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IN A WORD:

There is a strong rally on financial markets this morning (24 March); the Japanese stock
exchange closed up 7%, the Eurostoxx was +4.5% at the time of writing and futures on the
S&P500 were +4.6%). Risk indicators (volatility and credit spreads) are contracting. The
triggers for this rally are some better news on the epidemic in Italy and the strong policy
decisions by the Fed, and potentially the US Congress if the Republicans and Democrats reach
an agreement.

The Covid-19 pandemic

The number of new infections in China has been practically zero for several days. The
authorities have announced a relaxation of containment rules in Wuhan, effective from 8 April.
The Chinese economy could resume ‘normal’ levels during the second quarter.

In Europe, for the second day in a row, the number of new infections and deaths in Italy is
falling; in other words, the strict containment measures, put in place on 11 March, are starting
to have a big impact. This potential peak in the epidemic in the first-affected European country
should be confirmed over the next few days. It would allow a potential peak to be anticipated
in Spain, France and Germany within 8-12 days if the Italian pattern is repeated in these
countries.

Many countries are adopting strict containment measures with 1.7 billion people around the
world now forced to comply. Yesterday, for example, the United Kingdom and South Africa took
decisions along these lines.
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In the United States, however, decisions are being taken only at the local level. Some states
(New York, California and Washington first, followed by others) have implemented partial
containment that resembles the first measures implemented in Italy in early March (so prior
to 11 March and its strict measures). It is feared that the authorities are underestimating the
seriousness of the health situation, judging from the examples of China, South Korea and Italy.
The United States is therefore a cause for concern.

In terms of economic policy, the responses of governments and central banks are constantly
rising

The most recent news came from the United States. The Fed is taking up all the tools it
previously used during the financial crisis of 2008/2009 by extending its scope of action to

municipal bonds and commercial paper for example. It announced that the size of its
intervention could be unlimited!

A massive plan ($2 trillion) is under debate in Congress. Yesterday, disagreement between
Republicans and Democrats took its toll on financial markets. This morning hopes of an
agreement dominated the scene. The programme will be finalised sooner or later, because the
recession is coming and the US system for unemployment benefit needs to be adapted quickly.
The liquidity problems of multiple SMEs and very SMEs are making such a programme urgent.

Forthcoming economic figures will start to reveal the extent of the recession. We will watch, in
particular, the publication of PMIs today in Europe and the United States. These PMIs could
reach new historical lows.
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Tax measures

Monetary policy measures

Germany

Easy access to short-term employment

Support for corporate liquidity through tax
deferrals

State loan guarantees to the most vulnerable
companies (€500 bn)

Development of existing guarantee systems
provided through public bank KfwW

Additional expenditure of €1 bn for the Ministry of
Health

Increase in public investment in 2021-24 (€12 bn)
Awaiting approval: €350 bn (10% of GDP)
€150 bn to limit the economic impact of the
coronavirus and a €200 bn fund for loan
guarantees and equity investments in companies

France

Subsidies for short-term employment

Late payment of taxes and social security
contributions

Suspension of the new tax on the use of
temporary contracts

Increase of loan guarantee schemes for SMEs
(€300 bn)

Solidarity Fund for small businesses

Italy

Tax package of over €25 bn

Postponement of all tax payments until 31 May
Compensation of 60% of corporate property
rental costs

Mortgage adjustment for the self- employed
Commercial loan guarantee scheme (measure not
detailed to date)

Increased support for short-term employment
Household support for childcare

Debt repayment holiday

Support for the health care system (€1.5 bn)

Spain

Fiscal package of €17 bn

Tax and social security credits

State loan guarantees (€100 bn)

Debt repayment holiday

€3.8 bn in government support to the health care
sector

The ECB has taken strong measures similar
to those taken in the 2008 crisis:

Increase in the bond purchase programme by
€750 bn (6% of eurozone GDP) bringing the
total package to €1.1 trn

Purchase of Greek sovereign debt and short-
term corporate bonds (commercial papers)
The ECB will accept loans from small and
medium sized companies as collateral
Refinancing facility (TLTRO) for commercial
banks (negative rate -0.25% or very negative
0.75%)

UK

£30 bn fiscal package

£12 bn (0.5% of GDP) for targeted support
measures (£5 bn emergency fund to support
utilities, £7 bn of measures to help households and
businesses)

£18 bn earmarked to longer-term measures to be
implemented later this year

But also:

£20 bn of tax cuts and grants to corporates £330
bn of government-backed loans to corporates
Debt repayment holiday

£50 bn of additional measures:

-Take over 80% of the wages of workers whose
jobs are at risk.

