magnitude of the contraction rather than an exact point
forecast. In fact, Banxico’s Quarterly Inflation Report did not even provide a range for its baseline
GDP forecast and this echoes a similar stance from both the Fed and the BoC. Instead, Banxico
provided a scenario based approach to its projections:
1. V-shaped: The economic damage caused by both the weakness of external demand resulting
from the pandemic and the lower levels of production in different economic sectors in
compliance with the social distancing measures concentrates in the first half of the year.
Subsequently, a relatively rapid activity recovery is assumed, which persists throughout early
2021, with the growth rate of economic activity normalizing during the remaining time
horizon. This would result in a GDP contraction of -4.6% in 2020 and growth of 4% in 2021.
2. Deep V-shaped: The negative effects on economic activity are stronger and extend to the third
quarter of the year, to later present a recovery by the end of the year and during 2021.
Under the assumptions of this scenario, GDP would fall to -8.8% in 2020 and would grow 4.1%
in 2021.
3. Deep U-shaped: The weakness of economic activity caused by the shock in the first half of
2020 extends during the rest of the year, followed by a slow recovery in 2021. This would
lead to a fall in GDP of -8.3% in 2020 and to an additional decline of -0.5% in 2021.
Figure 1: Mexico GDP

Source: Macrobond

29/46

RaboResearch | Monthly Outlook | 02-06-2020, 15:41
Please note the disclaimer at the end of this document.

...and global
Although economic data continue to paint a dire picture for the underlying economy, price action
in May harks back to the theme evident in 2019. That is to say, contrary to our expectations, carry
is back. Last month we highlighted our base case that USD/MXN would remain trapped in the 2325 range with a bias towards 24.5. We noted that in order to see USD/MXN trade below 22, we
would need to see carry trade demand return in earnest, which we did not expect at this juncture.
Although we have not broken through the 22 handle yet, carry trade players are clearly dipping
their toes back into the market. Although this MXN rally runs counter to fundamentals, it is worth
remembering that MXN was one of the best performing currencies last year despite the economy
being the one of the worst performing with GDP contracting every quarter. Indeed, even in light
of 275bp of easing since the 8.25% peak, rates remain higher than most of the world. And given
the suppression of volatility and deep liquidity of the MXN market, MXN was always going to
appeal to yield hunters regardless of domestic fundamentals should a rise in risk appetite spread
across global markets.
We had of course already seen a significant rebound in risk assets outside of the FX world with
equities and credit spreads rallying. In hindsight one can argue that EM FX was eventually going
to jump on the risk bid train too, but we were of the view that domestic woes would provide
enough worry to prevent demand for EM FX to return in earnest in the very short run. Indeed, we
remain of the view that of all the risk rallies we are seeing across asset classes, the EM FX rally is
the most vulnerable. Of course, USD/MXN is not just about MXN and the USD leg has helped the
MXN rally.
Figure 2: Speculators dipping their toes back into long MXN carry trades

Source: CFTC, Macrobond

USD buying pressure has eased as the offshore supply-demand imbalance was soothed by the
Fed’s central bank swap lines and the FIMA repo facility. We certainly don’t expect an upcoming
USD bear market and remain of the basic view that USD will remain supported. But as it stands,
we are seeing a clear inverse relationship between USD and risk appetite. This has resulted in a
current FX regime that harks back to the “risk-on, risk-off” we saw after the Global Financial Crisis
over a decade ago. In fact, a look across the FX universe reveals the majority of USD crosses are
significantly correlated to the trials and tribulations of the S&P 500.
In the short term, there is still upside room for equities as risk parity and real money funds take
over from the momentum driven bid that also lured retail into the rally. That said, we are less
confident that the bid for risk can continue indefinitely. And as we start to see data a month or so
after the initial re-opening euphoria wears off, we are likely to see the market reassess confidence
as we see which companies are able to survive and how extensive household balance sheet
destruction has been. In short, while we are at pains to try and catch a falling knife, we aren’t
convinced the MXN rally has the same legs it did in 2019. And while we have brought down our
one month forecast to 22, we maintain a three month forecast of 24.5.
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Covid-19 turns into a sore wound
Covid-19 turned out to claim much more victims than expected. On 31 May, Brazil officially
reported 514,849 Covid-19 cases and 29,314 casualties (from 85,380 contaminations and 5,901
fatalities on 30 Apr). It now is second only to the US in infections and already is ranked fourth in
fatalities. Unlike many countries, including the ones with comparable or lower human
development indices, Brazil has hesitated to embrace social distancing measures and has failed to
coordinate national policy strategies with regional implementation, therefore allowing hotspots
outside the metropolitan areas of Rio and Sao Paulo to emerge. However, despite the lack of
testing and the fact that Covid-19 is still to claim more victims by 4 Aug1, regional governments
have already started to gradually lift (partial) lockdowns starting in early June, especially in the
states of São Paulo (1 Jun) and Rio (8 Jun).

