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An earthquake will very often be followed 
by aftershocks of varying intensities, a sign 
of the movements of the tectonic plates. 
The same goes for financial market crises 
where, after an initial stock market crash, 
the markets can be followed by both bounc-
es and other downward movements and/
or the crisis may start to affect other as-
set classes. In this respect, April proved to 
be both true to these principles and yet ex-
ceptional by the reaction of the equity and 
credit markets and by the dislocation that 
occurred in oil.  

After a fall of close to 40% on the EuroStoxx in 

March and the biggest one-day slide in the S&P500 

since 1987, the financial markets picked themselves 

up and started hoping again from 23 March on-

wards. Since then, the S&P500 has risen by over 

27%, pulling the European stocks and credit mar-

kets in its wake. This sequence comes as quite a sur-

prise in that the speed and strength of the S&P500 

rebound are equaled only by the rally in 1933.  

Without any doubt, the market rebound has been 

helped along by anticipation that the peak of the 

epidemic has passed in those places hit hardest by 

outbreaks of COVID-19 (Italy, Spain, New York 

State) and by the announcements of the first deci-

sions to ease the lockdown, in mid-April in Eastern 

Europe and in early May in Italy and in France. 

This rally may still seem somewhat surprising, how-

ever, in a context where COVID-19 is in the process 

of evolving from a public health crisis into what is 

looking likely to be the worst economic crisis since 

1929, with the world economy expected to contract 

by 3% (source IMF) and the number of unemployed 

in the United States soaring. Despite the scale of 

this economic shock, the S&P500 is less than 15% 

off its highs, as investors seem to be following the 

old saying that you “don’t fight the FED” to the 

letter. It is true that the central bankers have rolled 

out extraordinary support measures for the bond 

markets, in particular: almost unlimited bond pur-

chase programs extended to IG private issuers, fall-

en angels and even High Yield ETF in the case of 

the FED. Although action by the central banks has 

succeeded in stabilizing credit and credit spreads 

have narrowed, they still remain much higher than 

they were before the crisis. Good-quality credit, in 

particular, seems to be offering a more attractive 

risk-return profile at a time when companies have 

shifted into balance-sheet protection mode. 

. 

1. EDITORIAL 
MARKET TECTONICS 
AND OTHER AFTERSHOCKS

Despite the scale of this economic shock, 

the S&P500 is less than 15% off its highs,  

as investors seem to be following  

the old saying that you “don’t fight 

the FED” to the letter.
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We can hardly refer to the latest events without 

mentioning the oil price which dropped as low as 

minus 37.6 USD per barrel on the WTI May 

2020 contract on the day before its expiry. We will 

come back to this dislocation on the oil market lat-

er in this newsletter. We have previously been cau-

tious on the oil commodity, given its volatility and 

speculative nature, and recent events would tend to 

back up those views.  

Aside from the health crisis, in which we 
can unfortunately only regret the effects 
and the number of victims, it is the eco-
nomic and financial costs and repercus-
sions of COVID-19 that are also of concern 
to us. The still-high degree of uncertain-
ty should encourage us to remain very se-
lective in investing, prioritizing the best 
risk-return profiles and paying more par-
ticular attention to balance sheet strength. 

PERFORMANCES BY ASSET CLASS

Source : Bloomberg, Banque Eric Sturdza, base 100, 31/12/19 to 27/04/20
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2. FIXED-INCOME MARKETS 
AS QUICKLY AS POSSIBLE, 
AS SLOWLY AS NECESSARY…

Credit: seizing opportunities

Before the sudden arrival of the crisis, the credit 

markets (and more particularly European Invest-

ment Grade) were not really all that attractive, as 

the CDX and iTraxx indexes had reached extreme-

ly expensive levels, being as low as 40bp. Since 

the end of February, some genuine opportunities 

have appeared again in this asset class, inciting us 

to show a new interest in it. Credit markets usual-

ly track equity markets and have again become a 

major investment theme against a backdrop of in-

creased volatility. However, the spectacular recov-

ery in equities since 23 March has gone hand in 

hand with more expensive corporate spreads, also 

fostered by the big central banks, like the Fed and 

ECB, with their announcements of gigantic cred-

it purchasing programs. We should therefore avoid 

any exaggerated enthusiasm, as the coming weeks 

are going to see markets caught between disastrous 

macro-economic figures and micro-economic pub-

lications (aka corporate results) that are calamitous, 

barring a few exceptions. Even with the best will in 

the world, the central bankers will not be able to 

prevent prices readjusting to the micro- and mac-

ro-economic announcements and, sooner or lat-

er, the gap between the relative buoyancy of the 

financial markets and the damage caused to the 

real economy is going to have to be narrowed. It is 

therefore necessary to begin taking a serious look 

at the “credits” asset class, but by seizing any in-

vestment opportunity at attractive prices, notably 

via new issues on the primary market. The phrase 

“as quickly as possible, as slowly as necessary” was 

originally supposed to describe the strategy adopt-

ed by the Swiss Federal Council for lifting the lock-

down on the population, but if we take it out of that 

context, it also provides the perfect description of 

our credit investment philosophy!

