
If the markets were to close
On the economic front, we should leave the worst behind us this second 
quarter, although the recovery is likely to be slow. Risk assets should be 
helped by this and, above all, by the gigantic injection of monetary and 
fiscal stimuli.

Economists are now signing their ABCs and 
debating about whether the recovery, when it 
finally comes, will be in the shape of a ‘V’, ‘U’, 
‘W’ or ‘L’ (I will spare you other ideas, some 
of which are very creative). At any rate, we 
believe we will leave the worst behind this 
second quarter. The lockdown will most likely 
be relaxed. Total economic shutdown implies 
enormous social and economic costs, and 
alternatives to full-blown confinement will be 
sought (they exist, given the time to prepare). 
In the event that restrictions must be 
reinstated, in all likelihood they will be milder 
or more surgical, and not as widespread 
as now. New antiviral drugs, higher herd 
immunity, greater hospital capacity, greater 
detection capacity... it should all help. 

In any case, the return to normality will be 
gradual. But the downturns in the second 
quarter will be savage for most developed 
economies, and from such a low point, it is more 
than likely that, while not yet fully recovered, 
things will be “less bad” going forward. 

Assuming then that the recovery is coming in 
the summer, how quick will it be? Or rather, 
which of the letters mentioned above will we 
see? Unfortunately, we do not think it will be 
a ‘V’. From so far down, the rebound will be 
violent, but probably flattened until we have 
the vaccine. This tends to be a slow process, 
although it seems almost certain that it will 
be faster this time (everyone is searching for 
it and several organisations claim to already 
have it and have begun or will soon begin 
human trials). Yet, we do believe it will be a 
‘U’ rather than a ‘W’ (relapses) or an ‘L’ (no 
recovery). The scale of the stimuli injected 
worldwide is truly outrageous. This article 
would be too long if we went into what they 
are, but remember that unlike the 2008 
crisis, this time the stimuli have come much 
earlier, are much greater and they are both 

monetary and fiscal in nature. Also, the crisis 
is the result of an exogenous shock and 
not a deterioration in fundamentals (things 
are usually much more complicated in the 
case of the latter), and the banks’ balance 
sheets are very robust. Furthermore, China 
is already recovering and contributes a great 
deal to world growth. We must also bear in 
mind that recessions on a global scale do 
not often last long, except in the case of a 
depression, which we should manage to 
avoid this time. 

The macro analyses that seem most 
reasonable to us all predict that, by the 
end of 2021, we will have recovered to 
the economic levels we had at the end of 
2019, more or less. But even the gloomiest 
forecasts are coupled with an upward 
trend in equities. If we avoid an economic 
depression (we have explained repeatedly 
why this is not the case), the injected stimuli 
will leave few alternatives to equities (with 
ups and downs, of course) as the viable 
asset for protecting savings. Imagine 
the authorities were to decide to shut all 
financial markets tomorrow for a whole year. 
What would you do? Personally, I would not 
hesitate for a second: I would buy all the 
equities I could manage (and a “heap” of 
gold). As the markets will remain open, we 
leave ourselves space to buy more in case 
things take a turn for the worse or if we see 
the minimums again. But we are keeping the 
portfolios sufficiently invested in case the 
rallies last longer than most are now capable 
of believing.

David Macià, CFA
Chief Investment Officer
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No one could have forecast what was to 
come when, on December 31, China alerted 
the WHO of several cases of an unusual 
strain of pneumonia in Wuhan. In order to 
slow the spread of the virus, global leaders 
had no alternative but to adopt severe 
confinement measures, suspending travel, 
closing schools, enforcing temporary 
business closures and increasing working 
from home. These measures have prompted 
a near global economic shutdown, and 
data across the world is indicating massive 
deterioration, especially in employment 
numbers and service sector PMIs. Weekly 
jobless claims in the US rose to 6.648 
million in the week of March 28. To put this 
into perspective, the worst week during the 
financial crisis was only 665,000 in March 
2009. The last Euro Area Composite PMI 
fell to 29.7, a record low, as measures to 
contain the coronavirus pandemic have 
brought many businesses to a standstill.

