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ASSESSING THE ECONOMIES 

As the deepest deflationary shock ever hit 
the world economies in March 2020, it is 
important to assess the extent of the 
damage, based on the data released for 
now. 

What makes this recession unique is that 
it is impacting the whole world, contrary 
to what happened in 1929 or during the 
Asian crisis of the 1990s. 

The 1st Quarter of 2020 was bound to be a bumper quarter in 
economic terms… That was before COVID-19 hit the world in 
February… We just had the Q1 data and the numbers are scary 
considering the fact that lockdowns only started in mid-March…  
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ASSESSING THE ECONOMIC IMPACT OF COVID-19 
NOW THAT THE DATA IS AVAILABLE FOR THE FIRST QUARTER OF 2019, IT IS PARAMOUNT 
TO EXAMINE WITH HARD DATA WHERE WE STAND, WHAT THE DAMAGE REALLY IS AND 
WHAT THE FUTURE HAS IN STORE… 
 
IT MUST BE KEPT IN MIND AT ALL TIMES THAT THE AVAILABLE DATA RELATES TO A 
QUARTER THAT WAS SAW BUMOER NUMBERS FOR THE FIRST TWO MONTHS, WHILE 
COVID-19 LOCKDOWNS ONLY STARTED TO AFFECT THE ECONOMIES IN MARCH 2019. 

The Health Hazard Seems to be Getting under Control 
When taking a bird’s eyes view, COVID-19 by itself is a relatively minor health crisis that has 
affected 3’350’000 people worldwide, or 0.035% of the world 8.5 Billion population and that 
caused 240’000 fatalities or 0.0002 % of the world population.


As we predicted in our THE END OF COVID-19 article, the peak of the pandemic was reached 
on April 17th, fatalities will portable decrease to zero between the beginning and the end of June 
2020 and America is by far the most affected country with 1/3 of the total contaminations and 
the highest official death toll.


The talk of the new today is the gradual lifting of confinement measures and lockdowns almost 
everywhere in Europe and America, even if there are still a lot of uncertainty on the future of the 
pandemic in the fall, or even with the 972’000 people who have officially recovered form the 
illness. 
 
The scientific community is puzzled with a growing number of recovering Covid-19 patients who 
do not seem to get fully well. Some experience a re-activation of symptoms, or test positive 
again after earlier testing negative. Some are even potentially re-infected. 


The issue is not without consequences as it may impact major issues like the development of a 
vaccine and how quickly governments can lift their lockdowns. If not all survivors develop real 
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immunity to the virus, everything is thrown into uncertainty and the strategies to go back to a 
normal economic activity are all but full-proof.


In addition, political pressure is growing significantly around the world and in western 
democracies in particular to lift the lockdown measures at the expense of the Health Hazard as 
testified by the storming of Michigan’ congress by armed supporters of Donald Trump Last 
week.


All this to say that Governments and Businesses are under massive pressure to ease the 
lockdown measures and allow businesses to go back to a normal life. But the choices are 
not easy and for now, the main economic impact is really happening over April and 
probably a significant part of May and June 2020.    

The financial markets had their best month since 1987 in April, testifying of the optimism 
of investors that the crisis will be tamed and the recovery V-Shaped. 
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It’s not COVID stupid ! It’s the Lockdowns 

When it comes to the economies, the COVID-19 deflationary shock is unique in history for 
two reasons, One it is a global shock that has and is affecting every economy around the 
world with the same severity, contrary to what happened in 1929 which was by essence a 
US-led shock or the Asian crisis of 1990s, and Two is that it is a shock that is impact 
supply and demand at the same time, something that has never happened outside of war 
situations. 

Countries have adopted different strategies to contain the Virus with unequal successes 
and failures.  Taiwan and Sweden never locked down their populations while Italy, Spain, 
France and China used very strict lockdowns to halt the spreading of the virus.  

Still, the economic data released for the 1s quarter do not show major differences in 
economic consequences. 

The lockdowns have curtailed both supply and demand. Shuttering workplaces and restricting 
movement have reduced the ability of firms to supply goods and services. The same measures 
have also undercut demand as consumers were housebound and their ability to spend greatly 
reduced. 


In addition, the explosion in joblessness, dramatically reduced incomes and heightened 
uncertainty about the future has added to the drag on consumer spending and business 
investment worldwide as testified by vehicle sales, te 95 % decline in Air travel, and the collapse 
in tourism, restaurant and hotel spending to mention only a few.


The combined result is likely to be the biggest contraction in GDP since WW2 

As lockdowns are lifted, the supply potential of most economies is expected to be restored 
relatively quickly as firms re-open and people who have not been laid off or took unpaid leave go 
back to work.  Obviously, output levels will depend on final demand and the number of 
previously solvent firms go to the wall during the shutdown.


Some business failures are clearly unavoidable, even with the help of Governments. If the 
substantial government support in the forms of loans and grants proves effective, the permanent 
reduction in supply will probably prove to be limited.


The picture surrounding demand is more complicated. Demand should rebound as 
lockdowns are lifted and some of the restrictions on spending imposed by the shutdowns ease. 
But several factors are likely to prevent a swift recovery to pre-virus levels. The balance sheets 
of some households and businesses will be impaired by the crisis, uncertainty will persist, and 
confidence will remain fragile. Behaviours may change too. 
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Even if shops, cinemas, restaurants, and theatres re-open, individuals may be reluctant to gather 
in public spaces, depressing demand for these services, people will have got used to work form 
home and will therefore commute less to work in the future, business people will travel less, 
preferring Zoom or Teams for their meetings and tourism is likely to remain local for some time 
as people will fear to be flying in crammed aircrafts.


In addition, many businesses will not be able to operate as before. Restaurants operating at 1/3 
mandatory capacity will not be profitable, Aircrafts were middle seats are condemned will fly at 
50% occupancy rates, making them unprofitable even with sharply lower oil prices. 


Finally, with 30 million job losses in the past 6 weeks in the USA, or 19 % of the total 157 million 
workforce, it is highly unlikely that these people will be hired swiftly and that we will go back to 
2019 employment levels before a few years if past crises are any indication. These people will 
have to sell their homes to pay back mortgages, draw on their 401-K and more generally, avoid 
spending on big ticket items for quite some time. At the end of March, 43 % of US households 
had already lost a job or experienced salary cuts.  


Job uncertainty will also weigh on the consuming patterns of the people who have not been 
directly affected by enticing them to refrain from unnecessary spendings such as new cars, 
luxury items or far away holidays. 


All of this has major implications for the speed and shape of the post-virus recovery.  

It is likely that we will see some strong growth rates over the second half of this year and the 
early part of next as shutdowns are lifted. But this would most likely only reverse part of the 
huge fall in output experienced previously. 


Indeed, prolonged weakness in demand probably means that the level of GDP will remain 
below its pre-virus trend for several years. One consequence is that inflation pressures will 
remain extremely subdued - if not outright deflation ( see our next article below ) and policy 
support will probably have to remain in place for quite some time exacting a major price on 
public finances. 


Government debt burdens have already exploded by close to 10 % of GDP in most countries at 
the end of April and will be much larger as a result of both the fiscal measures that have been 
announced over the past month and the sharp decline in tax revenues following the lockdowns.


If 80 % of the US, Japanese or European corporations operate at a loss in 2020, corporate 
income tax receipts could collapse in an unprecedented way.  


For many economists, this need not necessarily be a major problem. Their line of reasoning is 
that one of the lessons of the past decade is that in a world of low interest rates governments 
can sustain large debt burdens. For some countries, a combination of economic growth, low 
interest rates and the passage of time may be enough to erode debt burdens gradually. 
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However, as Japan illustrates with its two decades of deflation, 30 years after the peak of its 
economy in 1989, its pubic debt burden has never diminished and is the largest in the world, 
having just jumped another 20 % of GDO in the first quarter of 2020 alone. 


High debt levels have been sustainable in Japan because the Japanese have high savings ratios 
and the country issues debt in its own currency. But to make it sustainable, Central banks have 
had to keep interest rates artificially low through massive balance sheet expansion and buying of 
dent and equities.


