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1. MACRO PERSPECTIVE  
CORONAVIRUS, A SINGLE SITUATION, 
TWO DIFFERENT VIEWS… 

This is how financial markets’ attitudes to 
coronavirus can be summarised in a nut-
shell - at least until the last week in Feb-
ruary. Equity and credit markets initially 
sent a generally reassuring message, re-
gaining the ground lost in January. This 
optimism was not shared, however, by so-
called “risk-off” assets (gold and US Treas-
ury bills) which, far from losing ground, 
continued to rise.        

With around 2,700 deaths, the coronavirus epidem-
ic now has three times the fatalities of the SARS 
epidemic of 2003, from reported cases exceeding 
80,000. Many parallels have been made between 
the two, but at this stage all that can be said is that 
the current virus is less deadly, but more conta-
gious. Apart from the health impact which is hard 
to control, what concerns us is the economic cost 
of the coronavirus and financial markets’ reactions 
to it. China’s weight in the global economy is now 
around 20%, compared with 10% at the time of 
the SRAS epidemic, and China alone accounts for 
more than one-third of expected global growth in 
2020. The spectre of global contagion was revived 
at this week by the appearance of infection centres 
most notably in Italy and Iran.  

The potential slowdown in the Chinese economy 
by 1.5% in the first quarter is estimated to repre-
sent in itself an economic impact of approximate-
ly USD 150 to 200 billion. This represents a cost 
that does not take into account the disruption cre-
ated in automotive and technology supply chains, 
or the impact on other countries. After initially stut-
tering, equity markets recovered swiftly (too swift-
ly!), driven by only a slight slowdown in the still 
growing number of contaminations in China (de-
spite the change in calculation method), and count-
ing on a V-shaped economic upturn in the second 
quarter and, as during the SARS, the fact that cen-
tral banks will continue to intervene.

Our recent caution still applies, especially since the 
optimism shown by equity investors for the majority 
of the month seems premature, to say the least. The 
Chinese authorities are far from declaring victory. 
Just consider the replacement of the senior officials 
in the province of Hubei or the latest statements by 
the Politburo that “the inflection point in the spread 
of the epidemic has not yet been reached”. As a con-
sequence, the authorities have adopted a very care-
ful approach regarding the recovery in economic 
activity. Finally, although central bankers still have 
an accommodative stance, the potential impact of 
their policies seems more limited in the case of an 
exogenous shock, especially since, with the excep-
tion of the PBoC, they have generally adopted a 
wait-and-see attitude.

While “risk on” assets have generally seen the glass 
half full, things are different for “risk off” assets: 
long-term sovereign yields have rallied (Treasur-
ies, Bunds), the US dollar and the Swiss franc have 
strengthened and gold continues its upward trend.

Apart from the health impact which  
is hard to control, what concerns us is  
the economic cost of the coronavirus  
and financial markets’ reactions to it.
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The coronavirus is undermining both the 
Chinese economy and the global economy 
in a pivotal moment. Although the risk of 
recession is increasing, especially in the 
economies that were most vulnerable be-
fore this (Europe + Japan), we think it is 
premature to see the global economy fall-
ing into recession at this stage. We neverthe-
less repeat last month’s cautious message. 
Diversification remains the best weapon in 
response to a situation in which “risk off” 
assets have already reacted and in which 
“risk on” assets are rapidely pricing neg-
ative outcomes. 

Performances by asset class 

Source : Bloomberg, BEA, Banque Eric Sturdza, 27/02/2020
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2. FIXED-INCOME MARKETS 
US 10-YEAR YIELDS: THE KEY LEVEL OF 1.41% 
HAS BEEN REACHED!

