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Covid-19 has the merit of shifting several position lines. Among them, the 

issue of emerging / frontier countries debt has suddenly emerged last weeks. 

Indeed, several governments - mostly sub-Saharan ones - called for a 

moratorium of all external debt owed by African countries. 

 
 

Source: World Bank, Refinitiv, Capital Economics, FT 

 

In response, G20 countries decided to do a favor to 76 low-income countries. 

Actually, it will "provide north of $20 billion of immediate liquidity" for poor 

countries to use "for their health system and support their people facing 

Covid-19". This process is supported by World Bank, IMF and the “Paris Club” 

of largest creditor countries.  

 

In parallel, the IMF is also contemplating a new allocation of special drawing 

rights (SDRs) to inject rapidly cash - and provide indirectly USD - to countries 

facing the depletion of their currency reserves. For now, the US seems to 

confront it, as it does not want Iran and Russia to potentially benefit from it.  

The pressure for debt relief is mounting  

Ultimately, more ambitious measures, if not outright cancellation, should be 

considered  

 

At odds, China favors fudging 

Beijing is one of the largest world creditors to emerging countries, though 

precise data are not officially available. Its process of granting sovereign 

loans is fragmented and sophisticated. The Ministry of Commerce directly 

PERFORMANCES  2020 

EQUITIES  

MSCI World -15.7% 

S&P 500 -12.2% 

Stoxx 600 -19.3% 

Nikkeï -16.4% 

SPI -5.6% 

China -6.7% 

Emerging -21.1% 
 

 

BONDS  

CHF Corp -3.0% 

US Govt +9.2% 

US Corp +1.5% 

US HY -9.5% 

EUR Gvt +0.6% 

EUR Corp -3.5% 

EUR HY -10.3% 

  

CURRENCIES  

USD index +3.7% 

EURUSD -3.3% 

EURCHF -2.8% 

USDCHF 0.6% 

USDJPY -1.4% 

EM FX -14.7% 

  

COMMODITIES   

Gold +13.3% 

Silver -14.7% 

Brent -69.4% 

CRB index -39.3% 

Complex debt diplomacy 
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issues long-term non-interest-bearing loans (in Yuan). 

The lion share of loans comes from the EXIM Bank of 

China, which can either structure concessional loans (in 

Yuan) or grant Preferential Export Buyers Credits (in 

USD).  

 

Other state commercial banks can also structure foreign 

currency loans, essentially close to global market 

conditions (Libor+ like), including to private borrowers. In 

short, it is generally assumed that China has been 

lending more than both the World Bank and IMF 

together.  

 

China is basically reluctant to review the terms of 

financing it granted for two very strategic reasons.  

 

First, China has been engaging for decades with 

commodities’ rich Latin American or African countries. 

Intrinsically, its second though is to gain durable access, 

if not appropriate, their raw materials. Second, the more 

recent Silk Road diplomacy also rests on the debt pillar. 

Peak lending for big infrastructure projects occurred in 

2015-2017, with many loans maturing over 5 years... Debt 

trap is looming ahead, which should provide significant 

political /financial leverage to China.  

China will engage in - bilateral - debt relief program(s) 

But it will strongly resist writing-off loans to Africa, Asia 

and Latin America 

Still, Beijing will suffer important - and politically delicate - 

foreign credit losses 

• G20 initiative on debt relief is a welcome multilateral 

action plan 

• Unfortunately, it is unlikely to be followed by further 

positive actions 

• Indeed, US and China may paradoxically join forces 

to limit the scope of further inclusive initiatives 

 

Fixed income. ECB adds  fallen angels, and more 

could follow 

The ECB has decided to emulate the Fed. It has 

expanded its collateral eligibility to fallen angels and 

potentially all BB debts. If bonds  downgraded to high 

yield (HY), i.e. a fallen angel, were  investment grade (IG) 

on April 7th, and remain  at BB rating or above, they will 

be collateral eligible. This should benefit spreads and 

financing possibilities for EUR HY issuers. 

 

The precedent set by the Fed when it included fallen 

angels’ bonds in its purchasing program and the inclusion 

of Greece as eligible collateral has created a clear direction 

for the ECB. The Fed went a step further and added  HY 

ETFs to its purchasing list. The ECB is not likely to take that 

route and buy ETFs because of its more extensive QE. 

However, at Thursday next  ECB press conference, we 

could see the expansion to all BB debts. 

 

Adding fallen angels is of paramount importance, as the 

financing conundrum for IG corporates offers far more 

opportunities compared to HY. All the first supporting 

programs favored lower leveraged IG corporates, leaving 

financing for HY issuers as a real challenge.  

 

Even under a relatively positive Covid-19 base case, 10% of 

BBB debt will fall to HY over the next 12-18 months. That is 

almost €70bn. One source of relief would be this move by 

the ECB and, hopefully, that most  investors (including the 

ECB) can keep holding fallen angels after a downgrade 

and not to be forced sellers. 

 

Demand for credit made us comfortable about adding 

BBB and potential fallen angel debt exposure. We also 

think the BBB to BB spread difference can fall further. 

