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WEEKLY - MARCH 12, 2020 

What a brutal outbreak 

In the last days, the sanitary crisis has definitely taken over from everything 

else, when it comes to financial markets’ mood and developments. What 

could be more normal when the number of infected people is spiraling up 

(except for China), to exceed a 6 digits number. Such a contagious virus 

seems to follow an exponential pattern over the first stages of its spreading. 

This naturally induces traumatic reactions among populations, like panic-

buying, hoarding, quarantines, abandoned travels, cancellation of large 

public events, etc.  

Even if it seems to be of lower mortality than other viruses, Covid-19 

represents a major international sanitary crisis. It is eventually spreading to all 

continents / most countries, although WTO refuses to acknowledge a 

pandemic. Its sequential spreading from one zone to another cultivates 

public opinions’ anxiety. Granted, the odds seem to be for its seasonality, 

hence its decline with upcoming warmer weather. But, because of the novelty 

of this pathology, this is only a theory for now...  

The latest arrival of the virus in the US is key for different reasons. It comes to 

the size of its underlying economy and financial markets, to the ongoing 

electoral process (a factor of potential exacerbation) and to the ¨saturation¨ 

of the country with social medias. 

The nature of the coronavirus favors the ills of crowd psychology. Social medias 

exacerbate fear 

The developments and impacts of Covid-19 in the US will be key  

 

Is a severe economic crisis inevitable ? 

Granted, the odds of a global economic accident have risen lately. Activity 

will most probably be severely impaired in Q2, globally. A demand / 

consumption shock is inevitable. The service sector, which had proved 

resilient so far, will be particularly hard-hit. The latest plateauing of Chinese 

infections is unable to restore investors’ confidence, as only nascent and still 

questionable, because of the usual lack of transparency of the Chinese 

government. Still, based on the latest available data and on anecdotal 

evidence of multinationals (like Starbucks), activity is (very) gradually 

resuming in China. Chinese supply chains have been stopped in lots of 

regions and sectors. The repatriation of migrants’ workers will take more time 

because of ongoing severe travel restrictions. Dislocations have occurred on 

a large scale. The Party is treading a delicate path of attempting to bring 

supply chains on-line, while refraining from spreading the disease. We will 

know in just a couple weeks if the growing confidence of party leaders is 

warranted or premature... Q2 may experience some restoration of activity, 

and Q3 a gradual normalization.  

 

PERFORMANCES  2020 

EQUITIES  

MSCI World -16.4% 

S&P 500 -21.1% 

Stoxx 600 -27.7% 

Nikkeï -21.5% 

SPI -20.3% 

China -3.6% 

Emerging -15.1% 
 

 

BONDS  

CHF Corp -0.8% 

US Govt +7.1% 

US Corp +1.2% 

US HY -6.0% 

EUR Gvt +3.6% 

EUR Corp -0.9% 

EUR HY -6.6% 

  

CURRENCIES  

USD index +1.1% 

EURUSD -0.6% 

EURCHF -2.8% 

USDCHF -2.3% 

USDJPY -3.1% 

EM FX -9.5% 

  

COMMODITIES   

Gold +4.1% 

Silver -10.9% 

Brent -49.7% 

CRB index -23.7% 

Global melt-downs ? 
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Japan, South Korea and Italy are entering a very acute 

phase of infection. The rest of Europe and the US are 

following closely. Any economic rebound would lag 

China’s by one quarter. 

The current level of US sovereign bonds yields spells 

deflation 

 

Covid-19: little transition from melt-up to melt-down 

From October to January-end, volatility collapsed, equity 

markets roared up in the aftermath of Fed liquidity 

injections. Soft macroeconomic data improved, and early 

signs of a manufacturing recovery emerged. But the 

arrival of the virus started to concern commodity and 

bond markets. Its dangerous propagation ultimately 

broke the back of equities a month later, i.e. about 10 

days ago. Lately, the Fed emergency move - its 50bps 

emergency cut - actually fueled the unwinding of 

leverage players and a full-blown correction. The morale 

is clear. Old medicine no longer works; lower policy rates 

won’t improve financial conditions. 

