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Equity Bear Markets Usually Boost the JPY, CHF

The volatility in the global financial system remains elevated. Central bank policy
actions appear to have mitigated—to some extent—the continued increase in USD
funding pressures we noted last week that might keep the USD better supported.
However, the general undertone for risk assets remains weak and that usually
means a better support for the JPY.

As stock market sell-offs go, this one has been remarkable—if only for the speed of
the drop, which puts it in more or less the same class of the rapid rout in financial
markets seen in late 1897. The sharp sell-off can be rationalized perhaps by the fact
that markets had to quickly discount a short, but severe, slowdown in global growth
amid a rapidly evolving—and growing—pandemic. The assumption from here is that
the first half of the year, and the second quarter especially, is likely to look very, very
weak for the global economy. But fiscal and monetary policy support—and the rapid
resumption of activity as the coronavirus abates—should mean a rebound in growth
in H2 this year.

Concerted, but hardly co-ordinated, central bank policy has strengthened over the
past weekend, with the Fed slashing its key target rate 100bps to a range of 0-0.25%
and relaunching QE; various other central banks also took rate or other policy action
and there may be more to come. We expect the Bank of Canada to follow up on
Friday’s surprise 50bps cut with another ease to mimic the Fed shortly—and
certainly before the scheduled mid-April meeting.

There are tentative signs that Fed action, in conjunction with other central banks, on
swap lines has mitigated developing USD funding tensions to some extent, even if
‘normal service” has hardly been resumed. This development may moderate
upward pressure on the USD that we noted last week could emerge if tensions in
USD funding markets persisted. But equity market volatility remains elevated and
renewed losses for the major US averages have perhaps only steadied so far today
as investors hope for further evidence of G7 co-ordination on fiscal policy.

Bear markets come in all sorts of shapes and sizes and the generally accepted,
standard definition—a 20%drop from the market peak—is a purely arbitrary indicator.
Major bear markets in the US since the 1920s have lasted somewhere between 6
months and three years. Losses have ranged from the “bare minimum” of 20% to
nearly 90% (in the case of the DJIA between 1929/1932). For the S&P 500,
commonly-cited data for the average length of the bear market is 14 months and an
average loss of around 33%. Bear markets are sometimes, but not always,
accompanied by an economic recession which can slow markets from returning to
more “normal” rates of return.

That might suggest that the worst of the equity market decline might already be
behind us. But we think caution is warranted; the economic cost of global supply
chain disruptions and the near shuttering of travel and hospitality services in many
large economies—for a number of weeks still to come—is hard to calculate.
Moreover, it remains to be seen if sequestration and isolation in China has managed
to successfully contain the virus or whether it re-emerges once activity picks up
again.

With so many issues still to be determined, we think caution is likely to remain the
watch-word for investors and that is likely to mean investors continue to trade
defensively. The JPY and CHF have been fairly reliable hedges against US equity
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Major US Equity Bear Markets
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JPY Mostly Stronger in Bear Markets
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USDJPY - Seasonal Profile
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market weakness in the last 30+ years. On average since 1987’s crash, the USDCHF - Seasonal Profile
JPY has risen 10% to a peak against the USD in the first 60 days of the market

setback. The CHF has risen 13% over the following 100 days of the initial 104 1 | - 102
market decline. Both the JPY and CHF may see demand through the spring 103 MMH
an early summer enhanced by a fairly persistent and consistent seasonal bid 102 4 ,J‘ | ‘r
versus the USD—uwhich both the Bank of Japan and Swiss National Bank may 3 101 4 “,\ - 101
be concerned by. Our forecast update released on March 11th calls for USD 7 100 1 Nr L 100
to ease to JPY100 through mid-year before edging modestly higher again. T 997
S 98- - 100

97— 2020fLHis L

96 1. 2010lLHs

95 = 1990-2019 Avg Profile, RHS -

1 25 49 73 97 12114516919321724
Settlement Days

Source: Macrobond, Scotiabank FICC Strategy

IMPORTANT NOTICE and DISCLAIMER:

