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The events of the last four weeks have been unprecedent-

ed, and not just in financial markets. The spread of the nov-

el coronavirus (Covid-19) continues to cause immense un-

certainty in a growing number of countries. We won't bother 

you with the current number of infections in Germany or 

anywhere else. By the time you read this, they will probably 

be out of date. Financial markets did not react initially, see-

ing it only as a problem in far-away China. But they have 

certainly made up for lost time. In Germany, the Dax lost 

over 5,200 index points (or almost 40% from its peak) since 

the beginning of the stock-market crash in February and is 

trading close to its book value. In the United States, the 

S&P 500 is down by over 30%.1 

A growing number of European countries have imposed 

curfews, effectively putting whole nations under lockdown. 

So has California, ordering 40 million people to stay indoors. 

California, together with the states of New York and Wash-

ington, account for approximately two-thirds of U.S. Covid-

19 deaths so far. The UK has seen slower growth rates than 

most of its continental neighbors, but fears are running high 

that this may simply reflect time lags in how quickly new 

cases appear in the statistics.  

HISTORICAL CONTEXT 

Compared to previous stock-market crashes, the ongoing 

coronavirus can already be described as historic. The speed 

at which this correction unfolded is unprecedented. For 

many of the world's stock markets, only the bursting of the 

so-called "dotcom bubble" just after the turn of the millenni-

um in 2000 and the financial crisis, which started with the 

bankruptcy of Lehman Brothers in 2007, were worse. And in 

terms of the speed of the decline, you would have to invoke 

the series of crashes of 1929 to find examples of declines of 

similar speed, which paved the way to what came to be 

known as the Great Depression. 

MONETARY AND FISCAL RESPONSES 

We remain cautiously optimistic that such a catastrophic 

outcome can be avoided, partly because of the swift reac-

tions by fiscal and monetary policymakers around the world. 

Markets were underwhelmed, interpreting the latest actions 

of the U.S. Federal Reserve (Fed) (bond purchases worth 

700 billion dollars) and the European Central Bank (ECB) 

(Pandemic Emergency Purchase Programme of 750 billion 

euros) as signals of helplessness. However, the real test of 

such measures is not whether the U.S. or European stock 

markets react positively or negatively the next day. It is how 

they will impact the real economy, in weeks and months to 

come, especially after the crisis begins to fade. On this, we 

are cautiously optimistic. Partly, that is because of the fiscal 

packages accompanying monetary policy that appear com-

mensurate to the Covid-19 challenge. Already, we have 

seen such packages in the United States, the UK, Germany, 

Italy, China and Japan. Several leading politicians in various 

countries have also intentionally repeated – implied or liter-

ally – Mario Draghi's famous statement during the euro cri-

sis that the ECB would do "whatever it takes." The ECB has 

also made it clear that if there are self-imposed limits that 

affect the ECB's measures to fulfill its mandate, the central 

bank would revise them. In other words, the ECB will buy 

wherever there is a fire, including Greek bonds. 

Will any of this work? We think that, at best, it buys some 

time. Under an optimistic scenario, the quarantine could be 

gradually relaxed from May onward and the global economy 

would have a good chance of a noticeable recovery. The 

alternative scenario, of the crisis lasting longer, leaving a 

 The spread of the novel coronavirus continues to cause immense uncertainty. 

 A growing number of European countries have imposed curfews, effectively putting whole nations under 

lockdown. So has California, ordering 40 million people to stay indoors. 

 The most likely area for quick medical progress may be in testing for Covid-19. Making reliable tests wide-

ly available could be a game-changer with regards to limiting the containment measures and related eco-

nomic costs.  IN
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RESPONSES TO THE PANDEMIC  

Covid-19 uncertainty cuts both ways. We remain cautiously optimistic that catastrophic outcomes can 

be avoided, partly due to swift fiscal and monetary-policy responses.  
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1 Source: Bloomberg Finance L.P. as of 3/23/20  
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wave of bankruptcies or a sovereign-debt  crisis in its wake, 

is certainly likely to continue to spur policy makers into ac-

tion.  

MARKET REACTIONS 

Even after the recent announcement of U.S. Secretary of 

the Treasury Steven Mnuchin that the government will 

spend a total of 850 billion dollars to support citizens and 

businesses, the Russell 2000 Index did not recover from a 

loss of almost 45%. This may partly be due to the fact that it 

features smaller companies, which historically have had a 

significantly higher risk of defaulting.  