But countries that do not issue debt in their own currencies – including lower-income emerging 
markets and members of the euro-zone – face tougher choices. For some, default and 
restructuring may ultimately prove to be the least unattractive option.


In the USA, the next President will really have to address the future of Donald Trump’s ill-
conceived counter cyclical tax cuts of 2018, as the budget deficit explodes to anything between 
15 an 20 % of GDP depending on tax receipts.


A second way in which the post-virus world may change relates to the role of the state. In 
2008, governments backstopped the banks. In this crisis they have backstopped large tracts of 
the non-financial corporate sector too. What remains to be seen is how the whole thing will be 
unwound.


Many corporations will be saddled with new debt, even if guaranteed by the Governments, and 
their financial equilibrium may not be sustainable unless there is a sharp recovery in economic 
activity, or if Governments make permanent tools that were supposed to be exceptional.


 
Politically the public mood is already shifting. Europe had already experienced a sharp rise in 
populism and nationalism and in the USA, there are signs that the spirit of individualism that has 
shaped the discourse over the past thirty years is starting to give way to a new spirit of 
collectivism.


Finally,  a very clear consequence from the virus deflationary shock will be to  intensify the 
pushback against globalisation and multilateralism that had been building since Donald Trump’s 
2018 Trade War. 


The absence of a co-ordinated policy response to the virus and the pull back of the Usa from the 
WHO at this crucial time are ominous signs. 


Unlike in 2008-09, when governments and central banks co-ordinated their responses in global 
forums like the G20, this time measures have been announced separately and co-ordinated on 
national rather than supra-national lines. One of the most striking development on this front has 
been the calls by German leaders for Europe to develop its on supply chains and rely less on 
globalisation.
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As the incoming data continue to crater, the focus will understandably remain on the immediate 
economic damage that is being caused by virus-related shutdowns, and the full picture will only 
be available in July 2020.  Investors should however keep in mind that the virus is likely to 
have consequences way beyond the next year. The effects will continue to reverberate 
long after the lockdowns are lifted. 

So Where Do We stand Now ? 
 
In the section below, we shall review the latest economic numbers country by country to try to 
fathom the depth of the damage at this stage.


USA  
US GDP Contracts Most Since Great Recession. The US economy shrank -4.8 percent in the 
first quarter of 2020, ending the longest period of expansion in the country's history. It was the 
steepest pace of contraction in GDP since the last quarter of 2008, much worse than market 
consensus of a 4.0 percent slump.


US Jobless Claims Top 30 Millions. The number of Americans filling for unemployment benefits 
was 3.839 million in the week ended April 25th, compared to 4.442 million in the prior week and 
market expectations of 3.5 million. This brought the total reported since the beginning of the 
coronavirus crisis to over 30 million, or 19.1% of the 157 million strong US workforce, 
suggesting layoffs have started to spread to industries that were not initially directly impacted by 
Covid-19.  

Household consumption fell the most since the fourth quarter of 1980.  Personal spending 
dropped -7.5 percent month-over-month in March 2020, after rising 0.2 percent in the previous 
month and compared with market expectations of a 5 percent fall. It was the largest decline in 
personal spending on record. 

The MNI Chicago Business Barometer in the US declined by 12.4 points to 35.4 in April 
2020, marking the sharpest contraction since March 2009 amid the coronavirus crisis. The 
reading also came below market expectations of 38. Production dropped to its lowest level 
since June 1980. Business investment contracted for a fourth consecutive period.


US Pending Home Sales Fall the Most in Nearly 9 Years. Contracts to buy previously owned 
homes in the US dropped 16.3 percent over a year earlier in March 2020, following a 
downwardly revised 9.3 percent gain in the previous month. It was the biggest annual decline 
since April 2011.
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China 
China Economy Contracts 9.8% QoQ in Q1.  The Chinese economy shrank - 6.8 percent 
year-on-year in the first quarter of 2020, after a 6 percent growth in the last three months of 
2019 and compared with market forecasts of a 6.5 percent decline. It is the first GDP contraction 
since records began in 1992, reflecting the severe damage caused by the COVID-19 outbreak 
after the authorities enforced a near two-month-long shutdown of all non-essential business 
activity. The industrial sector dropped 9.6 percent, services fell 5.2 percent and the primary 
sector went down 3.2 percent. Car production recorded the sharpest decline (-44.6 percent). 

China Retail Sales Drop More than Expected. China’s retail trade declined by 15.8 percent 
year-on-year in March 2020, following a 20.5 percent slump in January-February and compared 
to market expectations of a 10 percent fall, as consumers remained cautious amid the 
coronavirus crisis 

China Services Growth Accelerates. The Official NBS Non-Manufacturing PMI rose to 53.2 in 
April 2020 from 52.3 a month earlier, showing clear expansion as the Chinese government 
started to ease strict lockdown measures imposed due to the COVID-19 outbreak. New 
business grew for the first time in three months.


China Industrial Output Falls far Less than Anticipated. China’s industrial production dropped 
by 1.1 percent year-on-year in March 2020, after a 13.5 percent plunge in January-February and 
compared with market expectations of a 7.3 percent fall, due to a partial recovery in economic 
activity as restrictions due to the COVID-19 outbreak were gradually lifted.


China Manufacturing Expands, but Less than Forecast. The Official NBS Manufacturing PMI 
in China fell to 50.8 in April 2020 from 52.0 in the previous month, below market expectations of 
51. There was a slowdown in output (53.7 vs 54.1 in March) and new orders (50.2 vs 52.0), with 
export orders slumping further.  The Caixin China Manufacturing PMI dropped unexpectedly to 
49.4 in April 2020 from 50.1 in the previous month, missing market consensus of 50.3, as the 
COVID-19 pandemic continued to hurt both domestic and international demand.


China Industrial Profits Fall 36.7% YoY in Q1. Profits earned by China's industrial firms slipped 
by 36.7% y-o-y to CNY 781.45 billion in January-March 2020. The latest reading followed a 
38.3% slump in January-February, which was the steepest fall since at least 2010. Profits at 
state-owned industrial firms plummeted 45.5%, and those at private-sector tumbled 29.5%.


China Fiscal Expenditure Falls 5.7% YoY in Q1. China's fiscal expenditure dropped by 5.7 
percent year-on-year to CNY 5.528 trillion in January-March 2020. Meanwhile, the country's 
fiscal revenue during the period slumped 14.3 percent to CNY 4.598 trillion, amid the 
COVID-19 outbreak and tax relief measures. In March only, fiscal revenue plunged 26.1 
percent year-on-year, extending the prior months slump .
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Japan 
Japan’s GDP numbers are not yet published. However, the GDP is expected to shrink 
between -0.4 to -0.1% in fiscal 2019 (vs an earlier projection of 0.8 to 0.9%) and by -5 to -3% in 
fiscal 2020  

Japan Unemployment Rate Inches Up to 1-Year High The unemployment rate in Japan edged 
up to 2.5 percent in March 2020, the highest in a year and in line with market consensus, as the 
number of unemployed increased by 3.6 percent to 1.72 million. The jobs-to-applications ratio 
declined sharply to 1.39 to the lowest level since September 2016.  

Japan Retail Sales Sink 4.6% YoY  Japan's retail trade tumbled 4.6 percent from a year earlier 
in March 2020, falling for the fifth time in six months. Sales were mainly dragged by general 
merchandise (-21 percent vs -4.6 percent in February), fabrics (-22.3 percent vs -3.5 percent), 
machinery equipment (-6.7 percent vs 1.9 percent), and fuel (-6.5 percent vs 2.8 percent). In 
contrast, medicine & toiletry sales rose 1.5 percent (vs 9.2 percent). 

Japan Consumer Confidence Weakest on Record. The Consumer Confidence Index in Japan 
tumbled to 21.6 in April of 2020 from 30.9 in the previous month, reaching the lowest level since 
the series began in 1982.


