
Economic Outlook 
A couple months ago, the trade war, impeachment proceedings and Brexit were the main 
risk scenarios. Today, they seem to be from a different era and almost harmless. 
  

They have nearly been forgotten in a few turbulent weeks. We have been transformed by 
a shocking, almost unbelievable, pandemic, the new coronavirus, Covid-19, which 
originated in China and has spread rapidly abroad. 
  

The full extent of this spread did not become apparent until the end of February.  
  

The contagion's impact on capital markets in just the following three weeks can be quickly 
illustrated. 
  

The number of new cases outside China quickly approached China’s total. On March 9th, 
Italy effectively quarantined the entire country. Cultural and sporting events were cancelled 
in many parts of the world. 
  

In the markets, the S&P 500 slumped at record speed, over 20% from its record high and 
European indices have lost more than a quarter of their value. 
  

Stock-market volatility has reached levels not seen since 2008. To make matters worse, 
key oil producers Saudi Arabia and Russia embarked on a full-blown price war, sending 
oil down to $20 per barrel. 
  

All U.S. government-bond maturities yielded less than 1% for the first time in history, 
while the risk premiums on euro high-yield bonds doubled virtually overnight. 
  

The virus has also arrived in most people's daily lives. Companies have taken extensive 
precautions to ensure smooth business operations. These dramatic developments 
demonstrated that economic forecasts made in mid-February were no longer relevant. 
  

Another colossal shift occurred on March 12th, the day on which almost the whole of 
Europe switched to crisis mode and it became obvious that the United States would soon 
follow suit. 
  

Stock markets suffered historic falls and most bond markets froze. Central banks began to 
intervene with large liquidity packages and both the U.S. Federal Reserve (the Fed) and 
the Bank of England radically cut interest rates. 
  

At 0.1%, the benchmark British bank rate is at its lowest level on record, going back to 
1689. The European Central Bank (ECB) followed suit with numerous easing measures to 
stimulate bank lending and a 750-billion-euro purchase program, to improve liquidity in 
the bond markets.  
  

The high number of traders and fund managers currently working from home has 
intensified the lack of market liquidity. 
  

This was evident in the fact that even on days of massive collapses in the riskier markets, 
such as equities and corporate bonds, the supposed safe havens, gold and government 
bonds, had lost value. 
  

They become a source of liquidity for many companies and institutional investors when 
the overarching rule is, “cash is king.” This was evidenced by panic selling to cover 
massive market liquidity needs brought on by panic selling. Kind of like a directive from 
the department of redundancy department. 
  

Economic life appeared to be collapsing right before everyone's eyes. Extensive border 
closures and air traffic had been largely suspended. The closure of shops, cultural and 



sports facilities and the imposition of curfews, all of which are leaving city centers in 
Europe and the U.S. empty, add more fuel for panic. 
  

The greatest uncertainty remaining, however, is the trajectory of the virus and the burdens 
to the health-care systems it has created. In general, medical issues will be a greater concern 
more than anything else in the coming weeks.  
  

The aid packages provided by central banks and governments are extremely important in 
preserving business continuity as much as possible by providing security for small 
businesses and the self-employed and ensuring that markets can function properly. 
 

There is equal importance on the continuing development of the virus itself and how state 
authorities deal with it. There are more questions than answers and an unpredictability from 
the virus and the pandemic it is causing. 
  

Here is where we take a deep breath moment. We are from the school of thought that three 
months of experience with the virus have greatly improved our judgement. 
  

We believe that the pandemic will remain a temporary phenomenon whose worst phase 
will be behind us by the mid-summer, at least in the regions that are already severely 
affected. 
  

The number of new infections in key economic regions should stabilize clearly in the first 
half of the year, and the pandemic’s worst impact from an economic perspective should be 
over by year-end. To get to this point, experts believe that three things must happen.  
  

First, the virus will have to have been brought largely under control by then. Essential for 
this is the provision of many test kits, whose use must be simplified.  
  

