Market review May 2020

By now, one third of the year 2020 has passed, but we can already state with confidence that it will be
a year of superlatives. As we pointed out in our previous letter, in March many asset classes suffered
their worst monthly performance in a long time (caused by the mandatory lockdown of more than 4
billion people), but April is also set to go down in history for a number of reasons. First of all, the
S&P500 experienced its third strongest rally since World War II, while April oil futures traded at
negative prices – yes, you heard right, negative!

Source: Mirabaud Securities
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Since the beginning of the year, most equity indices remain in negative territory (except for the
Nasdaq 100, which was up 3.06% at the end of April, thanks to the strong performance of the FAANG
stocks) and the rebound in prices has not benefited to all sectors equally. As we previously noted,
some industries will need much more time to recover from the lockdown, and this has already become
apparent. Investors have primarily turned to sectors that have benefited from stay-at-home orders,
such as food delivery companies. Strong companies with stable growth prospects were also favoured,
along with Technology and Healthcare.
Short covering has also allowed some sectors, such as banks, to stabilise, As the graph below shows,
this crisis has not yet reversed a trend that started during the 2008 financial crisis, namely that
markets favour growth over value stocks.

Source : Bloomberg
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Market trends at end of April 2020
End of April

MSCI World

S&P 500

10.80%
-12.36%
-12.96%

12.68%
-9.71%
-9.85%

Perf 1 Month
Perf 3 Month
Perf YTD

Equities in Local Currencies
EuroStoxx
CAC
Spain
5.06%
-19.58%
-21.82%

4.00%
-21.26%
-23.52%

2.02%
-26.11%
-27.51%

Switzerland

UK

Hong Kong

3.41%
-9.39%
-9.30%

4.04%
-19.01%
-21.76%

4.41%
-6.34%
-12.58%

Source : Bloomberg 30/04/20

This market rebound is mainly due to the large-scale interventions of central banks and governments,
which are trying to ensure that the current health crisis does not turn into a financial one. Around the
world, these institutions are continuing to offer new financing packages to the most affected sectors
without skimping on resources. To date, nearly $9 trillion have been announced to be injected into the
economy in a variety of ways. Recently, the FED even announced that it is prepared to buy back
corporate debt classified as “junk” by the rating agencies, i.e. high-yield corporate debt, to prevent the
US bond market from imploding, something the ECB has refused to do so far. The balance sheets of the
major central banks have therefore grown dramatically in recent weeks – that of the Fed, for instance,
now exceeds $6 trillion!

Source : Yardeni
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The first economic figures since the start of the lockdown have now been released and as expected, they
are in free fall. Amid this turmoil, US GDP contracted by 4.8% in the first quarter, mainly due to a 7.6%
drop in household consumption, which accounts for more than two-thirds of US GDP. Retail sales in
Germany fell by 5.6% between February and March, while French GDP contracted by 5.8% in the first
quarter, more than that of Italy (-4.7%). The latter saw its investment grade rating confirmed by S&P at
the end of April. These figures are likely to get worse, bearing in mind that March was only the beginning
of the crisis.
There has been a small resurgence of optimism, as illustrated by the graph below, which shows the PMIs
of various countries. What stands out is that China, which suffered the consequences of the epidemic
six weeks ahead of the rest of the world, saw a sharp PMI increase in April. Hopefully, this will also be
the case for Europe and the United States, but it is obviously too early to comment on this point.

Source : Bloomberg

Although these figures are indeed disastrous, they were already (at least in part) anticipated by the
market, as evidenced by the downturn in March. However, most economists and analysts now expect a
recovery as early as the third quarter of 2020. If these forecasts were to be revised downwards, risky
assets could come under pressure again.
Let us now take a look at what happened on the oil market in mid-April. The oil price has been under
substantial pressure since the beginning of the year, with demand falling as a result of the lockdown
measures, but to make matters worse, the OPEC+ countries were unable to agree on a reduction of
production quotas in March. For several weeks, we have therefore been in a situation where demand
has been steadily falling while supply remains high. This has naturally resulted in an increase in
inventories. The problem is that storage capacity is becoming increasingly scarce, especially in the
United States.
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Source : Bloomberg

April 21st was the last trading day of the April oil future. In the preceding days, investors with long
positions had two options: either to sell their April futures and to purchase contracts with a later
maturity date (if they still wanted to bet on a rise in the price of the contract), or to keep the contracts
in their portfolio and therefore to take physical delivery of the barrels of oil. Since most of the investors
who held these contracts were “speculative” ones, they of course all opted to sell the contract. Knowing
that the storage facilities were already at bursting point, industrial actors, who usually buy these
contracts at maturity to take physical delivery of the oil, did not show up. Consequently, there were only
sellers on the market, which caused a sudden drop in demand that brought the price of a barrel to below
zero. This was unprecedented… But also unthinkable! Longer expiry future contracts always anticipate
a break-even price of around $30 per barrel.

Source : Bloomberg
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The debate over oil is far from over, both in ecological and industrial terms. The fact remains that to
this day, it is still the cheapest and most abundant source of energy. The price of oil and the performance
of companies that depend on it will continue to be volatile in the coming months, and if the situation
persists, cleaner energy projects will need to invest heavily in order to develop economically viable
alternatives.
Even if the peak of new Covid19 infections is now behind us, the virus will continue to impact the
economy and our daily lives for many months, maybe even permanently. We believe that the rapid and
large-scale interventions of governments and central banks should help companies to mitigate the
negative consequences of the lockdown. We therefore maintain our positive outlook on risky assets in
the medium term, despite the fact that, following the strong rebound in April, the latter might see a new
phase of consolidation/correction.
We are also keeping a close eye on the relationship between the US and China. We should not forget
that all of 2019 was marked by the trade war saga between the two countries (with Europe playing the
part of “collateral damage”). President Trump’s remarks about China’s mismanagement and
miscommunication of the pandemic could rekindle these tensions. Especially given that he needs to
find a scapegoat for this unprecedented crisis if he wants to have a chance of winning a second term in
November. As a reminder, no American president has ever been re-elected during a recession.
Have a good lockdown easing.
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