CSLI HYBRID/IG YIELD

Source : Bloomberg, Banque Eric Sturdza, 27/04/2020
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Government debt not  
to be neglected completely

Our strategy consisting in entering the credit mar-

ket a little at a time is no doubt the right one, but if 

the market becomes too costly, it is going to be nec-

essary to hold off (provisionally). This means that we 

should not be moving too quickly to rule out pure 

duration strategies invested in government debt. 

If the markets were to confirm the profound crisis 

scenario, we should logically expect falls in longer-

term yields in the US in particular. A US 10-year 

at above 0.60%, with negative growth and inflation 

in the coming months, could well turn out to hold 

some surprises and head down towards its lows at 

around 0.30% or even 0% and (why not?) edge into 

negative territory. This being the case, we might 

adopt a more offensive strategy by investing more 

in credit spreads (Investment Grade senior, fallen 

angels or even hybrid corporate debt) in the event 

of any profit-taking on government rates. Although 

the central banks are going to be making massive 

purchases of corporate debt, we must be careful not 

to neglect credit analysis, any changes in the ratings 

awarded by the major ratings agencies and also the 

liquidity of certain securities. As far as we are con-

cerned, we are going to focus our investments on 

the debts of companies in the ECB’s CSPP/PEPP 

(Corporate Sector Purchase Programme and Pan-

demic Emergency Purchase Programme), in other 

terms securities that feature on the lists of purchas-

es by the central bank as part of its ultra-accom-

modating monetary policy in this period of acute 

crisis. In conclusion, depending on the trends in eq-

uity markets and credit spreads in coming weeks, 

we are going to have to show agility in getting the 

right mix between pure duration risk and credit 

risk. It will be a short-term tactic, knowing that in 

the longer term, we will have to adopt a strategy fa-

voring credit over government debt. At that point in 

time, we will finally be able to hope for some light 

at the end of the tunnel!

EUR INVESTMENT GRADE SECTOR SPREAD

Source : Credit Suisse
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3. EQUITY MARKETS 
MINSKY MEETS MURPHY…

Weeks into the new, post-COVID reality, 
long-term investors are more than ever go-
ing back to basic principles to assess the 
damage and opportunities brought about 
by this historic disruption. 

Certain fundamentals, seemingly irrelevant in the 

QE-assisted bull market, are making a comeback 

today. Among those, the question of debt, and how 

it factors in the “fair” price of equities. Let us start 

from three observations.

First, the obvious: will the growing debt load direct-

ly impact future cashflows to equity holders? As can 

be seen by credit spreads, even after extraordinary 

intervention by central banks, the cost of debt has 

indeed risen – mildly for investment grade compa-

nies, but significantly for high yield issuers. On ag-

gregate, a higher amount of already reduced cash-

flows will thus be diverted towards interest expense, 

away from shareholders - disproportionately so for 

the weaker companies. 

Second, should the valuation, or multiples, ascribed 

to a company with more debt remain stable? in the-

ory, a higher overall discount rate should be used 

to value these future cashflows available to share-

holders. Practically, investors will likely require the 

prospects of higher returns to hold equities, espe-

cially as debt offers more attractive nominal yields.

Third, how to think of fragility? The oil price could 

well be back to $50 USD per barrel in a year, but 

for many U.S. oil exploration companies, this fact 

is becoming irrelevant, as the immediacy of cove-

nants and debt interest payments will prevent them 

from realizing the future profits associated with a 

return to normaly. Investors might have been cor-

rect in the long-term value of the enterprise, but 

too much debt will make the realization of this val-

ue dependent on the path taken. The truism that 

“strong companies get stronger in tough times” is 

the direct reciprocal.

Indeed, the market quickly differentiated between 

credit profiles in the current downturn. While other 

factors are at play (especially sector exposure), break-

ing the S&P 500 index in two groups around its me-

dian of ca. 2x net debt / EBITDA shows a clear un-

derperformance of the higher leverage group. The 

equity market has seemingly taken notice. 