Covid-19, amplifying  
the slowdown   

Since the beginning of the ongoing coronavirus sto-
ry just over a month ago, we have stressed the risk 
of confusion between health and economic risk. We 
are not concerned with the macabre book keeping 
of the number of deaths, but with assessment of the 
number of factory shutdowns, the fall in airport 
usage, conference cancellations, profit warnings 
by large groups, etc. Our aim is to assess the im-
pact of this black swan on the global growth trend 
(top-down) and on certain corporate earnings re-
ports (bottom-up). After one month, the optimists 
are starting to become disenchanted and are now 
considering the possibility of a significant impact 
on growth in China and worldwide, with, as a con-
sequence, central banks prepared to again open the 
taps of monetary easing. While the PBoC (Chinese 
central bank) logically had to intervene, fixed-in-
come markets are looking for a reaction from the 
US Federal Reserve (the Fed), which so far is stick-
ing to its guns. The leading Fed members have re-
peated that US monetary policy should remain un-
changed throughout the year 2020. Despite these 
assertions (which were intended to be final), part 
of the US yield curve has become inverted again 
(SOFR money market rate of 1.6% and 10-year 
Treasuries at 1.4%), and bond markets have bro-
ken through their August 2019 levels when there 
were major fears of a US recession. The key level of 
1.41% which we had set as our first target for 2020 
has therefore been reached and the question now is: 
what next? Two factors can help us imagine a sce-
nario for days ahead: the economic factor and the 
human factor. From a macroeconomic viewpoint, 
we see this coronavirus as an accelerator and am-

plifier. The human factor will be the hardest to de-
termine: are we heading for a panic phase on the fi-
nancial markets? In which case, we could very well 
see a continuation of this downward move in yields 
(i.e., rising bond prices), with US 10-year Treasur-
ies testing the next technical targets of 1.32% and 
then 1.25%. Later, depending on how events un-
fold (and whether central banks capitulate), we could 
go far lower, into territories that are unknown for 
Treasuries but have already been seen in the Bund.
    

Bonds and equities:  
different, or even opposite  
views?

On the face of it, the answer is yes. During the 
SARS outbreak at end-2002/early 2003, the Dow 
Jones and S&P 500 indices corrected by 17%. So 
why should bond markets envisage a worst-case 
scenario and equities merely a temporary hazard? 
Could these two be right and the other wrong? We 
believe that both these markets are telling the truth, 
because in reality they are sending us the same mes-
sage: if necessary, central banks will implement ul-
tra-accommodative monetary policies, which is why 
long-term yields are falling and equities have en-
tered into a correction, but very far from the crash 
of the Spring of 2003. Seventeen years ago, no one 
could have imagined monetary policy rates at zero, 
still less negative rates and quantitative easing pol-
icies, as the size of central bank balance sheets in-
creased massively. Equity markets tumbled in 2003 
because they did not yet have Bernanke, Yellen, 
Draghi and Lagarde. 
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What fixed-income strategies 
should be adopted?

At the end of 2019, we imagined that the yield on 
US 10-year Treasuries could return to between 1.3% 
and 1.4% (or even lower in the event of an acute 
crisis). We’re now there! The coming weeks will be 
crucial, because they will probably indicate wheth-
er fixed-income markets really fear this notorious 
acute crisis. Therefore there is a chance that long-
term bonds will continue to rally, driven by fear, 
but also by the desire to force a standoff with the 
Fed to force it to cut rates in June. We will remain 
cautious and pragmatic, keeping an eye on long-
term inf lation expectations. If these were to fall, 
we plan to increase our investments in TIPS (US 
Treasury Inflation-Protected Securities) at the ex-
pense of conventional bonds. Of course, in such an 
environment, of course, we will avoid any over-ag-
gressive strategy focused on credit markets and fo-
cus on duration. We are only two months into 2020 
and we are already inclined to change our senti-
ment regarding bond markets for this year. At the 
end of 2019, we said that while 2019 had been the 
year for nominal rates, 2020 would be the year for 
real rates. In the end, it will probably be the year 
for both at once!
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3. EQUITY MARKETS 
CORONAVIRUS IMPACT, BUT  
WHAT ABOUT QUARTERLY RESULTS 
AND BERNIE SANDERS? 

