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The markets appear rather more
upbeat now that lockdowns
are being lifted, economic
activity is gradually resuming,
new coronavirus cases are
falling sharply, and scientists
are increasingly hopeful about
finding a vaccine. Admittedly, the
recession is a steep one, but it has
been created somewhat artificially
and the debts taken on due to
the crisis are being absorbed by
the central banks. So where is the
problem? Was this all just a bad
dream? Can we “buy’ into the
scenario that we will emerge from
this crisis so quickly?

The markets are caught between two
opposing forces: the power of the support coming from central banks and
governments on the one hand, and the
recession which will have serious
repercussions for corporate finances
on the other. We therefore reiterate our
rather neutral position on equities and
recommend well-balanced strategies.
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BONDS
Euro core sov. debt
Key interest rates in the world’s
major countries should remain
stable at around zero.
In these circumstances, corporate
bonds look relatively attractive,
as does local-currency emerging
market debt.
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EQUITIES
United States

US equities seem overvalued and
have not fallen much considering
the shock to the economy.
But they have the advantage of
a prominent tech sector, and valuation has become a thorny issue with
interest rates currently at 0%. Here
again, we advise an international
diversification strategy.
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SECTOR / STYLE EQUITIES
Growth

Growth stocks remain structurally
the most attractive for the long
term. That said, some of the finest
industrial cyclical stocks could
possibly enjoy a catch-up in the
short term.
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CURRENCIES
We reiterate our scenario that exchange
rates between the world’s main currencies
will remain relatively stable. Each currency
currently has its own intrinsic weaknesses,
so we do not expect to see any major
movements in the near future.

USD
Yen
Livre sterling





The figures cited deal with past years.
Past performances are not a reliable indicator of future performances.
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The “Great Lockdown”, as the IMF calls it, has brought
the world’s major economies to an abrupt halt and thus
triggered one of the worst recessions in modern history.
So, in the space of just a few weeks, we have switched from
a rather solid and internationally synchronised economic scenario of over 3.0% growth to a global recession now
expected to reach around -3.0%. The figures are particularly
impressive in the USA and the euro zone, which are expected
to report recessions of around -7.0% to -9.0% in 2020.
For the time being, the forecast is that the global economy
will bounce back by 5.8% in 2021, but there is a lot of
uncertainty surrounding such forecasts and they seem
rather unreliable. There will clearly be a catch-up phase,
but the rebound will be held back by consumers who have
become cautious as unemployment soars, which partly
explains why savings rates have risen. This is then likely to
impact on corporate investment. Locally based services,
tourism and leisure are sectors that risk being deeply
affected. A slow recovery therefore appears to be the most
likely scenario. Following the 2008/2009 crisis (the great
recession), US GDP did not recover its pre-crisis levels until
autumn 2010. The euro zone, having relapsed in 2011 due
to the sovereign debt crisis, had to wait until spring 2015…
In today’s circumstances, with economies gradually
reopening but still being hindered by health and safety
measures, we therefore think it will take 2 to 3 years for
economic activity to return to a more «normal” level in line
with 2019. This core scenario will be important in evaluating
the equity markets.
For the short term, meanwhile, the worst appears to be
over: economies are emerging from lockdown more or
less everywhere, while the virus certainly appears to have
peaked and is receding quite significantly. The markets
also assume that governments would take less strict
measures in the event of a second wave: stocks of face
masks are being built up, hospitals are less saturated,
supply chains are better organised… and a full lockdown
costs a lot of money! These signs of optimism are also being
fuelled by the prospect of a remedy or vaccine against the
virus; scientists have become increasingly hopeful in recent
weeks as pharma and biotech firms have made more or less
serious progress on finding treatments. If this does indeed
prove to be the case (and let’s cross our fingers), the markets
are bound to get a boost.
Longer term, there are of course the social aspects to
consider as well as the natural investment themes
benefiting from this crisis that will attract even more
capital (technology, healthcare, good practices on ESG issues, etc.); on the economic front, meanwhile, we think
there are three topics that will have to be watched closely

