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Throughout this document, we invite you 
to consider our perception of the health and 
economic crisis that we are currently experien-
cing and of the key elements our investment 
thinking is based on. 

In our previous edition, we discussed the 
importance of the Covid-19 virus and the 
economic impact that its spread could 
cause. Today, due to the scale of the event, 
we are offering a publication in an excep-
tional format, retracing the birth and the 
consequences of this crisis.

THE PANDEMIC AND ITS  
ECONOMIC CONSEQUENCES

Quarantine in China: first supply  
and demand shocks
In January 2020, China decided to quaran-
tine several cities affected by the rapid 
spread of the Covid-19 virus, which led to 
the closure of many factories. Many produc-
tion chains were then interrupted and very 
quickly, the impact was felt in Europe and 
the United States. 

With the Chinese industrial hub at a stands-
till, we witnessed throughout February a 
supply shock that affected many sectors 

(automotive and technology in particu-
lar). However, this shock had little effect 
because it mitigated very quickly and then 
was transformed into a demand shock.
 
First cases in Europe: industrialised 
countries at a standstill
When the first cases appeared in Italy 
and then in the rest of Europe, there was 
an immediate reaction from the countries 
who demanded the complete closure of 
all activities deemed non-essential. Strict 
lockdown measures were then put in place. 
Economic activity then stopped and the 
consumption of the population was limited 
to the essentials.  

Immobilised transport: new  
demand shock
At the beginning of March, there was another 
major demand shock. Certain sectors such 
as commerce, leisure, tourism and trans-
port were the first to suffer from the situation. 
Airlines began cutting commercial flights. 
With almost 90% of the fleets immobilised on 
the ground, they were only used in repatria-
tion operations or the transport of goods. At 
the same time, maritime transport came to a 
standstill and the movements of individuals 
were limited. 
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Oil crisis
From April, we entered a new crisis, the oil 
crisis. The demand for black gold reduced 
from 101 barrels per day (bpd) to 90 bpd. 
Against a backdrop of abnormally weak 
demand and supply that is flooding the 
market, OPEC and Russia could not agree 
on reducing production by the number of 
barrels per day. 

The combination of oversupply, drastic drop 
in demand and a price war threatened to 
collapse an entire industry, resulting in job 
losses and bankruptcies.

Strong market fluctuations 
As for the markets, the first reactions were 
felt in equities. The major indices lost near-
ly 35% compared to their last high point 
reached in January 2020. Very quickly, the 
volatility index soared and reached the value 
of 2008 (~80). With the spread of the pande-
mic and mounting fears for the economy, all 
assets began to fall at the same time, while 
bonds and stocks normally diverge. 

At the same time, liquidity on the bond 
market was deteriorating sharply. This was 
due to margin calls and investor uncertainty 
over corporate and public finances, to the 
point where there are no longer any buyers. 

Central banks’ reaction
Faced with the situation, the central banks 
had to adapt their monetary policy and put 
in place stimuli to regulate the market. The 
Fed initially lowered its key rates by 1.5 
points on 3 and 15 March. The range is 
now between 0 and 0.25%, a low threshold 
never reached since the end of 2008. It has 
also implemented an unprecedented debt 
buyback programme for nearly $700 billion, 
including $500 billion dedicated to federal 
bonds. At the same time the ECB offered 
€750 billion. 

The IMF warned that the world economy 
was heading in 2020 towards a recession 
that will have to be overcome with as much 
attention as in 1930 and 2008. According to 
this institution, world GDP should reduce by 
3 % this year before rebounding by 5.8% in 
2021. For the United States, the IMF expects 
a drop of 5.9% in 2020 for a rebound of 
4.7% in 2021. 

How should we position ourselves for  
the future?
As history has already shown, economic down-
turns are often followed by investor-friendly 
sequences. However, visibility remains low. 
On the one hand, we are seeing rebounds 
when investors react to central bank actions 
or announcements of a slowdown in the 
spread of the virus. 

On the other hand, we are seeing strong 
resistance to the development of economic 
indicators. It is currently difficult to measure 
the real impact of the health crisis on the 
economic environment, especially since a 
second wave of pandemic is likely, which in 
turn would have a strong negative effect on 
the markets. 

Although the desire to generate performance 
remains at the heart of our business, protec-
ting our clients’ capital remains our priority. 
Given the current markets and the low visibi-
lity over the weeks and months to come, we 
have therefore decided to remain cautious in 
our investment strategy since January. 