For the same reason, the spreads of high-yield corporate 

bonds denominated in euro and dollar have gone up. The 

ICE BofA Merrill Lynch Euro Non-Financial High Yield Con-

strained Index spiked from some 300 to over 850 basis 

points, within one month. During the same period, yields for 

10-year Greek sovereign bonds increased from 1% to over 

3%. The spreads on U.S. energy bonds have widened a lot 

under the pressure from the ongoing oil-price war between 

Saudi Arabia and Russia; this is especially true on the high-

yield side where they have increased from 700 basis points 

(last month) to over 2000 basis points. A quick resolution to 

this political conflict within OPEC+2 is not in sight.  

In the wake of the price war, which sparked concerns about 

export incomes of oil-dependent nations, the Norwegian 

krone and the Russian ruble both lost against the U.S. dol-

lar. The euro lost its recent gains against the Greenback 

and now trades at 1.07. 

COVID-19 DEVELOPMENT 

Uncertainty, as always, cuts both ways. In terms of new 

infections, a positive scenario would see the number of in-

fections peak in April in Europe, and a few weeks later in 

the United States. Economic policies would prevent a wave 

of bankruptcies until then. 

As observers, we would caution that reality is likely to be 

somewhere in between what optimists are hoping and pes-

simists are fearing. In some ways, reality might also turn out 

to be messier than either group is expecting. For example, 

we have barely begun to see indirect effects in the countries 

of the Southern hemisphere that are currently experiencing 

very early phases of the Covid-19 outbreak. Together with 

the oil price collapse, this could lead to political instability, 

refugee crises, or both.  

On a more positive note, we think it is fairly likely that medi-

cal progress will be swift, notably on making quick, cheap 

and reliable tests for the ribonucleic acid (RNA) of Covid-19 

widely available. Unlike tests for antibodies, such a RNA 

test would correctly identify carriers before the patients feel 

sick or show any symptoms. Such a test would be a game-

changer, as far as the economic costs of containment 

measures are concerned. It would mean that most people – 

i.e. those currently not carrying the virus – could carry on 

with daily life and economic activities with far fewer re-

strictions than the ones that are currently in place. Progress 

on treatments and vaccines will probably take longer, but 

that too should eventually materialize.  

Until then, there are a few things participants may be able to 

do themselves to alleviate the situation, other than, of 

course, following official health advice. As for their portfoli-

os, technical factors, as much as Covid-19 itself, may be 

partly to blame for the speed with which risk assets have 

sold off. It also seems all too plausible that the increased 

use of algorithmic trading , stop-loss orders3 even in private 

portfolios and other relatively new financial innovations have 

exacerbated the situation. If and when markets, even if only 

temporarily, recover, such practices should come under 

scrutiny, not least as investors may realize they can pose a 

risk to their own portfolios in times of crisis – as well as 

making the situation worse for everybody else.  

Another key driver should not be overlooked or forgotten 

any time soon. We may be seeing the end of an era in both 

politics and finance, which future historians might well de-

scribe as irrational complacency. Medical experts have 

been warning for years that eventually, something like Covid

-19 was quite likely to happen. Indeed, some of the warn-

ings look oddly prescient.4  

That market participants on Wall Street should have ignored 

such risks until the middle of February, when thousands of 

cases had already been reported in China, suggests a spirit 

of complacency, which is not unusual in the late stages of a 

long bull market. We had all gotten used to low volatility and 

simple rules of thumb, such as "buying the dip," that have 

generally served many well in the 2010s. In the process, we 

forgot the lessons of history, and just how uncertain a place 

the world is, in ways that are sometimes a lot more difficult 

to hedge and quantify than a simple spike in market volatili-

ty.   

CONCLUSION 

Volatility, as reflected by the CBOE Volatility Index (Vix), 

has certainly picked up in recent weeks. It remains near its 

all-time high as institutional investors sell equities in order to 

comply with risk standards and restructure their portfolios. 