Revising down our 2020 GDP forecast (again)
We now forecast GDP growth at -7.3% in 2020 (from -5.1% before) and +4.5% in 2021 (from +3.4%).

Since March, we have been flagging that a prolonged period of social distancing would lead to a
strong GDP contraction in 2020. Not only have these (partial) lockdowns lasted from mid-March
until mid-June, but their lifting before the flattening of the virus’ curve makes us see more
uncertainty in 2020H2. Besides, we have already learned that with only two weeks of lockdown
GDP posted a drop of -1.5% q/q (-0.3% y/y) in the first quarter of the year. Moreover, we now
expect that in Q2 GDP will post a decline of -11.7% q/q (-12.0% y/y) as confidence indicators
have bounced very little from the deep trough in April, when vehicle production posted a record
contraction of 98.0% m/m. For the second half of 2020, we base our forecast on the assumptions
that the set of fiscal and monetary stimulus measures will only partially offset Covid-19
uncertainty and that the economy will eventually stabilise by yearend and recover in 2021. Also,
latest employment report in April, indicate to us that the unemployment rate could average
14.7% in 2020 (2019: 11.9%). This scenario assumes Covid-19 uncertainty wanes from Q3 on.

Fiscal policy
The fiscal balance in 2020 can only go south and debt can only go up. On the one hand because
of a deteriorating economy that leads to a collapse of revenues. On the other, expenditures will
soar in an effort to fight the effects of Covid-19. According to the Ministry of Economy2 the
Central Government will have to disburse an extra BRL 551.6bn to fight Covid-19, on top of the
original BRL 124.1bn target for the primary deficit. With our assumption that GDP will drop by
-7.3% in 2020, then, with the Covid-19 fiscal package, we expect the consolidated public sector to
post a primary balance of -10.6% of GDP (2019: -1.2%), a nominal balance of -15.3% of GDP
(2019: -6.4%), and net and gross debt-to-GDP ratios of 69.8% (2019: 55.7%) and 96.6% (2019:
75.8%), respectively.
How sustainable is that? The enactment of the so-called War (effort) budget on 7 May 2020 was
decisive to separate temporary Covid-19 outlays from permanent ones. But further spending
pressures have to be contained to allow the spending cap to remain a binding fiscal anchor. If this
is true, the primary fiscal balance will roughly shrink to -1.7% of GDP and the gross debt-to-GDP
ratio will stabilise at high levels (95.7%).
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1

The University of Washington’s IHME predicted on 23 May that Brazil’s total death rate per 100k inhabitants will
continuously rise from 11.23 on 23 May to 63.85 by 4 Aug.

2

For a set of fiscal measures implemented by the government to offset Covid-19, please see this document (in
Portuguese).
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Falling demand and inflation expectations
We now forecast CPI inflation at 1.3% by end-2020 (from 2.3% before) but still 3.2% by end2021. IBGE’s mid-monthly inflation estimate for May slowed by -0.59% m/m, the lowest reading
for the month since 1996. The headline reading receded to 2.0% y/y (Apr: 2.9% y/y), comfortably
below the lower bound of the BCB’s 2020 target (2.5%), while the average of all main core
inflation gauges now stands at 2.1% y/y (Mar: 2.5%). Seasonal effects combined with longer social
distancing measures and a higher unemployment rate will result in slower inflation, leading to
negative readings for the headline in May (-0.53% m/m) and June (-0.05% m/m). Next year, the
expectation of a growth bounce and USD/BRL appreciation implies that we continue to forecast
CPI inflation to run at 3.2% in 2021.

Monetary policy
We see the Selic rate at 2.25% by the end of the year and at 3.25% by end-2021. Since the
communiqué of the larger-than-expected 75bp cut to the Selic rate at 5-6 May Copom meeting,
we have held the call that the Copom would cut at most 75bp more in the next Copom meeting,
due 6-7 June. If we are correct, the Copom will bring the Selic rate to an all-time low of 2.25% p.a.
in June and staying pat until yearend. Recently, the BCB has been communicating that the next
meeting will bring the last cut of this easing cycle and that due to fiscal risks there seems to be an
effective lower bound to the Selic rate. In 2021, as long as the fiscal spending cap remains an
anchor, then we see a 100bp hiking cycle, bringing the Selic rate to 3.25% by the end of next year.