Japan Services PMI Hits Record Low The au Jibun Bank Japan Services PMI plunged to a 
fresh record low of 22.8 in April 2020 from 33.8 in the prior month, preliminary data showed. The 
latest contraction in activity outpaced the substantial declines seen during the global financial 
crisis and in the aftermath of the 2011 tsunami. 

Japan Industrial Production Drops Less than Expected  Industrial production in Japan 
dropped a sharp - 3.7 percent month-over-month in March 2020, compared to a 0.3 percent fall 
in the previous month and to market expectations of a 5.2 percent decline. Production shrank 
the most for production machinery (-10.2 percent), motor vehicles (-5.1 percent), and inorganic & 
organic chemicals (-11.0 percent). On an annual basis, industrial output contracted 5.2 
percent in March, the sixth straight month of decline, after a 5.7 percent decline in the previous 
month. 

Japan Manufacturing PMI at 11-Year Low. The au Jibun Bank Japan Manufacturing PMI was 
revised lower to an eleven-year low of 41.9 in April 2020 from a flash figure of 43.7, as a 
deepening virus crisis forced the Japanese government to announce a state of emergency and 
re-impose strict lockdown measures. Output fell the most since March 2009, new orders 
contracted at the steepest rate in over 11 years, with exports dropping at a rate not seen since 
the height of the global financial crisis in early 2009.


Japan Housing Starts Drop Less than Forecast. Housing starts in Japan declined by -7.6 
percent year-on-year in March 2020, the ninth straight month of drop, compared with market 
consensus of a 16 percent plunge. 
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Eurozone 
Eurozone GDP Contracts at Record Pace  The Eurozone economy shrank by - 3.8% on quarter in Q1, 
compared to market expectations of a 3.5%. It was the steepest contraction since comparable records 
began in 1995. France, Spain and Italy economies contracted the most on record, with France entering a 
recession.  

Eurozone Unemployment Rate Rises Less Than Expected  The Euro Area seasonally-
adjusted unemployment rate edged up to 7.4 percent in March of 2020 from 7.3 percent in the 
previous month and below market expectations of 7.7 percent, as the number of unemployed 
persons increased by 197 thousand to 12.156 million.


Eurozone Composite PMI Lowest on Record  The IHS Markit Eurozone Composite PMI 
plummeted to an all-time low of 13.5 in April 2020 from 29.7 in the previous month, well below 
market forecasts of 25.7. The bloc's economy suffered the steepest falls in business activity 
and employment ever recorded.


Eurozone Consumer Confidence at 11-Year Low. The consumer confidence indicator in the 
Euro Area was confirmed at -22.7 in April 2020, the lowest since March 2009, due to 
households’ tumbling expectations concerning the general economic situation and their own 
financial situation. Intentions to make major purchases deteriorated markedly, too.


Eurozone Service Sentiment Plunges to Record Low The services confidence indicator in the 
Euro Area slumped 32.7 points from the previous month to -35.0 in April 2020, below market 
expectations of -27.0. It was the lowest reading since the series began in 1996. There was a 
record-breaking deterioration in expected demand.


Eurozone Service Sector Shrinks Most on Record The IHS Markit Eurozone Services PMI 
plunged to 11.7 in April 2020 from 26.4 in the previous month and well below market consensus 
of 23.8. The latest reading pointed to the steepest pace of contraction in the service sector 
for over two decades of survey data collection,


Eurozone Industry Confidence Slumps to 11-Year Low The industry confidence indicator in 
the Euro Area fell by 19.2 points from the previous month to -30.4 in April 2020, the lowest level 
since March 2009. It was also the sharpest monthly decline in industrial sentiment ever, amid 
managers’ crashing production expectations.


Euro Area Factory Activity Shrinks the Most since 2009. The IHS Markit Eurozone 
Manufacturing PMI fell to 33.6 in April of 2020 from 44.5 in March and below market 
expectations of 39.2. Figures pointed to the biggest drop in factory activity since February of 
2009.


Eurozone Investor Morale Improves in April  The ZEW Indicator of Economic Sentiment for 
the Euro Area jumped by 74.7 points from the previous month to 25.2 in April of 2020, which 
was the lowest since December of 2011. 
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United Kingdom 
The UK GDP number for Q1 2020 have not been published yet. A Reuters forecast pointed to a 
13.1% contraction in the UK GDP during the April to June period, which would be the biggest 
quarterly drop since World War Two.


UK Retail Sales Fall at Record Pace Retail sales in the UK plunged 5.1 percent month-over-month in 
March of 2020, the biggest drop on record. Year-on-year, retail sales went down 5.8 percent, also the 
biggest decline ever. Figures came worse than market expectations of a 4 percent decline. Clothing store 
sales saw a sharp fall in sales (-34.8 percent). In contrast, food stores and non-store retailing were the only 
sectors to show growth, with food stores seeing the strongest growth on record, at 10.4 percent. 

UK Retailers Suffer Worst Month Since 2008. The CBI distributive trades survey's retail sales 
balance dropped to -55 in April 2020 well below market expectations of -40. The lockdown 
measures have hit retailers hard, as two fifths have shut up shop completely for now and almost 
a half reported temporarily laying off staff. 

UK Consumer Credit Falls the Most on Record  Consumer credit in the United Kingdom 
dropped by GBP 3.8 billion in March 2020, following a GBP 0.9 billion increase in the previous 
month and compared to market expectations of a GBP 0.7 billion rise. That was the largest 
decline in consumer credit since the series began in 1993, due to a large fall in new 
borrowing amid the coronavirus pandemic.


UK Mortgage Approvals Fall to 7-Year Low  The number of mortgages approved for house 
purchase in the United Kingdom decreased to 56,161 in March 2020, the lowest since March 
2013, and below market expectations of 60,000.


UK Services PMI Plunges to All-Time Low  The IHS Markit/CIPS UK Services PMI tumbled to 
12.3 in April 2020 from 34.5 in the previous month, well below market consensus of 29.0. It was 
the steepest reduction in service sector activity since the survey began in July 1996,


UK Factory Orders at 10-1/2-Year Low The Confederation of British Industry's total order book 
balance tumbled to -56 in April of 2020 from -29 in the previous month, the lowest since July of 
2009 and compared to market expectations of -53.  

UK Manufacturing PMI Revised to New Low The IHS Markit/CIPS UK Manufacturing PMI was 
revised lower to 32.6 in April 2020 from a preliminary estimate of 32.9. The reading pointed to 
the steepest month of contraction in the sector since the survey began in January 1992.


UK Car Production Plunges in March  Car production in the United Kingdom tumbled 37.6 
percent from a year earlier to 78,767 units in March 2020, as the coronavirus crisis caused car 
plants to close, resulting in more than 140 days-worth, in total, of lost production. Output for the 
domestic market declined 36.8 percent, while exports fell 37.8 percent as the pandemic forced 
showrooms to close around the world.
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Switzerland 
Swiss Q1 GDP have not been released yet but policymakers slashed their economic growth forecasts 
for 2020, now seeing the Swiss economy contracting from a previous estimate of 1.5-2 percent growth. 
On March 19th, the Swiss National Bank left interest rates unchanged at -0.75% and said it was stepping 
up its interventions in the currency markets to stop the rise of franc.


Swiss Unemployment Rate Highest in Over 2 Years The Swiss unemployment rate increased 
to a non-seasonally adjusted 2.9 percent in March 2020 from 2.5 percent in the previous month, 
and above market expectations of 2.8 percent. Compared with a year earlier, unemployment 
jumped by 20.7 percent. 


Swiss Retail Sales Post Largest Fall Ever  Switzerland's retail sales tumbled 5.6 percent from 
a year earlier in March 2020, the sharpest decline since comparable records began in 2001. 
There was a steep fall in non-food sales (-15.0 percent vs -1.8 percent), while sales of food, 
beverages, tobacco jumped (8.4 percent vs 5.6 percent).


