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MONDAY, APRIL 13, 2020 

• Earnings season kicks into gear this week (link)  

• US loan commitment drawdowns are slowing (link)  

• OPEC+ reaches historic agreement to cut production (link)  

• EM bond and equity funds continued to record outflows in the past week (link) 

• China tightens land border control with Russia to curb imported covid-19 cases (link) 
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Risk appetite dips ahead of US earnings season 

US earnings season is set to begin this week as investors continue to assess the growing economic impact 

of the global lockdowns. About 150 companies are set to report this week, including most major banks. 

Although there are positive signs about the trend of COVID-19 cases in both the US and Europe, there is 

growing concern about the severity and duration of the economic impact. Anthony Fauci, the US director 

of the National Institute of Allergy and Infectious Diseases, indicated that while some restrictions could be 

eased as early as May, there could be a rebound of cases in the fall. Similarly, Minneapolis Fed president 

Kashkari indicated in an interview that the US could see 18 months of rolling shutdowns as new flare ups 

occur. OPEC members reached an agreement to cut production by 9.7mm bpd, slightly less than the initial 

proposal of 10mm. Oil prices are up only marginally this morning as analysts worry that inventories will 

continue to build before the cuts kick in May 1, as well as concerns that the demand reduction will 

overshadow the supply cuts. Most major markets continue to be closed this today, but US equity futures 

are currently pointing to a lower opening and Asian equities traded mostly lower.  

 
  

http://www.cvent.com/api/email/dispatch/v1/click/7m5gjzlpkltd4g/kr5j7w4y/aHR0cHMlM0ElMkYlMkZ3d3cuaW1mY29ubmVjdC5vcmclMkZjb250ZW50JTJGaW1mJTJGZW4lMkZnbW0lMkZhcmNoaXZlLmh0bWwmU1U2YyUyRkpWNXpnWSUyQjdGYmdRWTZpSDBrVERJSXlOS2FSZGhVYWVFcXlwYTAlM0Qmb25saW5lK2FyY2hpdmU
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United States          back to top 

US markets were closed on Friday, but equities surged during the (4 day) week with gains across 

most sectors. Indeed, real estate, materials, and financials were all up close to 20%, with the broader S&P 

500 up 12%, as markets cheered somewhat better news on the coronavirus and additional Fed actions. 

Treasury yields traded in a relatively narrow range, at least compared to recent weeks, with the 2yr/10yr 

curve steepening ever so slightly. In the week ahead, retail sales and industrial production for March may 

start to show how severe the damage from coronavirus-related social policies has been, while initial jobless 

claims on Thursday will continue to be a key item to watch. Purchases under the Fed’s Commercial Paper 

Funding Facility will begin on April 14 (Tuesday). 

 

Earnings season kicks into gear this week as analysts have rushed to downgrade their estimates. 

About 150 companies will report earnings this week, including most major banks. With some optimism 

about the trend of coronavirus cases in Europe and the US, markets are increasingly turning towards the 

actual damage to the economy. Analysts are slowly catching up with their earnings estimates, with the 

consensus view for the S&P 500 earnings per share in 2020 taking a nosedive over the last couple weeks 

(down 15% since January). However, earnings estimates may still be too optimistic given the scale 

of the slowdown and reduced buybacks, with the latest (as of Friday) 2020 consensus estimate of $147.9 

only marginally lower than trailing 12 month earnings per share for 2019 at $151.9. By comparison, annual 

EPS fell 37% between 2007-2008 during the GFC (albeit with deeper banking woes). A recent Wall Street 

Journal survey suggested economists expect the worst of the downturn to be short-lived, with a large 

majority (85%) of respondents expecting the economic recovery to begin by the second half of the year. 

Conversely, most respondents admit risks are tilted towards the downside, and are roughly evenly split on 

whether we will see a “U” or “V” shaped recovery. 
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Airlines haved faced delays with government aid amid historic collapse in travel. US airlines have 

yet to receive much of the $50 billion ($78 billion for the broader industry) earmarked for them in the 

coronavirus relief bill (CARES Act) signed on March 27, as negotiations have bogged down over the 

financial conditions attached, including the possibility of providing equity stakes to the government or 

repayment. Passenger airlines are eligible for up to $25 billion in direct grants (with the balance in loan 

guarantees) conditional upon maintaining payroll and flight routes, though the Treasury Department has 

broad leeway over the details. Secretary Mnuchin began providing preliminary details over the weekend, 

but many companies believe it may be at least another week before they actually receive any grant 

disbursements. Fitch downgraded 8 major US airlines on Friday, with Delta and Alaska now in junk 

territory at BB+, while others such as United and American sunk further into sub-investment grade. Fitch 

forecasts annual revenue declines for 2020 of more than 50% for the industry, including almost 90% in Q2, 

with international travel only recovering to 2019 levels by 2022-2023. Airline stocks have lagged the 

broader market index as US air travel has disintegrated, with many industry analysts calling the situation 

worse than the post 9/11 period, as TSA data shows a collapse in passengers passing through checkpoints.  

 

Pace of commitment drawdowns in the U.S. continues to decelerate. Drawdowns since the beginning 

of March of credit commitments extended by US banks now total $230bn, but the pace of drawdowns has 

slowed dramatically. The week of April 6th to 9th saw only $16bn of daily average line draws (on a five-day 

trailing basis), down about 60% from the preceding week. This compares with the roughly $3.2 trillion of 

irrevocable commitments on the balance sheets of US banks. Of the $230bn of cumulative drawdowns, 

about 60% have been by investment grade corporates; by sector, autos, retail and travel and leisure 

account for 42% of total draws. 