Source: Bloomberg 

 

The differential between BBB and BB spreads has risen 

considerably in 2020. The differential has only recently 

started to retrace a little, currently above 200bps. Looking 

APRIL 27, 2020 
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at earlier peaks, a target around the 120-140bps mark 

seems achievable. What is interesting about this is that 

the recent peak was close to those of the sovereign debt 

crisis in 2011 and the oil crisis in 2016. 

 

10-year Italy-Germany spread 

Source: Bloomberg 

 

The spread between Italian and German government 

bond yields is yet again nearing levels at which the ECB 

actively begun to intervene in the market, just a few 

weeks ago. On top of the distressed health situation in 

Italy, there are concerns that it could turn into a debt 

crisis. Italy could soon experience one or more rating 

downgrades due to its skyrocketing debt-to-GDP ratio. 

The risk of Italy being downgraded to junk later in the 

year with a rising number of fallen-angel corporate 

bonds, were probably the main reasons why the ECB 

eased its collateral rules.  

The move will also be beneficial to Italian corporate 

eligible debt. 

• ECB will  add fallen angels to its corporate debt 

program... 

• ... but it w ill not go as far as the Fed by buying ETFs 

• Italian government and corporate bonds will stay 

supported 

 

Equities. Results and WTI crash 

1Q 2020 US results will be broadly below expectations 

compared to early April estimates due to large provisions 

in banks and falling profits for airlines and oil companies. 

2T 2020, published in early July, will be terrible. But the 

stock market will cope if deconfinements are going well, 

investors anticipating a recovery in V in 2021. 

 

25% of S&P 500 companies published for 1Q 2020: +1.8% 

for revenues and -17.6% for profits. Facset estimates a 

15.8% drop in profits and Lipper Alpha -14.8%. 1Q 2020 

was affected by confinement in China in February and 

March, and by confinement in the last two weeks of 

March in Europe. For the 2Q 2020, the decline in profits is 

expected between -30% and -40%, impacted by the 

confinement in Europe in April and in May in Europe and 

the United States. The second semester is expected with a 

slower recovery due to the very gradual national 

deconfinements until September. For 2020, profits are 

expected to fall by 15% / 20% with a bottom-up approach 

and 25% / 30% with a top down approach; a vigorous 

recovery is expected in 2021 with +25%. 

 

S&P 500. Quarterly profit evolution in 2020 

 Source: I/B/E/S  

 

Mention should be made of the May WTI futures crash 

that occurred on Monday and Tuesday, which saw the 

price per barrel of WTI drop to - $40. It was a financial 

and technical crash. The impact will be very limited. The 

vast majority of professional traders and funds had seen 

the problem with the volume of contracts well before and 

had already rolled their positions to longer maturities. It 

was the retail / individual investors who took the hit: for 

the past few weeks, they have been massively buying the 

ETF USO, the United States Oil Fund LP which invests in 

oil futures contracts, to participate in the oil trade.  

 

For the past 2 weeks, the Chicago Mercantile Exchange 

(CME), the US regulator and professionals have been 

expecting negative prices and have prepared for the 
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shock. The CME was prepared to let WTI prices go into 

negative territory; its CEO said after the shock: "It was no 

secret that we were going to pass negative prices. The 

CME is responsible to professionals, not to novice 

investors”. Professionals are attentive to the June 

deadline, but we do not think that the same situation will 

arise: traders roll their contracts on maturities beyond 

June, the supply will be reduced (in the United States, 

40% of the drilling rigs closed in 1 month) and demand 

will start to resume in early June. 

 

The week will be important with meetings of the Fed and 

the ECB, as well as the publication of the results of 25% 

of the S&P 500, including Alphabet, Boeing, Microsoft, 

Facebook, Tesla, Mastercard, Amazon, Apple, McDon-

ald's, ConocoPhillips, Exxon Mobil, Chevron, Honeywell. 

In Europe, BP and Royal Dutch Shell will also publish. 

• Despite a terrible year for profits, we do not believe 

that the stock market indices will return to March 

lows due to the extraordinary support of central 

banks and governments 

• No major impact linked to the oil futures crash that 

occurred on Monday and Tuesday. The Chicago 

Mercantile Exchange and professionals were 

prepared for it 

 

Equities. COVID-19, beginning of deconfine-

ments 

Some stocks and sectors benefited from confinements. 

China started its deconfinement in early April, Europe has 

just started with Germany, Spain and Austria, the others 

will follow soon, and the United States will do so in about 

2-3 weeks. 

 

We have to consider the deconfinements’ process when 

investing, meaning to come back again on value/cyclical 

stocks, a difficult exercise, since the selection of stocks 

will depend on the speed of these deconfinements, 

which will be national at first, then global (late 2020-early 

2021?). Finance and Industry are behind and should catch

-up. Tourism and aviation will suffer longer than other 

sectors. Automobile is better placed for a catch-up. 

