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The Covid-19 Equity Selloff: The Case For Moving To Neutral
 What’s priced in? Equities pricing bigger slowdown than rates or credit:

 Equities pricing in significant slowdown (ISM 34; earnings growth -23%);

 Rates much less so (ISM 41);

 And credit (HG ISM 42; HY ISM 47) the least;

 The dollar is at the top of its historical valuation bands;

 Oil is extremely (50%) cheap;

 Vol at levels seen only during historic events.

 Broad based de-leveraging of positions, with cuts on both the long and the short side. Spike in cross
asset vol and correlations has seen leveraged funds cut gross exposures both long and short to new
lows. Equity positioning lowest on record

 Potential for wider selling? From pension funds and households?

 Calibrating recession sell downs to valuation and depth of recession. The case for moving to neutral:

 Equity market sell downs around recessions historically are well explained by the initial (over/under) valuation and
the severity of the recession (magnitude of the earnings decline);

 Q2 crevasse in activity and earnings well priced into equities, less so rates and least in credit;

 Outlook for equities is all about Q3; Consensus and house economic forecasts embody sharp rebounds in Q3;

 The peak-to-bottom sell down so far has been in line with the historical pattern and is the main argument for moving
equity allocations from underweight to neutral;

 The outlook depends on that for the virus and government policy. Will Europe and the US follow China and Korea
on peak in infections? Tradeoff between health and economic costs

 We have been underweight equities and defensively positioned for some time on the view that equities
were expensive and pricing in too strong a rebound in growth. With equities already pricing in our
baseline expected decline in activity and positioning low, we move our equity allocation from underweight
to neutral
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What’s priced in?

Equities are pricing in a bigger slowdown (ISM 34; earnings

decline of -23%) than rates or credit

Source: ISM, Haver, Bloomberg Finance LP, Deutsche Bank
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What’s priced in?

Rates much less so (ISM 41)

Source: ISM, Haver, Bloomberg Finance LP, Deutsche Bank
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What’s priced in?

Credit (HG ISM 42; HY ISM 47) the least

Source: ISM, Haver, Bloomberg Finance LP, Deutsche Bank
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What’s priced in?

The dollar has run up to the top of its historical valuation bands

Source: BLS, Haver, Bloomberg Finance LP, Deutsche Bank
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What’s priced in?

Oil now extremely cheap (-50%)

 Oil now extremely cheap relative to medium term fair value and is now pricing in both a

large further increase in the dollar as well as steep declines in global growth

Source: Markit, Haver, Deutsche Bank
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What’s priced in?

Vol at levels only seen during historic events

Source: Bloomberg Finance LP, Deutsche Bank
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What’s priced in?

Vol is high not just in equities but in all asset classes

Source: Haver, Deutsche Bank
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Positioning: broad-based deleveraging

Funds have de-levered across the board from both the long and

the short sides

 In response to high vol and correlations across all asset classes, net and gross

exposures have fallen steeply as positions have moved closer to neutral (DB: Broad-

based Deleveraging, Mar 20 2020)

Source: Bloomberg Finance LP, Deutsche Bank
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Positioning: broad-based deleveraging

Funds have de-levered across the board from both the long and

the short sides

 Funds cut positions due to high vol regardless of underlying momentum signals

Source: Bloomberg Finance LP, Deutsche Bank
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Positioning: broad-based deleveraging

Equity positioning fell to the lowest on record

 The collapse in positioning is broad based but led by the systematic strategies as both

vol and trend signals deteriorated sharply

Source: CFTC, EPFR, Haver, Bloomberg Finance LP, Deutsche Bank
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Potential for wider selling? 

From pension funds and households?

 Pension fund equity allocations are already nearing financial crisis levels but

households could sell further

Source: FRB, Haver, Deutsche Bank
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Potential for wider selling?

Large overhang remains in IG credit flows

Source: Haver, Bloomberg Finance LP, Deutsche Bank
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Potential for wider selling?