Swiss Consumer Confidence at Record Low The Swiss consumer confidence index tumbled 
to a record low of -40.0 in the second quarter of 2020, a preliminary estimate showed, as 
households' expectations regarding general economic development have deteriorated severely, 
with the relevant sub-index declining to a record low of -83.6


Swiss Business Confidence Lowest since 2009 Switzerland's leading KOF economic 
barometer fell to 63.5 in April of 2020 from a downwardly revised 91.7 in the previous month. 
That was the lowest reading since March of 2009, as all sectors of economy were heavy 
impacted by coronavirus.


Swiss Service PMI Contracts at Record Pace in March The procure.ch Services PMI in 
Switzerland dropped to an all-time low of 28.1 March 2020 from 51.9 in the previous month, with 
all the main sub indexes falling: business activity (22.4 vs 53.0); new orders (22.2 vs 48.9); 
employment (46.2 vs 53.6); and backlogs of work (25.6 vs 52.5)


Swiss Manufacturing PMI Shrinks the Most in Over a Decade The procure.ch Manufacturing 
PMI in Switzerland dropped to 43.7 in March 2020 from 49.5 in the previous month but beating 
market expectations of 40, reaching its lowest level since July 2009.


Swiss Trade Surplus Largest in 9 Months Switzerland's trade surplus increased to CHF 3.2 
billion in March 2020 from an upwardly revised CHF 2.1 billion in the previous month, as exports 
rose 2.2 percent, led by sales of chemical & pharmaceutical products while Imports dropped 3.9 
percent, dragged by purchases of machines & electronics, vehicles, and metals.
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France 


France’s GDP contracts at the fastest 
pace since WW2. The French economy 
shrank 5.8 percent on quarter in the three 
months to March 2020, entering a 
technical recession This was the steepest 
decline in GDP on record, as the 
COVID-19 outbreak ravaged the economy, 
with non-essential activities being closed 
since mid-March. France is expected to 
reopen gradually on May 11th.


French Unemployment Rises the Most on Record  The number of people registered as out of work in 
mainland France surged by 243 thousand from the previous month to 3.489 million in March of 2020. It 
was the biggest increase in registered unemployment since the start of 1996. 

French Household Consumption Falls Most on Record  Household consumption expenditure 
on goods in France tumbled 17.9 percent from a month earlier in March 2020, the largest decline 
since the series began in 1980.


France Consumer Confidence Falls at Record Pace The consumer confidence indicator in 
France fell to 95 in April of 2020 from 103 in March, compared to market expectations of 83. It is 
the biggest drop ever.


French Service PMI Contracts at Record Pace The IHS Markit France Services PMI plunged 
to 10.4 in April of 2020 from 27.4 in the previous month and well below market expectations of 
25, a preliminary estimate showed. The latest reading pointed to the quickest downturn in 
activity since the series began in May of 1998.


French Manufacturing PMI Falls to New Record Low The IHS Markit France Manufacturing 
PMI slumped to 31.5 in April 2020 from 43.2 in the previous month and well below market 
expectations of 37.5, a preliminary estimate showed. The latest reading pointed to the steepest 
month of contraction in the sector since comparable series began in 1998.


French Business Climate Indicator Posts Biggest Fall Ever The business climate indicator in 
France tumbled 32 points from the previous month to an all-time low of 62 in April 2020, the 
biggest drop since the start of the series in 1980.


French Industry Confidence Falls the Most on Record The industry climate indicator in 
France fell 16 points from a month earlier to 82 in April 2020, slightly below market expectations 
of 83. It was the largest monthly drop since the series began in 1975.
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Spain 
Spain GDP Contracts at Record Pace  Spain's economy shrank -5.2 percent on quarter in the 
first three months of 2020, compared with market consensus of a 4.4 percent contraction. That 
was the steepest contraction since the series began in 1995. On an annual basis the GDP 
slumped 4.1 percent, worse than expectations of a 3.2 percent fall. 

Spain Jobless Rate Hits 1-Year High in Q1 Spain's unemployment rate increased to 14.41 
percent in the first quarter of 2020 from an 11-year low of 13.78 percent in the previous three-
month period, below market expectations of 15.60 percent. That was the highest rate since the 
first quarter of 2019 

Spain Retail Sales Fall at Record Pace Retail sales in Spain slumped 14.1 percent year-on-
year in March of 2020, down from a 1.8 percent gain in the previous month. It was the biggest 
drop in retail trade since the series began in January of 2001. Sales fell for services (-29.1 
percent) and non-food products (-29.7 percent), of which personal equipment (-53.9 percent) 
and household equipment (-32.1 percent). On the other hand, sales advanced for food (7.2 
percent).


Spain Industry Morale Deteriorates to 11-Year Low  Spain's industrial confidence indicator 
tumbled to -35.1 in April of 2020 from a downwardly revised -7.1 in the previous month. That 
was the lowest reading since March of 2009.


Italy 
Italy Q1 GDP Contracts at Record Pace. Italy’s GDP shrank 4.7 percent on quarter in the three 
months to March of 200, following a 0.3 percent contraction in the previous quarter and entering 
a recession. It was the steepest contraction since comparable records began in 1995 but slightly 
better than market expectations of a 5 percent decline. PM Giuseppe Conte announced a 
gradual easing of Italy’s lockdown starting this week.


Italy Jobless Rate Falls as Fewer People Look for Work  Italy's unemployment rate 
decreased to 8.4 percent in March 2020, the lowest since August 2011 and below market 
expectations of 10.5 percent. The number of unemployed people fell by 267 thousand to 2.132 
million and employment decreased by 27 thousand to 23.234 million.


Italy Industrial New Orders Fall the Most in 2 Years  New orders for Italy's industrial goods 
declined 4.4 percent from a month earlier in February of 2020, following a downwardly revised 
1.1 percent rise in January. It was the sharpest fall in industrial orders since January of 2018, as 
demand from the foreign market slid (-4.3 percent vs 9.1 percent in January) while that from the 
domestic market decreased faster (-4.4 percent vs -3.9 percent). Year-on-year, factory orders 
dropped 2.6 percent, after an upwardly revised 1.9 percent drop in the previous month.


Most March 2020 data for Italy and Spain have not yet been released. 
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Australia 

Australia’s GDP number for Q1 2020 have not been released yet. HoweverAustralia’s 
economy is likely to contract by around 10 percent over the first half of 2020, with most of this 
decline taking place in the June quarter the Reserve Bank of Australia (RBA) Governor Philip 
Lowe said in a speech. Meantime, the jobless rate is likely to be around 10 percent by June, but 
it could be lower if businesses are able to retain their employees on lower hours.


Australia Jobless Rate Below Estimates Australia's seasonally adjusted unemployment rate 
edged up to 5.2% in March 2020 from 5.1% in February and below market expectations of 
5.5%. The ABS warned that figures did not capture the full impact of the coronavirus as the 
reference weeks covered the first half of March, before lockdown measures. 


Australia Consumer Confidence Falls to Lowest since 1991  The Melbourne Institute and 
Westpac Bank Consumer Sentiment Index for Australia plunged 17.7% over a month earlier to 
75.6 in April 2020 from 91.9 in March. It was the biggest monthly fall in the survey history, taking 
the index to its lowest level since February 1991.


Australia Business Confidence Falls to Record Low National Australia Bank's index of 
business confidence plunged to a record low of -66 in March 2020 from -4 in February, reflecting 
severe damage caused by the COVID-19 pandemic.  

Australia Services PMI Declines to Record Lows The Commonwealth Bank Services PMI in 
Australia dropped to 19.6 in April 2020 from 38.5 in March, a preliminary estimated showed. The 
latest reading pointed to the steepest contraction in the services sector since series began. 

