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Il termometro dei mercati
finanziari (31 Luglio 2020)
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L'iniziativa di Finriskalert.it “Il termometro dei mercati
finanziari” vuole presentare un indicatore settimanale sul grado
di turbolenza/tensione dei mercati finanziari, con particolare
attenzione all'Italia.

Il termometro dei mercati finanziari
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Significato degli indicatori

¢ Rendimento borsa italiana: rendimento settimanale
dell’indice della borsa italiana FTSEMIB;

Volatilita implicita borsa italiana: volatilita implicita
calcolata considerando le opzioni at-the-money sul
FTSEMIB a 3 mesi;

Future borsa italiana: valore del future sul FTSEMIB;
CDS principali banche 10Ysub: CDS medio delle
obbligazioni subordinate a 10 anni delle principali banche
italiane (Unicredit, Intesa San Paolo, MPS, Banco BPM);
Tasso di interesse ITA 2Y: tasso di interesse costruito
sulla curva dei BTP con scadenza a due anni;

Spread ITA 10Y/2Y : differenza del tasso di interesse dei
BTP a 10 anni e a 2 anni;

Rendimento borsa europea: rendimento settimanale
dell’indice delle borse europee Eurostoxx;

Volatilita implicita borsa europea: volatilita implicita
calcolata sulle opzioni at-the-money sull’indice Eurostoxx
a scadenza 3 mesi;

Rendimento borsa ITA/Europa: differenza tra il
rendimento settimanale della borsa italiana e quello delle
borse europee, calcolato sugli indici FTSEMIB e
Eurostoxx;

Spread ITA/GER: differenza tra i tassi di interesse italiani
e tedeschi a 10 anni;

Spread EU/GER: differenza media tra i tassi di interesse
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dei principali paesi europei (Francia, Belgio, Spagna,
Italia, Olanda) e quelli tedeschi a 10 anni;

Euro/dollaro: tasso di cambio euro/dollaro;

Spread US/GER 10Y: spread tra i tassi di interesse degli
Stati Uniti e quelli tedeschi con scadenza 10 anni;
Prezzo Oro: quotazione dell'oro (in USD)

Spread 10Y/2Y Euro Swap Curve: differenza del tasso
della curva EURO ZONE IRS 3M a 10Y e 2Y;

Euribor 6M: tasso euribor a 6 mesi.
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I colori sono assegnati in un'ottica VaR: se il valore riportato e
superiore (inferiore) al quantile al 15%, il colore utilizzato e
I’arancione. Se il valore riportato € superiore (inferiore) al
quantile al 5% il colore utilizzato € il rosso. La banda (verso 1'alto
o verso il basso) viene selezionata, a seconda dell’indicatore,
nella direzione dell’instabilita del mercato. I quantili vengono
ricostruiti prendendo la serie storica di un anno di osservazioni:
ad esempio, un valore in una casella rossa significa che
appartiene al 5% dei valori meno positivi riscontrati nell’ultimo
anno. Per le prime tre voci della sezione "Politica Monetaria", le
bande per definire il colore sono simmetriche (valori in positivo e
in negativo). I dati riportati provengono dal database Thomson
Reuters. Infine, la tendenza mostra la dinamica in atto e viene
rappresentata dalle frecce: 1,!, < indicano rispettivamente
miglioramento, peggioramento, stabilita rispetto alla rilevazione
precedente.

Disclaimer: Le informazioni contenute in questa pagina sono
esclusivamente a scopo informativo e per uso personale. Le
informazioni possono essere modificate da finriskalert.it in
qualsiasi momento e senza preavviso. Finriskalert.it non puo
fornire alcuna garanzia in merito all’affidabilita, completezza,
esattezza ed attualita dei dati riportati e, pertanto, non assume
alcuna responsabilita per qualsiasi danno legato all’uso, proprio
o improprio delle informazioni contenute in questa pagina. I
contenuti presenti in questa pagina non devono in alcun modo
essere intesi come consigli finanziari, economici, giuridici, fiscali
o di altra natura e nessuna decisione d’investimento o qualsiasi
altra decisione deve essere presa unicamente sulla base di questi
dati.