Instead of acting as a safe haven, gold has fallen by about 

14%, since investors were forced to sell to increase their 

liquidity. This takes us to the first of three rules we think are 

worth keeping in mind, well beyond the current crisis: 

2 OPEC+ is an informal alliance of OPEC members and other oil-producing countries, led by Russia, aiming to coordinate their production strategies 
3 Orders that are executed when the price of a security falls to a specified stop price  
4 In a pandemic planning scenario the US Department of Health and Human Services conducted last year, a virus manages to cross the species barrier from an 

animal to humans. The first outbreak probably occurs in China or elsewhere in South East Asia, where animals and people live in close proximity. From there, it 

spreads first within the country and then to the rest of the world, by infected air travelers. The test found that the country was wildly unprepared, according to 

press reports. For details, see: https://www.nytimes.com/2020/03/19/us/politics/trump-coronavirus-outbreak.html  
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 In some storms, there is no such thing as a safe haven. 

Rather than relying on past correlations, think through 

what might happen in times of stress, paying particular 

attention to recent innovations and changes in market 

architecture. 

 When the going gets tough, one should revisit cash lev-

els. No financial instrument, no matter how liquid in nor-

mal times, is truly a cash equivalent.  

 Cash is also king on the company side. Insolvency is 

not just a theoretical risk.   

The coronavirus has already changed the world. Some 

changes may well be permanent. There is little that an in-

vestor can do about the potential prospect that international 

air traffic might never recover, or that cruise ships might be 

idle for a long time and under new ownership once business 

picks up again. However, we can all maintain a better sense 

of what can go wrong, the next time markets get shaky 

again. That, at least, would certainly be a healthy develop-

ment.  

GLOSSARY 

One basis point equals 1/100 of a percentage point. 

Net value of a company's physical and intangible assets 

A bull market is a financial market where prices are rising - usually 

used in the context of equities markets. 

The CBOE Volatility Index (Vix) is a trademarked ticker symbol for 

the Chicago Board Options Exchange Market Volatility Index. It is a 

popular measure of the volatility of the  S&P 500 as implied in the 

short term option prices on the index. 

Correlation is a measure of how closely two variables move togeth-

er over time. 

The Dax is a blue-chip stock-market index consisting of the 30 ma-

jor German companies trading on the Frankfurt Stock Exchange. 

Default is the failure to meet the legal obligations of a loan, for ex-

ample when a corporation or government fails to pay a bond which 

has reached maturity. A national or sovereign default is the failure 

or refusal of a government to repay its national debt. 

The dotcom bubble refers to the rapid rise and eventual collapse of 

equity market valuations of technology stocks from the late 1990s to 

2001. 

The euro (EUR) is the common currency of states participating in 

the Economic and Monetary Union and is the second most held 

reserve currency in the world after the dollar. 

The term euro crisis refers to the multi-layered crisis of the Europe-

an Monetary Union starting in 2010. 

The European Central Bank (ECB) is the central bank for the Euro-

zone. 

The financial crisis refers to the period of market turmoil that started 

in 2007 and worsened sharply in 2008 with the collapse of Lehman 

Brothers. 

Fiscal policy describes government spending policies that influence 

macroeconomic conditions. Through fiscal policy, the government 

attempts to improve unemployment rates, control inflation, stabilize 

business cycles and influence interest rates in an effort to control  

 

the economy. 

The Great Depression was the deepest and longest-lasting eco-

nomic downturn in the history of the Western industrialized world. 

Greenback is a commonly used expression for the U.S. dollar. 

A hedge is an investment to reduce the risk of adverse price move-

ments in an asset. 

High-yield bonds are issued by below-investment-grade-rated issu-

ers and usually offer a relatively high yield. 

The ICE BofA Merrill Lynch Euro Non-Financial High Yield Con-

strained Index tracks the performance of euro-denominated below 

investment-grade corporate debt publicly issued in the eurobond or 

euro-domestic markets by non-financial issuers, capping issuer 

exposure at 3%. 

Monetary policy focuses on controlling the supply of money with the 

ulterior motive of price stability, reducing unemployment, boosting 

growth, etc. (depending on the central bank's mandate). 

The Russell 2000 Index is an index that captures the 2,000 smallest 

stocks of the Russell-3000 index, which again comprises 3,000 

small- and mid-cap U.S. listed stocks. 

The S&P 500 is an index that includes 500 leading U.S. companies 

capturing approximately 80% coverage of available U.S. market 

capitalization. 

A safe-haven investment is an investment that is expected to retain 

or even increase its value in times of market turbulence. 

Sovereign bonds are bonds issued by governments. 

The spread is the difference between the quoted rates of return on 

two different investments, usually of different credit quality. 

The U.S. Federal Reserve, often referred to as "the Fed", is the 

central bank of the United States. 