Australia Manufacturing PMI at Record Low  The Commonwealth Bank Manufacturing PMI in 
Australia declined to 44.1 points in April 2020, down from a preliminary estimate of 45.6 and 
March's 49.7, a final reading showed. The reading pointed to the steepest contraction on record 
in factory activity, as output shrank for the 8th straight month and to the greatest extent since 
the survey began in May 2016, 

Australia New Home Sales Fall the Most since 2001  Australia's new homes sales dropped 
23.2 percent from a month earlier in March 2020, after rising 6.2 percent in the previous month, 
data from Housing Industry Association showed. This was the largest monthly decline since 
August 2001 

Australia Building Permits Fall Less than Estimated. The number of dwellings approved in 
Australia declined by 4.0 percent month-over-month in March 2020, following a marginally 
revised 19.4 percent drop in a month earlier. The latest reading was less than market consensus 
of a 15 percent plunge.
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Brazil 
Brazil GDP data for Q1 2020 have not been released yet.  The latest central bank weekly 
survey showed the economy will likely contract by 3.3% in Q1 2020. Special Federal Economy 
Secretary Waldery Rodrigues warned that that Brazil could have the worst deficit on record in 
2020, with latest forecasts by the Economy Ministry projecting the debt-to-GDP ratio surging to 
93.1 percent from 75.8 percent last year. Economy Minister Guedes said that interest rates could 
fall below 3% while central bank's president Campos Neto said that the scenario analyzed by 
the Monetary Policy Committee at its last meeting changed. Brazil also prepares to reopen the 
economy this week despite rising daily coronavirus cases and deaths, now nearing 75 thousand 
and surpassing 5 thousand, respectively.


Brazil Jobless Rate Rises to Near 1-Year High of 12.2%  The unemployment rate in Brazil 
increased to 12.2 percent in the three months to March 2020 from 11 percent in the October to 
December 2019 period, but below market expectations of 12.5 percent. It was the highest 
jobless rate since the three months to May 2019


Brazil Posts Largest Government Budget Deficit in Over 3 Years  Brazil's nominal budget 
deficit rose to BRL 79.70 billion in March 2020 from BRL 62.17 billion in the corresponding 
month of the previous year and compared with market expectations of a BRL 66 billion gap. It 
was the largest nominal budget shortfall since December 2016


Brazil Business Confidence Falls to Record Low The Industrial Entrepreneur Confidence 
Index in Brazil declined to 34.5 in April 2020 from 60.3 in the previous month. It was the lowest 
reading since on record.


The above economic rundown is obviously incomplete yet, 
but already shows a dire economic scenario, particularly 
considering the fact that lock down measures really started in 
mid-March in Europe and April in the US and that January 
and February 2020 were bumper months in economic terms.  
 
The worst of the economic impact is to be seen in April 2020 
and the recovery will be all but very gradual in May and June. 
 
The true economic damage will be fully visible in July 2020.  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TERMINAL DEFLATIONARY SHOCK ? 
Public health efforts to contain the coronavirus pandemic have brought about the most abrupt 
economic collapse in history, and efforts to contain that collapse have entailed unprecedented 
experiments in monetary policy. The U.S. Federal Reserve has established  nine new lending 
facilities in its efforts to supply the entire world with dollar liquidity. Buying all manner of private 
and public debt has expanded the Fed’s balance sheet from $4.1 trillion in late February to over 
$6.5 trillion by mid-April. Analysts have predicted  its balance sheet is on course to reach $9 
trillion by the end of the year. At the current pace, the Fed is injecting about $1 million into the 
financial system every second, with infinity declared as its only upper bound.


To say the least, the world economies and Central Banks are sailing in uncharted waters and the 
questions that beg to be asked are what sort of dangers might sink the ship. One common 
failure scenario for the Fed’s new monetary policies is the fear that $1 million per second for the 
indefinite future will cause an inflationary disaster. That fear is intuitive, widely held, and 
influential. 


Is it completely misplaced ?  Economic history suggests that deflation, not inflation, may be the 
more likely—and in some ways the more dangerous—  destination of the current trajectory, not 
because of the FED, but because the Fed will have failed to counter the deflationary impact of 
COVID-19 and the bursting of the debt bubble.


As was the case with Japan in 1989, the 
excessive debt accumulat ion by 
households, corporations and the 
Government is the REAL problem.  
COVID-19 is just the needle that  is 
bursting this bubble.    

As was the case in Japan then, Equities 
were extremely overvalued, the equivalent 
of today’s American share buy backs was 
Japanese corporate cross holdings, corporations and individuals were over-indebted and 
analysts were projecting stratospheric valuations and economic expansion and earnings growth 
forever.  It took 22 years for Japan to pull out of its deflation and it has left it saddled with 
220 % of debt to GDP, the highest in the world.


In today’s USA, neither the public nor policymakers are used to worrying about inflation 
anymore.  


Surely, memories of stagflation, which most countries in the developed, capitalist West 
experienced for most of the 1970s—a combination of high rates of inflation, low economic 
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growth, and relatively high unemployment—have shaped the academic training, mental 
analogies, and policy objectives of central bankers far more than deflation has. 


But since the Great Financial Crisis of 2008, Central Bans have shifted their focus from fighting 
inflation to fighting deflation.  Central Banks have set inflation targets - something never heard of 
in the past - and have been totally willing to use extraordinary monetary tools such as 
quantitative easing to reach these targets.


And if it had not been for the two successive deflationary shocks of Donald Trump Trade War in 
2018 and COVID-19, inflation targets would have been reached and momentary policies would 
have been normalised already.


Milton Friedman, the Nobel Prize of economy, zealously argued that inflation was “always 
and everywhere a monetary phenomenon,” which meant that central bankers should focus on 
controlling the money supply.  


His conclusions were very much the by-
product of the economic conditions of his 
t ime , o r the last bout o f inflat ion 
corresponding to the Summer phase of 
Kondratieff long term economic cycles, 
from 1965 to1982.


After becoming chair of the Federal Reserve in 
1979, Paul Volcker did exactly what Friedman 
prescr ibed, ra is ing in terest ra tes to  
unprecedented heights and provoking a 
recession.


Inflation fell from more than 10 percent per 
year to below 4 percent, at the cost of 
hundreds of thousands of jobs. Until this 
March 2020, the Volcker recession held the 
record for weekly unemployment claims. 
Friedman’s ideas and Volcker’s policies left 
central bankers with new ideas of what they 
should do and how they should do it: Inflation 
w a s t h e o v e r r i d i n g d a n g e r ; h i g h e r 
unemployment was an acceptable cost of 
avoiding it.


Another reason why inflation was at the forefront of pre-occupation in the public and 
professional consciousness is that economic history gives some of its most dramatic examples 
of disaster. The spectre of the 1923 hyperinflation in Weimar Germany is an obligatory fixture 
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of any warning about the threat of expanding the money supply or government overspending. It 
still influences German monetary and fiscal orthodoxy to this very day.


The hyperinflation of 1923 was not the result of a central bank mindlessly printing money, nor of 
an overly generous level of government spending, but rather of political crisis. The Weimar 
government—which lacked the political legitimacy to either raise taxes or obtain loans—printed 
money to paper over the ongoing violent distributional conflict triggered by billions of marks of 
reparations demanded by the victorious Allies. 


This story repeats itself in most of the classic instances of hyperinflation, whether the assignats 
of Revolutionary France, Soviet Russia during the country’s Civil War, or the worst recorded 
hyperinflation ever, which was Hungary in 1946.  Each was a case of an intractable political crisis 
in a postwar government with insufficient legitimacy to collect taxes and no access to foreign 
capital markets. 


Closer to us, the hyper-inflation crises of Venezuela, Argentina, Iran or very recently Lebanon are 
ALL due to political blockages and not excessive monetary creation. 


History seems to argue that contrary to Friedman’s assertion, hyperinflation is always and 
everywhere a political phenomenon. And the difficulties of Japan to pull out of its two decades 
of Deflation despite massive monetary creation, accumulation of debt and expansion of the 
Bank of Japan’s Balance sheet to buy bonds and stocks, seems to confirm the point.


What the world has finally realised with the Japanese example, Germany’s re-unification, 
the bursting of the dotcom bubble in 2000, the great financial crisis of 2008, the 2018 Trade 
War and now COVID-19 is that DEFLATION is the main danger. 