This recession is far different from others 
seen in the past as it is the services 
sectors that have been hit particularly hard. 
During the 2008/2009 crisis, for example, 
manufacturing and construction sectors 
accounted for most of the reduction 
in output and job losses. Economic 
recessions are normally the consequence of 
imbalances, as was the case with the global 
financial crisis. The bursting of the housing 
and credit bubble had devasting effects on 
the balance sheets of financial institutions 
and households, causing a chain reaction 
of declining demand and asset valuations 
further deepening the economic slump 
and delaying the recovery. However, the 
current recession has been caused by an 
exogenous factor and the balance sheets of 
banks and households are much healthier 
than before the 2008 crisis, which should 
help the recovery process. 

The responses from policymakers have 
also been unprecedented in their sheer size 
and pace of implementation. The overall 
fiscal stimulus package represents 2.9% 
of global GDP and it continues to rise. This 
is substantially more than in 2009, when 
it reached 1.66%, and it excludes credit 
guarantee schemes for loans. Monetary 
authorities have resorted to unlimited asset 
purchases nearing 10% of GDP in many 
developed countries, which has already 
helped reopen funding markets. However, 
the most important variable in gauging the 
full economic impact and determining how 
quick the recovery will be is the length 
of the containment measures and if we 
can avoid further lockdowns in the future. 
Extrapolating the Chinese experience does 
give us some hope. China’s manufacturing 
sector rebounded in March as authorities 
relaxed restrictions and allowed factories 
to reopen. The Purchasing Managers’ Index 
rose to 52 from February’s record low of 
35.7, but officials warned that the economy 
has yet to fully recover.

The shock to global growth will be greater 
than in the global financial crisis. However, 
at most, we should only have two quarters of 
negative growth. If the mobility restrictions 
are not extended and policymakers are 
able to reverse unemployment, we do 
not expect the present situation to morph 
into a drawn-out recession. Nevertheless, 
the recovery will be slow as restrictions 
will be lifted gradually in order to avoid 
a second wave of infections spreading, 
and consumers and businesses will be 
cautious in resuming spending.

A global recession like no other
With the outbreak of COVID-19, world leaders were faced with a difficult 
choice between safeguarding the public or economic growth. Although some 
politicians were reluctant to realize that the former was the only socially 
acceptable option, they are now confronted with a worldwide economic slump 
on an unprecedented scale.

The length of the 
containment measures will 
be important in determining 
the full economic 
impact and recovery

Jadwiga Kitovitz, CFA
Head of Multi-Asset Management 
and Institutional Accounts

Macroeconomic View
US initial jobless claims

Weekly jobless claims in the US soar to record-breaking 
6,648 million in the week of March 28th.

Source: Bloomberg

Source: Bloomberg

The Markit Eurozone Composite PMI tumbled to an all-time 
low of 29.7, well below market expectations.

Markit Eurozone Composite PMI

China Composite PMI Output

Source: Bloomberg

The China Composite PMI output surged to 53.0 in March 
from a record low of 28.9 in the previous month as many 
companies resumed operating following February’s lock-
down measures.
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Seeking spread normalisation
The evolution of the coronavirus, especially after it was declared a global 
pandemic by the WHO and the economic impact that followed, has also 
affected fixed income assets. The measures implemented by the central 
banks and the global economic stimuli should serve as positive catalysts 
and help to reduce the spreads.

Credit spreads have widened dramatically 
in an extraordinarily short period of time, 
causing bond prices to fall. The speed of 
the blow out has been greater and more 
profound than compared to other crises, like 
that of 2008. Credit spreads have doubled in 
a little over two weeks, both for Investment 
Grade and High Yield, with forced sellers 
and the inversion of the yield curves. Fears 
that the financing system would not work and 
reduced market liquidity in these situations 
has this effect. 