over the coming months, with potentially major repercussions for the markets:
1 - What debt actually means, especially public debt, and
what currencies are actually worth.
In a matter of weeks, central banks have absorbed the
surplus debt created by their respective countries to deal
with the crisis, thereby shelving (for good?) the aim of
bringing public finances under control. In France’s case,
debt corresponding to 15% of GDP will thus be created and
immediately absorbed by the central bank. In such circumstances, and if these debts are to be held to infinity, why
not go even further and sustain investment programmes
in the sectors of tomorrow or wealth redistribution
programmes? This is probably what the various political
movements described as “populist” are going to call for
in the near future, and governments will find it difficult to
justify and drum up support for their own position if they
refuse. So there are questions about the intrinsic value
of these debts, and about the value of their underlying
currencies.
The world’s major exchange rates are currently stabilising,
especially the euro against the dollar as the policies being
conducted on both sides of the Atlantic are very similar.
Gold is among the biggest beneficiaries of this situation
and will probably remain so over the coming months. These
conditions may also be conducive to the formation of asset
bubbles: with interest rates at 0 and government debts of
dubious value, investments may continue to flow into real
assets such as property, equities and gold.
2 - The globalisation issue, which is currently under fire.
Globalised production chains have exposed certain weak
points in an emergency. In addition, from an environmental
viewpoint, the growing volume of air and maritime cargo
leaves a carbon footprint. Movements promoting shorter
value chains and locally based production will gain support,
which will be good news from a social and ecological
perspective. But these processes will take time to materialise.
They may eventually generate more inflation as production
costs rise. So watch this space, although this does not appear
to be a major issue for the short term. On the negative front,
a potential trade war could lead to a pro-protectionism
movement. Protectionism in the past has tended to have a
negative impact on global trade and economic activity in
the long term. The trade war with China is currently quite a
popular theme in the USA, especially among Donald Trump’s
natural voter base. So there is a risk that the trade war will
heat up, at least until the presidential election to be held
this coming November. In the medium term, we have said
on many occasions that a form of global domination is at
stake here as the USA’s leading position is increasingly being
challenged by China, particularly on the technological and
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monetary fronts. But not yet in the military arena, fortunately.
This issue will create volatility in the markets, and we can
expect to hear a lot more about it going forward.
3 - The question of the European Union and the euro.
With the Brexit talks seeming endless, this crisis has once
again revealed the hopeless discord that exists between
the euro zone’s countries. The single currency is a political
creation but one that is economically difficult to maintain
in its current state. International investors regularly express
doubts about its foundations and thus frequently test its
solidity, which results in extreme tension at times. Such
episodes might reoccur after this public health crisis ends,
particularly in 2021 when Germany holds its general election
and questions are once again raised about Europe’s public
finances and financial solidity. Angela Merkel and Emmanuel
Macron gave the markets a pleasant surprise by making
significant progress towards public debt mutualisation. Their
€500bn plan consists of grants, not loans, for the sectors
and regions that have been hit the hardest; it would be
funded by debt issued in the European Commission’s name.
But the plan needs to be approved by all 27 EU countries,
and already 4 of them have said they want to transform the
grants into repayable loans (Austria, Denmark, Netherlands
and Sweden). A compromise will probably be found, but the
fact is that the financial discord within the EU has widened
during this crisis. The ECB is currently buying up Italian,
Spanish and French government securities… Based on its
deficit ratios and particularly its debt ratios, France is moving
further and further away from the zone’s “core”(1) countries.
I N T E R E S T

recent weeks. With central banks buying up Investment
Grade bonds and governments coming to the rescue of their
often highly-rated national crown jewels, this segment offers
investors a precious “safety net”, especially at the short end
of the curve (1-3 years) where there is more visibility. The
High Yield segment (lower-rated bonds) has taken a harder
hit, along with the equity markets, but intervention by the
central banks has eased some of the pressure. It is still an
attractive segment given the yields it generates (about 6.0%
in Europe as a whole). We will of course have to keep a close
eye on default rates, but the market is already factoring in a
very negative scenario which could create some good entry
points. Given current volatility levels, it is advisable to hold
Investment Grade and/or High Yield bonds from a long-term
perspective as a form of protection against any liquidity
problems that may arise during periods of stress and to take
advantage of the returns offered throughout the course of
the investment.
The mix has also changed somewhat for emerging market
bonds. They have been quite resilient this year as yields
have fallen together with interest rates in general, which
has cushioned the blow of weakening currencies. Today, a
diversified portfolio of local government bonds delivers
yields in the region of 5% but with currencies offering upside
potential in the medium term.
E Q U I T I E S

