
Market Synopsis – March 2020 

In last month’s Market Synopsis, we concluded that “we 

continue to maintain a neutral stance towards risk assets 

until the situation becomes clearer. For now, our central 

scenario remains that new cases will soon peak and 

economic activity will recover. In this case, equities and 

bond yields now have limited further downside, and they 

will recover later this year. Equities will ultimately reach 

new highs. However, prudence forces us to protect client 

portfolios against what would be an extremely adverse 

outcome if COVID-19 were to spread much further.” 

Unfortunately, that is exactly what happened… and 

abruptly too! Figure 1 shows that as China handed the 

baton for most daily infections to the rest of the globe, 

global equity markets tumbled. As the daily cases globally 

increased exponentially over the next couple of days and 

heart-wrenching scenes from Italy and Spain filled news 

screens, global equity markets sold off sharply. 

Figure 1 –  COVID-19 cases vs MSCI All-Country World Net Total Return Index               Source: Integrity AM, www.worldometers.info 

At the time of writing, the epicentre of the COVID-19 

pandemic seems to have shifted to the US. US President, 

Donald Trump, also now seems to have realised that the 

US cannot sidestep this invisible enemy, despite his 

protestations and assurances to the contrary. 

  

A violent global recession is underway. This recession has 

occurred because policymakers saw it as the lesser of two 

evils. They judged, with good reason, that a temporary 

shutdown of most non-essential economic activities was a 

price worth paying to contain the virus. Outside of China, 

the level of real GDP is likely to be down 1%-to-3% in Q1 

of 2020 relative to Q4 of 2019, and down another 5%-to-

10% in Q2 relative to Q1. On a sequential annualised 

basis, this implies that GDP growth could register a 

negative print of 40% in some countries in the second 

quarter, a stunning number that has few parallels in 
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history. The “sudden stop” nature of the downturn stems 

from the global economy being simultaneously hit by 

both a massive demand and supply shock. When 

households are confined to their homes, they cannot 

spend as much as they normally would. This is particularly 

the case in an environment of heightened risk aversion, 

which usually leads to increased savings. At times like 

these, businesses also slash spending in a desperate 

effort to preserve cash. All this reduces aggregate 

demand. On the supply side, production has been 

impaired because of workers’ inability to get to work. 

According to the US’s Bureau of Labor Statistics, less than 

30% of US employees can work from home. Since 

modern economies rely on an intricate division of labour, 

disturbances in one part of the economy quickly ripple 

through to other parts. The global supply chain ceases to 

function normally. 

 

Despite the dismal situation, some positive developments 

are emerging: It has been demonstrated that quarantines 

contain the spread of the virus. On 18 March 2020, the 

Chinese city Wuhan recorded no new COVID-19 cases. In 

addition, 10 days after its 24 January quarantine began, 

new cases started to fall off quickly – see Figure 2 on the 

following page. If the recent softening in new cases in 

Italy’s Lombardy region continues, it will illustrate that 

democratic regimes can also reduce the pace of 

infection. 



artificial limits on its bond purchases that were its capital 

keys and has offered a EUR750 billion bond purchase 

program. The ECB is also looking to open its Outright 

Monetary Transactions program. Other central banks are 

injecting cash directly into their domestic markets. Even 

the South African Reserve Bank recently unexpectedly cut 

the repo rate by 100 basis points and has resorted to 

quantitative easing – a step not even contemplated in 

the past.  The list and size of actions will expand until the 

markets are satiated with enough liquidity. 

 

The impact of these policy measures is threefold: First, the 

actions are designed to alleviate the global economy’s 

liquidity, especially USD, shortage. Secondly, they aim to 

support growth directly. The private sector needs direct 

backing to survive the lack of cash inflows that will 

develop in the coming weeks. If fiscal and monetary 

authorities can plug that hole, then spending will not have 

to collapse as deeply nor for as long as would otherwise 

be the case. Finally, it is imperative policymakers boost 

confidence and ease financial conditions to allow 

“animal spirits” to stabilise. If risk-taking continues to 

tailspin, then spending will never recover and the 

demand for cash will only grow, creating the worst liquidity 

trap since the Great Depression. 