We have seen many announcements of fiscal 
and monetary stimuli globally to combat 
the coronavirus crisis in order to overcome 
the economic contraction as quickly as 
possible. In the US, the Fed cut its rates 
from 1.75% to 0.25%, and it expanded its 
quantitative easing programmes including, 
for the first time, a specific programme for 
purchasing private fixed income. In addition, 
the Trump administration launched a 
financial aid package valued at $2 trillion. In 
the euro zone, member states also launched 
economic stimulus programmes and they 
are discussing the EU-wide response. Here 
we have the so called “Coronabonds”, 
which would be a common debt instrument 
for the bloc to raise funds on the markets to 
the benefit of all member states. Germany 
and the Netherlands are currently opposed 
to debt mutualisation. Doubtless, this option 
would send a message of unity to the rest 
of the world, and it appears to be the best 
option for member states to contain the 
deficit and debt levels, which will certainly 
rise due to the economic stimuli that have 
already been announced. As for the ECB, 
although it disappointed in the ordinary 
meeting of the Governing Council on 12 
March as investors were hoping for the 
application of more ambitious measures, a 
few days later it brought out the big guns: the 
Pandemic Emergency Purchase Programme 
(PEPP) valued at €750 billion. When added 

to the programmes previously approved, this 
gives the ECB a total purchasing power of 
1.05 trillion euros for the year, plus 250 billion 
in reinvestment of maturing bonds, that it 
can make flexibly in terms of time and assign 
to different asset classes: government 
-including Greece for the first time despite 
its high yield rating-, investment grade 
corporate bonds and commercial paper.

All these measures are supporting fixed 
income and showing a positive effect that 
should gradually lead to a normalisation of 
the spreads: 1) we see that there is already 
more balance between buyers and sellers. 
More purchasing prices appear, which 
should reduce the difference between the 
selling price and the purchase price of a 
bond; 2) the spreads have started to narrow; 
3) one of the key points is containing the 
risk of an increase in the risk premiums in 
peripheral countries so that the loan markets 
stabilise. Indeed, the risk premium in the 
case of Italy has recovered significantly; and 
4) the primary market is back with strong 
activity and oversubscribed issues (7.8x on 
average). I think it is important to note that 
we can purchase IG bonds at good levels 
(mid-swap +200-300 bp) with between 5 
and 10 years’ maturity, which we have not 
seen for a long time. The central banks are 
marking the path for where they will direct 
the flow of money: mainly government bonds 
and investment grade corporate bonds, 
in the context of potential rating cuts by 
the agencies and an expected increase in 
the default rate of high yield bonds which, 
according to Moody’s, could reach over 7% 
in 12 months compared to the current 3%.

Josep Maria Pon, CIIA
Head of Fixed Income and Monetary Assets

Credit spreads have 
widened dramatically 
in an extraordinarily 
short period of time

Fixed Income

Source: Bloomberg

Source: Deutsche Bank

The risk premium of the Italian 10-year bond compared 
with the German bond has narrowed following strong ex-
pansion in the first quarter of the year.

The deficit and the debt levels are expected to increase due 
to the new stimulus measures announced by countries.

% del PIB Fiscal balance Gross public debt

2019 2020E 2019 2020E

Germany 1.3 -7.3 59.2 68.3
France -3.2 -9.5 99.2 114.4
Italy -1.6 -9.2 135.6 157.0
Spain -2.1 -9.7 96.0 113.5
US -4.6 -14 79.0 95.00

Risk premium

Deficit and debt levels
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Covid-19: Tragedy and opportunity
On March 23rd, the S&P 500 touched 2191.86 which marked a 35.4% decline 
from the all-time high seen on February 19th. Since that dark day, the markets 
have moved significantly higher, yet remain well below the highs.

Charles Castillo   
Senior Portfolio Manager

On March 23rd, the S&P 500 touched 
2191.86 which marked a 35.4% decline 
from the all-time high seen on February 
19th. Since that dark day, the markets have 
moved significantly higher, yet remain well 
below the highs.

The war against the Coronavirus has been 
brutal. As we write this note, more than 1.5 
million people have been infected. Across 
the globe, economies have been halted like 
never before as governments mandate their 
populations to stay at home. Consumer 
confidence has tanked, PMI numbers are 
plummeting, unemployment is soaring and 
corporate bankruptcies are on the way. 
Companies have halted share repurchases, 
suspended dividends, slashed capital 
expenditures and furloughed a shocking 
amount of employees. To top it off, the US 
is likely to see its largest ever contraction 
in quarterly GDP. Not surprisingly, equity 
markets have entered into bear market 
territory as businesses shut down and Wall 
Street slashes estimates across the board. 
However, we have recouped a significant 
portion of the losses with the turnaround 
starting in the last week of March and 
extending into early April. 