-Deferral of VAT payment for the next quarter
(£30 bn)

-Unlimited 12-month interest-free loans for
businesses

-£7 bn in additional social aid

-£1 bn in assistance to tenants

The Bank of England cut rates by 100bp
to historical low levels (0.1%)

Resumption of the bond purchase programme
for £200 bn

Support programme in the short maturity
corporate bond market
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USA

1st fiscal package voted by the Congress (6
March) of $8.3 bn for US health authorities
(CDCP, PHSSEF and NIH)

Awaiting Senate approval :

-Emergency programme ($300-500 bn) for the
payment of employees on forced unpaid leave,
sick leave and unemployment benefits

-Fiscal package of $2-2.5 trn

Direct financial assistance to households, loans to
small and medium enterprises and support to the
hardest-hit industries and large companies (i.e.
airlines) and hospitals

The Fed cut rates by 150bp to 0-0.25%
New programme of bond purchasing and
lending to companies (unlimited volume and
extended scope)

$300 bn credit program for businesses
(purchases of corporate bonds in the primary 4
PMCCEF- and secondary market -SMCCF)
and households (support for student loans
and consumer credit markets)

Support measures to reduce stress in the
commercial paper market

The Fed launches a programme to support
money market mutual funds

New launch of financing facilities for large
corporates

Resumption of a dollar swap policy with other
central banks to ensure dollar liquidity

Sources: Financial Times, UBS, Deutsche Bank, les Echos, BNP Paribas

In terms of financial markets, risk indicators eased this morning; volatility (VIX and V2X) fell,
credit spreads narrowed, and bond markets were calmer with small variations in yields. But
fear may take the upper hand soon, and we do not think the period of high volatility is over yet.

We stick to our message: economic policy instruments are very powerful and should not be
underestimated. We still expect a U-shaped profile for economies, interest rates and stock
markets. Valuation levels for risky assets are attractive today, but the valuation does not give
the timing of the rally. This timing will depend on news about the pandemic that is inherently
unpredictable. Opportunities are emerging from a medium-to long-term investment
perspective, but the short term remains uncertain.
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DISCLAIMER

This marketing document is provided by the Wealth
Management business of BNP Paribas, a French public limited
company with a capital of € 2,499,597,122, registered office 16
bd des Italiens 75009 Paris - France, registered at RCS Paris
under number 662,042,449, authorised in France, under the
number 662,042,449, approved in France by the Autorité des
Marchés Financiers (AMF). As a marketing document, it has not
been produced in accordance with regulatory constraints to
ensure the independence of investment research and is not
subject to the prior transaction ban. It has not been submitted
to the AMF or other market authority. This document is
confidential and intended solely for use by BNP Paribas SA, BNP
Paribas Wealth Management SA and companies of their Group

('BNP Paribas’) and the persons to whom this document is issued.

It may not be distributed, published, reproduced or revealed by
recipients to other persons or reference to another document
without the prior consent of BNP Paribas.

This document is for informational purposes only and does not
constitute an offer or solicitation in any State or jurisdiction in
which such offer or solicitation is not authorised, or with persons
in respect of whom such offer, solicitation or sale is unlawful. It
is not, and should under no circumstances be considered as a
prospectus. The information provided has been obtained from
public or non-public sources that can be considered to be
reliable, and although all reasonable precautions have been
taken to prepare this document, and, in the event of any
reasonable precautions, the accuracy or omission of the
document shall not be recognised. BNP Paribas does not certify
and guarantees any planned or expected success, profit, return,
performance, effect, effect or profit (whether from a legal,
regulatory, tax, financial, accounting or other point of view) or
the product or investment. Investors should not give excessive
confidence in theoretical historical information relating to
theoretical historical performance. This document may refer to
historical performance; Past performance is not a guide to future
performance.
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The information contained in this document has been drafted
without taking into account your personal situation, including
your financial situation, risk profile and investment objectives.
Before investing in a product, the investor must fully understand
the risks, including any market risk associated with the issuer,
the financial merits and the suitability of such products and
consult its own legal, tax, financial and accounting advisers
before making an investment decision. Any investor must fully
understand the characteristics of the transaction and, if not
otherwise provided, be financially able to bear the loss of his
investment and want to accept such risk. The investor should
remember that the value of an investment as well as the income
from them may fall as well as rise and that past performance is
not a guide to future performance. Any investment in a product
described is subject to prior reading and to an understanding of
the product documentation, in particular that which describes in
detail the rights and duties of the investors and the risks
inherent in an investment in that product. In the absence of any
written provision, BNP Paribas does not act as an investor's
financial adviser for its transactions.

The information, opinions or estimates contained in this
document reflect the author's judgement on the day of his
drafting, they must not be considered as authority or be
substituted by anyone in the exercise of his or her own
judgement and subject to change without notice. Neither BNP
Paribas nor any BNP Paribas Group entity will be liable for any
consequences that may arise from the use of the information,
opinions or estimates contained in this document.

As a distributor of the products presented in this document, BNP
Paribas may receive distribution fees on which you can obtain
further information on specific request. BNP Paribas, its
employees or Directors may hold positions in or relationship
with their issuers.

By receiving this document you agree to be bound by the above
limitations.
© BNP Paribas (2020). All rights reserved.
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