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1. EDITORIAL 
FREE FALL… 

Whenever a crisis arises, the very first re-
flex of any investor is to declare that it is 
like no other before it… before going on to 
compare it with previous crises. If we leave 
aside the human drama of the coronavirus 
crisis and focus on the stock market and 
macro-economic consequences, it might be 
tempting to assert that this episode scores 
fairly highly among the most brutal crises. 
 

The Dow Jones down by 12.9% in a single day (we 

need to go all the way back to 1987 to find anything 

similar) The Eurostoxx down 40% in just barely a 

month (that did not even happen in 2008!). As for 

the VIX (the index of volatility that gauges fear), it 

f lirted with the 80 mark, a level only seen by trad-

ers back in 2008. The speed and scale of the plunge 

in the S&P500 even exceeded that of September 

2008 (cf. Figure 1).  

S&P500 from 24/6/2019 to 27/03/2020 (left hand side) 

vs. S&P500 from 23/01/2008 to 21/12/2008 (right hand side) 

Source : Bloomberg, Banque Eric Sturdza, 27/03/2020
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The economy grinding to a sudden halt (in a way 

unprecedented in peacetime) largely explains these 

shifts. However, the leverage in many (listed and 

unlisted) funds and other financial instruments has 

amplified the phenomenon. It thus becomes easi-

er to understand the 50% slide in the price of Soft-

Bank or the fact that Tiffany – the target of a take-

over by LVMH – is trading 17% below the agreed 

deal price (as we write, Bernard Arnault has under-

taken to correct this pricing issue). The so-called 

M&A arbitrage funds that buy takeover targets to 

gain a few percent have had to unwind so many po-

sitions that the dislocations in that sector have even 

exceeded those of 2008.   

If we continue our comparisons by moving onto 

the government measures to manage and limit the 

effects of this terrible crisis, we find ourselves once 

again, in unprecedented territory. The fiscal meas-

ures in France will represent 1.9% of GDP, provid-

ing a good illustration of what President Macron 

meant by “at all costs”. In Germany, talk is of a sim-

ilar percentage and the “will do whatever it takes” 

message is a true revolution in a country tradition-

ally very attached to fiscal discipline. We cannot but 

end on the US where, after playing down (ignor-

ing?) the impacts of the coronavirus, the president 

has gone overboard: if a bipartisan agreement can 

be found, we will be looking at a stimulus represent-

ing 6.5% of GDP (source: Cahiers Verts).  

Whatever the comparisons, a virus measuring just 

a few nanometres has triggered macro-econom-

ic consequences on a scale difficult to quantify. 

Whatever advocates of closing down the markets 

might think, the screens continue to blink at a fu-

rious pace, while traders and managers (like us) are 

constantly on their “Bloomberg Anywhere” (never 

was a name so apt!) And the question “what do we 

do now?” is as acute as it is painful after such bru-

tal value destruction.

It is still worth making estimates and projections: 

the fact that the valuations of most European banks 

and companies like Total have been cut in half in-

dicates that the markets have now factored in the 

likelihood of a “hard” recession. However in these 

stressful times, the behavioural factor must also be 

accounted for. The signals mentioned earlier, such 

as from the Vix and other dislocations (the list is 

long), suggest that we have entered stock market 

surrender territory.  

As the confinement period extends, the road 
will be a rocky one, but we will move on 
from a “sell the rally” period to one of “buy 
the dips”.

The question of “what is to be done?”  

is as acute as it is painful after such  

brutal value destruction.
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2. MACRO PERSPECTIVE 
THINKING THE UNTHINKABLE...

The economic growth forecasts made just 
one month ago by the IMF and other mac-
ro-economic forecasting institutes are now 
obsolete, as partial or total confinement 
measures trigger a slide in economic ac-
tivity. The duration and extent of the con-
finement, and thus ultimately of the slow-
down, will be determined by the public 
health emergency.  