Volatility is the degree of variation of a trading-price series over 

time. It can be used as a measure of an asset's risk. 

 

APPENDIX: PERFORMANCE OVER THE PAST 5 YEARS (12-MONTH PERIODS) 

Past performance is not indicative of future returns. Sources: Bloomberg Finance L.P., DWS Investment GmbH as of 3/23/20  

  02/15 - 02/16 02/16 - 02/17 02/17 - 02/18 02/18 - 02/19 02/19 - 02/20 

Dax -16.7% 24.6% 5.1% -7.4% 3.3% 

S&P 500 -6.2% 25.0% 17.1% 4.7% 8.2% 

Euro high yield -4.5% 14.1% 3.9% 0.9% 4.0% 

Russell 2000 -15.0% 36.1% 10.5% 5.6% -4.9% 

10-year Greek bonds 3.6% 33.3% 18.9% 10.1% 23.1% 
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IMPORTANT INFORMATION: EMEA 

The following document  is intended as marketing communication. 

DWS is the brand name under which DWS Group GmbH & Co. KGaA and its subsidiaries operate their business activities. Clients will be pro-

vided DWS products or services by one or more legal entities that will be identified to clients pursuant to the contracts, agreements, offering 

materials or other documentation relevant to such products or services. 

The information contained in this document does not constitute investment advice. 

All statements of opinion reflect the current assessment of DWS Investment GmbH and are subject to change without notice. 

Forecasts are not a reliable indicator of future performance. Forecasts are based on assumptions, estimates, opinions and hypothetical perfor-

mance analysis, therefore actual results may vary, perhaps materially, from the results contained here. 

Past performance, [actual or simulated], is not a reliable indication of future performance. 

The information contained in this document does not constitute a financial analysis but qualifies as marketing communication. This marketing 

communication is neither subject to all legal provisions ensuring the impartiality of financial analysis nor to any prohibition on trading prior to the 

publication of financial analyses. 

This document and the information contained herein may only be distributed and published in jurisdictions in which such distribution and publi-

cation is permissible in accordance with applicable law in those jurisdictions. Direct or indirect distribution of this document is prohibited in the 

USA as well as to or for the account of US persons and persons residing in the USA.  

DWS Investment GmbH 2020 

IMPORTANT INFORMATION: UK 

Issued in the UK by DWS Investments UK Limited. DWS Investments UK Limited is authorised and regulated by the Financial Conduct Authori-

ty (Registration number 429806). 

DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS brand 

are specified in the respective contracts, sales materials and other product information documents. DWS, through DWS Group GmbH & Co. 

KGaA, its affiliated companies and its officers and employees (collectively “DWS”) are communicating this document in good faith and on the 

following basis. 

This document is a financial promotion and is for general information purposes only and consequently may not be complete or accurate for your 

specific purposes. It is not intended to be an offer or solicitation, advice or recommendation, or the basis for any contract to purchase or sell any 

security, or other instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information contained herein. 

It has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. 

This document does not identify all the risks (direct and indirect) or other considerations which might be material to you when entering into a 

transaction. Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether 

the investments and strategies described or provided by DWS, are suitable and appropriate, in light of their particular investment needs, objec-

tives and financial circumstances. We assume no responsibility to advise the recipients of this document with regard to changes in our views. 

We have gathered the information contained in this document from sources we believe to be reliable; but we do not guarantee the accuracy, 

completeness or fairness of such information and it should not be relied on as such. DWS has no obligation to update, modify or amend this 

document or to otherwise notify the recipient in the event that any matter stated herein, or any opinion, projection, forecast or estimate set forth 

herein, changes or subsequently becomes inaccurate. 

DWS does not give taxation or legal advice. Prospective investors should seek advice from their own taxation agents and lawyers regarding the 

tax consequences on the purchase, ownership, disposal, redemption or transfer of any investments and strategies suggested by DWS. The 

relevant tax laws or regulations of the tax authorities may change at any time.  

This document contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, projec-

tions, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author‘s judgement as 

of the date of this document. Forward looking statements involve significant elements of subjective judgements and analysis and changes 

thereto and/ or consideration of different or additional factors could have a material impact on the results indicated. Therefore, actual results 

may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the reasonableness or 

completeness of such forward looking statements or to any other financial information contained in this document. 

PAST PERFORMANCE IS NO GUARANTEE OF FUTURE RESULTS. 

