
Market Synopsis – April 2020 

What a difference a month makes! US and global equities 

have rallied by 31.6% and 28.6% from the March lows, 

respectively. Although providing a welcome sigh of relief, 

investors are not necessarily out of the woods yet. The 

economic lockdowns and the collapse in consumer 

confidence continue to take their toll on the US and 

global economies. The eventual end of the stay-at-home 

orders and the progressive re-opening of the economy 

will halt this trend. The rapid monetary and fiscal easing 

globally will allow growth to recover smartly in the second 

half of the year, but only after authorities loosen extreme 

social distancing measures. First-quarter US growth is 

already as weak as it was at the depth of the recession 

that followed the Global Financial Crisis (“GFC”) in 

2008/2009. The second quarter will be even weaker. The 

US Federal Reserve (“Fed”)’s Weekly Economic Index 

indicates that Annual GDP growth could fall below -11% 

next quarter with both the industrial and consumer sectors 

in shock – see Figure 1. 

In response to the aggregate demand shock caused by 

COVID-19, global central banks are supporting lending. 

These policies are an essential ingredient to flatten the 

loan default curve and minimise the permanent hit to 

employment and household income from bankruptcies. 

The Fed is acting as the central banker to the world. Its 

new quantitative easing program has already added  

USD1.36 trillion in excess reserves this quarter. In addition, 

the Fed’s decision to loosen supplementary liquidity ratios 

and capital adequacy ratios for US banks allow the 

interbank and offshore markets to normalise. Meanwhile, 

the Fed’s swap lines with global central banks have 

surged by USD432 billion since the crisis began. Its Foreign 

and International Monetary Authorities (FIMA) repo facility 

also permits central banks to pledge US Treasuries as 

collateral to receive USD. These two programs let global 

central banks provide USD funding to the private sector 

outside the US. 

 

The Fed is also supporting the credit market directly. The 

USD250 billion Secondary Market Corporate Facility, the 

USD500 billion Primary Market Corporate Facility and the 

USD600 billion Main Street New Loan and Expanded Loan 

Facilities, all mean that firms with a credit rating above 

Baa or a debt-to-EBITDA ratio below 4x can still get 

funding. Together with the USD100 billion Term-Asset-

backed Securities Loan Facility, these measures will 

prevent a liquidity crisis from morphing into a solvency 

crisis in which healthier borrowers cannot roll over their 

debt. Such a crisis would magnify the inevitable increase 

in defaults (and bankruptcies) significantly. The market is 

already reflecting the impact of the Fed’s programs. 

Corporate spreads for credit tiers affected by the Fed’s 

support are narrowing sharply. Spreads reflective of 

liquidity conditions have also begun to normalise. The 

narrowing of bank credit default swap (“CDS”) spreads – 

an indication of implied probability of default – 

demonstrates that unlike the GFC, the current crisis does 

not threaten the viability of major commercial banks. 

Other central banks are also doing their share. The Bank of 

Canada is buying provincial debt to ensure that the 

authorities directly tasked with managing the pandemic 

can do so. The European Central Bank has enacted a QE 

program of at least EUR1.1 trillion and enlarged the 

Targeted Longer-Term Refinancing Operations (TLTRO 

facility) while decreasing its interest rate – this cheapens 

the cost of financing for commercial banks. Furthermore, 

Figure 1 – US economic growth imploding 

The International Monetary Fund (“IMF”) expects the 

recession to eclipse the post GFC-slump, in both 

advanced and emerging economies. Its most recent 

World Economic Outlook describes base-case 2020 

growth of -5.9%, -7.5%, and -1.0% in the US, Eurozone 

and emerging markets, respectively. This compares with  

-2.5%, -4.5% and 2.8% each in 2009. If a second wave 

of infections forces renewed lockdowns in the third 

quarter, then 2020 growth could be 5.1% and 4.5% lower 

than above-mentioned base-case in developed markets 

and emerging markets, respectively. 



Figure 2 – Significant fiscal support being provided 

emerging economies, loan guarantees supplement 

growing deficits. So far, this protection totals at least 

USD1.3 trillion. While guarantees do not directly boost the 

income and spending of the private sector, they address 

the risk of an uncontrolled spike in defaults. Therefore, they 

minimise the odds that rocketing temporary layoffs will 

morph into permanent unemployment. While a deep 

recession is unavoidable, governments will provide more 

stimulus if activity does not soon stabilise.  

 

In summary, the global economy is on track to suffer its 

worst contraction since the 1930s. However, the 

combination of aggressive monetary and fiscal stimulus 

will prevent a rising wave of defaults from swelling to a 

crippling tsunami that permanently curtails household 

income and employment. Given that banks and 

households have stronger balance sheets than in 2008, 

when governments ease lockdowns, the economy will 

recover quicker than it did following the GFC. 

 

The evolution of any second wave of infection is the 

crucial risk to this view. The IMF’s forecast indicates that 

growth will suffer substantial downside relative to its 

baseline scenario if the second wave is strong and forces 

renewed lockdowns. In this scenario, the current package 

of stimulus must be augmented to avoid a depression like 

outcome. This is a risk that must be diligently monitored. 