In such conditions, it is somewhat normal to see op-

erators focusing their attention on the latest develop-

ments of the coronavirus epidemic. In this respect, 

we can see three distinct cases (cf. Figure 2). The 

first is that of China and, to some extent, some oth-

er Asian countries, such as South Korea. China is 

the source location of the virus, the country where 

the quarantine measures were first introduced and 

where the peak of the epidemic now seems to have 

passed, as the number of new cases levels out. The 

main risk here is that of a relapse, with the epidemic 

potentially accelerating again as quarantine meas-

ures are eased and the number of imported inci-

dents increases. The second case is that of Europe, 

where the epidemic spread next and where we await 

a turning point after the introduction of quarantine 

measures over recent weeks. Finally, North Ameri-

ca remains the main point of concern. 

COVID-19 : Number of cases per 1mln population 

(right hand side for China, left hand side for the others)

Source : Bloomberg, Banque Eric Sturdza, 27/03/2020
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As the virus reached there later and there have been 

delays in introducing hard-line quarantine meas-

ures, great concerns remain as to the likely scale of 

the epidemic there. 

As the virus continues its spread around the 
world, the monetary and fiscal response is 
concurrently being implemented.     
  

United States: “Make it big!”  

Although the US has not yet felt the full force of the 

epidemic, the monetary and fiscal response is al-

ready at an advanced stage. The Fed led the way by 

cutting its rates twice by a total of 150bp, stepping 

in to stabilise the money markets, and resuming un-

limited QE that is also open to investment grade 

corporate bonds. While Donald Trump’s timid re-

sponse to the public health crisis has drawn sharp 

criticism, it must be said that in their economic pol-

icy, the Trump administration has not gone for any 

half measures, proposing a stimulus of USD 2 tril-

lion, equivalent to 9% of US GDP, a level not seen 

since 1945. The polarisation of the US political es-

tablishment in this electoral year makes approval 

of any plan by Congress more complicated. The 

Republicans place the emphasis on saving whole 

swathes of the economy (such as airline & hotel 

companies) while the Democrats are more focused 

on the social impact of the crisis and the financial 

demands to be made to Corporate America in re-

turn for a financial bail-out.      

Europe: “Whatever it takes” 
in fiscal measures

After a major “faux-pas” in her first major com-

ment, Christine Lagarde was quick to set things 

right: the asset purchase programme boosted to 

EUR 750 billion, T-LTRO, and easing of regula-

tory requirements for banks, etc. While ECB activ-

ism is not new in itself, that of the European gov-

ernments is. Italy and the United Kingdom were 

the first to react, with stimulus plans of EUR 30 bil-

lion and GBP 30 billion, representing just over 1% 

of GDP. France followed suit, placing the empha-

sis on support measures, such as deferrals of pay-

ments and the introduction of loan guarantees by 

the Banque Publique d’Investissement, as part of a 

package worth EUR 330 billion. The most surpris-

ing step came in Germany, which voted to imple-

ment a package of EUR 756 billion, comprising a 

stability fund of EUR 600 billion and an additional 

budget of EUR 156 billion financed by public debt 

– the first since 2013. The stability fund is made up 

of EUR 400 billion in loan guarantees, an envelope 

of EUR 100 billion in loans for sectors in difficulty 

and EUR 100 billion for direct investment in the 

capital of companies that are in difficulty or at risk 

of bankruptcy. These measures may seem extreme, 

but the first macro-economic statistics do give an 

idea of just how urgent the situation is. In its f lash 

estimate, for example, the PMI Composite index fell 

from 51.6 in February to 31.4 in March, showing a 

sudden contraction in activity and the sharpest fall 

in the series since it was created in 1998.  
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3. INTEREST RATES 
THE FED SWAPS ITS BAZOOKA 
FOR A NUCLEAR MISSILE

La Fed « whatever it takes » 
 

On Sunday 22 March, no doubt to avoid a massive 

market dislocation after the refusal by Democrat-

ic senators to pass the Trump administration’s eco-

nomic aid programme, the Fed unveiled an addi-

tional series of drastic measures.