This report is prepared by Scotiabank as a resource for clients of Scotiabank for information and discussion purposes only. This report should be considered a marketing
communication and has not been prepared by a member of the research department of Scotiabank, it is solely for the use of sophisticated institutional investors, and this
report does not constitute investment advice or any personal recommendation to invest in a financial instrument or “investment research” as defined by the UK Prudential
Regulation Authority or UK Financial Conduct Authority. This document has not been prepared in accordance with EU legal requirements designed to promote the independ-
ence of investment research and the information contained in this publication is not subject to any prohibition in the EU on dealing ahead of the dissemination of investment
research. Opinions, estimates and projections contained herein are our own as of the date hereof and are subject to change without notice. The information and opinions
contained herein have been compiled or arrived at from publically available sources believed reliable but no representation or warranty, express or implied, is made as to
their accuracy or completeness and neither the information nor the forecast shall be taken as a representation for which Scotiabank or any of its employees incur any re-
sponsibility. Neither Scotiabank nor its representatives accept any liability whatsoever for any loss arising from any use of this report or its contents. This report is not, and is
not constructed as, an offer to sell or solicitation of any offer to buy any financial instruments and has no regard to the specific investment objectives, financial situation or
particular needs of any recipient. It is not intended to provide legal, tax, accounting or other advice. Scotiabank and/or its respective officers, directors or employees may
from time to time take positions in the products mentioned herein as principal or agent. Directors, officers or employees of Scotiabank may serve as directors of corporations
referred to herein. Scotiabank may have acted as financial advisor and/or underwriter for certain of the corporations mentioned herein and may have received and may
receive remuneration for same. This report may include forward-looking statements about the objectives and strategies of Scotiabank. Such forward-looking statements are
inherently subject to uncertainties beyond the control of Scotiabank including but not limited to economic and financial conditions globally, regulatory development in Canada
and elsewhere, technological developments and competition. The reader is cautioned that the member's actual performance could differ materially from such forward-
looking statements. Past performance or simulated past performance is not a reliable indicator of future results. Forecasts are not a reliable indicator of future performance.
You should note that the manner in which you implement any of strategies set out in this report may expose you to significant risk and you should carefully consider your
ability to bear such risks through consultation with your legal, accounting and other advisors. Information in this report regarding services and products of Scotiabank is
applicable only in jurisdictions where such services and products may lawfully be offered for sale and is void where prohibited by law. If you access this report from outside
of Canada, you are responsible for compliance with local, national and international laws. Not all products and services are available across Canada or in all countries. All
Scotiabank products and services are subject to the terms of applicable agreements. This report and all information, opinions and conclusions contained in it are protected
by copyright. This report may not be reproduced in whole or in part, or referred to in any manner whatsoever nor may the information, opinions and conclusions contained in
it be referred to without in each case the prior express consent of Scotiabank. Scotiabank is a Canadian chartered bank.

If you are affected by MIFID Il, you must advise us in writing at trade.supervision@scotiabank.com.

™Trademark of The Bank of Nova Scotia. Used under license, where applicable. Scotiabank, together with “Global Banking and Markets”, is a marketing name for the glob-
al corporate and investment banking and capital markets businesses of The Bank of Nova Scotia and certain of its affiliates in the countries where they operate, including,
Scotia Capital Inc. and Scotia Capital (USA) Inc., Scotiabank Europe plc, Scotiabank (Ireland) Limited - all members of the Scotia-bank Group and authorized users of the
mark. The Bank of Nova Scotia is incorporated in Canada with limited liability. Scotia Capital Inc. is a member of the Canadian Investor Protection Fund. Scotia Capital
(USA) Inc. is a broker-dealer registered with the SEC and is a member of FINRA, NYSE, NFA and SIPC. The Bank of Nova Scotia is authorized and regulated by the Office
of the Superintendent of Financial Institutions in Canada. The Bank of Nova Scotia is authorized by the Prudential Regulation Authority and subject to regulation by the
Financial Conduct Authority and limited regulation by the Prudential Regulation Authority. Details about the extent of The Bank of Nova Scotia's regulation by the Prudential
Regulation Authority are available from us on request. Scotiabank Europe plc is authorized by the Prudential Regulation Authority and regulated by the Financial Conduct
Authority and the Prudential Regulation Authority.

To unsubscribe from receiving further Commercial Electronic Messages click this link: www.unsubscribe.gbm.scotiabank.com.

- 101

00l = | uer


mailto:trade.supervision@scotiabank.com
http://www.unsubscribe.gbm.scotiabank.com

