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Executive summary

Following the coronavirus outbreak, the global economy faces the most se-
vere shock since the Great Depression of the 1930s. Global equities had their 
worst quarter since the Global Financial Crisis and financial markets showed 
extraordinary high volatility.

The disappointing equity returns cause expected partial short-term re-
turn-reversal effects and improve our momentum outlook on a one-year 
horizon. However, the expected partial return-reversal is accompanied by in-
creased downside risk.

Due to lockdowns and social distancing measures, economic activity has 
dropped dramatically. A global recession is inevitable and the global busi-
ness cycle has fallen into a contraction phase. We assume that the global 
economy will follow an uncertain U-shaped recovery, supported by unprece-
dented governments and central bank measures.

However, as long as the virus is not contained, the magnitude and duration 
of the economic impact remains highly uncertain. Therefore we assume in-
creased financial market volatility and downside risk for the next two years.

Also in these challenging times, models can help us to quantify, analyze and 
compare the potential consequences of various decisions, provided they are 
used in a sensible way.



4
Quarterly Outlook 
March 2020

Return reversal and 
increased downside risk

We may have almost forgotten, but the first quarter of 2020 started off positively: 
the US-China trade tensions eased with the signing of a ‘phase-one’ trade deal, 
and the UK officially left the EU diminishing the risk of a hard Brexit. However, 
the coronavirus outbreak emerged in China and quickly developed into a global 
pandemic. To combat the pandemic, governments imposed lockdowns and social 
distancing measures. As a result, the global economy now faces the most severe 
economic shock since the Great Depression of the 1930s. 

Financial markets showed significant market movements and high volatility due 
to concerns of a global recession. Global equities had their worst quarter since the 
Global Financial Crisis and lost 20% of their value (in USD as well as in EUR). Addi-
tionally, safe-haven demand pushed US long-term government bond yields down 
by more than 1% to new all-time lows. On the positive side, governments and cen-
tral banks took unprecedented actions to mitigate the economic impact. On the 
monetary front, the US Federal Reserve cut policy rates by 1.25% and announced 
the potentially unlimited purchase of government bonds. The ECB extended its 
asset purchasing program with 750 billion Euro and lifted self-imposed limits on 
asset purchases. Governments announced significant fiscal stimulus measures, 
and in the US, a package of 2 trillion USD which is twice the size of the package in 
the Global Financial Crisis.

As shown by our Momentum Indicator, the global equity market losses and in-
creased volatility resulted in a strongly negative realized return momentum over 
the first quarter of 2020. This indicator captures short-term intra-year return ex-
pectations for financial markets as driven by a mixture of opposing momentum 
and return-reversal effects. The return-reversal effects can be interpreted as ex-
pected partial corrections following severe markets events. These return-reversal 
effect result in a more positive momentum outlook, now about 8% cumulatively 
on a 1-year horizon. However, the expected return-reversal is accompanied by 
increased downside risk which reflects further potential shocks from the corona-
virus outbreak.
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Whatever mild positive signs the economy was showing in 2019, due to lockdowns and social dis-
tancing measures, economic activity dropped dramatically in the first quarter of 2020. Financial 
markets are pricing in the estimated effects on corporate profits and debt-sustainability resulting 
from the economic fallout, resulting in large losses and increased volatility. As a result, the Or-
tec Finance Business Cycle Indicator has fallen into a contraction phase. A contraction phase 
is characterized by decreasing economic growth rates and asset returns, both below trend [3].

The outbreak of the coronavirus is an unprecedented exogenous risk factor impacting econ-
omies and financial markets for months and potentially years to come. We have therefore 
incorporated its impact on our scenario outlook by augmenting our data-driven and mod-
el-driven approach with views and expert opinion [2]. Views cover all information that is 
not, or not sufficiently, contained in the historical data on which our scenario models are 
calibrated, but which is relevant for the future.