© DWS 2020 

IMPORTANT INFORMATION – APAC 

DWS is the brand name of DWS Group GmbH & Co. KGaA. The respective legal entities offering products or services under the DWS brand 

are specified in the respective contracts, sales materials and other product information documents.  DWS Group GmbH & Co. KGaA, its affiliat-

ed companies and its officers and employees (collectively “DWS Group”) are communicating this document in good faith and on the following 

basis.  

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. Before 

making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the investments 
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and strategies described or provided by DWS Group, are appropriate, in light of their particular investment needs, objectives and financial cir-

cumstances. Furthermore, this document is for information/discussion purposes only and does not constitute an offer, recommendation or solici-

tation to conclude a transaction and should not be treated as giving investment advice. 

DWS Group does not give tax or legal advice. Investors should seek advice from their own tax experts and lawyers, in considering investments 

and strategies suggested by DWS Group. Investments with DWS Group are not guaranteed, unless specified. 

Investments are subject to various risks, including market fluctuations, regulatory change, possible delays in repayment and loss of income and 

principal invested. The value of investments can fall as well as rise and you might not get back the amount originally invested at any point in 

time. Furthermore, substantial fluctuations of the value of the investment are possible even over short periods of time. The terms of any invest-

ment will be exclusively subject to the detailed provisions, including risk considerations, contained in the offering documents. When making an 

investment decision, you should rely on the final documentation relating to the transaction and not the summary contained herein. Past perfor-

mance is no guarantee of current or future performance. Nothing contained herein shall constitute any representation or warranty as to future 

performance. 

Although the information herein has been obtained from sources believed to be reliable, DWS Group does not guarantee its accuracy, com-

pleteness or fairness. No liability for any error or omission is accepted by DWS Group. Opinions and estimates may be changed without notice 

and involve a number of assumptions which may not prove valid. All third party data (such as MSCI, S&P, Dow Jones, FTSE, Bank of America 

Merrill Lynch, Factset & Bloomberg) are copyrighted by and proprietary to the provider. DWS Group or persons associated with it may (i) main-

tain a long or short position in securities referred to herein, or in related futures or options, and (ii) purchase or sell, make a market in, or engage 

in any other transaction involving such securities, and earn brokerage or other compensation. 

The document was not produced, reviewed or edited by any research department within DWS Group and is not investment research. Therefore, 

laws and regulations relating to investment research do not apply to it. Any opinions expressed herein may differ from the opinions expressed 

by other DWS Group departments including research departments. This document may contain forward looking statements. Forward looking 

statements include, but are not limited to assumptions, estimates, projections, opinions, models and hypothetical performance analysis. The 

forward looking statements expressed constitute the author’s judgment as of the date of this material. Forward looking statements involve signif-

icant elements of subjective judgments and analyses and changes thereto and/or consideration of different or additional factors could have a 

material impact on the results indicated. Therefore, actual results may vary, perhaps materially, from the results contained herein. No represen-

tation or warranty is made by DWS Group as to the reasonableness or completeness of such forward looking statements or to any other finan-

cial information contained herein. 

This document may not be reproduced or circulated without DWS Group’s written authority. The manner of circulation and distribution of this 

document may be restricted by law or regulation in certain countries, including the United States. 

This document is not directed to, or intended for distribution to or use by, any person or entity who is a citizen or resident of or located in any 

locality, state, country or other jurisdiction, including the United States, where such distribution, publication, availability or use would be contrary 

to law or regulation or which would subject DWS Group to any registration or licensing requirement within such jurisdiction not currently met 

within such jurisdiction. Persons into whose possession this document may come are required to inform themselves of, and to observe, such 

restrictions. 

Unless notified to the contrary in a particular case, investment instruments are not insured by the Federal Deposit Insurance Corporation 

(”FDIC“) or any other governmental entity, and are not guaranteed by or obligations of DWS Group. 

In Hong Kong, this document is issued by DWS Investments Hong Kong Limited and the content of this document has not been reviewed by the 

Securities and Futures Commission. 

© 2020 DWS Investments Hong Kong Limited 

In Singapore, this document is issued by DWS Investments Singapore Limited and the content of this document has not been reviewed by the 

Monetary Authority of Singapore. 

© 2020 DWS Investments Singapore Limited 

In Australia, this document is issued by DWS Investments Australia Limited (ABN: 52 074 599 401) (AFSL 499640) and the content of this doc-

ument has not been reviewed by the Australian Securities Investment Commission. 
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