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With uncertainty still lingering around the COVID-19 

outbreak, we recommend a defensive strategy at current 

valuations and consider a severe economic decline but a 

well-priced V-shaped rebound in the markets.  

Severe economic decline will be reflected in data releases 

ahead. This will also be reflected in corporate revenues / 

earnings along the supply-chain. Apple’s latest revenue 

warning due to COVID-19-induced production delay is a 

case in point. The macro environment is overall less 

supportive than previous outbreak episodes – China’s daily 

coal consumption is down 50-60% on the year, while 

domestic travel has come to a halt.  

We prefer thematic or single stock ideas – laggards with 

good fundamentals to capture policy stimulus (real estate, 

financials, materials) and virus-induced long-term growth 

sectors (healthcare, online tech/entertainment, cloud 

computing/storage, insurance)  

We have seen US dollar credits pricing recovery similar to 

equities. China high-yield will be supported by increasingly 

favourable housing measures and overall tight market 

supply.  

V-shaped rebound well anticipated 

The MSCI Asia (ex. Japan) index has rebounded from the 

trough and is now merely 3% down from 17 January peak. 

The regional index fell about 8% from peak to trough (17 

January to 3 February), but has regained some 5% since 

the recent low.  

Markets that received a big hit such as China A- and H-

shares and the Hang Seng Index (HSI) have regained 2/3 of 

the initial losses. By sector, the expected outperformers – 

information technology, communication services and health 

care – have largely recovered more than initial correction 

and continued to perform strongly. Even the sectors, which 

have been highly impacted – such as Macau gaming, real 

estate, industrials, consumer discretionary – have recovered 

about half of their initial decline. 

Market resilience 

A series of China’s policy stimulus – corporate tax cuts, fee 

reductions, liquidity injections, interest rate cuts, the delay of 

tax/fee payments plus forbearance measures – have helped 

boost market sentiment.  

Beijing’s policy response has been swift but still measured. 

In our view, there is risk of the market over-pricing continued 

policy boldness ahead.  

Other outbreaks such as SARS (2003), Swine flu (2009), 

Ebola (2014) and MERS (2015) have all resulted in 

significant market rebounds after initial declines, have been 

swiftly and efficiently priced in this COVID-19 crisis. 

However, we think that current rebound appears too early 

and optimistic about the upside.  

During SARS, the market rebounded when the infection rate 

reached a decisive peak. But with COVID-19, the key focus 

is whether the spread from Hubei to the rest of China has 

been contained effectively.  
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China’s official numbers show a persistent decline of 

confirmed cases outside of Hubei province from a peak of 

888 on 4 February to a mere 42 on 20 February. This has 

convinced the market that the virus is being contained.  

The key risks in this are, whether the numbers are precise, 

and whether there will be second wave of the virus 

spreading as workers start to return to their factories.  

 

More importantly, equity prices has bottomed out even 

though global infected cases continued to rise, but 

rebounded on containment as reported in China outside of 

Hubei. This is despite the fact that the global spread 

(outside of China) has increased persistently even though 

the absolute numbers of infected cases (123 on 19 February) 

remain small and are largely ignored. 

 

 

Investors also seem less worried about the virus’ 

fundamental impact given its relatively low mortality rates 

(0.7%-2.5% vs. SARS’s overall 10%) and improving 

recovery rates (21%- 22% both globally and in China). 

Market valuations  

However, equity market valuations are not too attractive at 

current levels. Forward price-earnings (P/E) multiples of 

MSCI Asia (ex. Japan) is currently trading at 13.9x (vs. 

12.6x 10Y-mean), MSCI China at 12.5x (vs. 11.0x), CSI300 

at 12x (vs. 11.8x) and HSI at 10.4x (vs. 11.4x). We see 

limited upside from current levels but won’t exclude some 

overshooting in the near term. 
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This document is a marketing communication containing GENERAL INFORMATION on the financial services and/or financial instruments, and reflecting the 
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specific needs. This generic information is therefore not independent from the proprietary interests of UBP or connected parties, which may conflict with the 
client’s interests. UBP has policies governing cases of conflicts of interest. The investments mentioned herein may be subject to risks that are difficult to quantify 
and to integrate into the valuation of investments. Generally speaking, products with a high degree of risk, such as derivatives, structured products or 
alternative/non-traditional investments (such as hedge funds, private equity, real estate funds, etc.) are suitable only for clients who are capable of 
understanding and assuming the risks involved. The value of any capital investment may be at risk and some or all of the original capital may be lost. The 
investments are exposed to currency fluctuations and may increase or decrease in value. Fluctuations in exchange rates may cause increases or decreases in 
the client’s returns and/or in the value of the portfolio. The client may be exposed to currency risks if a financial instrument or the underlying investment of a 
financial instrument is denominated in a currency different from the reference currency of the client’s portfolio or from the currency of his/her country of 
residence. For more information on risks, the brochure called “Characteristics and risks of certain financial operations” should be consulted. The information 
contained in this document is the result neither of financial analysis within the meaning of the Swiss Banking Association’s “Directives on the Independence of 
Financial Research” nor of independent investment research as per the EU’s regulation on MiFID provisions. In principle, EU regulation does not govern 
relationships entered into with UBP entities located outside the EU, including but not limited to Union Bancaire Privée, UBP SA in Switzerland, which is subject 
to Swiss law and Swiss regulation, in Hong Kong, and in Singapore, and the subsidiary in Dubai. Reasonable efforts have been made to ensure that the content 
of this document is based on objective information and data obtained from reliable sources. However, UBP cannot guarantee that the information the Bank has 
gathered in good faith is accurate and complete. Circumstances may change and affect the data collected and the opinions expressed at the time of publication. 
Therefore information contained herein is subject to change at any time without prior notice. UBP makes no representations, provides no warranty and gives no 
undertaking, express or implied, regarding any of the information, projections or opinions contained herein nor does it accept any liability whatsoever for any 
errors, omissions or misstatements in the document. UBP does not undertake to update this document or to correct any inaccuracies which may have become 
apparent after its publication. This document may refer to the past performance of financial instruments. Past performance is not a guide to current or future 
results. The value of financial instruments can fall as well as rise. All statements in this document, other than statements of past performance and historical fact, 
are “forward-looking statements”. Forward-looking statements do not guarantee future performances. The financial projections included in this document do not 
represent forecasts or budgets, but are purely illustrative examples based on a series of current expectations and assumptions which may not happen as 
forecast. The actual performance, results, market value and prospects of a financial instrument may differ materially from those expressed or implied by the 
forward-looking statements in this document. The projected or targeted returns are inherently subject to significant economic, market and other uncertainties 
that may adversely affect performance. UBP also disclaims any obligation to update forward-looking statements, as a result of new information, future events or 
otherwise. Any performance data included in this document does not take into account fees, commissions, expenses charged on issuance and redemption of 
securities, or any other costs, nor any taxes that may be levied. The tax treatment of any investment depends on the client’s individual circumstances and may 
be subject to change in the future. This document does not contain any tax advice issued by UBP and does not necessarily reflect the client’s individual 
circumstances. This document is confidential and is intended to be used only by the person to whom it was delivered. This document may not be reproduced, 
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whatsoever for the actions of third parties in this respect. This document is not intended for distribution in the US and/or to US Persons or in jurisdictions where 
its distribution by UBP would be restricted. UBP is authorised and regulated in Switzerland by the Swiss Financial Market Supervisory Authority (“FINMA”). 
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