This does not prevent us from rigorously 
preparing for the coming reinvestment period, 
by working carefully on the portfolios and 
analysing the markets on a daily basis.
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Global Equities
In the history of mankind, the year 2020 may 
well mark the end of an era. In any case, the 
health crisis linked to Covid-19 will remain 
etched in the collective imagination. 

By confining half of the world’s population, 
the pandemic will have caused a storm in 
the financial markets, but also dragged the 
world into an economic recession unpre-
cedented since 1929. However, and unlike 
the crises of the past, governments reacted 
extremely quickly and strongly by deploying 
around €5 trillion (USD 5,000,000,000,000) 
to support the economy. 

These events forced us to quickly revise our 
asset allocation after our first quarter release. 
First of all, we slightly increased our equity 
allocation, but by protecting it with options. 
At the end of February, it was almost zero, 
therefore protecting the portfolios from even 
more marked declines. But that was without 
taking into account the oil crisis. 

The lockdown has indeed led to a drop in 
demand, which has propelled the price of 

crude oil into negative territory (-38 USD/
barrel for delivery in May). A first in the histo-
ry of the sector, leaving operators around 
the world dumbfounded. OPEC reacted far 
too late and too weakly to stem the tsuna-
mi caused by the rise of unused black gold. 
Indeed, the oil reserves reached such a high 
level that no more storage space was avai-
lable. And it was more expensive to store oil 
on ships than to offer it on the market at -38 
dollars a barrel.

For the coming quarter, we will significant-
ly underweight equities as in the previous 
quarter. However, we continue to closely 
monitor the situation, particularly in the face 
of investors’ rapidly changing risk appetite. It 
remains difficult today to quantify the depth 
and duration of the coming recession. 

Future macroeconomic data will no doubt 
be alarmist; we already know that. It is also 
impossible to measure the effectiveness of 
the stimulus packages, or when they will 
affect the real economy. Caution is therefore 
required at the start of the quarter.

Equity markets
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United States equities
The US market (S&P500) has lost 17% since 
the start of the year, a negative performance, 
which remains better than that of its Euro-
pean counterpart but not as good as its 
Chinese competitor. 

This result can be explained by the strong 
weighting of the «digital/high tech» sector 
included in its indices. Indeed, some giants, 
Amazon for example, have achieved ratings 
close to their highest historic level while 
other «old glories», like the famous owner 
of American shopping centres Macy’s, left 
the index. 

This is a clear indication of a paradigm shift 
accelerated by the Covid-19 that will prompt 
us to be much more selective in the future. In 
this context, we believe that the technology 
and health sectors are to be favoured. Finan-
cials who recently released their results also 
show a certain resilience.

European equities
The European equity market has lost 20% 
this year. After China, Europe has been hit 
hard by this crisis. And the European bloc 
has failed to show the political unity necessa-
ry to support its members who have suffered 
the most. Worse still, ECB President Christine 
Lagarde added fuel to the fire by commen-
ting on the Italian credit spreads. After the 
health crisis and the economic crisis, when 
will the political crisis start? 

For its part, Germany has taken great 
measures to curb the crisis by putting on 
the table around €750 billion. In addition, 
it was one of the first nations to gradual-
ly emerge from lockdown, reinforcing the 
impression of controlled and orderly crisis 
management. These are all elements that 
could well relaunch a new confrontation 
on how to approach aid to the countries of 
the South, which have been hit harder than 
those of the North.

Global Bonds
This year could have been the year of 
bonds, but this prospect seems today very 
compromised. When the first tremors of the 
crisis were felt, prices rose as a whole. But 
as the pandemic grew to worsen the global 
economy, bonds began to diverge. 

High-quality government bonds as well as 
those of private companies with very low 
credit risk fared well, while bonds with a 
lower credit profile were severely penalised. 
In addition, and unlike equities, the bond 
market is not centralised. Some operators 
have therefore withdrawn from the market 
for fear of losing money. This meant that it 
no longer offered the liquidity needed for its 
proper functioning, aggravating the deterio-
ration of already fragile conditions.

Concerted central bank action and stimulus 
packages have so far been able to put out 
the fire, but the oil price war has caused the 
US energy sector to falter. As the extent of 

Fixed Income Markets
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the damage to bonds is not yet known, we 
will begin this second quarter with a slight 
underweight in bonds in favour of cash in 
order to limit volatility in our portfolios. As 
a result, all bond sub-categories will be 
underweight, with the exception of those in 
emerging markets which will be overweight.

United States Bonds
As mentioned above, bonds have had 
varying fortunes. The most affected market 
segments were High Yield and hybrids 
(convertible, subordinated, CoCo, etc.) 
with a particularly affected energy and 
automotive industry. In this context, we 
invite investors already invested in solid 
credits to stay in the market. 

