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The world in synchronous recession 
 

Key Points 
 

 Equity markets take a breather, S&P bounced by 10% last week 

 Questions on the $2T US fiscal package 

 Fed action pushes yields lower, eases pressure on the US dollar 

 Fed schemes to support credit and commercial paper markets 

 
 Despite still elevated volatility, equity markets 
bounced by as much as 10% last week in the US 
whilst Europe went up by 7%. Japan’s Nikkei 
benchmark posted an outsized gain of 17%. Sector 
performances do not point to a sustained turnaround 
in stock markets. High implied volatility depicts an 
extreme level of risk. 

Bond markets price in support from central banks, 
which are determined to discourage sellers. The 
yield on 10-year notes is trading below 0.70% as 
steepening pressure is slowly alleviating.  Bund 

yields are drifting lower towards the ECB deposit rate 
of -0.50%. Yield volatility is diminishing somewhat. 

Credit spreads have reacted favorably to Fed policy 
measures. Indeed, IG spreads have fallen back 
within 300bp in the US; In Europe, high yield 
benefitted from the upturn in stock prices but spreads 
stay close to 800bp. Emerging bonds exploded 
towards 650pb vs. US Treasuries.  

Tensions on the US dollar are diminishing gradually 
amid concerted central bank interventions. The euro 
is trading above the $1.10 mark.  

Chart of the week 
 The Covid-19 crisis reveals 

underlying financial fragilities. 
In the US, low rate policies 
have fostered increased 
indebtedness, which in turn fed 
stock buyback programs.  

The level of spreads has long 
been inconsistent with the 
increased debt level shown 
here as a share of non-financial 
corporate GDP.  

The current credit Krach is thus 
reconnecting market spreads 
with underlying fundamentals.
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A 5% global contraction? 

The health crisis is leading to a very deep global 
recession. Early revisions to GDP forecasts of the 
Economist Intelligence Unit (EIU) point to a contraction 
in global activity by more than 2%y. The gap to the 
initial growth trajectory is considerable (-5.1%y). China 
will slow sharply to 1%y growth in 2020. The sudden 
stop in Europe may shave 7% off this year’s GDP in 
Italy and Germany. The French economy may contract 
by 5%y according to EIU forecasts. In the US, output 
loss will reach 2.9%y in 2020. Recovery scenarios vary 
enormously depending on the assumed effectiveness 
of sanitary measures and potential growth impact from 
corporate bankruptcies. Ruling out both a miraculous 
V-shaped recovery or darker scenarios in which 
economic and health policies fail, activity may only 
recoup its initial level in 2023 in both the US and 
Europe.  

US $2T fiscal plan 

The first signs of an economic collapse have emerged 
across a wide range of surveys. The service sector is 
bearing the brunt of the adjustment. Employment 
reacted almost immediately with 1.2 million people 
benefitted from partial unemployment schemes in 
France and fully 3.2mn initial jobless claims last week 
in the US. Contrary to “normal” recessions where 
aggregate demand shortfall impacts different sectors in 
a sequential manner, many sectors now face a sudden 
stop in activity. Unemployment benefits have been 
raised in the US to improve the effectiveness of the 
economic stabilizers, but job losses may lead to a loss 
of health insurance coverage for many individuals in the 
months to come.  

Fiscal policy must always be temporary, timely and 
targeted to be a success. Handouts to households 
($1.2k per person plus $500 per child) may be 
inadequate to foot healthcare bills. The $2T fiscal plan 
is indeed unprecedented but could be off target as it 
does not prioritize the healthcare crisis. Universal 
health coverage continues to face ideological 
resistance in the US. It is true that $150b will be traced 
to hospitals but it is hard to justify $50 bailout loans for 
airline companies. Fiscal choices also appear to reflect 
expectations of a swift return to normal business. The 
evolution of the epidemic in the US will quickly expose 
wrong-headed policies of the Trump Administration. 

Respite in financial markets 

Despite the recessionary backdrop, financial markets 
have rebounded. The S&P500 bounced by 10% last 
week as European indices gained some 7%. The sector 
performance breakdown is not reassuring though. The 
rebound in cyclicals (namely industrials, consumer 

discretionary) out oil sector outperformance, even as 
Brent oil prices dipped back below $26, are likely simply 
traceable to short covering. 