In a quick response, on March 27, 2020, it was announced that the U.S. Food and Drug 
Administration (FDA) has issued Emergency Use Authorization (EUA) for the fastest 
available molecular point-of-care test for the detection of novel coronavirus (COVID-19), 
delivering positive results in as little as five minutes and negative results in 13 minutes.  
  

Second, disease-relieving medicines need to be approved, even before an effective vaccine 
is available. There are a number of treatments in various stages of testing. 
  

Third, as odd as this may sound at first, society will need to get used to dealing with the 
virus, just as it has become accustomed to dealing with other viral diseases. 
  

Social distancing, more precautionary personal protective items, along with massive 
closures appear to be working.  
  

There is a negative assumption associated with these closures, generally thought of as a 
"shock freeze" of large parts of the economy, cannot be maintained for more than six to 
eight weeks before being gradually eased. This has never been attempted before. 
  

This unfreezing, however, could lead to a second wave of infections which is why some 
models do not expect a quick recovery but rather a more prolonged one.  
  

With this in mind, there is the risk for a short-lived global recession in the U.S. and 
the Eurozone. The economy could shrink by around four percent this year, while China 
should manage to grow slightly. 
 

Asset prices, as well as economic activity, should continue to be bolstered by central banks 
that have, to a large extent, already delivered what was expected and, in some cases, more. 
  

Key interest rates are close to zero almost everywhere in the developed world and 
numerous liquidity support measures have already been announced. 
  



Bond purchases are again among them. The ECB announced a 750-billion-euro package 
and on March 23 the Fed announced that it would buy as many bonds as necessary, 
including corporate bonds, and bond yield forecasts have adjusted accordingly. 
  

The 10-year U.S. government bond is expected to yield 0.9% in twelve months and 
corresponding German government bonds to yield -0.5%. 
  

Regarding equities, after an extremely weak first half of 2020 and stabilization in the 
second half, forecasts predict a drop in earnings of up to 20% for the full year 2020. 
  

The recovery in 2021 should lead to slightly better figures for the next 12-month period 
with most stock indices trading significantly above their current level in twelve months' 
time.  
  

There is the possibility of new lows being tested along the way now that the large monetary 
and fiscal packages have been priced into the stock markets. 
  

Currently, the two most important parameters for investor sentiment are news on the 
coronavirus, relating to containment or progress on treatments and stock valuations.  
  

Inflation and interest rates will probably still worry capital markets. Economists had 
assumed that monetary policy would remain loose in 2020 but rates have fallen due to the 
crisis.  
  

We are likely to be stuck in a low-interest world for some time. U.S. Treasuries can no 
longer compensate for inflation and the dollar is losing its fundamental appeal.  
  

Investors are being forced into corporate bonds and equities because government-bond 
yields are so low, or even negative. 
  

Other investments that we believe should benefit from the low interest-rate environment 
are in real estate and infrastructure.  
  

Whether inflation will remain as invisible as it has since 2009 will be another big question 
for markets. Ultimately, stronger inflation would again spark more desire for equities.   
  

We are dealing with the most severe economic standstill and capital-market reversal in the 
post-war period. The damage done and distortions created will only become clear in the 
coming months. 
  

The pandemic could get worse in some countries before it gets any better. The virus is 
extremely dangerous and may have been underestimated by the developed world for too 
long. 
  

But what should not be underestimated is the adaptability and inventiveness of humanity 
when we are directly confronted with a crisis.  
  

This is not the time to give up, especially as investors. The markets could remain volatile 
in the near future, but we must keep an open mind to potential opportunities on the horizon.  
  

Negative headlines about the virus will be replaced by more positive news over time and 
capital markets, anticipating future developments, will react in a positive way, even when 
the situation seems to be dire.  
  

We truly believe that most share prices will be substantially higher in twelve months' time. 
  

First and foremost, please stay healthy and take care of yourself and your family. We need 
each other now more than ever.  
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