Foreign Exchange
We now see the USD/BRL trading at 5.45 by end-2020 (from 4.95 before) and 5.10 by end-2021
(from 4.60 before). Volatility has remained high throughout May. Although global and domestic
uncertainty has subsided of late, US-China tensions and domestic political jitters about
Bolsonaro’s potential removal are still looming. Upon a stronger and more persistent volatility,
Covid-19 and fiscal uncertainties will still leave the BRL pressured until yearend. In 2021, with a
more stable economy, convergence towards a more appreciated value of the BRL will ensue. In
2020, with falling demand and a more depreciated currency, imports will plummet (USD 148.1bn
in 2020), exports will drop relatively less (USD 192.4bn in 2020), and foreign direct investments will
almost halve (at USD 43.5bn). Hence, the current account deficit should narrow to -0.9% of GDP in
2020. In 2021, with an expected improvement of exports (USD 209.6bn), imports (USD 166.1bn),
and FDI (USD 58.7bn), the current account will post a deficit of -2.2% of GDP.
Table 1: Economic forecasts
2019

2020

2021

Q1/20

Q2/20

Q3/20

Q4/20

GDP

1.1

-7.3

4.5

-0.3

-12.0

-9.6

-7.8

Consumption

1.8

-4.1

2.4

-0.7

-6.0

-5.4

-4.4

Investment

2.2

-12.0

6.5

4.3

-19.4

-17.4

-14.4

Government

-0.4

1.6

-0.4

0.0

2.5

2.1

1.8

Exports

-2.5

-5.7

5.7

-2.2

-14.1

-4.6

-1.5

Imports

1.1

-13.5

3.3

5.1

-21.7

-19.1

-16.9

CPI (% y/y)

4.3

1.3

3.2
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Abe and the BoJ announce more stimulus
Prime Minister Abe announced another set of stimulus measures on May 27 as he vowed to
protect businesses and employment “by any means”. The new stimulus package (the second
supplementary budget) is estimated to be worth about JPY 117 trillion. Given that the first
stimulus package (announced in April) was worth about JPY 113trn, the total fiscal stimulus to
fight COVID-19 is now about JPY 230trn, a whopping 43% of GDP. The focus of the new package
is mostly on preventing a sharp increase in unemployment and bankruptcies. The way the
government wants to achieve that is by providing (or incentivizing banks to provide) loans to
struggling firms and via wage subsidies (paying for a part of worker wages). The new package will
be fully funded by issuing JGBs; a substantial part of which will likely be absorbed by the BoJ.
The BoJ also announced further support, after an unscheduled meeting on May 22. The BoJ
announced a new facility that will lend up to JPY 30 trillion to Japanese banks at zero interest,
which is to be lent out to firms. This brings the BoJ’s ‘Special Program’ to fight COVID-19 to a
total of JPY 75trn. In addition, the Bank announced an increase in its purchase of corporate bonds
and commercial paper (by a total of JPY 15trn). The BoJ did not adjust its short-term policy rate (0.1%) or its target yield for 10y JGBs (0%), and we do not expect that to change anytime soon.
The combined size of these measures clearly signals that the government and central bank have
taken the gloves off in fighting the economic effects of COVID-19, and we expect them to
succeed in keeping unemployment and bankruptcies from rising sharply. However, we still believe
Japan will not be able to escape a deep recession this year. Bank lending will not increase enough
to save all struggling firms (partially because banks will not lend to businesses that they think no
longer have a viable business model in a six-feet economy). And more importantly, consumers
(which represent 56% of the economy) will not buy a lot of goods and services this year.

The real economy is clearly suffering
Recent data shows that the real economy in Japan is clearly suffering. Retail sales in April have
dropped by 14% y/y (figure 1), while consumer confidence is even lower than during the Global
Financial Crisis (figure 2). This very weak sentiment, combined with an economy that cannot
operate at full capacity due to social distancing and very weak foreign demand (Japan’s exports in
April fell 22% y/y) will keep the economy from bouncing back a lot in the second half of the year.
Very recent data from TomTom’s traffic index corroborates this weakness. Traffic congestion in
Tokyo and Osaka, for example, was about 63% of its 2019 average in the last week of May. This
indicates that economic activity has clearly has not returned to normal even though the
government has now lifted the state of emergency announced in April for all prefectures.
Figure 1: Retails sales have plummeted in April

Figure 2: As has consumer confidence
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Consumer Confidence Index, SA