Deflation depresses demand by encouraging consumers to delay their spending, especially on 
infrequent big-ticket purchases like cars and appliances. In a deflationary environment, 
consumers expect prices to fall, so they wait on their purchases. 


That, in turn, creates a dangerous feedback loop: When consumers don’t buy, producers are 
likely to lower their prices, which confirms consumers’ expectations, so they wait longer, which 
drives down prices further, and so on, all while nobody buys anything. Sales dry up, so profits 
dry up, and businesses go under.


Deflation also makes the burden of debt heavier, as the “nominal” amount of the loan stays the 
same, but wages and prices fall, so the “nominal 
value” gets relatively bigger in “real” terms. 


In Q4 2019, U.S. household debt hit an all time-
year high at 14.1 Trillion US dollars 

Deflation would increase the relative cost of every 
mortgage, every student loan, every credit card 
debt, every car loan, and every medical debt. 
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Deflation also discourages businesses to invest, both because borrowing to do so incurs these 
same costs, and because the expected future revenue from investments fall over time and thus 
may never be worth the high cost.


All of these problems compound each other to develop into full blown deflationary crises.


Businesses do not sell enough to make profits, so they fire people and do not hire new ones. 
People lose their jobs, so they don’t have money to spend, or they fear losing their jobs, so they 
save for an uncertain future instead of spending now. 


Businesses and households spend more servicing old debts than on new consumption. Prices 
fall as people don’t buy things, and people don’t buy things as prices fall. The result is a 
feedback loop of economic paralysis.


Does the above remind us of COVID ?


The Great Depression was the most significant historical example of this vicious 
downward spiral. Prices in the United States fell by about one-third from 1929 to 1933. 

The German price level fell by about one quarter from 1928 to 1932. It was  this deflation  in 
Germany, in part deliberately caused by the austerity policies of the Heinrich Brüning 
government, that brought the Nazis to power,  not  the 1923 hyperinflation. Agricultural prices 
collapsed, trade collapsed, wages collapsed, and thousands of banks failed.


Governments around the world,  chained to an older monetary orthodoxy, were not only 
powerless to stop the collapse in wages and prices, but even took policy measures that made 
the disaster worse. Everyone knows what inflation looks like: Germans with wheelbarrows full of 
worthless cash, children making kites out of retired banknotes. 


But many may not realise that when we look at pictures from the Great Depression of 
unemployed people waiting in lines for soup kitchens or Works Progress Administration jobs, we 
are looking at deflation.  How about the people queuing for soup now in America ? They are not 
the result of hyper-inflation.


So, given the enormous scale of the Fed’s monetary 
interventions, is deflation more likely than inflation? 
The world has been enduring deflationary pressures since at least the 2008 crisis. In August 
2008, the Fed’s balance sheet was less than $1 trillion. By November, it had doubled, even 
before the Fed began its first round of quantitative easing. Four rounds later, in late 2014, it 
stood around $4.5 trillion.


As the historian Adam Tooze has shown, this monetary expansion was the true bailout; further, it 
was paired with another $2.3 trillion in quantitative easing by the European Central Bank, plus 
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close to a combined $2 trillion from the Bank of Japan and the Bank of England. This sustained 
and concerted monetary expansion was among the most astonishing feats in the history of 
central banking and had prompted a wave of scholarly and policy thinking about the new role of 
central banks in managing the global economy. 


But all the above pale in comparison to the monetary efforts of the world cCentral Banks 
since this March. 

The results from the last financial crisis are instructive. All those trillions kept banking systems 
functioning and stock markets rising, but they produced rates of inflation that were  either 
“nonexistent” or “anemic.” 


The Fed undershot its 2 percent inflation target every month for several years. The eurozone was 
also  consistently below  the European Central Bank’s target, usually falling below 1 percent. 
Japan had been locked in  a deflationary trap  for most of the latter half of the 1990s, and it 
returned again after 2012, with only a few moments of very weak inflation in between.


Well before the pandemic, it appeared that the relation between the money supply and inflation 
was breaking down. Central bankers had been running as fast as they could just to stay in the 
same place. Economists began to wonder if inflation was over or had lost all meaning.


The central banking toolkit developed by Friedman, Volcker, and their many followers and 
students has not been suited to the post-1990 environment. Consumer demand never fully 
recovered from the 2008 crisis.  Too few jobs  were created  too slowly. The Obama stimulus 
was too small and offset first by state-level austerity, then by congressional intransigence. The 
10 million Americans who lost their homes were unable to recover their lost wealth and the 
safety it brought. The same was true on a smaller scale for the millions more who found 
themselves underwater on their mortgages or whose home equity took a sharp hit. 


The Fed saved the banking system, but it took a decade to translate that effort into jobs 
and wages.  Aren’t we today in the same situation again ? But just much worse ? 

Quantitative easing supported asset prices, but most Americans do not own assets. The Fed is 
not designed to affect wages and employment directly: It does so through credit markets. Fiscal 
stimulus is supposed to directly affect incomes and jobs, but the global mania for austerity in 
general and the failures of the Obama administration in particular meant that credit markets 
recovered while workers and households did not. The resulting inequality undercut the ability of 
monetary policy to stimulate the economy as a whole rather than just banks and assets. Hence 
the slow recovery and the Fed’s consistent inability to hit its inflation targets.


The explosion of the coronavirus economic collapse into that already weak monetary 
environment almost certainly means that deflation is already under way, even if the overall 
consumer price index has not yet turned negative. 


Commodity prices are falling. The crash in oil prices has been even more spectacular: On April 
20, oil futures for May deliveries crashed to negative $37.63 per barrel. Most importantly, at least 
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30 million people have lost their jobs, or 19 % of the 157 million workforce, and the next few 
weeks will probably see a few more millions. Millions more employees have had their pay or 
hours cut. Economists say that wages are “sticky,” meaning they are usually set in contracts for 
long periods, so the way deflation happens to workers mostly is not through a falling price 
of labor but through a falling quantity of jobs. 


And the quantity of jobs has never fallen as far, as fast, as it has since mid-March, neither 
in the US nor in the rest of the world. 

The danger of deflation means that the Fed’s gargantuan 
interventions may well save the financial system but not avert 
a grinding decade of unemployment, inequality, and instability 
—which is exactly what happened after 2008. 


Those trillions of dollars in quantitative easing saved the banks, but they did not help underwater 
homeowners or unemployed construction workers or teachers laid off due to state budget cuts.


By the end of 2017, it looked like the economy had recovered, ending a lost decade of misery 
and dislocation. But even then, the low unemployment rate and decent GDP growth masked 
persistent damage to the labor market.


Labor force participation never recovered  to its 2007 level: during that lost decade, millions of 
people left the labor force and never returned. The “quit rate”—an indication of whether workers 
think they can leave their jobs for better ones—only reached its pre-crisis level in mid-2018. 


Economists have shown that the bulk of income gains since 2008 have accrued at the top end 
of the income distribution. The top 1 percent of families received 49 percent of all income 
growth from 2009 to 2017, while the bottom 99 percent had only recovered two-thirds of 
their crisis losses by the start of 2018. The recovery was slow, fragile, and unequal. 


And the Month of March 2020 alone wiped it away entirely. 

The economic suffering of the coronavirus crisis already dwarfs the disaster of 2008, and 
policymakers need to respond accordingly. There should have been a Main Street bailout after 
2008, and there should be People’s Quantitative Easing now. There is no blueprint for how that 
could work, but the Fed has already done a lot of unprecedented things.


The risk now is not that it is doing too much but too little. Supporting credit markets will 
not reopen locked down businesses or get unemployed people to buy new cars. No one-off 
stimulus check will reassure anyone that the lockdown will not extend through the fall, or return 
once it has been lifted.  Demand stimulus through normal fiscal and monetary policy tools—even 
on an unprecedented scale—are incommensurate to this crisis. People need direct, universal, 
unconditional income support. 
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Far from generating hyperinflation, the Covid-19 induced 
bursting of the US debt bubble is throwing the US economy  
into a deflationary spiral that rivals and will probably surpass 
the Great Depression. 
 