Given the strength of many leading 

technology companies’ balance sheets, 

this should only accelerate their  

market share gains and the trends  

that come with it.
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Consequences for investors

The corporate world is taking on more debt to cov-

er lost revenues and ensuring their immediate fi-

nancial survival in an utterly unique set of circum-

stances. Going forward, this debt will need to be 

repaid, and the higher interest cost will impact net 

income for shareholders. The strongest companies 

will largely be immune to this, as the higher spreads 

are compensated by lower levels of benchmark inter-

est rates. Given the strength of many leading tech-

nology companies’ balance sheets, this should only 

accelerate their market share gains and the trends 

that come with it. For many old-economy compa-

nies, the fight to reinvent and survive has just be-

come even more challenging. 

While valuation discrepancies between qual-
ity companies and challenged ones is signif-
icant by historical measures, one could be 
forgiven for arguing that a clear differen-
tiation is today more than ever legitimate.

PERFORMANCES – COMPANIES WITH NET DEBT /EBITDA ABOVE / BELOW X2

Source : Bloomberg, Banque Eric Sturdza, 27/04/2020
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4. INVESTMENT FOCUS 
WHEN OIL PRICE GOES NEGATIVE…

On 20 April 2020, something happened that 
would have seemed impossible just a few 
months earlier. The price of the May 2020 
contract on the West Texas Intermediate, 
the benchmark for American light crude, 
fell into negative territory. More precisely, 
it hit minus 37.6 USD, meaning that the in-
vestors who held that contract were ready 
to pay a high premium to get rid of it. 
 

Oil has been falling sharply since the start of the 

year in a context marked by the destruction of de-

mand in the wake of COVID-19 and by a supply 

surplus. It might have been thought that the his-

toric agreement between the members of OPEC+ 

to reduce output by 9.7 million barrels a day could 

help ease the downward pressure on oil prices, but 

it was not to be! It should be noted that 1- the agree-

ment comes into force later, on May 1st, 2020, 2- 

compliance has always been a tricky issue with-

in the cartel, and 3- the reduction is nowhere near 

as large as the level of destruction of demand. On 

this last point, the International Energy Agency 

has announced that it expects a fall in demand of 

29 million barrels a day in April and of 20 million 

for Q2. Given such a context, it is obviously easy 

to understand the downward pressure on oil and 

why storage capacities are quickly arriving at sat-

uration, in particular in landlocked locations such 

as Cushing, Oklahoma.

Source : Bloomberg, Banque Eric Sturdza, 27/04/2020
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And it is this last point that largely explains the dislo-

cation observed on the price of the WTI contract 

expiring in May 2020. The phenomenon was also 

amplified by the low volumes traded on the May 

contract: 158k in the session of 20 April, when 1,100k 

contracts were being traded for the June expiry 

date. Another point to be remembered is that these 

contracts are physically settled, meaning investors 

have to take physical delivery on expiry in Cushing, 

Oklahoma.

As non-professional investors cannot take physical 

delivery of the oil, they had to accept to pay a high 

premium to be rid of their obligations. For lack of 

storage, the same thing could happen again at the 

next expiry dates, although we should not forget that 

the situation in futures is different from that of the 

physical commodity itself, which has not now be-

come free of charge, despite all this. A quick look 

at the very steep curve provides us with a remin-

der that the market is anticipating a return to bet-

ter days for oil in the medium term.

COMMODITY CURVE - WTI FUTURE CONTRACTS

Source : Bloomberg, Banque Eric Sturdza, 27/04/2020

With such a dislocation, the question on everyone’s 

lips is who was hit by this price dislocation. On this 

point, it would seem that the professional players 

were spared in relative terms: the producers sell 

their production on the basis of monthly averag-

es and were hedged to some extent, while players 

in refining and storage may have benefitted from 

the movement, provided that they have the storage 

capacity to accept the barrels. It is the speculators 

and non-professional investors, especially via ETFs 

replicating oil future contracts, that would seem to 

have borne the brunt of the dislocation. 

It is interesting to note, in this respect, that the big-

gest American ETF indexed on the WTI received 

over USD 1 billion inf lows in the week prior to 

the crash.

This recent episode and the fact that the oil 
curve is showing a very strong contango are 
an incentive for us to remain very prudent 
as regards any investment in this commod-
ity, especially as with such a dislocation, it 
is not impossible that we might see more 
forced liquidations and the appearance of 
other players in great difficulty.   
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6. PERFORMANCE & INDICAT0RS 

EQUITY PERFORMANCE IN LOCAL CURRENCIES

PERFORMANCE OF BONDS, CURRENCIES AND COMMODITIES

Source : Bloomberg, BEA, Banque Eric Sturdza, 27/04/2020
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Source Bloomberg, Banque Eric Sturdza, 27/04/20
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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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