Source: Macrobond
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Higher unemployment, more debt and zombification
Unemployment is still modest in Japan, although it is steadily rising (from 2.4% in January to 2.6%
in April). Moreover, the jobs-to-applicants ratio has dropped from 1.49 in January to 1.32 in April.
This ratio has historically been a decent leading indicator of unemployment (figure 3) and we
think its rise foreshadows a further rise in unemployment.
Figure 3: Households face rising unemployment
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One of the problems the Japanese economy faces after this crisis is a sharp increase in corporate
debt. Corporate debt has already been rising in Japan for the past five years (figure 4) and given
the mostly loans-based stimulus package of the government and central bank, this debt will likely
rise substantially. Repaying this debt in the future will eat up a larger part of corporate cash flows
for years to come. That means less money to invest in growth and R&D and less headroom to
face another crisis. The latter is not uncommon for Japan given its history of natural disasters.
Another problem is that loosening credit now could lead to a further rise of zombie firms down
the road. This problem has already plagued the Japanese economy before COVID-19. A study by
Goto and Wilbur, for example, finds that the share of zombie firms among Japanese SMEs is quite
large. Averaging across firm size and definitions, the share of zombie firms among SMEs in Japan
is about 21%3. As our FX strategist Jane Foley mentioned in a recent note, implications of this
zombification include lower productivity and wage growth. This could keep a lid on inflation rising
for years to come.
Table 1: Economic forecasts
2019

2020

2021

Q1/20

Q2/20

Q3/20

Q4/20

GDP

0.8

-4.8

2.9

-2.2

-15.0

-5.0

3.0

Consumption

0.2

-4.5

2.2

-2.7

-17.5

-1.7

4.0
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1.1

-12.4
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-20.0

0.5
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3.0
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4.0

-0.2

-0.5
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0.0

0.0

0.0
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Goto and Willbur calculate the shares of zombie firms for three definitions, and within each definition for three firm
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Not much hotter; and a whole lot colder
The Chinese economy continues to show signs of a sluggish post-virus recovery, as May PMIs
underline. Yet perhaps the most telling indicator is that the annual National People’s Congress
(NPC), delayed until late May, did not set a GDP target for 2020 for the first time in decades.
The NPC was also absent economic ‘big bangs’. There was no mega stimulus, at least compared
to the scale of the packages that are being introduced in other major economies. Moreover, the
stimulus that was seen is more on the supply side than the demand side, with a combination of
tax deferrals and other bureaucratic measures rather than new state spending. In fact, general
spending is set to contract this year. As China’s Global Times notes, even provincial and city
administrations “must tighten their belts to lead a prudent fiscal year amid economic pressure
caused by the coronavirus pandemic.” There were also no major reforms announced, despite the
usual declaration that market forces would play a key role. On the monetary policy side there was
the usual pledge of prudence alongside a promise to expand lending to SMEs by 40% – which are
of course totally contradictory.
However, where we did see a big bang was over Hong Kong, where the NPC passed a resolution
agreeing to impose a new national security law, circumventing its legislature. The immediate
reaction to this decision was two-fold. The US Secretary of State stated “No reasonable person can
assert today that Hong Kong maintains a high degree of autonomy from China”, and has “certified
to Congress today that Hong Kong does not continue to warrant treatment under US laws in the
same manner as US laws were applied to Hong Kong before July 1997.” 48 hours later US President
Trump announced the beginning of the process of ending Hong Kong’s separate legal status
from China; a shift in the US travel advisory; action to limit access to US universities; a working
group to protect the US financial system from China; and sanctions on HK and PRC individual. Yet
he did not walk away from the phase one trade deal. Markets appear still to take this as benign.
Yet while loss of US recognition will not directly impact Hong Kong much:
 The shift on visas prevents Chinese nationals studying STEM at post-grad level in the US if they
attended a military university (around 4% of the total in the US) or have links to a firm signing
up to Beijing’s policy of ‘Military-Civilian Fusion’; that covers anything larger than an SME.
 The working group on financial markets is almost certain to recommend delisting Chinese
equities from the US, a process already underway; and escalate restrictions on US capital flows
into China, also underway.
 We should expect the list of sanctioned individuals to be lengthy and embarrassing. Some will
have at least one account with a Western bank, which will have to be closed and moved to a
Chinese bank; and once Chinese banks are doing that banking instead, US sanctions will then
apply to them. We will almost certainly still end up with restrictions on USD usage in Hong
Kong/China.
 Trump was never going to walk away from a trade deal even if many observers already see it as
dead: why bother? If China sticks to it, great – but it won’t change the US political direction of
travel; and if they don’t, it’s more fuel for US China hawks.
From the Chinese side, Foreign Minister Wang Yi had previously warned that the US and China
were sliding into a “new Cold War”, something we have been warning of since 2017; a Global
Times editorial argued “Many Chinese people have realized that some US politicians are seizing
China by its throat. A long-term rivalry between China and the US is inevitable.” It is hard to
disagree.
This geopolitical backdrop is likely to significantly complicate Beijing’s efforts to jump-start the
Chinese economy. Yes, the focus is admittedly now towards domestic consumption, which is
logical. Yet how can that be achieved without massive fiscal stimulus, as being seen elsewhere?
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Figure 1: So about that domestic demand focus…