US Banks: Revolver Drawdowns, Trailing 5 Day  

 

 

Source: Goldman Sachs  

 

Federal Reserve stress tests have been surpassed by current economic outlook. Last week, US 

banks were required to submit a variety of balance sheet information and capital plans ahead of the Federal 
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Reserve’s annual stress test exercises, with the results to be released by late June. Some bank analysts 

have questioned the usefulness of the exercise and called for a suspension similar to the Bank of England, 

given that the Fed’s adverse economic scenario on unemployment, growth, and volatility appears to 

fall short of current market conditions, though the scenarios for other financial indicators would still be 

worse as of early April. In early March (as covered in the March 5 GMM), the Fed also overhauled the 

capital planning framework, with the aim of simplifying regulations through the “stress capital buffer” rule, 

which integrates two strands of bank capital supervision – the Basel capital regime and the Fed’s own 

stress tests. The 8 largest G-SIBs would see an average increase of common equity Tier 1 capital 

requirements of $46 billion (about a 7% increase), while smaller banks would see a reduction of about 10% 

on average, according to the Fed. 

 

 

Source: S&P Market Intelligence 

Europe          back to top 

Major European markets are closed today 

Other Mature Markets          back to top 

Japan 

Equities declined (Topix -1.7%) in a low volume trading session. All industry sectors ended the day 

lower. The yen appreciated 0.4% and JGB yields were stable  

 

Oil 

Oil prices rebounded following the weekend agreement on production cuts from OPEC+ members.   
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Members of the OPEC+ alliance agreed to cut daily production by 9.7 mn barrels a day, putting an end to 

the price war between Saudi Arabia and Russia since mid-March. The production cuts are set to take place 

on May 1st and will last for about two years, and the size of total cuts will be tapered over time. After June, 

the initial 10 mn barrel cut will be reduced to 7.6 mn a day until the end of the year, and then to 5.6 mn 

through 2021 until April 2022. Still, until the production cuts take effect, market will need to continue to 

digest a surfeit of supply given the significant increase in production over the last month and the dramatic 

fall in demand due to lockdowns. Goldman Sachs estimates demand loss of about 19 million barrels a day 

in the April-to-May period while an internal OPEC document – as reported by Bloomberg – expected 

demand to fall by 20 million barrels a day in April. The size of the production cut, therefore, is only about 

half of the supply surplus. Oil prices, after swinging wildly in the first few minutes following the 

announcement of the deal, are up modestly across the curve. The front-month WTI futures contract rose 

as much as $1.75 to $24.5/barrel, but has since fallen back to under $23/barrel and little changed on the 

day. 

 

Emerging Markets          back to top 

Asian equities traded mostly lower. Korea (-1.9%) and India (-1.5%) declined the most. Asian currencies 

were relatively stable except the Indonesian rupiah (+1.6%) and the Korean won (-0.7%). Malaysia 

extended its lockdown by another two weeks until April 27 while allowing selected sectors to reopen in 

stages. Indonesia extended social restrictions to satellite cities around Jakarta. Covid-19 case numbers 

have been rising fast in South East Asia. While most CEEMEA exchanges are closed today, those that are 

open are mostly faring poorly, led by Russia (-1.7%), while Turkey (+0.4%) is outperforming. Currencies 

are also weaker, led by the Turkish lira (-1.0%). Latin American exchanges were closed on Friday.  
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EM dedicated bond funds (-$1.8 bn) and equity funds (-$1.4 bn) continued to record outflows in the 

past week. YTD flows to EM bond and equity funds are now -$40 bn and -$5 bn respectively, according to 

EPFR data. EM equity funds experienced net outflows for the 11th consecutive weeks. According to a 

Goldman Sachs report, EM bond fund outflows over the last four weeks have totaled more than 2% of AUM. 

 

 

 

 

 

 

 

 

 

 

 

 

China 

Heilongjiang, a northern province, tightened border controls to stem imported Covid-19 cases from 

Russia. Heilongjiang has reported more than 100 imported cases from Russia at its land borders so far in 

April. Russia reported its biggest daily jump in new COVID-19 cases of 2,186 on April 12. Harbin, the capital 

city of Heilongjiang, tightened quarantine measures against people that arrive in the city from overseas or 

other parts of China. Nationwide, Chinese authorities reported 108 new cases (98 imported) with symptoms 

as of April 12, up from 99 the previous day, and an additional 61 asymptomatic cases. Equities (Shanghai 

-0.5%; Shenzhen -0.8%) fell, the onshore RMB depreciated (-0.3%; offshore counterpart stable) and 

the 10-year bond yield rose 2.9bps.  

 

Peru 

The central bank cut its benchmark interest rate 100 bps on the evening of April 9, to 0.25%. It is the 

second unscheduled decision in less than a month to boost stimulus as a nationwide lockdown is slowing 

the economy. It is also the lowest level in Peru's history, below the 1.25% reached in the aftermath of the 

global financial crisis in 2009. The board signaled that it stands ready to expand monetary stimulus using 

different methods.  Policy makers have approved cash transfers and payroll subsidies as part of a $27 

billion stimulus package, one third of which comprises cheap, government-backed loans from the central 

bank to help companies pay workers and suppliers. The central bank board statement said that it will take 

all necessary measures to support credit and payments and has multiple instruments with which to inject 

liquidity. 
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Global Financial Indicators 
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Emerging Market Financial Indicators 
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