Why did the market move up? What 
changed? Quite a few things did. Foremost 
among them was aggressive action by 
central banks across the globe. In the 
US, the Federal Reserve slashed interest 
rates to zero and pumped massive 
amounts of liquidity into the system as its 
balance sheet ballooned by over a trillion 
dollars in a months time. Additionally, the 
US Congress passed a $2 trillion fiscal 
stimulus package which provides hundreds 
of billions to support small businesses 
and most American families will receive 
a direct payment from the government 

of approximately $3,000. The US is not 
alone here as many other countries have 
implemented stimulus measures. Finally, 
there has been some talk that the infection 
curve in some of the hardest hit countries 
(US, Italy, and Spain) could start showing 
signs of improvement. 

Regardless of the massive amount of 
monetary and fiscal stimulus that have 
been pumped in, this market rally seems 
to be signaling that investors are expecting 
a V-shaped (or U-shaped) recovery. 
Remember that the market is always 
forward looking and right now it may be 
discounting an overly optimistic outcome. 
If there are setbacks due to a second wave 
of infections a re-test of the lows could 
be in short order (possibly a W-shaped 
recovery). Another very possible outcome 
is the much feared L-shaped recovery 
where we possible enter into a prolonged 
economic recession. Former Federal 
Reserve Chairman Ben Bernanke says he 
doesn’t see a quick, sharp rebound in the 
economy. “We’ll probably have to restart 
activity fairly gradually and there may be 
subsequent periods of slower activity 
again,” said Bernanke. 

That being said, we should not be so 
pessimistic. Worst case scenario is that 
business cannot get back to 100% normal 
until there is a vaccine (possibly in early 
2021). Meanwhile, there is no dire liquidity 
crisis like we had in 2008. There are many 
high quality companies with strong balance 
sheets are now trading at significant 
discounts. These companies will likely exit 
the crisis in position to take market share 
from the weaker competitors who do not 
survive. Investors should be prepared 
to endure further volatility, but also be 
prepared to take advantage of what could 
be the biggest opportunity to invest that we 
have seen in years.

There are many high 
quality companies with 
strong balance sheets 
are now trading at 
significant discounts

Equities
S&P 500

The S&P 500 dropped sharply due to the spread of the Coro-
navirus, but has begun to rebound.

Source: Bloomberg

U.S. Initial Unemployment 
Claims (thousands)

Unemplyment claims are at record highs in the US as large 
parts of the economy have been halted.

Source: Department of Labor
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Covid-19: Tragedy and opportunity It broke!

Jadwiga Kitovitz, CFA
Head of Multi-Asset Management 
and Institutional Accounts 

Many things have broken in March, but 
the oil market has really taken the cake. 
As prices plunged over 50% in the month, 
the market is now seeing an accumulated 
decline of more than 65% year-to-date.

What happened? Is it justifiable? As if it 
weren’t bad enough, the chaos caused in the 
industry by the collapse in demand as one 
third of the world’s population is confined 
to their homes not being able to use cars, 
planes, etc, is just one side of the coin. In 
the meantime, with regard to oil supply, 
instead of the expected progress being 
made between Russia and Saudi Arabia to 
agree a new crude production cut, exactly 
the opposite happened: a dispute between 
the two countries that meant the morning of 
9 March went down in history. That day, the 
price of oil suffered its biggest crash since 
the Gulf War.

Essentially, on any market, when there is 
a mismatch between supply and demand, 
the price of the product in question suffers 

variations. In this case, if demand plummets 
as people are confined to their homes and 
the major producing country declares that it 
will flood the market with oil by producing 
more and more barrels, the market breaks. 
It broke! Yes, and even if small deals are 
made to try to fix it, this market is extremely 
inflexible and small variations in supply or 
demand translate into large variations in 
price. So we need a big deal, a big fix.

In this situation, it is unlikely that the price 
of oil will increase or even stabilise, even if 
the price is close to $20 a barrel. The Saudis 
have already said that they are the ones with 
the lowest production costs and that they 
are not concerned if other producers go 
bankrupt. They say that above $8 a barrel 
they are making money. Who knows? Maybe 
they have already set the price...