Figure 2: …despite a flood of new TSF borrowing
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And how can such stimulus happen in an environment where foreign capital inflows –and
technology– are being restricted, or at least without destabilising the currency?
The last week of May saw CNH test 7.1965, a whisker away from the 7.20 low it reached during
the heights of the ‘trade war’, and also saw an exclusive report from MNI on the CNY, the headline
of which was “PBOC To Permit Broader Yuan Band, 7.2 Key Level”, the sub-headline “The PBOC
Will Permit A Wider Band, But Will Act Against Volatility, Sources Say” and the substance being
that:
 The PBOC still has no wish for one-way CNY trading; it expects more volatility;
 It will ensure both by a willingness to raise rates for CNH and/or intervene in CNY with countercyclical fixing again;
 7.20 is now the short-term line in sand; they fear capital flight(!) and that a weaker CNY would
prompt it to occur;
 A weaker CNY is not needed to boost exports at a time when there is simply no global demand
– and because Beijing is seen subsidising exports anyway(!); and
 CNY could trade as low as 7.40 this year.
That is a huge step from a central bank that was recently saying 6.90 was the line in the sand; then
7.0; then 7.10; now 7.20. In short, CNY is going lower. Much lower. The PBOC just wants to try to
control the descent and avoid markets pushing it too far too fast.
Table 1: Economic forecasts
2019

2020

2021

Q1/20

Q2/20

Q3/20

Q4/20

GDP

6.1

1.2

4.7

-6.8

2.0
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5.0
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2.9

2.0
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1.0
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Getting better? No, still getting worse
On one level there is room for limited optimism right now. As the RBA Governor recently noted:
“With the national health outcomes better than earlier feared, it is possible that the economic
downturn will not be severe as earlier thought.” Indeed, in lopsided stop-start fashion, the
lockdown is being eased across Australia step by step.
Indeed, looking at official data that capture trends in weekly wages suggest that while there was a
strongly negative initial impact from Covid-19, it now looks like this is being reversed (figure 1).
The problem is that these data are totally unrealistic during a period in which an enormous
percentage of the labour force is still being furloughed and/or is receiving the Jobkeeper
allowance. (Anecdotes abound of people who used to work five hours a week part time now
getting AUD750 a week in state compensation.)
Ask yourself this: are all lost jobs really going to return and will wages really go up again in this
weak Aussie and global economy when all of the state crutches to the economy are removed in
the next few months? It seems staggeringly unlikely. In the US we are seeing pay cuts as the norm,
and even pre-Covid Aussie wage growth had been sluggish for years. Moreover, we are already
hearing government proposals for civil servants to get a pay freeze going forwards. Why should
the private sector raise wages when the public sector is not? In short, the apparent optimism that
figure 1 displays is arguably as artificial as the Aussie unemployment rate shown in figure 2, which
does not reflect who is actually working, or who will have a job to come back to once things
return to ‘normal’.
This isn’t to say that Australia isn’t a relative outperformer; it is. Yet so is New Zealand, where
there is chatter of the need for ‘helicopter money’. In fact, the Aussie government is muttering
about the need for real industrial policy and focusing on natural gas as the nexus for creating up
to 850,000 manufacturing jobs. That’s encouraging –if entirely out of character for Australia,
where l’Aussie-faire traditionally rules– but does not suggest the economy is just going to slip
back into its pre-new normal groove without any effort.
Figure 1: Please don’t buy this ‘rebound’...
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At the same time things are still getting far worse for Australia on the external front. As the
market realizes that the atmosphere between the US and China has shifted from trade war to Cold
War, in the words of the Chinese Foreign Minister Wang Yi, and perhaps to worse than that,
Australia finds itself stuck uncomfortably in the middle. We had already seen China place 80%
tariffs on Aussie barley, effectively closing that market, and has separately seen four beef
processing plants boycotted, while Chinese power plants have been told not to take Aussie coal.
Things have since deteriorated much further. On 23 May China’s acerbic Global Times ran an
editorial that argued: “If the Trump administration plunges the world into a ‘new Cold War,’ forcing
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China to take countermeasures against the US and its allies, it would be extremely dangerous for
Canberra to become a player in a diplomatic club led by the US, given Australia's high dependence
on the Chinese economy. Once Australia is regarded as a supporter of the US in a ‘new Cold War,’
China-Australia economic ties will inevitably suffer a fatal blow.” Australia was separately called
“chewing gum stuck on the bottom of one’s shoe” by the editor of the same paper; and a giant
Kangaroo that acts like America’s dog.
In short, the Australia-China trading relationship is potentially up in the air. At the very least the
bilateral political atmosphere has changed remarkably, just as it has in many other countries, to
the extent that the need for rapid diversification away from China is now being seen as a national
priority. Canberra is already reaching out to New Delhi and Jakarta on that front – and may have
found a new buyer for barley in India. However, the near-term risk of a further China-related
shock to the Aussie economy is clear... and perhaps unavoidable given the political direction of
travel.
Indeed, since that Global Times editorial was published the outlook has again worsened following
China’s official approval of the imposition of a new national security law on Hong Kong. Australia
has protested this step strongly. Meanwhile, the resulting US action has been to begin the process
to end the recognition of Hong Kong as separate from China and, if one reads between the lines,
to decouple from China entirely to a very large extent. The US has also invited Australia to attend
an expanded G7 (now a G11) in September alongside India, South Korea... and Russia. This is a
clear promotion – but to an embryonic anti-China club being set up by the US.
At some point this reality is going to hit home both on the Aussie economy and on the buoyant
AUD, which is trading happily as if the economy was fine, the global economy was fine, and that
Australia-China relations were fine: it isn’t; it isn’t; and they aren’t.
Table 1: Economic forecasts
2019