With America more polarised politically than ever, the 
deflationary shock of 2020 may lead to social unrest and 
even acts of civil wars as seen last week in Michigan’s 
Congress in an election year.  

D E F L AT I O N I S A L L A B O U T U N E M P L O Y M E N T, 
BANKRUPTCIES, DE-LEVERAGING, HOUSEHOLDS 
LOSING THEIR HOMES, CONSUMPTION TANKING AND 
CORPORATE EARNINGS DOING THE SAME.  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AS EXPERIENCED IN JAPAN, AT ZERO NOMINAL RATES 
MONETARY POLICY STOPS HAVING AN EFFECT WHEN 
DEFLATION HITS, EVEN ON STOCK PRICES  
 
Albert Edwards from Societe Generale calls it the “Ice Age”. 
 
We are probably there and investors should prepare for a 
very nasty bear market in equities starting either now or in the 
summer of 2020. 

We cannot resist publishing again this chart showing the 
comparison of the Nasdaq behaviour in 2000, 2008 and until 
now.  It is self-explanatory ! 
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CHART OF THE WEEK 

FED’S ECONOMIC INDEX 

Most of the data available to date relates to the first quarter of 2020, a quarter that has 10 
positive weeks out of 12 as the lockdown measures really started in Mid-March in Europe and in 
April in the USA.  As showed above, the economic damage is already considerable and will 
probably get worse before it gets better. 
 
But one thing that can be said is that COVID-19 is the WORST DEFLATIONARY SHOCK 
ever experienced since WW2, and, it is the FIRST DEFLATIONARY SHOCK AFFECTING 
THE ENTIRE WORLD TO EVER TAKE PLACE  
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EQUITIES 

Weekly 

Year To Date 
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Global equity markets have clearly peaked last week with a perfect completion of the 
retracing of the down move. 

For once, and interestingly enough, after the results of the leaders of the market on April 29th 
and 30th, US equities are the only indexes to end the week in negative, showing a clear topping 
out process and leading the way down.


From here, there are two possible scenarios : 
 
Either we make a higher low in the coming weeks at 2600, 2400 or even 2300, and we have 
another leg up until July 2020 before the second leg of the bear market unfolds,


Or, the second leg of the bear market starts NOW, in line with the extremes and compressed 
time frame of the March first leg down  and its April rebound.  In this case, the next few months 
will be devastating for equity markets as investors are bullish again AND fully invested.


Chinese domestic equities may be the only place to hide in the coming volatile e=scenario, and 
we may be the only analysts on the planet to recommend to short the FAANGs and MICROSOFT 
but we stick to our guns, Say what we do and do what we say.


Time will tell…
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MXWO - MSCI World Index 

The rebound is over and the reversal complete                                                          SELL SHORT


MXEF - MSCI Emerging Markets Index 




Emerging markets are peaking                                                                                         REDUCE 

 MECHELANY ADVISORS FZE   Level 41, Emirates Towers, Dubai, UAE www.mechelanyadvisors.com         29



Mechelany Advisors 
Weekly Financial Research  May 3, 2020

MXAP - MSCI ASIA ALL COUNTRIES Index 

MSCI Asia Pacific Market Index has peaked.                                                                    REDUCE 
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Americas 
USA - Dow Jones Industrial Index 

The Dow Jones has turned                                                                                         SELL SHORT


USA - Standard & Poors’ 500 

SP500 has turned             	                                                                                      SELL SHORT
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USA - Nasdaq Composite 

The Nasdaq has turned                                                                                               SELL SHORT


USA  - Russell 2000 Index 

America’s small cap index recorded a major reversal                                                        REDUCE 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Canada - Toronto Stock Exchange Index 

Canadian Stocks recorded a top                                                                                              SELL 

Mexico - MEXBOL Index 

Weak momentum                                                                                                                WATCH
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Brazil - IBOV Index 

Brazilian equities are still positive, but …                                                                           WATCH 

Argentina - MERVAL Index 

Argentinian equities are still positive, but …                                                                      WATCH 
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Europe 
Europe - Eurostoxx 50 Index 

Europe’s large caps have peaked, THE REBOUND IS OVER                                                  SELL


Europe - Europe Bloomberg 500 Index 

Europe’s largest 500 companies are peaking                                                                           SELL 
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Germany - DAX 30 Index 

The ads closed the gap and peaked                                                                                        SELL 

France - CAC 40  Index 

French stocks have peaked                                                                                                      SELL 
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UK - FT 100 Index 

UK shares have peaked                                                                                                         SELL 

Switzerland - SMI Index 

Swiss stocks have peaked                                                                                                       SELL
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Netherlands - AEX Index 

Dutch stocks closed the gap and have peaked                                                                      SELL 

Sweden - OMX Index 

Swedish stocks have peaked                                                                                                   SELL 
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Italy - FT MIB 30 Index 

Italian Shares have reversed                                          HOLD AND BUY MORE ON WEAKNESS 

Spain - IBEX 35 Index 

Spanish stocks have peaked                                         HOLD AND BUY MORE ON WEAKNESS 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Portugal - PSI 20 Index 

Portuguese stocks have peaked                                                                                             SELL 

Greece - ASE Index 

Greek shares are pausing                                              HOLD AND BUY MORE ON WEAKNESS 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Russia - IMOEX Index 

Russian shares are peaking.                                                                                                WATCH 

Turkey - Bursa 100 Index 

Turkish stocks are reaching their moving average.                                                            REDUCE 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Middle East 
Dubai - DFMGI Index 

Bottom made, LONG TEM BUY                                                                                STRONG BUY 

Saudi Arabia - TADAWUL Index 

With the rebound in Oil, Saudi Stocks made a higher low                                                        BUY 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Asia 
China - CSI 300 Index 

Positive configuration for China                                                                          LONG TERM BUY 

China - Shanghai Composite Index 

Shanghai’s Composite rebounded on its long term uptrend and moving average                   BUY 
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China - Shenzhen Composite Index 

Positive configuration                                                                                                                BUY 

China - HSCEI H-Shares Index 

H-shares are peaking                                                                                                        REDUCE 

 MECHELANY ADVISORS FZE   Level 41, Emirates Towers, Dubai, UAE www.mechelanyadvisors.com         44



Mechelany Advisors 
Weekly Financial Research  May 3, 2020

Hong Kong - Hang Seng Index 

Hong Kong Shares are topping out                                                                        TRADING SELL 

Taiwan - TWSE Index 

Taiwanese Shares are peaking                                                                                               HOLD
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Korea - KOSPI Index 

Korean shares are peaking                                                                                                     HOLD 

Singapore - STI Index 

Singapore equities are positive                                                                                               HOLD 
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Indonesia - JCI Index 

Indonesian shares are positive                                                                                                  BUY 

Malaysia - KLCI Index 

Malaysian Shares are positive                                                                                                   BUY 
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Thailand - SET Index 

Thai stocks are making a temporary top                                                                            REDUCE


Philippines - PCOMP Index 

The Philippines are positive                                                                           BUY ON WEAKNESS 
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Japan  -   Nikkei 225 Index 

Japanese indexes are peaking after having closed the gap                                                    SELL 

Japan  - Topix Index 

Japanese TOPIX has peaked                                                                                             REDUCE
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Vietnam  - VNI Index 

Vietnamese stocks have bottomed                                                               BUY ON WEAKNESS 

India  - NIFTY 50 Index 

Sharp move up in Indian equities together with the currency                                                 HOLD 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Australia  - AS51 Index 

Australian shares are peaking                                                                                            REDUCE 

New Zealand  - NZ50 Index 

NZ shares have peaked                                                                                                            SELL  

 MECHELANY ADVISORS FZE   Level 41, Emirates Towers, Dubai, UAE www.mechelanyadvisors.com         51



Mechelany Advisors 
Weekly Financial Research  May 3, 2020

CURRENCIES 
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DXY - US Dollar Index 

Truly undecided, the return of RISK OFF could send the US dollar Higher  SELL ON STRENGTH 