Move into cash not done yet

Source: Haver, Bloomberg Finance LP, Deutsche Bank
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Calibrating recession sell down 

S&P 500 selloff already in line with a significant recession

Source: Haver, Bloomberg Finance LP, Deutsche Bank
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Calibrating recession sell down 

Size of selloffs strongly correlated to initial overvaluation…

Source: Haver, Bloomberg Finance LP, Deutsche Bank
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Calibrating recession sell down 

… and the size of the earnings decline

Source: Haver, Bloomberg Finance LP, Deutsche Bank
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Calibrating recession sell down 

Equity market sell downs around recessions historically well

explained by initial valuation and earnings decline

Source: Haver, Bloomberg Finance LP, Deutsche Bank
18

1937-38

1945

1948-49

1953-54

1957-58

1960-61

1970

1973-75

1980

1981-82

1990-91

2001

2007-09

-60

-50

-40

-30

-20

-10

0

-60

-50

-40

-30

-20

-10

0

-60 -50 -40 -30 -20 -10 0

S&P 500 change vs Fitted S&P 500 change (trend P/E & EPS change)

Fitted S&P 500 % change (trend P/E, EPS change)

S
&

P
5

0
0

 p
ri

c
e
 c

h
a
n
g

e
 (
%

)

SPX decline  = -0.69*Initial 
P/E + 0.68*EPS decline -5.2%
R-sq = 0.64

Provided for the exclusive use of corporate.communications-ny@db.com on 2020-03-25T23:28+00:00. DO NOT REDISTRIBUTE



Research

Deutsche Bank Binky Chadha | (+1) 212 250-4776 | bankim.chadha@db.com March 2020

Calibrating recession sell down 

Valuations prior to the shock were quite elevated (94th percentile)

Source: Haver, Bloomberg Finance LP, Deutsche Bank
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Calibrating recession sell down 

Equity discount rate now at upper end of its normal band

Source: Compustat, Haver, Bloomberg Finance LP, Deutsche Bank
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Calibrating recession sell down 

Q3 is key: House view and consensus see sharp rebound

Source: DB US Economics, Deutsche Bank
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Calibrating recession sell down 

Q2 crevasse in activity and earnings is well priced in

 The house and macro consensus views see a V-shaped recovery in activity

 This partly reflects the view that economic forecasts are constructed at a quarterly

frequency while the virus’ impact is unfolding at a much higher frequency so implies a v-

shaped recovery simply at a quarterly frequency

Source: Markit, ISM, BEA, Eurostat, Japan Statistics Burau, NBS China, Haver, Bloomberg Finance LP, Deutsche Bank
22

42

44

46

48

50

52

54

56

58

60

62

-8.0

-6.0

-4.0

-2.0

0.0

2.0

4.0

6.0

8.0

S
e
p

-9
8

S
e
p

-9
9

S
e
p

-0
0

S
e
p

-0
1

S
e
p

-0
2

S
e
p

-0
3

S
e
p

-0
4

S
e
p

-0
5

S
e
p

-0
6

S
e
p

-0
7

S
e
p

-0
8

S
e
p

-0
9

S
e
p

-1
0

S
e
p

-1
1

S
e
p

-1
2

S
e
p

-1
3

S
e
p

-1
4

S
e
p

-1
5

S
e
p

-1
6

S
e
p

-1
7

S
e
p

-1
8

S
e
p

-1
9

S
e
p

-2
0

S
e
p

-2
1

G4 GDP Growth (SPX sales-weighted, % qoq saar)

Global Composite PMI (SPX sales-weighted, rhs)

Correl (1995-2017): 74%

3.0

3.1

3.2

3.3

3.4

3.5

3.6

3.7

3.8

3.9

3.0

3.1

3.2

3.3

3.4

3.5

3.6

3.7

3.8

3.9

D
e
c
-1

0

D
e
c
-1

1

D
e
c
-1

2

D
e
c
-1

3

D
e
c
-1

4

D
e
c
-1

5

D
e
c
-1

6

D
e
c
-1

7

D
e
c
-1

8

D
e
c
-1

9

D
e
c
-2

0

D
e
c
-2

1

Recession

Long term trend (since 1935)

Log S&P 500 Quarterly EPS

Provided for the exclusive use of corporate.communications-ny@db.com on 2020-03-25T23:28+00:00. DO NOT REDISTRIBUTE



Research

Deutsche Bank Binky Chadha | (+1) 212 250-4776 | bankim.chadha@db.com March 2020

26/03/2020 02:26:45 2010 DB Blue template

Appendix 1
Important Disclosures
*Other information available upon request

Prices are current as of the end of the previous trading session unless otherwise indicated and are sourced from local exchanges via Reuters, Bloomberg and 

other vendors . Other information is sourced from Deutsche Bank, subject companies, and other sources. For disclosures pertaining to recommendations or 

estimates made on securities other than the primary subject of this research, please see the most recently published company report or visit our global 

disclosure look-up page on our website at https://research.db.com/Research/Disclosures/CompanySearch. Aside from within this report, important conflict 

disclosures can also be found at https://research.db.com/Research/ on each company’s research page. Investors are strongly encouraged to review this 

information before investing.
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Buy: Based on a current 12-month view of total shareholder return 

(TSR = percentage change in share price from current price to 

projected target price plus projected dividend yield), we recommend 

that investors buy the stock.