2020

2021

Q1/20

Q2/20

Q3/20

Q4/20

GDP

1.8

-6.8

4.5

-2.4

-20.0

-8.3

3.0

Consumption

1.4

-10.7

4.3

-3.0

-25.0

-13.0

0.8

Investment

-4.5

-7.0

6.5

-6.3

-25.0

-7.0

9.0

Government

5.3

4.0

3.0

5.0

4.0

4.0

4.0

Trade

0.9

0.3

0.3

0.3

0.3

0.3

0.3

Inventories

0.0

0.0

0.0

0.0

0.0

0.0

0.0

CPI (% YoY)

1.6

0.4

1.0

2.2

-0.5

0.0

0.0

Unemployment rate

5.2

9.1

7.1

5.2

10.0

10.0

10.0

Source: Rabobank
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GDP release for Q1
On 29 May, India’s Central Statistical Office (CSO) released the economic growth print for the first
quarter of 2020, which came in at 3.1%. This was much better than our forecast (1.2%), as well as
consensus (1.6%). However, what exactly is behind the positive print is unclear, as ‘errors’
contributed positively to growth by 2.5pp (figure 1). Taking this item out of the equation leaves us
with a meagre 0.5% growth for Q1, which is a sign that we might see downward revisions of the
Q1 data going forward. Despite the relative upbeat Q1 print, we expect a plunge of economic
growth in Q2, which we currently have penciled in at -19.8%, followed by two subsequent weak
quarters (table 1). Lockdown restrictions have been eased further, although public metro
transport, education, and shopping malls remain off limits. Yet, despite these first steps in
reopening the economy, economic activity has far from returned to normal (figure 2). In highly
crowded areas, so-called ‘containment zones’, only essential activity is allowed and Indian states
can override national guidelines and keep more stringent lockdowns in place.
Figure 1: India’s growth is set to plunge in Q2

Figure 2: Reopening is not easy
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Low mortality rate and exit from the crisis
What might complicate a rapid reopening of the Indian economy is that the number of infections
is still rising. At the time of writing, there are 175,000 confirmed cases and daily cases are still on
an upward trajectory. Surprisingly, the virus mortality rate in India (2.9%) is substantially lower
than the global average (6.5%), despite a relative weak healthcare infrastructure and densely
populated areas. There is no clear-cut answer as to what is behind India’s low mortality rate, but
the fact itself is important to mention because it might induce policymakers to relax restrictions
entirely and not impose a so-called six-feet economy. In turn, this will partly determine the shape
of the exit from the COVID-19 crisis (see this report). Currently, we expect a relatively strong Vshaped recovery from the crisis (8.7% growth in calendar 2021). But a bleaker scenario where we
end up in a U-shape (rather than V-shape) is possible in case of unfavorable labor market
dynamics, a financial crisis, rising protectionism or an increasing share of ‘zombie firms’. In a Ushaped recovery, economic losses would end up being 29 lakh crore or INR 20,000 per capita.

Upside scenarios?
In a more optimistic scenario, the Indian economy could even emerge stronger from the COVID19 crisis. This depends, for instance, on the extent to which India will benefit from the trend of
foreign firms shifting their manufacturing out of China, as well as the response. We take a closer
look at both elements below.
COVID-19 has painfully showed the vulnerability of globally integrated supply chains. Although
the magnitude of firms shifting their supply chains out of China is unclear at this time, the US
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administration is actively thinking about developing policies to push companies into leaving
China, for instance by using tax incentives and re-shoring subsidies. Meanwhile, Indian
policymakers are pushing an agenda to benefit from this development. However, it remains to be
seen if foreign companies are taking the bait. Certainly, India has an abundance of land and
skilled talent, and offers access to a market of 1.4 billion potential consumers. However, what
does not bode well for India’s attractiveness as a manufacturing hub is that it pulled out of the
Regional Comprehensive Economic Partnership (RCEP) trade agreement, after negotiating for over
seven years. The consequence is that exporters operating in India will face tariffs and non-tariff
hurdles when shipping goods to RCEP countries, whereas firms located in RCEP member states do
not face higher costs when trading with each other. What also makes a major manufacturing shift
towards India less likely are rigid labor laws and notorious bureaucracy and red tape.