Short-term market relief does not override the bear 
market backdrop. The market pickup is indeed 
traceable to Central Bank interventions. Swap lines 
between the Fed and other Central Banks have 
increased dollar supply to non-US banks by $200b so 
far. Upward pressure on the dollar has weakened, at 
least for the time being. A slightly weaker dollar does 
facilitate a return to risk assets. Tensions persist in 
commercial paper markets where outstanding debt 
amounts top $1.1T. The Fed launched an SPV 
designed to provide support the CP market. The ABCP 
market, the money market epicenter of 2008 crisis, 
suffered as yields climbed beyond 2%. Fed action also 
contributed to modest spread tightening beyond the 
very short maturities. The Federal Reserve announced 
two facilities to support corporate credit markets across 
both primary (PMCCF) and secondary (SMCCF) bond 
markets. The SPVs will be funded by Fed loans and US 
Treasury capital ($10b equity) and will purchase 
investment-grade corporate debt with maturities within 
4 years in primary markets and residual maturities 
below 5 years in secondary markets. Corporate spread 
curves had flattened considerably as liquidity 
conditions worsened. Fed facilities may help to 
normalize spread curves. The average spread on US 
IG markets has already started to come down from a 
peak at 375bp to less than 300bp currently. Hence, 
despite the much-anticipated recession and the related 
deterioration in credit quality, the Fed is determined to 
keep credit flowing in the US economy. The reactivation 
of the Fed’s TALF should ward off a sudden stop in 
securitization activity which is critical to student, auto or 
SME loan financing. The TALF scheme entails a safety 
net for structured credit markets (including CLOs) 
currently in free fall. Indeed, BB tranches trade at 
spreads in the ballpark of 1500bp. The pullback of 
Japanese investors sparked a sharp repricing in the 
AAA CLO tranches, which widen to as much as 500bp.  

In European credit, liquidity conditions remain subpar, 
but investor interest is improving as evidenced by the 
reopening of primary corporate bond markets. Bond 
buyers have some market power at present amid ECB 
support, which will soon be deployed across markets, 
including commercial paper. Recent outflows from 
money market funds and the looming quarter-end 
closing will require decisive action from the ECB to 
assure adequate liquidity access to corporate 
borrowers. High yield markets remain volatile with 
enormous yield gaps nearing 800pb. In turn, the 
synthetic iTraxx crossover index is trading around 
650pb. 
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Main Market Indicators 
 

 

  

G4 Government Bonds 30-Mar-20 -1wk (bp) -1m (bp) YTD (bp)

EUR Bunds 2y -0.71 % -2 +6 -11

EUR Bunds 10y -0.54% -16 +7 -35

EUR Bunds 2s10s 17 bp -14 +1 -25

USD Treasuries 2y 0.24 % -7 -68 -133

USD Treasuries 10y 0.62 % -17 -53 -130

USD Treasuries 2s10s 38 bp -9 +15 +3

GBP Gilt 10y 0.32 % -11 -12 -50

JPY JGB  10y 0.02 % -5 +17 +3

€ Sovereign Spreads (10y) 30-Mar-20 -1wk (bp) -1m (bp) YTD (bp)

France 44 bp -5 +12 +14

Italy 199 bp +4 +28 +39

Spain 109 bp -5 +20 +43

 Inflation Break-evens (10y) 30-Mar-20 -1wk (bp) -1m (bp) YTD (bp)

EUR OATi (9y) 32 bp +30 -34 -

USD TIPS 101 bp +20 -42 -78

GBP Gilt Index-Linked 286 bp +14 -14 -25

EUR Credit Indices 30-Mar-20 -1wk (bp) -1m (bp) YTD (bp)

EUR Corporate Credit OAS 241 bp +5 +138 +148

EUR Agencies OAS 75 bp +2 +28 +31

EUR Securitized - Covered OAS 63 bp +8 +22 +21

EUR Pan-European High Yield OAS 802 bp -87 +422 +498

EUR/USD CDS Indices 5y 30-Mar-20 -1wk (bp) -1m (bp) YTD (bp)

iTraxx IG 97 bp -19 +30 +53

iTraxx Crossover 579 bp -118 +272 +372

CDX IG 112 bp -12 +45 +67

CDX High Yield 639 bp -225 +267 +359

Emerging Markets 30-Mar-20 -1wk (bp) -1m (bp) YTD (bp)

JPM EMBI Global Div. Spread 624 bp -49 +279 +334

Currencies 30-Mar-20 -1wk (%) -1m (%) YTD (%)

EUR/USD $1.103 +2.6 -1.33 -1.76

GBP/USD $1.238 +7.12 -3.35 -6.66

USD/JPY ¥107.87 +3.11 -0.1 +0.66

Commodity Futures 30-Mar-20 -1wk ($) -1m ($) YTD ($)

Crude Brent $22.9 -$4.1 -$26.8 -$41.8

Gold $1 622.5 $62.8 $24.1 $99.7

Equity Market Indices 30-Mar-20 -1wk (%) -1m (%) YTD (%)