As COVID-19 hit the world and brought the 
global economy to a near standstill, volatility 
in FX markets rose abruptly. The euro 
reached a high of 1.1495 at the beginning of 
March as the Fed reduced official rates the 
first time and markets discounted further 
rate cuts. However, during the last week of 
March, the dollar retrieved all its lost ground 
and more as investors’ demand for safe-
haven assets soared, and companies sought 
to compensate the hit to revenues from 
economic shutdowns. This resulted in a global 
shortage of dollars that especially affected 
emerging markets. The Federal Reserve 
responded by setting up a facility for foreign 
and international monetary authorities which 
allows foreign central banks and international 
organisations to exchange their US Treasury 
securities held with the Federal Reserve for 
US dollars. On the international front, the 
Fed also established swap lines with several 
central banks, helping to reduce market 
tensions. This allowed the dollar to weaken 
slightly although its safe-haven status has 
kept it rangebound between 1.08 and 1.12.

When the dust eventually settles, we believe 
the euro should regain some strength. We 

continue to believe that the greenback is 
very expensive and the key factor driving 
the stronger US dollar trend in 2018-
2019 was the significant yield advantage. 
Investors would borrow euros and purchase 
dollars to earn the extra yield. With the Fed 
cutting its policy rate to zero and injecting 
high amounts of liquidity into the markets, 
this advantage has largely been eroded. 
When markets look past the devastatingly 
bad economic data and start to discount 
the recovery and risk assets rebound, the 
euro should manage a comeback.

The dollar hits a 3-year high  

Miguel Ángel Rico, CAIA
Investment analyst

Oil price

Source: Bloomberg

Oil prices collapse.

Commodities and Currencies
COMMODITIES

CURRENCIES

Exchange rate EUR/USD

Source: Bloomberg

A global shortage of dollars pushed the greenback to a 3 
year high of 1.0636.
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Growth in Latin America will be severely 
affected this year due to the direct and 
indirect consequences of COVID-19. 
The Inter-American Development Bank 
estimates a contraction in GDP of at 
least 5%. But that is not all. Low prices 
in oil and other commodities are further 
exacerbating the pressure on some 
economies in the region.

Disruption in the supply chain has 
significant consequences for countries like 
Brazil and Mexico. In the case of Mexico, 
imports of intermediate products from 
China amount to around 6% of GDP, while 
total exports are 34%. Brazil is affected 
to a lesser extent but still considerably, 
with 1.7% and 13% respectively. Central 
America and the Caribbean will be hit hard 
by the drop in tourism. In many of these 
countries, tourism is a major contributor 
to the labour market, and governments will 
have to take special measures to control 
the rising unemployment rate and avoid 
social unrest

On the other hand, weak demand and the 
oil price mean a further headache for the 
countries of the region, and it is a problem 
likely to persist even when the economies 
rebound. The main impact is of a fiscal 
nature. It is estimated that every $10 drop in 
the price per barrel of crude oil constitutes 
a loss in fiscal revenue of around 1% of 
GDP in Ecuador and around 0.5% in other 
countries like Colombia and Brazil. On top 
of this, these countries’ budgets assumed 
prices with differences of over $30 pb in 
some cases. This means governments 
have less margin than before to implement 
significant expansive fiscal measures 
without being exposed to a further loss in 
confidence from international investors, 
who are essential to the national accounts.

In 2008, the debt of the region’s countries 
was, on average, 40% of GDP, and it 
reached 57% in 2019. Several central banks 
cut interest rates last year, adding to the 
recent emergency cuts in response to the 
crisis. The latest downgrades to the credit 
rating of sovereign and corporate bonds 
merely reflect the difficulties that most will 
have in their accounts. Local currencies 
have fallen sharply, with declines of over 

20% in the case of the Mexican peso 
and Brazilian real. In a kind of perfect 
storm, we are seeing capital flight igniting 
the fear of possible foreign exchange 
controls which, if they go ahead, would 
have devastating impacts on already 
deteriorated investor confidence.