Despite its hyperactivity, Fed lost control of capital 

markets 

Globalization of fixed income markets hide a tentative 

silver lining in China 

 

The Repo market conundrum finally elucidated ? 

Last Fall, the Fed temporarily calmed the interbank 

refinancing market with massive cash injections. But it 

seemingly didn’t address – at all – the root cause of 

strains of the short-term funding mechanism for banks. 

Indeed, the latest BIS quarterly review spotted two major 

imbalances / shifts of the repo market:  a) concentration 

among just a handful of key players b) large involvement 

of alternative investors (hedge funds). Today, this analysis 

resonates loudly: 

 

“Repo markets redistribute liquidity between financial 

institutions: not only banks, but also insurance compa-

nies, asset managers, money market funds and other 

institutional investors…  

Thus, any sustained disruption in this market, with daily 

turnover in the US market of about $1 trillion, could 

quickly ripple through the financial system… 

A reduction in money market activity is a natural by-

product of central bank balance sheet expansion. If it 

persists for a prolonged period, it may result in hysteresis 

effects that hamper market functioning…” 

Arbitrage strategies like buying US Treasuries, while selling 

derivative contracts to capture a premium have been in 

vogue, on a large scale, in this context. In short, this is 

reminiscent to dramatic corrections linked to short-VIX 

strategies, but with US Treasuries as the epicenter.     

In the last 6 months, the Fed let US Treasuries become a 

bedrock of the speculative sphere 

Now, the massive unwinding of Hedge Funds positions 

impacts most asset classes 

 

What’s next ? 

Time has run out. Zero / negative policy rates have 

become counter-productive. Markets are screaming for 

different policy and innovative actions.  

Policy makers must urgently reaffirm / enhance interna-

tional coordination on the trade and currency fronts. 

When it comes to conventional policies, PBoC must 

accelerate accommodation, if not generate renewed credit 

growth. Fed should also engage into QE4. China and 

Europe should implement bold fiscal stimulus. Regarding 

new measures, G3 central banks must be creative and 

open their toolkits. It could encompass targeted action on 

private credit / loan markets, just like mortgage or 

commercial paper markets were supported during the 

2008/9 subprime crisis. Helicopter-money type of 

operations - central banks directly giving money to 

households - could also be contemplated. Incidentally, 

such operations have just been implemented by the Hong 

Kong central bank. 

Upcoming regular central banks’ meetings (mid to late 

March) will be key 

 

• The financial sphere has been infected by multiple 

shocks 

• The collapse of sovereign bond yields and oil raises the 

specter of a corrosive (debt) deflation  

• In a bad scenario, the confidence crisis could morph 

into a... credit crisis. The huge debt pile would make it 

hard to stem  

• In a more benign scenario, policymakers could invent 

and implement new circuit breakers. Dramatic action 

is needed in the coming days 

• In the meantime, avoid cyclicals, weak balance sheet 

companies and banks 

 

 

MARCH 12, 2020 
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Fixed income and Currencies. Who will be next 

to cut ? 

Several central banks decided not to join the Fed rate cut 

last week. It is only a matter of time before they join the 

race. The RBA was the first developed central bank to 

draw. Its cut was a big turnaround from its upbeat 

assessment in February. With rates now at only 0.5%, the 

Bank is closer to consider unorthodox measures. The 

BoC did not wait too. The 50bps move matched with the 

Fed one. It looks less panicky following the Fed. But the 

Bank wisely concluded the outlook had deteriorated 

given the slowing growth, the commodity prices collapse, 

and the domestic confidence hit. It is prepared to do 

more. The Fed delivered a punchy and surprising 50bps 

emergency rate cut, and more will come. The supply 

chain shock has morphed into a financial shock, as US 

financial conditions were the tightest since 2016. The Fed 

cut has been designed to mitigate some potential strains 

in the financial system and lift sentiment. So, the Fed is a 

game changer for the USD, as it is close to restart QE. 