Sell: Based on a current 12-month view of total shareholder return, 

we recommend that investors sell the stock.

Hold: We take a neutral view on the stock 12 months out and, based 

on this time horizon, do not recommend either a Buy or Sell.
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Additional Information

The information and opinions in this report were prepared by Deutsche Bank AG or one of its affiliates (collectively "Deutsche Bank"). Though the information herein is believed to be reliable and has been
obtained from public sources believed to be reliable, Deutsche Bank makes no representation as to its accuracy or completeness. Hyperlinks to third-party websites in this report are provided for reader
convenience only. Deutsche Bank neither endorses the content nor is responsible for the accuracy or security controls of those websites.

If you use the services of Deutsche Bank in connection with a purchase or sale of a security that is discussed in this report, or is included or discussed in another communication (oral or written) from a
Deutsche Bank analyst, Deutsche Bank may act as principal for its own account or as agent for another person.

Deutsche Bank may consider this report in deciding to trade as principal. It may also engage in transactions, for its own account or with customers, in a manner inconsistent with the views taken in this
research report. Others within Deutsche Bank, including strategists, sales staff and other analysts, may take views that are inconsistent with those taken in this research report. Deutsche Bank issues a variety
of research products, including fundamental analysis, equity-linked analysis, quantitative analysis and trade ideas. Recommendations contained in one type of communication may differ from
recommendations contained in others, whether as a result of differing time horizons, methodologies, perspectives or otherwise. Deutsche Bank and/or its affiliates may also be holding debt or equity securities
of the issuers it writes on. Analysts are paid in part based on the profitability of Deutsche Bank AG and its affiliates, which includes investment banking, trading and principal trading revenues.

Opinions, estimates and projections constitute the current judgment of the author as of the date of this report. They do not necessarily reflect the opinions of Deutsche Bank and are subject to change without
notice. Deutsche Bank provides liquidity for buyers and sellers of securities issued by the companies it covers. Deutsche Bank research analysts sometimes have shorter-term trade ideas that may be
inconsistent with Deutsche Bank's existing longer-term ratings. Some trade ideas for equities are listed as Catalyst Calls ideas on the Research Website (https://research.db.com/Research/), and can be found
on the general coverage list and also on the covered company’s page. A Catalyst Call idea represents a high-conviction belief by an analyst that a stock will outperform or underperform the market and/or a
specified sector over a time frame of no less than two weeks and no more than three months. In addition to Catalyst Calls ideas, analysts may occasionally discuss with our clients, and with Deutsche Bank
salespersons and traders, trading strategies or ideas that reference catalysts or events that may have a near-term or medium-term impact on the market price of the securities discussed in this report, which
impact may be directionally counter to the analysts' current 12-month view of total return or investment return as described herein. Deutsche Bank has no obligation to update, modify or amend this report or
to otherwise notify a recipient thereof if an opinion, forecast or estimate changes or becomes inaccurate. Coverage and the frequency of changes in market conditions and in both general and company-
specific economic prospects make it difficult to update research at defined intervals. Updates are at the sole discretion of the coverage analyst or of the Research Department Management, and the majority
of reports are published at irregular intervals. This report is provided for informational purposes only and does not take into account the particular investment objectives, financial situations, or needs of
individual clients. It is not an offer or a solicitation of an offer to buy or sell any financial instruments or to participate in any particular trading strategy. Target prices are inherently imprecise and a product of
the analyst’s judgment. The financial instruments discussed in this report may not be suitable for all investors, and investors must make their own informed investment decisions. Prices and availability of
financial instruments are subject to change without notice, and investment transactions can lead to losses as a result of price fluctuations and other factors. If a financial instrument is denominated in a
currency other than an investor's currency, a change in exchange rates may adversely affect the investment. Past performance is not necessarily indicative of future results. Performance calculations exclude
transaction costs, unless otherwise indicated. Unless otherwise indicated, prices are current as of the end of the previous trading session and are sourced from local exchanges via Reuters, Bloomberg and
other vendors. Data is also sourced from Deutsche Bank, subject companies, and other parties.