Paradoxically, while Peru, Chile and 
Colombia adopted rigid confinement 
measures to halt the spread of the virus, 
the popularity of these countries’ leaders 
went up. On the other hand, the leaders of 
the region’s major economies, Brazil and 
Mexico, were forced to back down from 
their initial rejectionist views on the severity 
of the disease. In the economic sphere, 
governments are taking urgent measures to 
combat the crisis. Yet, the implementation 
of these measures is not smooth sailing, as a 
significant portion of national output comes 
from the informal economy. These decrees, 
while undeniably necessary, must come 
hand in hand with other mid- and long-
term measures to deal with the difficulties 
that the current model, so dependent 
on foreign capital and commodities, is 
generating. Latin American economies 
are showing symptoms, and some have 
underlying conditions. It is important that 
governments consider short-term stimuli, 
but also structural measures that allow for 
the production of antibodies for the future.

Juan Gestoso Ruiz 
Investment analyst

Open fronts
Latin American economies are showing symptoms: chronic low growth is 
compounded by the COVID-19 crisis and commodities prices.

Local currencies have 
fallen sharply, with 
declines of over 20% in 
the case of the Mexican 
peso and Brazilian real

Latin America

Devaluation of the Mexican peso (MXN) against the US 
dollar (USD) in 2020.

 

USD/MXN

Source: Bloomberg

S&P Latin America 40 index
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The S&P Latin America 40 index is comprised of the main 
companies in the region, capturing 70% of the total market 
capitalisation. It has a negative return of 42.5% in 2020.

Source: Bloomberg
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Investment analyst
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Disclaimer
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or through a subscription service. Such use and interpretation of this information has not been reviewed by the aforementioned third party. Therefore, neither Crèdit 
Andorrà Financial Group nor its analysts offer any guarantees, either express or implicit, regarding accuracy, integrity or correctness. 

The information contained in this publication is strictly confidential. Neither the whole document nor any part of it may be reproduced, transformed, distributed, 
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or Credi-Invest, SA, both entities authorised, regulated and supervised by the Autoritat Financera Andorrana (AFA).
Investors in Spain: this document has been prepared by Crèdit Andorrà Financial Group and it is distributed by Banco Alcalá, SA, entity authorised, regulated 
and supervised by the Banco de España and the Comisión Nacional del Mercado de Valores.
Investors in the US: this document has been prepared by Crèdit Andorrà Financial Group and it is distributed by Beta Capital Management, LLC (IARD No. 
154894), a registered investment adviser approved to conduct business on October 2012 and authorised, regulated and supervised by the US Securities and 
Exchange Commission (SEC). 
Investors in Luxembourg: this document has been prepared by Crèdit Andorrà Financial Group and it is distributed by Banque de Patrimoines Privés, SA, 
entity authorised, regulated and supervised by the Commission de Surveillance du Secteur Financier (CSSF).
Investors in Switzerland: this document has been prepared by Crèdit Andorrà Financial Group and it is distributed by Private Investment Management, SA, 
entity authorised, regulated and supervised by the Association Suisse des Gérants de Fortune. This document is not a product of any Financial Research Unit 
and it is not subject to the Directives on the Independence of Financial Research of the Swiss Bankers Association. This document has not been prepared 
in accordance with the legal and regulatory requirements that promote the independence of research and it is not subject to any prohibition regarding its 
dissemination. Therefore, regulatory restrictions on Crèdit Andorrà Financial Group regarding any financial instruments mentioned at any time before it is 
distributed do not apply.
Investors in Mexico: this document has been prepared by Crèdit Andorrà Financial Group and it is distributed by CA México Asesores Patrimoniales en 
Inversiones Independientes, SA de CV, entity authorised, regulated and supervised by the Comisión Nacional Bancaria y de Valores. 
Investors in Panama: this document has been prepared by Crèdit Andorrà Financial Group and it is distributed by Banco Crèdit Andorrà (Panamá), SA, entity 
authorised, regulated and supervised by the Superintendencia de Bancos and the Superintendencia del Mercado de Valores (SMV), and/or Private Investment 
Management Advisors Panamá, SA, entity authorised, regulated and supervised by the Superintendencia del Mercado de Valores (SMV). 




