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The markets seem to be stabilizing this week, after a sharp rebound in reaction to the strong 
deployment of public and monetary support in recent days.  

To sum up, the two main uncertainties, which are obviously linked, are: 1/ the duration of 
the pandemic, and 2/ the associated human, economic and political costs.  

This week, which signals should be monitored as a matter of priority? 

On the negative side, the threats (if only three): 

• The US is sinking into a health crisis that will have a major impact on the economy and 

the upcoming elections. It is difficult to bet today on a "quick" recovery. A longer delay 

would accentuate the human, social and political cost and the drop in GDP in Q2 (-

15%? -20%?). 

• Difficulties in the (unprecedented) operational implementation of public support that have 

already been announced. Indeed, these flows must be conducted where they are 

indispensable, not only in the financial sphere (as since 2008) but also and above all in 

real life : 

o setting up and verifying the effectiveness of the many indispensable transmission 

channels, particularly to households and small and medium-sized enterprises 

o in Europe: clarify the role of the ECB and mutualisation in the financing of fiscal 

stimulus packages (corona bonds, unblocked stability mechanism, etc.). 

o in the USA, the FED will distribute 0.5t$ to households in "helicopter money" to cope 

with the violent rise in unemployment. 

• In Europe, as in the US, the sustainability of the rebound will also depend on the easing 

of the credit market, as it will involve a lot of new public and private debt. All rates must 

remain as low as possible, from sovereign to corporate. 

 

 

 



On the bright side, hopes:  

• In Europe, the coming days and weeks should bring signs that the pandemic is slowing 

down as a result of containment measures. The next step would then be the deployment 

of tests "in a few weeks" to allow part of the population to quickly return to a "normal" 

professional life. 

• Positive signals in the bond market for several days:  

o the continued decline of Itraxx since its peak of 740bp (at 27/03/2020) 

o after an initial wave of tension, generated by the announcement of unprecedented 

budget deficits, central bank programmes enabled sovereign rates to return to their 

lowest levels ever 

o the primary investment grade bond market is reopened 

• Time passes and so does contagion, with its catastrophic human cost. The future will 

also depend on the time needed to envisage a controlled exit from containment: 

o the reference case, to be confirmed vs. the potential risk of a second wave, remains 

China: 7 weeks of containment and 3 months of air pocket for growth, probably 

equivalent to a 15% fall in GDP over an annualised quarter. 

o if this pattern was confirmed for Europe and the US, it would allow us to envisage a 

rebound in GDP in the third quarter of 2020. 

o According to our economists at Exane BNP Paribas, equity markets are statistically 

anticipating between 2-5 months before the end of the recession, which would give 

hope for a strengthening of financial markets in Q2. 

  

What is the technical situation for the markets? 

The context, characterised by strong credit support and strong pressure on business 
models, is very favourable to discrimination between performance and risk and therefore 
to the selection of active management. 

• Credit: government efforts are aimed at preventing the violent fall in GDP from triggering 

irreversible damage through : 1/ an explosion in the number of defaults due to a lack of 

liquidity (a highly contagious crisis also for all value-added chains), and 2/ a social 

disaster (bankruptcies, layoffs, disputes, etc.).  

• favourable to the bond markets, and bond floors for convertibles  

• specifically favourable to sectors that are essential for emerging from the crisis: 

health, digital infrastructure, corporate banking, etc. 

• Equity: the different countries and regions of the world will have to learn the lessons of 

the pandemic and adapt to it. This crisis will certainly cause a review of priorities in 

public investment, confirm the decline in globalization, and lead to increased 

discrimination between business models.  

• relocation of strategic activities, for reasons of regional sovereignty  

• Increased momentum for core business in a crisis situation  

• increased planning / regulation conducive to sustainable development  

• probable return to nationalization and to the role of the State 



  

• Valuation: they remain comparable to those observed during the stress peaks of 

2008/2009 and 2011/2012 

These supports, which are very different between bond floors and equities, are in our opinion 
favourable to Credit/Equity diversification, for the management of a gradual risk recovery: 
from bond risk, to convertible bond risk and finally to equity risk. 

Source: Ellipsis AM, Bloomberg, 27/03/2020 
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