The month of February saw a number of key 
factors materialize for global equity mar-
kets, not only from a strictly financial per-
spective but from a macroeconomic and be-
havioral standpoint as well.    

News around Coronavirus in January had a very 
short-lived impact in developed market equities, 
as the seemingly decisive interventions of China 
assuaged fears of a pandemic. But, the impact of 
the extraordinarily restrictive measures in the re-
gions around Wuhan impacted various asset class-
es differently however: fixed income and commod-
ities markets started discounting important central 
bank support and a significant slowdown in eco-
nomic activity, while gold remained on the ascent 
as a risk-off asset. The swiss franc, also a haven 
currency, gained significantly versus economically 
sensitive currencies such as the EUR, to levels last 
seen in 2015. The divergence in risk appetite 
between equity investors and other asset 
classes became highly noteworthy around 
the middle of February, as the Nasdaq in-
dex was printing new highs and seeming-
ly destined to reach 10’000 by month end. 
Once again, the perspective of more central bank 
accommodation, combined with a lack of available 
growth alternatives, seem to have enticed investors 
to look through what was believed to be nothing but 
a one-off. Towards the end of the month however, 
news of the spread to developed markets (South Ko-
rea, Italy, US) sparked a sharp selloff in equity mar-
kets, ongoing at time of writing. Without a doubt, 
the perspective of a longer and more pronounced 
epidemic impacted investor risk appetite, especial-

ly as proximity increases and economic impact be-
come more palatable. Risk to inventories, treasury 
positions, and refinancings has objectively increased, 
and the market will now painfully ref lect it in pric-
ing, likely in the credit markets as well. As the val-
ue of a company is the sum of its future discount-
ed cashflows, it remains that temporary changes to 
financial result, if short lived and truly temporary, 
should not translate into much price readjustment 
– the position espoused by the market until now. 

But this month’s equity market overview 
does not stop at the coronavirus. Indeed, dur-
ing that time, two additional drivers of equity val-
ue came to the fore: first, the mediocre earnings 
reporting season and secondly the surge of Bernie 
Sanders in the democratic primaries. After mac-
ro-driven jitters in equity markets this summer, in-
vestors underwrote the thesis of reacceleration of 
earnings growth in Europe, US and China after 
18months of virtual stagnation. While expecta-
tions have gradually come down, earnings growth 
has come right on par with expectations in the US, 
while there are more disappointments than outper-
formers in the European market. Considering that 

The divergence in risk appetite  
between equity investors  

and other asset classes became  
highly noteworthy around  

the middle of February.
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none of the virus’ disruptions are included in this 
period, the context for like-for-like earnings growth 
seems underwhelming. Lack of growth on earnings 
could be problematic should Bernie Sanders extend 
his ascent to the key “Super Tuesday” mark where a 
large number of states elect their democratic candi-
date. For now, polls and betting markets are seeing 
an increasing probability of an eventual Trump win 
as Mr. Sanders’ nomination chances increase, like-
ly a stabilizing factor for equities in the short-term. 

However, investors could well start pon-
dering the risks to markets as two populist 
and somewhat unpredictable personalities 
fight for the oval office, trading barbs on 
globalization, universal healthcare, China, 
taxes, monopolies and big tech. 
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5. PERFORMANCE & INDICATORS 

Equity performance in local currencies

Performance of bonds, currencies and commodities

Source : Bloomberg, BEA, Banque Eric Sturdza, 27/02/2020
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This document is neither an offer nor a solicitation 
to buy or subscribe to financial instruments. The 
information contained in this document comes from 
carefully selected public sources. Although all due 
diligence has been performed to ensure that this in-
formation is accurate at the time of its publication, 
no guarantee is given regarding its accuracy, ex-
haustiveness or reliability. Any opinion contained 
herein in the current context may be changed at 
any time without notice. Past performance is not 
necessarily a reliable guide to future performance.
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