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WE BELIEVE THE EXPANSION PHASE OF THE CREDIT
CYCLE IS OVER. SEVERAL COUNTRIES ARE NOW HEADING
INTO DOWNTURNS, LARGELY BECAUSE OF THE DEMAND
SHOCK FROM COVID-19.
However, we have been impressed by the global monetary
and fiscal policy response so far. We anticipate a broad
rebound later this year on the back of meaningful stimulus
recently put in place. Risk assets have already discounted
much of the negative news to come and we are finding value
across asset classes.
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THE COVID-19 FACTOR
COVID-19 is disrupting consumption patterns and business activity across
the globe.
•

In our opinion, time is the single most important factor determining the severity of the current downturn. It’s
still too early to establish a pattern, but it seems that new cases can start to slow down about two to three
weeks after a lockdown order.

•

We believe COVID-19 cases in Europe may peak in mid-April. The United States has had a more muted initial
response to the virus, but we expect broader control measures will be implemented in early April. As a result,
US cases might not peak until early May.

•

We expect it to get worse for most countries, but China’s experience fighting the virus has shown us that
containment measures are effective and economic activity can eventually resume.

•

We have a high degree of confidence that the current downturn will be sharp but brief, as long as lockdowns
reach critical mass across the US in early April.

DAILY CASES
CONFIRMED
WORLDWIDE*
Confirmed COVID-19
case growth is still
accelerating.

Total Cases Worldwide = 660,149 as of 3/30/2020
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Source: Center for Systems Science and Engineering at Johns Hopkins University, as of 3/30/2020.
*Data for China is adjusted for reporting differences before and after February 13, 2020.
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THE ECONOMIC IMPLICATIONS
The global economy is entering the downturn phase of the credit cycle,
which is marked by declines in economic activity and corporate profits.
•

We believe global containment measures can eventually succeed, allowing an economic rebound to take place
in the second half of 2020.

•

Global real GDP may inch higher by approximately 0.6% in 2020 led by China and emerging market economies.

•

We anticipate a rise in corporate default rates in the quarters ahead, as highly leveraged companies struggle
to operate in a macroeconomic environment characterized by manufacturing and service sector shutdowns.

•

Risk asset volatility is likely to remain well above average for the next six months as markets digest the
evolution of the COVID-19 outbreak and the economic damage it is causing.

•

We believe the Federal Reserve and US Treasury Department will continue working diligently to help restore
liquidity in US high-grade credit markets. The bipartisan US fiscal policy response came together at record
speed and magnitude, especially in a presidential election year. We believe these measures will be effective in
supporting economic activity over time.

•

Outside the US, fiscal and monetary authorities are actively responding to COVID-19 as well. We believe the
series of promptly delivered stimulus measures will limit the severity and length of this downturn.

SA, Balance/Diffusion Index Level

Survey indicators suggest
incoming hard data, like
industrial production and
GDP, are going to signal
recession in the months
ahead.
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Source: Refinitiv Datastream, data as of 3/30/2020.
The purchasing managers’ index (PMI) is a measure of the prevailing direction of economic trends in manufacturing.
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CREDIT
Credit spreads have reached heights not seen since the global financial
crisis. However, we are currently finding value in the wreckage.
•

Loomis Sayles has proprietary US credit risk premium models that help us measure how far prices typically
depart from fundamentals during times of market stress. These models have reached levels that suggest
investors may now be adequately compensated for stepping into the markets.

•

It will likely take months for the credit cycle to turn toward the more favorable credit repair phase. That said,
current valuations could offer some attractive opportunities, especially for active managers.

•

Fiscal and monetary policies are providing tremendous support to small and large businesses in the US, but
we currently expect defaults to accelerate in the high yield sector. We also anticipate credit rating downgrades
in the investment grade sector.

•

Long-duration corporate bonds are facing limited interest-rate risk in our view, given that we do not expect
Treasury yields to rise much. The Fed has established two new programs to facilitate purchases of investment
grade corporate bonds, which are typically longer-duration bonds, in the primary and secondary market. The
facilities are already yielding positive results.

•

The Fed is also supporting liquidity in the securitized credit market by purchasing agency commercial and
residential mortgage-backed securities.
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Source: Chart created by Loomis Sayles, data from Bloomberg, as of 3/27/2020.
Past performance is no guarantee of future results.
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TREASURYS & GOVERNMENT BONDS
Long-term US Treasury yields continued a multi-decade downtrend during
the last economic expansion, the longest in US history.
•

We are reluctant to call a bottom now, in the throes of a global downturn.

•

Ten-year yields in Japan and several European countries have already spent time below zero. We see a low
probability of a severe downturn, but if one occurs, we would not be surprised to see negative US Treasury
yields.

•

We believe negative policy rates in the US are unlikely because they disrupt the financial sector and have not
shown their worth in Europe or Japan.

•

Long-term developed-market yields are facing the same set of primary drivers—limited inflation pressure,
ultra-low monetary policy rates, demand for relative safe-haven assets and periodic risk aversion. These
drivers appear to be preventing a sustainable rise in yields. This condition is generally good for borrowers but
not for savers.

•

Several central banks are participating in financial markets, purchasing securities and seeking to provide
liquidity to soothe fixed income volatility. We expect the Fed’s balance sheet to rise substantially.
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GLOBAL EQUITIES
Corporate profits at the equity index level are widely expected to decline
across the globe in 2020.
•

Guidance from company management signals weakness ahead, but with few specifics.

•

We expect significantly above-average market volatility to persist while the depth of the economic and
corporate profit downturns remain highly uncertain.