EUR -  EURO vs USD 

Getting more positive                                                                                     BUY ON WEAKNESS 
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JPY -  Japanese Yen 

RISK OFF could send the Japanese Yen higher in the short term                SELL ON STRENGTH 

CNY -  Chinese Yuan 

The Yuan will not depreciate much from here    	 	                          BUY ON WEAKNESS 
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GBP - Sterling Pound 

GBP is peaking                                                                                                                   REDUCE  

CAD -  Canadian Dollar 

CAD is consolidating for now…..                                                                                    REDUCE 
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AUD - Australian Dollar 

AUD is peaking                                                                                                                        SELL 

NZD -  New Zealand Dollar 

  NZD is peaking                                                                                                                       SELL 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RUB -  Russian Ruble 

The Ruble is consolidating here                                                                                          WATCH 

ZAR - South African Rand 

The rand is trying to make a bottom                                                                                    WATCH 
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TRY -  Turkish Lira 

The Turkish Lira will re-test its 2018 low. Get ready to buy                                                  WATCH 

INR -  Indian Rupee 

The Indian Rupee made a great bottom       	                                                           STRONG BUY 
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IDR -  Indonesian Rupiah 

As expected, very strong move up in IDR                                                                             HOLD 

BRL -  Brazilian Real 

The Brazilian Real made new lows on a political rift. It is over-sold                       ACCUMULATE 
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MXN -  Mexican Peso 

The Mexican Peso is at extremes of undervaluation, but could be re-testing the lows.     WATCH 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COMMODITIES 

OIL regained some stability finding an equilibrium at 19. Oil is finally coming back in balances as Saudi 
Arabia Russia and the US agreed to cut output as of May and shale rigs are being shut down gradually.


Metals are down and the hype in palladium is clearly over.

  
Soft Commodities are sending strong BUY signals, particularly Soybeans that are a Screaming BUY.  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CL1 - Oil 

Oil has stalled for now and should appreciate towards 25                                       STRONG BUY 

XAU - Gold 

New high, more to come                                                                                                         BUY  
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XAG - Silver 

The correction is over                                                                                                STRONG BUY 

XPT - Platinum  

The correction is over                                                                                                STRONG BUY 
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XPD - Palladium 

Reversal done                                                                                                                          SELL 

HG1 - Copper 

The bottom is made                                                                                                                  BUY
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KC1 - Coffee 

Positive long term configuration                                                                    BUY ON WEAKNESS 

SB1 - Sugar 

MASSIVE BUY SIGNAL                                                                                             STRONG BUY 
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S 1 - Soybeans 

The bottom is made                                                                                                                  BUY 

W 1 - Wheat 

Temporary weakness ahead                                                                          BUY ON WEAKNESS 
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C 1 - Corn 

The bottom is clearly made.                                                                            VERY STRONG BUY 

LB1 - Lumber 

As expected, Lumber is rebounding, but should not go very far                                     WATCH 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BONDS 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USA - 30 - Year Government Bond 

US Bond yields are making a complex bottom and there is not much upside in bonds      AVOID    


USA - 10- Year Government Bond 

Bonds have little upside left                                                                                                   AVOID 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USD - Bloomberg Barclays Investment Grade Bond 

The Fed saved the bonds, but not the borrowers                                                      SELL SHORT 

USD - Bloomberg Barclays High Yield Bonds 

50 % retracing !    High yield  Bonds will follow equity markets down                                     SELL 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Germany - Generic 10 - Year Government Bonds 

The double bottom in German bond yields is confirmed                                           SELL SHORT 

Japan - Generic 10-Year Government Bonds 

Japanese bonds are on an established bear trend. That is good news                     SELL SHORT 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China - Generic 10-Year Government Bonds 

China’s 10 year bond yields are making a significant low                                                       SELL 

                                                                              

HOPE BY THE YIELD CURVES. Yield curve are sending a great positive signal 

US Treasuries Yield Curve 
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German Bunds Yield Curve 

Japanese Government Yield Curve 

Chinese Government Yield Curve  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Disclaimers 
MECHELANY ADVISORS FZE IS A RESEARCH AND PUBLICATION FIRM 
INCORPORATED IN RAS AL-KHAIMAH, UNITED ARAB EMIRATES WITH LICENSE 
NUMBER 47000873.  ITS HEAD OFFICE IS AT RAK ECONOMIC ZONE, FLEXI-DESK, 
RAS AL-KHAIMAH UAE AND IT MAINTAINS A CONTACT OFFICE AT LEVEL 41, 
EMIRATES TOWERS, POBOX 31303 DUBAI, UAE.   

MECHELANY ADVISORS FZE IS NEITHER A LICENSED INVESTMENT ADVISORY 
FIRM NOR A LICENSED FINANCIAL INSTITUTION. PERSONS, WHO RETRIEVE 
INFORMATION FROM THIS RESEARCH, SUBSCRIBE TO ITS SERVICES OR 
ACCESS ITS WEBSITE, DECLARE THEIR WILLINGNESS WITH THE FOLLOWING 
TERMS OF SERVICES AND DISCHARGE IT IRREVOCABLY FROM ANY LIABILITY 
OR RESPONSIBILITY VIS-A-VIS ANY NEGATIVE CONSEQUENCES.  

THE INFORMATION FROM THIS RESEARCH DOES NOT CONSTITUTE AN OFFER. 
MECHELANY ADVISORS’ PUBLICATIONS ARE JUST FOR INFORMATION 
PURPOSES AND REFLECT ITS OWN OPINIONS AND ANALYTICAL CONCLUSIONS 
PUBLISHED ONLY TO SERVE AS A MATERIAL RECORD FOR ITS INVESTMENT 
CONCLUSIONS AND INVESTMENT PROCESS.  

ITS PUBLICATIONS SHOULD NOT BE CONSTRUED AS A SOLICITATION TO BUY, 
SELL OR INVEST IN ANY SECURITY, FUND, PROJECT, CURRENCY OR 
COMMODITY AND MECHELANY ADVISORS WILL NOT BE HELD RESPONSIBLE 
FOR THE NEGATIVE CONSEQUENCES OF INVESTMENT DECISIONS MADE BY ITS 
READERS ON THE BASIS OF ITS INVESTMENT CONCLUSIONS. POTENTIAL 
INVESTORS ARE RECOMMENDED TO TAKE AN INDEPENDENT LEGAL AND 
FINANCIAL ADVICE BEFORE INVESTING. A POSITIVE PERFORMANCE IN THE 
PAST IS NO GUARANTEE FOR A POSITIVE PERFORMANCE IN THE FUTURE. THE 
FINANCIAL MARKETS ARE VOLATILE BY NATURE AND INVESTING IN THEM CAN 
CAUSE INVESTORS SIGNIFICANT LOSSES.  

MECHELANY ADVISORS’ RESEARCH IS BASED ON PUBLICLY AVAILABLE DATA. 
MECHELANY ADVISORS’ DOES NOT OFFER ANY WARRANTY FOR THE UP-TO-
DATENESS, CORRECTNESS, COMPLETENESS, LEGITIMACY AND QUALITY OF 
THE PROVIDED INFORMATION.  

MECHELANY ADVISORS’ RESERVES THE RIGHT TO MAKE MODIFICATIONS AND 
ADDITIONS OF THE PROVIDED INFORMATION AT ANY TIME WITHOUT ANY 
ANNOUNCEMENT. LIABILITY CLAIMS AGAINST AIPM WHICH RELATE TO 
MATERIAL OR IDEAL DAMAGES CAUSED BY THE USAGE OF THE PROVIDED 
INFORMATION ARE GENERALLY EXCLUDED. 

THE CONTENTS OF THIS RESEARCH ARE COPYRIGHTED. THE TRANSMISSION, 
FULLY OR PARTLY REPRODUCTION, MODIFICATION OR CONJUNCTION OF THE 
CONTENTS OF THIS RESEARCH IS ONLY PERMITTED WITH EXPRESSED AND 
WRITTEN APPROVAL OF MECHELANY ADVISORS.
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