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IN A WORD: 

Volatility remains extremely high and short-term uncertainty persists but current stock 
market levels offer opportunities to add to positions for the medium/long term. 

  

Volatility in financial markets is very high at present.  The good trading day of 17 March (the 
US stock market was up 6% yesterday) was eclipsed by another drop of nearly 4% this morning 
when the European markets opened, and Asian stock markets had closed in the red. Risk 
indicators are very tight (VIX at 75, V2X at 83) and credit spreads are at unprecedented levels 
since the 2008/2009 crisis. 

In terms of the Covid-19 pandemic, the number of new cases is almost zero in China, and 
stabilising at a low level in South Korea. On the other hand, in Europe, the new epicentre of the 
epidemic, the number of cases continues to soar, including in Italy, the first European country 
to implement confinement measures. To be precise, the speed of acceleration of new cases in 
Italy is beginning to tail off, which is the prelude to a future decline in the number of cases. This 
could happen in the next 8 to 15 days if the pattern of developments in China and South Korea 
is repeated. Elsewhere in Europe, the number of cases continues to climb. In the United States, 
the number of cases remains surprisingly low, but a sudden acceleration is feared. Everywhere, 
confinement measures (for health reasons) are accelerating, and now widespread in Europe. 
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Little economic news: more and more downgrades to economic growth forecasts, and our 
scenario of a global technical recession in the first half of the year is now widely accepted. The 
key issue will be the rebound we expect in the second half of the year. At the moment, many 
European companies are announcing factory closures and almost complete shutdowns of 
activity, which are translating into sharp downgrades of growth forecasts, and fuelling 
concerns in the media. 

Other concerns are the risk of liquidity and credit.  We observe that companies are drawing on 
their traditional credit lines with banks in order to cover their short-term liquidity needs.  
Furthermore, on the credit/corporate bonds/corporate loans markets, liquidity indicators are 
worsening; bid/ask spreads are widening, the spread on the US High Yield (risky segment of the 
corporate bond market) has reached a new recent high, and the iTraxx cross-over index in 
Europe now exceeds 650. All these technical indicators are at unprecedented levels since the 
2008/2009 crisis. As shown below, the systemic risk of the feared credit crunch is being taken 
very seriously by central banks. 

 

In the context of all this bad news and the stress on financial markets, the response in terms 
of economic policy is massive, global and coordinated. It concerns monetary policy and fiscal 
policy. The ‘policy mix’ is expansionary overall.  Monetary policy tools are being fully utilised; 
key rates are being cut to 0, there are massive liquidity injections, as well as support given to 
banks for their specific role in financing SMEs. There is also the task of countering the well-
known risk of a credit crunch in times of recession, during which companies have liquidity 
needs. 

 

We are reminded of Draghi's ‘whatever it takes' approach to saving the euro during the regional 
crisis in 2012.  This expression now applies to fiscal policy in the G20. All governments are 
announcing massive measures. The table below summarises most of the measures announced 
to date. 
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On the stock markets, there have been many downward revisions to earnings estimates.  Overall 
sentiment is deteriorating (more rapidly among individual investors than institutional 
investors), but pessimism is now very dominant. This indicator is often ‘contrarian,’ meaning 
that an excess of pessimism often indicates good entry points in the medium term. But in the 
short term, there is high uncertainty because fundamentals are deteriorating, the oil price has 
recently hit a new low (at $28 per barrel of Brent), the situation in the credit market is tight 
and volatility levels are excessive. 

However, we remain convinced that the impact of the current economic policy measures, which 
will take time to impact economies and businesses, should not be underestimated. As soon as 

Tax measures Monetary policy measures

Germany

 Easy access to short-term employment.   
Increase in public investment in 2021-24 
Support for corporate liquidity through tax 
deferrals Development of existing guarantee 
systems provided through public bank KfW 
Additional expenditure of €1 bn for the 
Ministry of Health

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 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 
Increased support for short-term employment  
Household support for childcare and the 
health system

Spain

Fiscal package of €14 bn Tax and social 
security credits State Development Bank 
credit lines Support for income loss due to 
Covid-19 €3.8 bn in government support to 
the health care sector

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

The Bank of England cut rates by 50bp 
Support programme in the short maturity 
corporate bond market                                                                                                                                                                         

USA

Fiscal package of $1.2 trn $300 bn of small 
business loan provisions $200 bn of 
stabilization funds Tax postponements for 
individuals and businesses that make up the 
rest of the $1.2 bn stimulus

The Fed cut rates by 150 bp to 0-0.25% 
New programme of bond purchasing and 
lending to companies ($700 bn)   Support 
measures to reduce stress in the 
commercial paper market Relaunch of 
financing facilities for large corporates 
Resumption of a USD swap policy with 
other central banks to ensure USD liquidity                                                                                                                                                                                                                                                                            

The ECB has taken strong measures 
similar to those taken in the 2008 crisis:                                                                                                                                                      
Increase in the bond purchase programme 
to EUR 120 bn Refinancing facility 
(TLTRO) for commercial banks (negative 
rate -0.25% or very negative -0.75%)                                     

Sources: Financial Times, UBS, Deutsche bank, BNP Paribas
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the first signs of the epidemic peak emerge, it will be the right time to anticipate a rebound in 
economies, interest rates and equity markets. 
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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.  
 

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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