•

We expect weak S&P 500 first-quarter 2020 earnings, and second-quarter earnings are likely to be even
weaker. We are anticipating some sequential improvement in the third quarter, and we see potential for modest
year-over-year growth in the fourth quarter.

•

We believe S&P 500 profits may contract 25% to 30% in calendar year 2020.

•

Equity markets have already discounted a mild downturn in the global economy. We believe investors with a
time horizon of one year or longer should consider allocating to equities during this volatile time.

S&P 500 VIX DAILY
CLOSING LEVELS
US equity market volatility
in mid-March reached
heights not seen since the
global financial crisis.
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Source: Chart created by Loomis Sayles, data from CBOE and Bloomberg, as of 3/30/2020.
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POTENTIAL RISKS
One of the largest risks we currently face is a severe and prolonged
downturn.
•

If broader containment measures are not taken soon, a wider spread of the virus could lead to a more severe
downturn.

•

The longer it takes to reach a peak in new COVID-19 cases, the longer it will likely take to lift quarantines and
resume normal economic activity. We believe governments need to act swiftly to minimize the economic damage.

•

Risk markets have already discounted a mild downturn scenario, but if the shock becomes more severe, the
eventual recovery in risk assets will take longer than we currently expect.

•

A key silver lining is the fiscal and monetary policy response to the outbreak, which has been rapid and of significant
magnitude.
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Disclosure
This commentary is provided for informational purposes only and should not be construed as
investment advice. Any opinions or forecasts contained herein reflect the subjective judgments
and assumptions of the authors only and do not necessarily reflect the views of Loomis, Sayles &
Company, L.P. Investment recommendations may be inconsistent with these opinions. There is no
assurance that developments will transpire as forecasted and actual results will be different. Data
and analysis do not represent the actual or expected future performance of any investment product.
Information, including that obtained from outside sources, is believed to be correct, but Loomis
Sayles cannot guarantee its accuracy. This information is subject to change at any time without
notice.
Past performance is no guarantee of future results.

CRAIG BURELLE
VP, Macro Analyst

Indices are unmanaged and do not incur fees. It is not possible to invest directly in an index.
Investing involves risk including possible loss of principal.
LS Loomis | Sayles is a trademark of Loomis, Sayles & Company, L.P. registered in the US Patent
and Trademark Office.
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Authority or insurers authorised under section 8 of the Insurance Act 2008.
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which is regulated by the DFSA.
Related financial products or services are only available to persons who have sufficient financial experience and understanding to participate in financial
markets within the DIFC, and qualify as Professional Clients or Market Counterparties as defined by the DFSA. No other Person should act upon this material.
Registered office: Office 504-D, 5th Floor, South Tower, Emirates Financial Towers, PO Box 118257, DIFC, Dubai, United Arab Emirates.
In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities Investment Consulting Enterprise regulated
by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan
(R.O.C.), license number 2018 FSC SICE No. 024, Tel. +886 2 8789 2788. In Singapore: Provided by Natixis Investment Managers Singapore (name registration
no. 53102724D) to distributors and institutional investors for informational purposes only. Natixis Investment Managers Singapore is a division of Ostrum Asset
Management Asia Limited (company registration no. 199801044D). Registered address of Natixis Investment Managers Singapore: 5 Shenton Way, #2205 UIC
Building, Singapore 068808. In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors only.
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is intended for the general
information of financial advisers and wholesale clients only. In New Zealand: This document is intended for the general information of New Zealand wholesale
investors only and does not constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and is
only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale investors. Natixis Investment Managers
Australia Pty Limited is not a registered financial service provider in New Zealand.
In Latin America: Provided by Natixis Investment Managers S.A. In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered
investment advisor, authorised and supervised by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of
any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627. In Colombia: Provided by Natixis Investment Managers
S.A. Oficina de Representación (Colombia) to professional clients for informational purposes only as permitted under Decree 2555 of 2010. Any products,
services or investments referred to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and is
addressed to less than 100 specifically identified investors. In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial
entity or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered with the Comisión Nacional
Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments referred to herein that require authorization or license are
rendered exclusively outside of Mexico. Natixis Investment Managers is an entity organized under the laws of France and is not authorized by or registered with
the CNBV or any other Mexican authority to operate within Mexico as an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado
de Valores). Any use of the expression or reference contained herein to “Investment Managers” is made to Natixis Investment Managers and/or any of the
investment management subsidiaries of Natixis Investment Managers, which are also not authorized by or registered with the CNBV or any other Mexican
authority to operate within Mexico as investment managers.
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a diverse line-up of specialised
investment management and distribution entities worldwide. The investment management subsidiaries of Natixis Investment Managers conduct any regulated
activities only in and from the jurisdictions in which they are licensed or authorized. Their services and the products they manage are not available to all investors
in all jurisdictions. It is the responsibility of each investment service provider to ensure that the offering or sale of fund shares or third party investment services
to its clients complies with the relevant national law. The provision of this material and/or reference to specific securities, sectors, or markets within this material
does not constitute investment advice, or a recommendation or an offer to buy or to sell any security, or an offer of any regulated financial activity. Investors
should consider the investment objectives, risks and expenses of any investment carefully before investing. The analyses, opinions, and certain of the investment
themes and processes referenced herein represent the views of the portfolio manager(s) as of the date indicated. These, as well as the portfolio holdings and
characteristics shown, are subject to change. There can be no assurance that developments will transpire as may be forecasted in this material. Past performance
information presented is not indicative of future performance. Although Natixis Investment Managers believes the information provided in this material to be
reliable, including that from third party sources, it does not guarantee the accuracy, adequacy, or completeness of such information. This material may not be
distributed, published, or reproduced, in whole or in part.
All amounts shown are expressed in USD unless otherwise indicated.

10