We assume that the global outbreak of the coronavirus will reach its peak during the sec-
ond quarter of 2020 and that most measures last for 3 to 6 months. Thereby, we assume 
that most of the economic impact will be concentrated in the first half of 2020 and that 
there will be a global economic recession in 2020. How deep the recession will be and 
how long it will last, is highly uncertain and depends on how quickly the virus can be 
contained. We lower our growth outlook by 5 to 8% for 2020 for most developed coun-
tries, depending on the extent to which countries are affected by the virus. 

An uncertain U-shaped recovery
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We assume the economy in 2021 to follow a U-shaped recovery as the economy returns to normal, supported by the fiscal and monetary stimulus measures. On a 
2- to 3-year horizon, we expect an improvement of the global business cycle as the current high level of uncertainty is expected to gradually subside. Central bank 
monetary programs are now clearly more accommodative than they were at the end of 2019. As a result of this change in policy stance, significant delays of interest 
rate normalization paths are now more likely in our outlook. 

Although we assume a U-shaped recovery, the impact of the coronavirus outbreak on economies and financial markets remains highly uncertain. Therefore, we 
assume that the crisis and its aftermath will lead to increased financial market volatility and downside risk for the next two years at a decreasing intensity. The 
fragility of the outlook with potential spill-over effects of the coronavirus measures into a potential financial crisis are also visible in the downside risk to our global 
business cycle outlook. Even after the virus is contained, the economic recovery could be weaker than expected as business and consumer behavior may structur-
ally shift, leading to disruptions in supply and weak demand. Other downside risks, although currently not at center stage, include escalating trade disputes, a hard 
Brexit and side-effects from negative interest rates.
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Beyond the cycle

Starting from current market conditions, our outlook covers short-term momen-
tum and medium-term cyclicality of economic and financial markets. Addition-
ally, our outlook covers the long-term, well beyond the business cycle and many 
decades into the future. Our long-term outlook is driven by global economic 
developments, but also accounts for regional differences.

Global economic growth, inflation and interest rates are evolving around low 
trend levels not seen since World War II. As result of the coronavirus outbreak, 
these trend levels have decreased even further compared to the end of 2019. 
Nonetheless, we remain mildly optimistic about the long run. We expect the 
trend in growth to improve, driven by technological progress, structural reforms 
and maturing of emerging markets. However, we expect this to happen only 
very slowly, spanning possibly several decades. Additionally, given the ageing of 
populations, low productivity growth and moderate investments in new technol-
ogies, we do not expect growth to reach past levels. 

Because central bank monetary programs are now more accommodative than 
at the end of 2019, we now assume that the reversal of interest rate policies 
will take longer, resulting in significant delays of interest normalization paths 
towards long-term expected levels. On top of that, especially Europe and Japan 
face an ageing population creating a temporary saving glut with an increased 
supply of savings money and depressed interest rates going forward. 
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Applying financial models in times of crisis

These challenging times for investors also pose challenges for financial models 
and how to apply them. To support investors in the best possible way in their 
decision making during these unprecedented times, we find it valuable to take a 
step back and ponder on what financial models essentially are and, in particular, 
how to best apply our Economic Scenario Generator [4].

Models are simplifications of reality which we as humans build to support our 
decision making on complex matters. Models offer no crystal ball, they support us 
in making decisions, but cannot make these decisions for us. Instead, models help 
us to quantify, analyze and compare the potential consequences of various de-
cisions under different sets of assumptions. In doing so we learn in a structured 
way, which decisions work well and which decisions might not be effective. At the 
same time, we realize that models have limitations. By continuously striving to do 
better, we learn and expand the knowledge that our models contain and improve 
the quality of the decisions they support. And of course, models should always be 
applied in a sensible way, especially during times of crisis. 
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Recent market developments 
and our scenario models
Our scenario models have features that are particularly important in the 
current environment. These features are designed to reflect in the best pos-
sible way how economic variables and asset returns fluctuate in reality. 
For example: our scenario returns follow skewed and fat-tailed distributions, 
and volatilities and correlations increase in times of crisis. Additionally, our 
scenarios are based on more than (long-term) historical data alone, for ex-
ample to incorporate the impact of the outbreak of the coronavirus.

