
Highlights:

Several 
countries 
introduce 
quarantine

Split between 
Russia and 
Saudi Arabia 
over oil

The SMI bounced last 
week before resuming 
its downward march, 
heading towards support 
around 9000 points. On 
the upside, the nearest 
resistance is now 10200 
points.

Overview

Coronavirus has become the bane of inves-
tors’ existence in recent weeks. Another thing 
that they did not see coming (referred to by 
some as a ‘black swan’) has been the plunge 
in the price of oil.

Fears of a pandemic have led several coun-
tries to lock down entire areas of their coun-
tries, with economic output grinding to a 
near-halt as a result. Many governments have 
unveiled emergency budgets. Fears of reces-
sion have gained traction, sending investors 
scurrying into government bonds and gold. 
Since mid-February, when the coronavirus 
broke free from Asia, the mood of uncertain-
ty in financial markets has steadily worsened. 
The volatility index on the S&P500 has surged 
to almost 50. Shares have been hit by panic 
selling. Banking shares, especially European 
banks, are facing a sell-off reminiscent of the 
2008 financial crisis and the aftermath of Leh-
man Brothers. 

All it took was the tiff between Russia and 
Saudi Arabia, on the subject of production 
cuts in support of oil prices, to send markets 
up in flames. Saudi Arabia, whose production 
cost is far lower than others, has opted to fight 
back by opening up its pipelines, effectively 
triggering a price war. The price of crude has 
shot down by almost 30%, its biggest intraday 
decline since the first Gulf War. The ramifica-
tions are huge for several countries and in-
dustries. The price plunge has upset financial 

markets, dragging down global market indices 
and driving extreme fluctuations in exchange 
rates. The yen and the Swiss franc are appre-
ciating and the US dollar is retreating while – 
worse still – the rouble and the Mexican peso 
are nosediving. The yield on the 10-year Trea-
sury has slid below 0.5%. 

Even though demand for crude oil will decline, 
this price move is overdone as not many mar-
ket participants are gaining from it. In this set-
ting, the Chinese equity market is holding up 
relatively well despite a 17% drop in exports in 
the first two months of the year.

Amid the chaos, solid US job figures for Feb-
ruary came and went largely unnoticed. A fur-
ther 273,000 jobs were created in February, 
matching the revised figure for January. This 
was far ahead of estimates. The unemploy-
ment rate dipped to 3.5%, its lowest level in 
half a century. However, many investors think 
that the coronavirus threat will slow business 
in the months ahead.

IS OIL THE LATEST BLACK SWAN?
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SECTOR ROTATION

European utilities (gas and power providers) 
have been back on vogue for the past two 
years or more. 

The sector had not been growing much and 
was in investors’ bad books for more than 
eight years, eclipsed by cooler sectors such 
as tech stocks, whose growth rates were far 
superior. 

Over those eight years (from late 2009 to late 
2017), European utilities underperformed the 
broad European index by more than 6% annu-
ally. German companies in particular were hurt 
during this time by the decision to shut down 
nuclear power in Germany and the associated 
wave of restructuring. 

But in early 2018 the trend in Europe was 
reversed. Utilities – seen as a defensive sec-
tor with low exposure to economic trends – 
turned the corner. Since early 2018, the sec-
tor has beaten the broad European index by 
more than 40%, equating to annual outperfor-
mance of over 17%. 

This move is not particularly perceptible in 
the US, where utilities have only marginally 
outperformed the main index in the past two 
years. But things could change.
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