The most emblematic decisions were unlimited QE 

and an unprecedented corporate debt purchase pro-

gramme. Although these programmes are not offi-

cially (or technically) “helicopter money”, in reality 

they are starting to look very much like it.

The MBS Agency repurchasing programme has 

been extended to include Commercial MBS. USD 

30 billion in capital has been allocated to the ESF 

(Exchange Stabilization Fund) to facilitate credit to 

SMEs (USD 300 billion in total). The formation of  

PMCCF and SMCCF as a means of getting around 

the prohibition on including corporate bond purchas-

es in official QE. The Fed will be able to buy bonds 

and loans on the primary market (PMCCF, Prima-

ry Market Corporate Credit Facility) or the second-

ary market (SMCCF). Investment-grade credit can be 

purchased either directly or indirectly via ETFs! The 

TALF (Term Asset-Backed Securities Loan Facility) 

will allow the Fed to acquire debt securities backed by 

student, auto and credit card loans, etc. The MMLF 

(Money Market Mutual Fund Liquidity Facility) will 

facilitate credit for municipalities. Similarly, the scope 

of the CPFF (Commercial Paper) will be extended.

Finally, a Main Street Business Lending Program 

will be announced in the very near future to sup-

port small and medium-sized businesses, in addi-

tion to the SBA support.

In Europe, after the “misstep” of the ECB meet-

ing of 12 March, the markets needed reassuring, 

in particular on two fronts: corporate spreads and, 

above all, peripheral spreads (in general) and Ital-

ian spreads (in particular). The ECB thus set things 

right by unveiling a new QE programme on 18 

March, named the PEPP (Pandemic Emergency 

Purchase Program) and amounting to EUR 750 

billion through to the end of 2020.

Dislocated markets

In the course of the last week, we have been spared 

nothing! Equities fell, oil nosedived, credit spreads 

soared, and yet the safe-haven investments, such as 

gold and sovereign bonds, underwent an at times 

brutal correction, when in theory they should have 

been there protecting us. US long-term rates were 

caught up in two (or perhaps three?) phenomena 

which are probably behind this correction. Wor-

rying, but no doubt provisional, since the sessions 

on Friday and yesterday saw a spectacular rebound 

in government bond prices. First of all, the aggres-

sive nature of the Trump administration’s economic 

support policy, combined with an explosion in the 

size of the Fed balance sheet, did cause concern 

and although nobody is questioning the fact that 

it is justified (except in the US Senate, apparently), 

easing on that sort of scale necessarily makes ten-

sions on long-term rates likely. Next, the gigantic 

sales of US government debt played a prominent 

role. In the midst of the panic on Wall Street (how 

many LTCMs exploded mid-f light?), some man-

agers found themselves having to cope either with 

redemption requests or with colossal margin calls, 

and in all probability with both at the same time in 
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some cases, and therefore had to sell off their most 

liquid assets: US Treasuries. The third likely phe-

nomenon, although this is an assumption for which 

we have no evidence, is that having been weaned 

off the US Dollar, China might have sold off a part 

of its stock of Treasuries. It is these f lows that to us 

seem to be the most important factors, and since 

the Fed is determined to do whatever necessary, we 

should be seeing fewer of these brutal jolts.  

There was a bloodbath on the credit market. The 

high yields were in free fall, market liquidity disap-

peared, and the phenomenon was amplified by the 

proliferation of ETFs in this asset class (this will no 

doubt calm down, thanks to the SMCCF!). It was 

no different in the high-quality investment grade 

area but liquidity, although low, was still there at 

all times. In the corporate debt asset class, we will 

no doubt see two very different types of behaviour 

appear: the “real” high yields (ratings below BB) 

will likely continue to slide down into the depths, 

and indeed are already well on their way. Then we 

will inevitably see some payment defaults, while the 

good-quality investment grade will level out, thanks 

to the ECB’s PEPP in Europe and with the support 

of the Fed’s PMCCF and SMCCF across the Atlan-

tic. Investment opportunities on a par with those in 

2008-2009 are appearing, but the question on every-

one’s lips is that of the timing: is it still premature to-

day to begin at corporate loans again? It will surely 

become important to return to this asset class be-

cause once the crisis is behind us, the performance 

prospects will be greater on the credit spreads than 

on the pure duration of government bonds.    