The USD will undertake a much deeper decline. 

 

There were hopes that the Fed action would be coupled 

with wider coordinated actions. That has not happened. 

Most other central banks signaled a preference to wait a 

little longer to gauge the fallout. Further actions are 

inevitable. Who might be next to act ? 

 

Next developed central banks meetings 

 

 

 

 

 

 

 

 

 

 

 

 

Under the leadership of Lagarde, the ECB looks less 

sensitive to financial markets than under her predeces-

sor. There has been a growing awareness of the adverse 

effects of its unconventional measures. The ECB opted 

against a coordinated move. It will try to steer markets 

with words rather than actions. It is hard to tell if it will 

really be enough. The ECB is facing a challenging situation, 

as it has run out of ammunition. We should not rule out 

some cuts. A 10 or 20bps rate cut is possible. A tweaked 

tiering facility, some new TLTROs, a new credit enhancing 

instrument for SMEs or a shift of quantitative easing 

purchases towards corporate bonds look more probable. 

The ECB cannot follow the Fed cuts, nor has it the appetite 

for increasing its QE program. The EUR/USD is on the way 

towards the 1.15/1.20. 

 

The BoJ has been for a while promising to deliver various 

outcomes and did nothing. Kuroda comments comes into 

that category. If we get anything at all, it will be some 

cheap bank funding, which won’t translate into additional 

lending or investment. The US currency manipulator 

framework makes currency intervention to limit local 

currency strength very difficult. Historically known for its FX 

intervention, Japan is unlikely to intervene before 100 on 

the USD/JPY.  

 

In the UK, the optimism rise after general elections was 

enough to convince the BoE not to lower rates in January. 

Carney indicates that the BoE wants to wait before acting. 

UK policymakers are less sensitive to financial market 

moves too. However, policymakers will ultimately cut 

interest rates to 0.5% later in March, and like the ECB, may 

also look towards credit easing measures. 

The CHF strengthening is a problem for the SNB, which 

finds itself forced to intervene in FX markets to avoid 

deflation. The question is what policymakers can do if 

pressure becomes too great such that inventions run out of 

road, the SNB could lower its rate. However, policymakers 

still wish to avoid that. 

• Only a couple central banks picked up the emergency 

calls placed last week while the rest went to voicemail. 

Another Fed 50bps cut is given. Wait for the ECB own 

response 

• The bull bond trend has strengthened further but 

should deflate. Government bonds are overbought 

• Front-end yields spreads have tightened. This supports 

the USD downward dynamic  

 

Equities. Oil enters the party 

The coronavirus had provoked a crash in stock markets 

between 12% and 16% until Friday, 6th of March. Monday, 

a new oil price war accelerated the fall. We are at a turning 

point: 

MARCH 12, 2020 

Fed 17-18 March 

BoJ 18-19 March 

BNS 19 March 

Norges 19 March 

PBoC 20 March 

RBNZ 25 March 

BoE 26 March 
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 Either central banks and governments intervene 

massively 

 Either the financial markets fall further 

 

Governments have already adopted emergency 

measures to support SMEs, which have been greatly 

shaken by very restrictive measures (quarantine, ban on 

mass gatherings, such as cultural and sporting events). 

But that's not enough. While the coronavirus seems to 

decelerate in China, it is accelerating in Europe and the 

United States. 

 

Investment banks (JPMorgan, UBS) and well-known 

financial companies are starting to talk about buying 

opportunities. Others point out that during periods of 

high volatility and panic, statistically, it is better to wait 

than to sell shares, because the market recovery is often 

violent and influences overall performance.  

Statistical study of JP Morgan from 1999 to 2018. Better 

to stay invested so as not to miss the best trading days. 

 

European indices entered into a bear market on Monday 

morning with a drop of more than 20%. But what 

matters are the levels at the close. The S&P 500 and the 

Dow Jones remain in the corrective phase. The Chinese 

CSI 300 index rose again since the peak of the epidemic. 