S&P 500 2 551 14.01 -13.65 -21.04

EuroStoxx 50 2 713 9.17 -18.50 -27.55

CAC 40 4 301 9.89 -18.99 -28.05

Nikkei 225 19 085 13.01 -9.73 -19.33

Shanghai Composite 2 747 3.27 -4.62 -9.93

VIX - Implied Volatility Index 64.25 4.32 60.18 366.26

Source: Bloomberg, Ostrum Asset Management
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Legal information 
 
This document is intended for professional clients in accordance with MIFID. It may not be used for any purpose other than that for which it was conceived and may not be copied, distributed or communicated 
to third parties, in part or in whole, without the prior written authorization of Ostrum Asset Management. 
None of the information contained in this document should be interpreted as having any contractual value. This document is produced purely for the purposes of providing indicative information. 
This document consists of a presentation created and prepared by Ostrum Asset Management based on sources it considers to be reliable. Ostrum Asset Management reserves the right to modify the information 
presented in this document at any time without notice, and in particular anything relating to the description of the investment process, which under no circumstances constitutes a commitment from Ostrum 
Asset Management. 
Ostrum Asset Management will not be held responsible for any decision taken or not taken on the basis of the information contained in this document, nor in the use that a third party might make of the 
information. 
Figures mentioned refer to previous years. Past performance does not guarantee future results. Any reference to a ranking, a rating or an award provides no guarantee for future performance and is not constant 
over time. Reference to a ranking and/or an award does not indicate the future performance of the UCITS/AIF or the fund manager. 
Under Ostrum Asset Management’s social responsibility policy, and in accordance with the treaties signed by the French government, the funds directly managed by Ostrum Asset Management do not invest 
in any company that manufactures, sells or stocks anti-personnel mines and cluster bombs. 
 
This material has been provided for information purposes only to investment service providers or other Professional Clients, Qualified or Institutional Investors and, when required by local regulation, only at 
their written request.  This material must not be used with Retail Investors.  
In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a Luxembourg management company 
that is authorized by the Commission de Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis Investment Managers 
S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy: Natixis Investment Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no 
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Frankfurt 55, Westend Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration number 50774670). Registered office: Stadsplateau 7, 3521AZ 
Utrecht, the Netherlands. Sweden: Natixis Investment Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). Registered office: Kungsgatan 48 5tr, Stockholm 
111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en España. Serrano n°90, 6th Floor, 28006, Madrid, Spain.  
In France: Provided by Natixis Investment Managers International – a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. 
GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris. 
In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 10, 1204 Geneva, Switzerland or its representative office in Zurich, 
Schweizergasse 6, 8001 Zürich.  
In the U.K.: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial Conduct Authority (register no. 190258).  This material is intended to be communicated 
to and/or directed at persons (1) in the United Kingdom, and should not to be regarded as an offer to buy or sell, or the solicitation of any offer to buy or sell securities in any other jurisdiction than the United 
Kingdom; and (2) who are authorised under the Financial Services and Markets Act 2000 (FSMA 2000); or are high net worth businesses with called up share capital or net assets of at least £5 million or in the 
case of a trust assets of at least £10 million; or any other person to whom the material may otherwise lawfully be distributed in accordance with the FSMA 2000 (Financial Promotion) Order 2005 or the FSMA 
2000 (Promotion of Collective Investment Schemes) (Exemptions) Order 2001 (the "Intended Recipients"). The fund, services or opinions referred to in this material are only available to the Intended Recipients 
and this material must not be relied nor acted upon by any other persons. Registered Office: Natixis Investment Managers UK Limited, One Carter Lane, London, EC4V 5ER. 
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA. Related financial products or services are only available 
to persons who have sufficient financial experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients or Market Counterparties as defined by the DFSA. 
No other Person should act upon this material.  Registered office: Office 603 - Level 6, Currency House Tower 2, PO Box 118257, DIFC, Dubai, United Arab Emirates.  
In Japan: Provided by Natixis Investment Managers Japan Co., Ltd., Registration No.: Director-General of the Kanto Local Financial Bureau (kinsho) No. 425. Content of Business: The Company conducts 
discretionary asset management business and investment advisory and agency business as a Financial Instruments Business Operator. Registered address: 1-4-5, Roppongi, Minato-ku, Tokyo.  
In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment Consulting Enterprise regulated by the Financial Supervisory Commission of 
the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2018 FSC SICE No. 024, Tel. +886 2 8789 2788. 
In Singapore: Provided by Natixis Investment Managers Singapore (name registration no. 53102724D) to distributors and institutional investors for informational purposes only.  Natixis Investment Managers  
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