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The current stock market and financial crisis
triggered by the Coronavirus is now of a
magnitude and rapidity reminiscent of the
biggest crashes in history. The drop in the main
equity indices has now reached more than 30%
in less than 3 weeks, credit spreads have
widened by almost 100 bp on European
Investment Grade, by 400 bp on the HY
crossover, emerging currencies overall have
lost more than 10% against the dollar, etc.
These movements raise questions and are of a
worrying nature, going beyond the simple
stock market correction of around 10% to 15%
that we expected at the start of the year.
This crisis contains ingredients common to the
3 previous major crises, which we'll come back
to, but it is also of a different nature. An
epidemic
of
such
magnitude
is
very
uncommon. The health consequences are
obviously impossible to predict and this
uncertainty is adding to the surrounding
negative psychology.
This epidemic also highlights several elements,
which were already well known, and which
have suddenly crystallized:
1. Debt is too high, everywhere! World economic
growth is taking place "on credit" and the case
of the United States is a good illustration: after
the longest period of growth since the postwar period, the budget deficit has reached
almost 5% of GDP and borrowing is now equal
to 100% of GDP, which means that the period
of prosperity was not used to restore public
accounts. This observation is valid for many
European countries, including France which is
among the worst culprits. At the same time,
corporate borrowing has also risen sharply
(multiplied by 3 in the United States since
2009), as business leaders took advantage of
the windfall of the cut in interest rates

3. Europe is disunited. There is no common
health policy strategy. We expect a significant
budgetary response, Christine Lagarde has put
the ball in the political court, but there appear
to be major disagreements on this issue. This is
the reason why sovereign spreads are
widening in the Eurozone, particularly on Italian
of course, but also on French risk: +30 bp
spread with Germany this week!
4. Communication via social networks and the
general precautionary principle (too extreme?)
are resulting in uniform movements and
promoting the spread of "fear“.
5. The liquidity of the markets is raising
questions. There are no more end buyers. Since
the 2008 crisis and the increased solvency
standards that regulators have put in place,
Banks have no longer been taking positions,
insurers are faced with the problem of interest
rates at 0, etc.
The picture thus appears very bleak and there
are ingredients in this stock market panic that
point to 2000 (initial overvaluation of certain
sectors), 2008 (liquidity crisis on the credit
markets,
start
of
suspicions
between
counterparties, etc.) and 2011 (euro crisis with
widening of spreads between countries), etc.
In these conditions, what's to be done?
Historical observation of recent major crashes
provides some pointers. In 2000, 2008 and
2011, the declines in the main equity indices
were between 30% and 50%. With 30%, the
current correction is therefore already
significant. The same is true for widening credit
spreads.
It is clear that the world is entering a recession.
The major risk is that this economic slowdown
will turn into a financial crisis with a wave of
bankruptcies of companies and banks that are
no longer lending to each other. The question
is how quickly the health situation will improve.
If we look at China (ahead of the West) it
seems that the situation is gradually improving.

2. International cooperation is currently very
weak. The world is currently multipolar and very
divided. Donald Trump’s America has provided a
addition,
theforconditions
forthataforrapid
recovery
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Saudi Arabia is a good illustration of this situation.
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This time, it is mainly governments that are
expected. Budgetary and targeted support measures
(for the most affected sectors) are necessary and
will have to be taken quickly and be of a significant
scale given the challenges.
Expected corporate profits have been largely revised
downwards by the first Top Down estimates. We are
now expecting a 10-15% drop this year, followed by a
5% to 10% increase the following year. This therefore
means that the P/E ratio for US equities is now close
to 15, and 12.5 for European equities. These levels are
historically reasonable, especially when compared to
interest rates..
The context remains worrying and there will still be
volatility. However, the market valuation levels are
starting to look more attractive.
We therefore believe that it would be advisable to
start to reinvest gradually:

•

in HY bonds, short-term credits and emerging
bonds

•

In US and European equities.

This promotional document is meant for professional and non-professional clients as defined by MiFID. It may not be used for any other purpose than that for which it was intended and
may not be reproduced, disseminated or communicated to third parties in whole or in part without the express prior written consent of OFI Asset Management. No information contained in this
document should be construed as possessing any contractual value whatsoever. This document has been produced for purely informational purposes. It is a presentation designed and
produced by OFI Asset Management from sources that it has deemed reliable. Links in this document to websites managed by third parties are provided for informational purposes only. OFI
Asset Management offers no guarantee whatsoever as to the content, quality or completeness of such websites and accordingly may not be held liable for any use made of them. The
presence of a link to a third-party website does not mean that OFI Asset Management has entered into any cooperative agreements with this third party or that OFI Asset Management
approves the information published on such websites. The forward-looking projections mentioned herein are subject to change at any time and must not be construed as a commitment or
guarantee. OFI Asset Management reserves the right to modify the information in this document at any time and without prior notice. OFI Asset Management may not be held liable for any
decision made or not made on the basis of information contained in this document, nor for any use that may be made of it by a third party.
OFI ASSET MANAGEMENT • Portfolio management company • RCS Paris 384 940 342 • Certified under N° GP 92-12
S.A. with a board of directors and share capital of €42,000,000 • APE 6630Z • FR 51384940342

22, rue Vernier 75017 Paris - FRANCE • Tél. : +33 (0)1 40 68 17 17 • www.ofi-am.fr