Most importantly, policymakers around the world have 

shown their willingness to do “whatever it takes.” 

Governments are easing fiscal policy at breakneck 

speeds. Germany’s state bank, KfW, is setting aside 

EUR550 billion to support the economy. France will spend 

EUR45 billion and has earmarked EUR300 billion in small 

business loan guarantees. Spain announced  

EUR200 billion to protect domestic activity. The White 

House recently passed a stimulus package of 

USD2.2 trillion and Canada followed suit with a CAD82 

billion relief bill. Central bankers have also become 

extreme reflators. Nearly every central bank in developed 

economies has cut interest rates to zero or into negative 

territory. Critically, central banks have become lenders of 

last resort. The US Federal Reserve (“Fed”) has announced 

it will engage in unlimited asset purchases; it has 

reopened various facilities to provide liquidity to the 

market and is using the US Department of the Treasury to 

lend directly to the private sector. The Fed has also 

dusted off the alphabet soup of programs created during 

the financial crisis to improve proper market functioning, 

and has even added a few more to the list, including a 

program to support investment-grade corporate bonds 

and another to support small businesses. Among its many 

measures, the European Central Bank is scrapping 

Figure 2 –  Quarantines work 



Risk assets have moved to discount the dire economic 

scenario. The global stock-to-bond ratio has collapsed by 

47% since its peak on 17 January 2020 and stands at the 

top 10% worst levels in the last 40 years. Equity investors 

capitulated and ran for the exits resulting in an extreme 

shift to oversold conditions – see Figure 3. 

 

Despite the magnitude of the shocks hitting the global 

economy, equities will rally if they become cheap 

enough and monetary conditions are accommodative 

enough. The BCA Valuation indicator has collapsed to 

“undervalued” territory and its Monetary Indicator has 

never been more supportive of equities. The gap 

between these two indicators is at its lowest level since Q1 

2009 or 1982, two points that marked the end of bear 

markets – see Figure 4. From a longer-term asset 

Figure 3 – Equity markets have plummeted 

allocation perspective, equities are thus particularly 

attractive. 

 

Over the short-term though, we are not necessarily out of 

the woods yet. Risk assets cannot stabilise durably if the 

demand for USD liquidity is not satiated. The large 

programs announced around the globe seem to be 

calming this liquidity crunch. However, the situation is fluid 

and the crunch can come back at a moment's notice. 

We thus currently, amongst many other indicators, 

monitor two key decks of indicators: Evolution of daily 

COVID-19 cases and easing of USD liquidity pressures. 

Once these have reached its peaks and have started to 

recede, a more aggressive stance towards risk assets will 

be warranted. In the meantime, we maintain a neutral to 

somewhat cautious stance towards risk assets. 

Figure 4 – Valuation and monetary conditions supportive of risk assets 
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Source: Bloomberg, as at 31 March 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 1 597.89   0.8% 4.9% 23.6%

Brent Crude 22.74        -55.0% -65.5% -66.7%

USDZAR 17.7999    13.7% 27.4% 22.7%

EURZAR 19.5289    13.1% 24.4% 20.0%

GBPZAR 22.0686    10.0% 19.0% 16.8%

JSE All Share TRI 6 808.89   -12.1% -21.4% -18.4%

JSE Resources TRI 2 548.73   -11.4% -24.5% -18.5%

JSE Industrials TRI 12 912.76 -1.9% -6.3% -4.4%

JSE Financials TRI 5 631.34   -30.7% -40.1% -39.2%

JSE Listed Property TRI 973.14      -36.6% -48.2% -47.9%

S&P 500 2 584.59   -12.5% -20.0% -8.8%

Euro STOXX 50 5 935.15   -16.2% -25.3% -14.7%

FTSE 100 5 316.82   -13.4% -23.8% -18.4%

Nikkei 225 30 978.96 -9.7% -19.2% -8.8%

Hang Seng 68 684.88 -9.5% -15.9% -15.7%
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