• Start looking at the COVID 19-deconfinements stocks/

sectors in a very progressive scenario 

 

Equities. Shock in aviation 

Air transport is one of the most affected sectors of COVID 

19. The International Air Transport Association (IATA) 

estimates a drop in revenues of $ 314 billion in 2020, 

including $ 113 billion for Asian companies and $ 89 billion 

for European companies. 60% of the world’s commercial 

fleet is on the tarmac. Delta Airlines burns $ 60 million a 

day, while 70% of its planes are immobilized. American 

and Chinese companies are relatively better protected 

thanks to a larger weight of the domestic market in 

revenues. See graphics below. RKP: passenger revenue per 

kilometer. Domestic flights in China resumed 3 weeks after 

the peak of the epidemic. 

COVID-19 winners

Netflix Regeneron

Zoom Gilead

Citrix Sanofi

Nintendo Newmont

Tencent Nestlé

Electronic Arts General Mills

Take-Two Domino's Pizza

Activision Blizzard

Walmart

Amazon

Stocks for a slow COVID-19 deconfinements

(until end of 2020) - Probability 80%

Nextera McDonald's

Iberdrola Starbucks

RWE Yum Brands

L'Oréal Yum China

Unilever Wendy's

Nike Honeywell

Adidas

Stocks for a fast COVID-19 deconfinements

(global from september-october) - Probability 20%

Delta Airlines Walt Disney

Airbus Marriott International

Volkswagen LVMH

FCA Kering

Chevron Richemont

Total Dufry

Bank of America

Citigroup

JPMorgan
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Number of aircraft in service 

 Source: Cirium  

Source : IATA Economics 

China has also shown that while economic activity has 

picked up with gradual deconfinement, the Chinese 

consumer has remained very cautious.  

 

Therefore, the resumption of air transport will be very 

slow, due to the staggered national deconfinements, the 

fear of the consumer to travel (anxiety atmosphere) and 

restrictions. We will have to restore confidence to 

travelers. In China, a survey shows that only 14% of 

consumers would be ready to fly immediately, 46% will 

wait 1 to 2 months and 30% will wait 6 months. 

 

Distance constraints inside aircraft could also cause airlines 

to stay on the ground. Ryanair has announced that if the 

airline can only fill its planes halfway, it will not fly. It still 

estimates that 80% of its planes will be able to fly in 

September. 

 

Governments bailout airlines. France will support Air 

France-KLM with a loan of € 7 billion, and the Netherlands 

€ 2 billion. The US government will give $ 25 billion and 

request that 30% be reimbursed; United Airlines, Delta 

Airlines, American Airlines and Southwest Airlines agreed. 

Lufthansa has warned that it will run out of cash in a few 

weeks without assistance from European governments. 

European airlines estimate that they will have to reimburse 

€ 10 billion of unused tickets. Virgin Australia has shut 

down due to lack of government agreement. Other 

companies will have to stop in the face of an unprece-

dented liquidity crisis. 

 

The crisis considerably degrades the conditions of aircraft 

manufacturers and equipment manufacturers. Declining 

traffic also means declining maintenance service. Boeing 

has just abandoned the acquisition of the civilian 

operations of the Brazilian Embraer. Boeing and Airbus 

have stopped much of their production. Border control 

and overall risk are a bigger problem for large aircraft, 

which represent a high profitability for Boeing and Airbus. 

Manufacturers must accept price discounts in the face of 

multiple order cancellations. 
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Stock prices of some airlines. Despite their domestic 

"hedge", US companies fell the most. Ryanair share price 

behaved the best. 

Source: Bloomberg 

 

• Pessimists do not see a return to normal before 2 

years. Traffic decline expected to be 48% in 2020 

• Recovery will be very slow, as citizens will stay in 

their country during the July-August holidays 

• As long as the virus is present, planes cannot be 

completely filled (restriction on distance), jeopardiz-

ing the profitability of planes 

• The sharp drop in share prices, especially those of 

American companies, could represent buying 

opportunities. We still wait for the road map of the 

governments to open the borders before being 

positive on the airline sector 

Engines CFM Pratt Witney Rolls Royce General Electric MTU Aero Engines

(Safran-GE) (Raytheon Technologies)

Biggest suppliers Safran Raytheon Technologies Spirit Aerospace L3Harris Technologies Transdigm

Manufacturers Boeing Airbus Embraer Comac (China)

Number of aircraft

Airlines American Airlines 950

Delta 880

United Airlines 765

Southwest Airlines 747

China Southern 600

China Eastern 525

Skywest (régional) 504

Ryanair 440

Air China 420

Turkish Airlines 350

Lufthansa 340

Easyjet 317

LATAM Airlines 309

All Nippon Airways 294

Emirates 270

British Airways 267

JetBlue Airways (régional) 260

Aeroflot 253

Qatar Airways 250

Hainan Airlines 238

Alaska Airlines 233

Air France/KLM 206

IndiGo 206

Air Canada 180

Cathay Pacific 148

Singapor Airlines 138

Iberia 110

Main actors in the aviation sector
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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 
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