The Deutsche Bank Research Department is independent of other business divisions of the Bank. Details regarding our organizational arrangements and information barriers we have to prevent and avoid
conflicts of interest with respect to our research are available on our website (https://research.db.com/Research/) under Disclaimer.

Macroeconomic fluctuations often account for most of the risks associated with exposures to instruments that promise to pay fixed or variable interest rates. For an investor who is long fixed-rate instruments
(thus receiving these cash flows), increases in interest rates naturally lift the discount factors applied to the expected cash flows and thus cause a loss. The longer the maturity of a certain cash flow and the
higher the move in the discount factor, the higher will be the loss. Upside surprises in inflation, fiscal funding needs, and FX depreciation rates are among the most common adverse macroeconomic shocks to
receivers. But counterparty exposure, issuer creditworthiness, client segmentation, regulation (including changes in assets holding limits for different types of investors), changes in tax policies, currency
convertibility (which may constrain currency conversion, repatriation of profits and/or liquidation of positions), and settlement issues related to local clearing houses are also important risk factors. The
sensitivity of fixed-income instruments to macroeconomic shocks may be mitigated by indexing the contracted cash flows to inflation, to FX depreciation, or to specified interest rates – these are common in
emerging markets. The index fixings may – by construction – lag or mis-measure the actual move in the underlying variables they are intended to track. The choice of the proper fixing (or metric) is particularly
important in swaps markets, where floating coupon rates (i.e., coupons indexed to a typically short-dated interest rate reference index) are exchanged for fixed coupons. Funding in a currency that differs from
the currency in which coupons are denominated carries FX risk. Options on swaps (swaptions) the risks typical to options in addition to the risks related to rates movements.

Derivative transactions involve numerous risks including market, counterparty default and illiquidity risk. The appropriateness of these products for use by investors depends on the investors' own
circumstances, including their tax position, their regulatory environment and the nature of their other assets and liabilities; as such, investors should take expert legal and financial advice before entering into
any transaction similar to or inspired by the contents of this publication. The risk of loss in futures trading and options, foreign or domestic, can be substantial. As a result of the high degree of leverage
obtainable in futures and options trading, losses may be incurred that are greater than the amount of funds initially deposited – up to theoretically unlimited losses. Trading in options involves risk and is not
suitable for all investors. Prior to buying or selling an option, investors must review the "Characteristics and Risks of Standardized Options”, at http://www.optionsclearing.com/about/publications/character-
risks.jsp. If you are unable to access the website, please contact your Deutsche Bank representative for a copy of this important document.
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Participants in foreign exchange transactions may incur risks arising from several factors, including the following: (i) exchange rates can be volatile and are subject to large fluctuations; (ii) the value of
currencies may be affected by numerous market factors, including world and national economic, political and regulatory events, events in equity and debt markets and changes in interest rates; and (iii)
currencies may be subject to devaluation or government-imposed exchange controls, which could affect the value of the currency. Investors in securities such as ADRs, whose values are affected by the
currency of an underlying security, effectively assume currency risk.

Unless governing law provides otherwise, all transactions should be executed through the Deutsche Bank entity in the investor's home jurisdiction. Aside from within this report, important conflict disclosures
can also be found at https://research.db.com/Research/ on each company’s research page. Investors are strongly encouraged to review this information before investing.

Deutsche Bank (which includes Deutsche Bank AG, its branches and affiliated companies) is not acting as a financial adviser, consultant or fiduciary to you or any of your agents (collectively, “You” or “Your”)
with respect to any information provided in this report. Deutsche Bank does not provide investment, legal, tax or accounting advice, Deutsche Bank is not acting as your impartial adviser, and does not express
any opinion or recommendation whatsoever as to any strategies, products or any other information presented in the materials. Information contained herein is being provided solely on the basis that the
recipient will make an independent assessment of the merits of any investment decision, and it does not constitute a recommendation of, or express an opinion on, any product or service or any trading
strategy.

The information presented is general in nature and is not directed to retirement accounts or any specific person or account type, and is therefore provided to You on the express basis that it is not advice, and
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