 

Due to the sharp drop in economic output, low inflation is 

expected for the next 18 months. This will allow monetary 

conditions to stay extremely accommodative. Growth will 

recover in the second half of 2020, so the window to own 

risk assets remains fully open with the assumption we can 

avoid a second wave of complete lockdowns. Despite 

short-term risks, we continue to favour equities on a 12- to 

18-month investment horizon in an environment where a 

second wave of lockdowns can be avoided. Equity 

valuations have deteriorated, but they remain broadly 

attractive. While multiples are not particularly cheap, the 

equity risk premium remains very high. Alternatively, the 

expected growth rate of long-term earnings embedded 

in equity prices continues to hover at the bottom of its 

post-war distribution. In other words, equities are attractive 

because bond yields are low. Ample liquidity also 

continues to underpin equity prices. The combined 

valuation and liquidity backdrop are accommodative 

enough for equities to persevere higher, despite the 

immense economic shock generated by COVID-19.  

the ECB has also eased liquidity and capital adequacy 

ratios for commercial banks. Last week, it announced that 

it would also accept junk bonds as collateral, if these 

bonds were rated as investment grade prior to  

7 April 2020. 

 

Governments, too, are ensuring that private-sector default 

rates do not spike uncontrollably and doom the economy 

to a repeat of the 1930s. Policymakers in the G-10 and 

China have announced larger stimulus packages than 

the programs implemented in the wake of the GFC. The 

US’s programs already total USD2.89 trillion or 13% of 2020 

GDP. Germany is abandoning fiscal discipline and has 

declared stimulus measures totalling 12% of GDP – see 

Figure 2. 

Even powerhouse China is not taking chances. In addition 

to a larger fiscal package than in 2008, the reserve 

requirement ratio for banks stands at 9.5%, the lowest 

level in 13 years, and the People’s Bank of China cut the 

rate of interest on excess reserves (“IOER”) by 37 basis 

points to 0.35%. The last cut to the IOER was in November 

2008 to the magnitude of 27 basis points. This interest rate 

easing preceded a CNY4 trillion increase in the stock of 

credit, which played a major role in the global recovery 

that began in 2009. Hence, the recent IOER reduction 

suggests that China is getting ready to boost its economy 

by as much as in 2008. Among the advanced and some 



The readings of the BCA Research (“BCA”)’s Valuation and 

Monetary Indicator are even more accommodative for 

equities than they were in Q1 2009, which marked the 

beginning of a 340% bull market – see Figure 3. 

Sentiment and momentum continue to be depressed, 

which could explain the resilience of equities despite the 

gloomy economic and profit outlook. The BCA’s 

Composite Momentum Indicator based on both the  

13-week rate of change of the S&P 500 and traders’ 

sentiment lingers at the bottom of its historical distribution. 

In addition, the rock-bottom percentages of shares 

above their 30-week moving average or at 52-week highs 

suggests that the average share is still oversold.  

 

One problem for equity indices is that some sectors, such 

as information technology, are very overbought on a  

Figure 3 – Valuation and liquidity conditions offset COVID-19 

near-term basis, which could invite profit-taking among 

the names that account for a disproportionate share of 

global equity indices. If these sectors correct 

meaningfully, then the whole index would fall even if the 

median stocks barely move or even increase. This is 

indeed an ominous sign for the “smart money” index 

trackers and the “even smarter money” growth investors. 

As value manager, which had to endure one of the 

longest stretches of value vs growth relative 

underperformance, this would be a welcome change 

and a deserved reward for our clients’ patience over the 

years. 

 

In conclusion, a deep economic contraction globally is 

inevitable. Policymakers (both central banks and 

governments) have responded with significant 

interventions to stimulate their respective economies. 

Once the lockdowns end, and barring a second wave of 

lockdowns being necessitated, risk assets have a 

particularly favourable tailwind over the medium to long-

term. Over the short-term volatility will probably remain 

elevated with corrections possible. Investors should thus 

stick to their chosen investment philosophy and process to 

reap the benefits of patient capital allocation decisions 

over the years. 



This document is intended to be utilised for information purposes only. Should you choose to use this document for any other purposes other than information, you should do so with the assistance of 

professional advice. If you rely on this information for any purpose whatsoever, you do so at your own risk. Integrity Asset Management does not accept any liability of whatever nature and howsoever 

arising in respect of any claim, damage, loss or expense, whether caused directly or indirectly including consequential loss or loss of profit, arising out of or in connection with you, the user, on the 

contents of the newsletter, or the user of the information products and services described in this newsletter. The user agrees to submit exclusively to the law of the Republic of South Africa and the juris-

diction of the courts of the Republic of South Africa in respect of any disputes arising out of use of this newsletter. Integrity Asset Management is an authorised Financial Services Provider, FSP no 43249. 

Source: Bloomberg, as at 30 April 2020 

For more information on this Market Synopsis or to discuss solutions provided by Integrity Asset Management, please 

contact us at:  

Tel:   (021) 671 2112 

Cell:  072 513 2684 / 084 601 1025 

E-mail: nic@integrityam.co.za / herman@integrityam.co.za  

Website: www.integrityam.co.za  

Indicator Spot MTD YTD Y-o-Y

Gold 1 687.67   5.6% 10.8% 31.5%

Brent Crude 25.27        11.1% -61.7% -65.3%

USDZAR 18.4702    3.8% 32.2% 28.9%

EURZAR 20.2022    3.4% 28.7% 25.7%

GBPZAR 23.2561    5.4% 25.4% 24.4%

JSE All Share TRI 7 760.73   14.0% -10.4% -10.8%

JSE Resources TRI 3 125.82   22.6% -7.4% 1.8%

JSE Industrials TRI 14 186.37 9.9% 2.9% -1.4%

JSE Financials TRI 6 362.35   13.0% -32.3% -36.2%

JSE Listed Property TRI 1 041.27   7.0% -44.5% -46.0%

S&P 500 2 912.43   12.7% -9.9% -1.1%

Euro STOXX 50 6 251.16   5.3% -21.4% -14.7%

FTSE 100 5 524.05   3.9% -20.9% -17.1%

Nikkei 225 33 069.06 6.7% -13.8% -7.2%

Hang Seng 71 476.46 4.1% -12.5% -14.2%
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