However, with these features included, it is useful to compare our previous 
scenario outlooks and the recent financial market developments. Our re-
sults confirm that recent short-term market developments have been ex-
treme [4]. Short-term returns of a representative portfolio [5] have materi-
alized in the worst 1% of the probability distribution projected at the end of 
2019. These very low scenario based probabilities are confirmed by what can 
be found in 120 years of historical data, again showing how extreme recent 
market developments have been. However, our results also show that from 
a medium-term perspective the recent market developments are far less 
extreme. In that case, the value of the representative portfolio has materi-
alized in the central 50% of the probability distribution as projected three 
years ago. 

Portfolio of 15 billion Euro at the end of 
2005 simulated forward on a monthly ba-
sis assuming an investment strategy with 
an asset allocation of 50% fixed income 
(60% government bonds, 40% corporate 
bonds), 25% global equities and 25% alter-
natives (including real estate), bi-annual 
rebalancing and a quarterly 50% hedge of 
all FX risk. The green line represents the 
realized value of the portfolio until the 
end of March 2020. The orange “fan chart” 
represents the possible scenario develop-
ments of the value of the portfolio based 
on the December 2016 Ortec Finance sce-
nario outlook in terms of the 1%, 5%, 25%, 
75%, 95% and 99% percentiles.



10
Quarterly Outlook 
March 2020

Our Economic Scenario Generator (ESG)

At Ortec Finance, we are committed to help our clients manage the complexity of 
investment decision making. We believe that models in general – and scenario 
models in particular – are the most helpful tool for this, because of the con-
sistency, objectivity, transparency and efficiency that working with models in a 
proper way can bring [1]. 

We primarily follow a model-driven approach to construct our outlook reflected 
by our scenarios. To ensure that our scenarios are as realistic as possible, we 
augment our data and model-driven approach with views and expert opinion [6]. 
This outlook is the result of our model-driven approach applied to all informa-
tion available at the end of March 2020.

The Ortec Finance stochastic economic and asset return scenarios, combined 
with a comprehensive ESG software package and extensive financial market 
guidance, enable risk managers and investors to manage the complexity of in-
vestment decision making. Leveraging on a one-of-a-kind frequency domain 
methodology, the Ortec Finance scenarios stand out by time-varying risk and 
return with superior out-of-sample performance across multiple economies and 
asset classes.

We provide full transparency about the assumptions underlying the scenarios 
and users can incorporate their own risk and return assumptions in an easy and 
consistent way. The scenarios are available for the end of every month, for hori-
zons from one month to many decades and delivered through the ESG software 
or a scenario file service [3].

More information
[1] Read more in whitepaper “Relevance of scenario models”
[2] Read more in whitepaper “Ortec Finance scenario approach”
[3] Find out more on https://www.ortecfinance.com/esg
[4] Read more in whitepaper “Financial models and the corona crisis”
[5] Assuming an investment strategy with an asset allocation of 50% 
fixed income (60% government bonds, 40% corporate bonds), 25% 
global equities and 25% alternatives (including real estate), bi-annual 
rebalancing and a quarterly 50% hedge of all FX risk.

https://www.ortecfinance.com/en/insights/whitepaper-and-report/quarterly-outlook
https://www.ortecfinance.com/en/solutions/application/economic-scenario-generator
https://www.ortecfinance.com/en/insights/blog/a-true-out-of-sample-back-test-of-the-ortec-finance-scenarios
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Disclaimer

Please note that this report has been prepared with care using the 
best available data. This report may contain information provided by 
third parties or derived from third party data and/or data that may 
have been categorized or otherwise reported based upon client di-
rection. This report is not intended as an investment advice. Ortec 
Finance assumes no responsibility for the accuracy, timeliness or 
completeness of any such information. Ortec Finance accepts no 
liability for the consequences of investment decisions made in 
relation on information in this report. All our services and activ-
ities are governed by our general terms and conditions which 
may be consulted on www.ortecfinance.com and shall be 
forwarded free of charge upon request.

http://www.ortecfinance.com
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