We hope that the European and American indices do the 

same; epidemic in Europe and in the United States is 

currently accelerating. 

• Stock markets are approaching a bear market. 

• The direction of the equities will be given by the 

balance between measures by central bankers / 

governments and severity / duration of the 

coronavirus 

• At the peak of the epidemic, Chinese indices have 

risen sharply 

 

Oil. A price war begins (again) 

Following the failure of an OPEC-Russia deal to cut 

production by 1.5 million barrels/day, Saudi Arabia 

announced a new price war on Sunday. The effect was 

immediate: as of Monday, crude oil prices fell 30%. In 

2020, the Brent price fell by 52%. 

 

 

 

 

Brent price 

Oil already experienced a structural shock (explained in our 

latest monthly reviews) due to the new dominance of the 

United States in oil production. The coronavirus only 

worsens the situation, with a cyclical shock. 

 

Saudi Arabia and Russia will therefore lift all production 

constraints. Rosneft will increase production by 300,000 

bpd this week and Saudi Arabia next month. 

 

The previous price wars (1985, 1997, 2014) ended badly, 

with a significant fall in prices, of approximately 60%. A 

price war that could hurt US shale oil and the big 

integrated companies looking to reinvent themselves in 

green energy. In a dynamic and competitive oil market, the 

management of crude prices by the level production is no 

longer possible, with Russia and the United States 

producing more oil than all the members of OPEC ex-Saudi 

Arabia combined. This calls into question the existence of 

OPEC. Because of demand’s contraction, it is necessary to 

attract customers by competitive prices. 

 

The oil sector is no exception to this difficult environment. 

In 2020, the Energy sector lost more than 32%, the worst 

performance, and by far, compared to -15% for the MSCI 

World. Oil prices may fall further, as well as those of oil 

company stocks. However, the return to shareholders is 

very attractive with dividend yields between 5.4% for 

Chevron and 9.2% for Royal Dutch Shell, and share 

buybacks. The dividend from Exxon Mobil is problematic 

because it is not covered by free cash flow, while it is easily 

covered by Chevron, BP, Royal Dutch Shell and Total. 

Chevron has announced that it will return $75-$80 billion 

($16 billion/year) to shareholders (dividends and share 

buybacks) over the next 5 years. But investors anticipate a 

drop in profits and the continued decline in oil prices. 

MARCH 12, 2020 
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• Oil prices could fall further (-52% in 2020) 

• The shock-wave could wipe out OPEC 

• The fall in oil prices is not a good thing for the 

financial markets, because it: 

 subtracts dollar liquidity from the financial 

markets, 

 puts pressure on sovereign funds of oil-producing 

countries, 

 disrupts the recycling of petrodollars, 

 puts pressure on the funds invested in High Yield 

• The high dividends (except Exxon Mobil) of the oil 

majors are not yet a sufficient argument in the 

face of the negative outlook for oil prices. 

Investors anticipate a sharp decline in earnings 

 

Gold. It’s not over 

The environment is favorable for gold. The current health 

crisis (coronavirus), the decline in the dollar and the 

sharp fall in the US 10-year period are added to the 

favorable structural situation. Gold holdings in ETFs are 

at an all-time high. 

 

Gold price and gold holdings in ETFs 

 

• Gold is heading for its historic high ($ 1,920 intra-

day), and probably more 

 

MARCH 12, 2020 
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Disclaimer  

This document is solely for your information and under no circumstances is it to be used or considered as an 
offer, or a solicitation of an offer, to buy or sell any investment or other specific product. All information and 
opinions contained herein has been compiled from sources believed to be reliable and in good faith, but no 
representation or warranty, express or implied, is made as to their accuracy or completeness. The analysis 
contained herein is based on numerous assumptions and different assumptions could result in materially 
different results. Past performance of an investment is no guarantee for its future performance. This document is 
provided solely for the information of professional investors who are expected to make their own investment 
decisions without undue reliance on its contents. This document may not be reproduced, distributed or 
published without prior authority of Pleion SA. 

www.pleion.ch 
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