US High Yield spreads

Source : Bloomberg, Banque Eric Sturdza, 27/03/2020
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4. EQUITY MARKETS 
FIRST SIGNS OF CAPITULATION?

In a few short weeks, the equity markets 
have moved from hope and optimism to 
freefall. As the spread of the virus contin-
ues to accelerate and the world economy 
grinds to a halt, the unique nature of this 
challenge, and the lack of historical prec-
edents at investors’ and decision-makers’ 
disposal, is sparking a wide-ranging sel-
loff across financial markets worldwide. 

With no template, little information, and daily com-

pounding in the number of victims, governments 

and central banks are rushing to intervene using 

the tools at their disposal. Adding insult to injury, 

a change in strategy amongst OPEC+ members 

sparked a record fall in the oil price, creating an 

additional of financial stress for credit markets in 

the already fragile context. As a result, the month 

of March has been the theater of a generalized sel-

loff, with evidence of indiscriminate selling hint-

ing at portfolio liquidations. According to RBC, 

the Commodity Futures Trading Commission data 

on asset managers positioning as well as the AAII’s 

weekly bull-bear survey both suggest that, at least 

from a sentiment standpoint, some capitulation 
is in the process as these indicators exceed-
ed 2018 and 2009 bearishness and are slowly 

approaching historical records of 2011 and 2016.

Amid the confusion, we believe it is key to take a 

step back and explore the implications of the sig-

nals sent by the market. 

While revenue and liquidity uncertainties are legit-

imate reasons to reprice equities, many companies 

are now trading at levels commensurate with se-

vere, long-lasting recessions. While significant eco-

nomic disruptions will inevitably be felt around the 

world, if history is any guide much of the damage 

should eventually prove transitory for the large ma-

jority of companies contributing in unique ways to 

our everyday life. And for those, their true eco-
nomic value should instead be dominat-
ed by their longer-term ability to generate 
profits rather than their 2020-2021 results. 

Generalized selloffs are by nature indiscriminate 

and based on short-term consideration such as de-

leveraging, but often provide the basis for longer-

term performance for the strong, well-managed 

companies. Negative newsflow has been unrelent-

ing given the extraordinary circumstances of the 

current crisis, however, at some point more decisive 

measures will need to be taken by governments, the 

number of patients will eventually decrease, and we 

may even learn of promising therapeutic advances. 

A more balanced newsflow will likely then encour-

age equity investors to look towards the longer-term.  

And for the large majority  

of companies, their true economic  

value should instead be dominated  

by their longer-term ability  

to generate profits rather  

than their 2020-2021 results.
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The timing of such a turn is obviously impossi-

ble to predict, and the unique nature of the cur-

rent episode makes most historical yardsticks diffi-

cult to trust. Technical analysts tend to think that 

U.S. indices have further risks to the downside un-

til retesting the lows reached in 2015-2016, levels 

which would closely resemble the drawdowns ex-

perienced in 2008-2009. Strategists with a taste 

for statistics opine that given the -35% drawdown 

from peaks, the S&P 500 is now already out-cor-

recting the median (-24%) and average (-32%) re-

cession-related drop. 

At this current juncture, we believe that the 
limited visibility calls for patience. We re-
main confident that at the first signs of sta-
bilization, equity investors will heed the ad-
vice of Warren Buffett, the “Sage of Omaha” 
who famously, in 2008, encouraged them to 
be “greedy when others are fearful”. 

S&P500 Drawdowns
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5. PERFORMANCE & INDICAT0RS 

Equity performance in local currencies

Performance of bonds, currencies and commodities

Source : Bloomberg, Banque Eric Sturdza, 27/03/2020
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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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