The markets have already priced
in the lowest point of the recession…

R A T E S

Yield curves are “under control”
There is nothing really new to report since our last publication.
The world’s interest rates have indeed converged towards
0%. Yields on the govies that are deemed the safest and
considered the global market’s benchmarks are now settling
at around 0%: from -0.50% for the German Bund to +0.65%
for US 10Y T-Notes. Yields may fluctuate a little around
these levels depending on economic newsflow and on how
fast economies are expected to recover, but variations are
likely to be only small. The central banks have been quite
clear about their policies for money-market rates, which will
remain stable at their current levels for another few months.
So bond market performances in general will depend not
on interest-rate cuts but on the “carry”. In this respect, we
think corporate bonds are worth looking at.
In the credit markets, yield spreads between quality
(Investment Grade) bonds and govies have narrowed in

The markets are looking ahead, as they often do. Markets
tend to bottom out 3 to 6 months before a recession ends.
If we assume that the epidemic has indeed peaked already
and that economies are gradually picking up again, then
we could technically emerge from the recession within the
coming months. In this case, we will not see a repetition of
the market trough reached in late March. This is the scenario
that is currently taking shape; moreover, it comes at a time
when investors have been rather cautious and even very
concerned. And the current rebound is once again taking
them by surprise! However, it is worth noting that we believe
there is little upside potential on equities at current levels.
Our view is that “normal” price multiples should lie between
15 and 20 for the US equity index, the S&P 500, which is the
international benchmark. These metrics lie at the higher
end of the range of historical observations, but a premium
is warranted at this time for two reasons. Partly because
risk-free yields are close to 0%, which means that future
earnings and dividend flows are being discounted back at
lower rates, and therefore that present values are higher. And

Core countries are France, Germany / Peripheral countries are Portugal, Italy, Greece and Spain.
The figures cited deal with past years. Past performances are not a reliable indicator of future performances.
(1)
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partly because more than 20% of the
S&P 500 index is made up of growth
stocks in the technology sector, which
are naturally dearer as they boast
more development potential.
We have yet to work out what
earnings levels to factor into our
assessment... 2020 earnings are going
to fall sharply, by around 40% yearon-year, on account of the current
steep recession. This would point to
earnings per index unit of USD 100
to 110 compared with just over USD
160 in 2019, and therefore a present
PER(2) on 2020 earnings of around 27
to 29. If we acknowledge that these
are exceptional circumstances and
that a semblance of normality will
be restored quite quickly, i.e. with
earnings per index unit at around
USD150, then this would put the
S&P 500 index at 2,250 points for a
PER of 15 and at 3,000 points for a
PER of 20. Yet it is currently trading
at close to 3,000. So it would appear
that the markets have already bought
into a rather rapid “return to normal”
scenario. Unless, of course, we believe
that higher valuations are justified
because interest rates are so low,
which would point to an index at 3,750
points for a PER of 25. Why not, after
all? Especially as this is a situation in
which monetary policy could create
asset bubbles. This is why we reiterate
our “neutral” stance on equities.
In terms of positioning, we believe
we might see a temporary catch-up
by value / cyclical stocks against a
backdrop of recovering growth. But
the underlying momentum is clearly
in favour of growth stocks. The small
caps segment also seems interesting
because it is generally cheaper, in the
USA and Europe alike.
(2)

Our central scenario
In short, we do not expect the
pre-crisis situation to resume
anytime soon, although we do
understand that this is a possible
scenario
nonetheless.
This
crisis will have made a lasting
impression and shown that
there are flaws in the way our
economies are organised; these
flaws are unlikely to be resolved
at all rapidly. There will be longterm implications (repatriation
of activities, a drive to refocus on
more social and environmental
aspects, new working methods,
etc.) which may be beneficial but
will have consequences that are
currently difficult to gauge from
an investor’s perspective.
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Last of all, we reiterate the
scenario we drew up in last
month’s report: following an
initial steep slump and then a
strong rebound, we now believe
we are in a third phase with no
clear direction for share prices.
In such circumstances, corporate
bonds and emerging market
bonds look attractive at a time
when govie yields are set to
remain in the region of zero.

PER: Price to Earnings Ratio. A stock market analysis indicator: market capitalisation divided by net income.
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