Policy response
So can the policy response make a difference? On 12 May, PM Modi announced a second
stimulus package, following up on the 23 March Pradhan Mantra Garib Kalyan package of INR 1.7
lakh crore (USD 22.5bn). Total stimulus (including central bank measures) currently stands at 20
lakh crore (USD 270bn), which is 10% of GDP. According to our calculations, the entire package
might prop up economic growth by 1.8pp in fiscal 2020/22 and will result in a central government
fiscal deficit of 6.5% of GDP. Reforms of the F&A sector especially catches the eye, for instance an
amendment of the Essential Commodities Act (ECA), which in the past put a leash on farming
storage capacity. The package underwhelms in providing direct support for those industries that
have been hit hardest by COVID-19, such as the hospitality sector, tourism, the entertainment
industry and transportation. Furthermore, it does not include land and labor reforms or measures
aimed at formalizing the economy, which, in our view, is a missed opportunity.
On 22 May, the Reserve Bank of India (RBI) lowered the repo rate from 4.40% to 4.00% and the
reverse repo rate from 3.75% to 3.35%. The question is if lower policy rates are currently effective,
as risk aversion among banks to lend to corporates is still high. Banks are parking large amounts
of cash at the RBI, preferring liquidity (against a return of 3.35%) over corporate lending and bond
investment (yielding roughly 6%). Hence, the government is the only party to mitigate the
economic fallout of the COVID-19 crisis, but is struggling to raise sufficient funds. This underlines
the importance of the RBI stepping in to support fiscal stimulus directly (debt monetization).
There might be worries that India would return to the 80s and 90s, when the RBI also financed
government spending directly, resulting in double digit inflation. However, this is not necessarily
the case, as most of the printed money that the government spends in the real economy ends up
with the banks sooner or later and is parked again at the RBI. However, there is a tipping point
when the economy is finding its way up again and excess liquidity is used by banks to prop up
lending. So, the RBI should stay vigilant if debt monetization is adopted.
Table 1: Economic forecasts
FY2019/20

FY2020/21

FY2021/22

Q1/20

Q2/20

Q3/20

Q4/20

GDP

4.2

-2.9

8.5

3.1

-19.8

-0.7

2.4

Consumption

3.0

-2.8

3.9

1.5

-14.4

-1.1

1.0

Investment

-0.9

-0.8

1.7

-2.1

-6.0

0.1

0.7

Government

1.2

1.4

0.8

1.2

1.7

1.9

1.5

Trade

0.9

-1.0

1.9

-0.2

-1.4

-2.1

-1.0

Inventories

0.2

0.3

0.1

0.0

0.2

0.5

0.3

CPI (% YoY)

4.8

4.9

4.0

6.7

5.6

5.2

4.6

Source: Rabobank
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Forecasts
Table 1: Economic Forecasts
2019