For riskier bond allocations, it would be 
better to go through a diversified fund 
in this type of credit, which would have 
the advantage of reducing issuer-spe-
cific risk. Currently low prices, however, 
provide investors with a cushion in the 
event of major tremors. Several custodian 
banks have also started to increase allo-
cations in their model portfolio in this type 
of bond. However, we prefer to maintain 

our underweight position at the start of the 
second quarter for prudential reasons.

European Bonds
The storm caused by the COVID-19 pande-
mic did not spare Europe while it was still 
struggling to recover from the sovereign 
debt crisis. Indeed, the key rates were still 
negative when lockdown was decreed. In 
this context, each member country found 
itself alone to manage this health crisis.

Brussels could have taken the lead, playing 
the rescuers and the mediators, but against 
all odds, faced with withdrawal and the 
lowest instincts - let us recall here the case 
of protective masks blocked at the borders 
and not exported -, it is from China that aid 
arrived in Italy. 

Tons of Chinese equipment and doctors 
arrived in Milan in front of hundreds of jour-
nalists from around the world. A master 
stroke that has greatly annoyed Western 
chancelleries.  It is clear that after the health 
and economic crisis, a new political crisis 
is brewing. In this context, we underweight 
European bonds as a whole. 
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Emerging markets have not suffered as 
much as developed markets. In fact, they are 
traditionally less in debt, because they are 
more used to managing crises. In this chaos, 
however, some countries are doing better 
than others. 

Among the good students, we have China, 
Russia and Asian countries in general. On 
the other hand, we have the Latin American 
countries, in particular Argentina, which 
has defaulted on its sovereign debt for the 
umpteenth time in its history. 

Besides, the offer of restructuring made by 
the new socialist government to the holders 
of this debt turns out to be too low to be 
accepted by its creditors. 

We therefore believe that economic growth 
in Asia, stronger than in other regions of 
the world, may allow bonds to maintain an 
attractive risk/return profile. We therefore 
remain overweight in this segment of the 
bond market.
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Conclusion
The current context is exceptional. The 
modern world has never experienced 
a situation where the economy remains 
suspended for several months. Admittedly, 
the responses of governments and central 
banks are consistent with the shock we are 
experiencing, but at the same time, states 
seem to be regaining a major place in  
the economy, which is becoming in fact 
less liberal. 

In this context, the brutal movements of the 
markets encourage us to be cautious, as 
shown by our hedging movements imple-
mented since the start of the crisis. This 
should not, however, prevent us from looking 
further ahead and considering the economic 
and financial changes that could occur in the 
long term. The very long growth cycle that 
we have lived has been mainly supported by 
innovation and debt. A significant proportion 
of economic models survived in this setting 
thanks to an abundance of liquidity and low 
interest rates. 

We believe that the virus has accelerated the 
end of this cycle and that corporate deleve-
raging should take place. Indeed, the States 
have massively increased their deficit, which 
will obviously be financed by debt. Conse-
quently, the aggregation of the debt of the 
various economic players should be difficult 
to sustain, even if household debt remains 
under control. 

By deduction, the first to have to deleverage 
will be companies. This environment will 
therefore be unfavourable for weak models 
and we will have to reduce our exposure to 
this type of issuer as soon as market condi-
tions are met. In this sense, we will make a 
significant change within the equity pocket 
of the portfolios. 

We will substantially increase our expo-
sure to strong economic models, notably by 
increasing the weight of stock picking and 
secular themes such as robotisation and 
decarbonisation of the economy and even 
water. To generate sustained and sustai-
nable performance, we must indeed move 
away from equity indices and implement 

strong and healthy convictions by investing 
in high value-added economic models with 
high barriers to entry. 

As you know, it is our duty to take the best 
decisions to ensure the protection and 
growth of your capital. This strategic choice 
is in line with this mission. 

We are by your side to get through this diffi-
cult period and of course remain at your 
disposal to answer your questions.

Hugo Derny 
Investment Strategist

Tony Pangallo, CFA, CAIA 
Member of the 

Investment Committee
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Based on 12-month forecasts

UNDERWEIGHT SLIGHTLY
UNDERWEIGHT NEUTRAL SLIGHTLY

OVERWEIGHT OVERWEIGHT

EQUITY

US Equities

European Equities

Swiss Equities

Emerging Equities

Japanese Equities

FIXED INCOME

Investment Grade

High Yield

Emerging Markets

Government Bonds

ALTERNATIVE  
INVESTMENTS

Gold

Alternative Funds

CASH

Asset allocation
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