2020

2021

United States

2019

2020

2021

Eurozone

GDP growth

2.3

-6.3

1.0

GDP growth

1.2

-9.3

5.6

Inflation rate

1.8

0.6

-0.3

Inflation rate

1.2

0.5

1.5

Unemployment rate

3.7

12.0

7.0

Unemployment rate

7.5

8.8

10.3

Japan

United Kingdom

GDP growth

0.8

-4.8

2.9

GDP growth

1.4

-10.9

5.0

Inflation rate

0.6

-1.0

1.0

Inflation rate

1.8

0.6

1.5

Unemployment rate

2.4

4.0

3.5

Unemployment rate

3.8

6.3

8.3

China

The Netherlands

GDP growth

6.1

1.2

4.7

GDP growth

1.8

-5.7

2.9

Inflation rate

2.9

2.5

3.0

Inflation rate

3.1

-5.8

6.3

Unemployment rate

n/a

n/a

n/a

Unemployment rate

2.7

0.7

1.3

Source: Rabobank

Table 2: Swap rate forecasts
2 Jun

3M

6M

12M

USD

3M

6M

12M

EUR

Fed funds target

0.25

0.25

0.25

0.25

ECB depo rate

-0.50

-0.60

-0.70

-0.70

3m Libor

0.33

0.36

0.34

0.30

3m Euribor

-0.33

-0.37

-0.43

-0.40

2y swap

0.25

0.25

0.30

0.30

2y swap

-0.30

-0.65

-0.70

-0.70

5y swap

0.36

0.35

0.40

0.50

5y swap

-0.28

-0.55

-0.55

-0.50

10y swap

0.66

0.60

0.70

0.90

10y swap

-0.10

-0.45

-0.40

-0.25

30y swap

0.99

0.80

0.85

1.15

30y swap

0.09

0.00

0.05

0.25

CAD

GBP

Overnight target

0.00

0.25

0.25

0.25

Base rate

0.10

0.10

0.10

0.10

3m CDOR

0.00

0.49

0.49

0.49

3m Libor

0.24

0.25

0.26

0.26

2y swap

0.00

0.00

0.00

0.00

2y swap

0.27

0.40

0.30

0.30

5y swap

0.00

0.86

0.86

0.89

5y swap

0.31

0.45

0.50

0.50

10y swap

0.00

1.09

1.13

1.24

10y swap

0.42

0.50

0.60

0.60

20y swap

0.00

1.68

1.71

1.81

30y swap

0.44

0.60

0.70

0.80

MXN

TRY

Overnight rate

5.50

5.00

4.50

4.50

late liq. Window

8.25

7.75

7.75

7.75

3m swap

5.44

5.11

4.86

4.78

3m TRY Libor

7.87

7.50

7.50

7.50

2y swap

4.84

5.27

5.29

5.27

5y swap

5.32

5.43

5.44

5.43

10y swap

6.06

6.28

6.34

6.37

30y swap

6.58

7.25

7.31

7.34

3m Wibor

0.28

0.28

0.28

0.28

2y swap

0.33

1.90

1.90

1.90

5y swap

0.56

2.40

2.40

2.40

10y swap

0.83

2.90

2.90

2.90

BRL
SELIC target

PLN
3.00

2.25

2.25

2.25

Source: Rabobank
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Table 3: FX forecasts
2 Jun

3M

6M

12M

Majors

2 Jun

3M

6M

12M

Central and Eastern Europe

EUR/USD

1.12

1.05

1.06

1.10

EUR/CZK

26.70

28.50

28.00

28.50

GBP/USD

1.25

1.18

1.19

1.25

EUR/HUF

345.8

370.0

360.0

370.0

USD/JPY

108.3

105.0

108.0

111.0

EUR/PLN

4.40

4.80

4.80

4.80

USD/CAD

1.35

1.42

1.42

1.42

EUR/RON

4.84

5.00

4.90

5.00

AUD/USD

0.69

0.60

0.60

0.62

EUR/TRY

7.52

8.01

7.63

7.48

NZD/USD

0.63

0.57

0.57

0.61

EUR/RUB

76.91

90.59

86.92

81.40

EUR/CHF

1.08

1.04

1.05

1.06

Asia

EUR/NOK

10.69

10.80

10.80

10.60

USD/CNY

7.11

7.07

7.30

7.60

EUR/SEK

10.46

10.60

10.60

10.40

USD/HKD

7.75

7.85

7.85

7.85

EUR/DKK

7.45

7.45

7.45

7.45

USD/IDR

14,415 17,922 17,922 17,212

USD/INR

75.36

Latin America
USD/BRL
USD/MXN

75.32

74.86

74.92

5.29

5.55

5.45

5.10

USD/MYR

4.28

4.74

4.74

4.55

21.81

24.50

24.50

25.00

USD/THB

31.56

37.19

37.19

35.71

Source: Rabobank

Table 4: Commodities forecasts
Unit

2 Jun

2020Q2

2020Q3

2020Q4

2021Q1

Wheat (CBOT)

USD/bu

515.00

530.00

525.00

530.00

532.00

Wheat (Matif)

EUR/t

186.00

195.00

190.00

187.00

187.00

Corn

USc/bu

324.00

325.00

320.00

320.00

340.00

Soybeans

USc/bu

845.00

845.00

855.00

860.00

855.00

Soy Oil

USc/lb

27.94

26.50

27.75

28.00

28.50

Soymeal

USD/tn

283.70

285.00

285.00

290.00

305.00

Palm oil

MYR/t

2,341.00

2,150.00

2,050.00

2,050.00

2,000.00

Sugar

USc/lb

11.14

10.00

10.40

11.00

11.50

Coffee (ICE)

USc/lb

98.00

104.00

103.00

107.00

110.00

Coffee (Liffe)

USD/t

1,169.00

1,260.00

1,310.00

1,330.00

1,340.00

Cotton

USc/lb

60.54

54.00

55.00

58.00

60.00

Brent

USD/bbl

39.00

31.25

37.50

43.00

46.50

WTI

USD/bbl

35.93

26.50

33.00

38.75

42.25

Agri Commodities

Energy

Source: Rabobank
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