The Economic and Financial
Consequences of the
COVID-19 Contagion

a cura di Deloitte

31/07/2020 17:29:15

1. Introduction
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This paper discusses the economic and financial impact of the
COVID-19 crisis across some representative countries, including
some of the most significant economies worldwide: Italy, Spain;
France, Germany and UK.

Our work is organized in two parts:

¢ A benchmark analysis regarding the most important
capital markets indicators for the cited countries prior
and post the spreading of the COVID-19 pandemic

¢ A quantitative analysis aimed at measuring the
impact of COVID-19 on sovereign Credit Default
Swap spreads of the upward countries.

2. The economic impact of

COVID-19

2.1. Highlight of the COVID-19 spreading

COVID-19 outbreak started in December 2019 in Wuhan, located
in the Chinese region of Hubei. Nowadays the pandemics is
continuing to spread across the world with more than 9 million
confirmed cases and about 500,000 victims.[1] Given the public
health risk, the WHO[2] in March 11th has declared the status of
global pandemic because of the COVID-19.

COVID-19 is a very infectious disease that is heterogeneously
distributed among individuals. Indeed, high contagiousness and
lack of scientific knowledge has put a strain on national
hospitals, particularly as regards Intensive Care Unit.

Daily Confirmed Cases Fatality Ratio
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right one gives a clearer picture of how the pandemic has
impacted the countries included in our dataset. According to
most of the literature on the topic, the fatality ratio is defined

as:

i . _ Deaths,
Fatality ratio, = tfxi"n::rml! Confirmed Infected,_-

assuming that on average people severely infected pass away
after 5 days.[3]

Between the end of March and the beginning of April, the virus
reached a peak in its fatality ratio in all the analyzed countries.
In the aforementioned period, Italy, Spain, France and the UK
have been close to 20%, while the UK steadily exceeded such
value.

The reasons for a higher mortality rate in some regions

compared to others may reside several reasons, such as the
country level demography, late or poorly organized response to
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the virus, and low medical capacity rate, particularly related to
intensive care units.

2.2. COVID-19 Economic consequences on
equity and bond market

The high contagiousness of the disease combined with the lack of
herd immunity due to its novelty, has forced all countries in our
analysis to take severe lockdown measures starting from the
beginning of March.

The ability of a country to put in place measures to contain the
virus allows to reduce the intensity of the lockdown and to
mitigate the shock due to the production breakdowns. Because of
that, in a strongly connected economy, the consequences of
the pandemic go far beyond the mortality. Indeed,
lockdowns has caused countries suffering an
unprecedented joint supply and demand shock:

¢ On the supply side, the shock was due to the production
interruption which led to the drop of capacity usage,
implying a serious warnings for a value chain breaking
down, especially in some sectors like automotive, airlines
or tourism;

e On the demand side, income losses together with the fear
to be infected and future uncertainty are inducing people
spend less. Workers may be laid off, as firms are unable
to pay their salaries.

The reaction of the financial markets has been immediate as can
be seen in the following chart where the trend of main national
stock market indices are rescaled in terms of the quotation of
January 1°.

Major Index Growth rate (rescaled to Jan 1st)

e FTSE MIB s DAY, s CAC 40

|BEX ~ s====FTSE 100

Since it became clear that the virus was beginning to spread in
Europe at the end of February, markets have fallen dramatically,
faster than what observed during the 2008 global financial crisis
and stocks indexes’ reaction vary among countries (on one side
Germany and UK are recovering quiet quickly, on the other hand,
Spain and Italy are still experiencing a slow recovery although
the first wave of the contagion seems to be coming to an end).

Albeit a complex debate is taking place, regulators (both
governments and central banks) seems to agree to do whatever it
takes to deal with the critical economic and health care
conditions, leaving aside for a while moral hazard risk and
austerity arguments:

¢ Households and businesses, hit by supply disruptions and

a drop in demand, are receiving cash transfers, wage
subsidies, and tax relief, all measures aimed at helping
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people to meet their needs and businesses to be resilient;
¢ Companies are having easier access to credit through
direct or indirect state guarantees.

European Union has been allowing access to the ESM relaxing
the original contractual terms and conditions, imposing as the
only covenant the use of funds for direct or indirect health care
investments in order to drawdown the facility, in addition to the
availability of structural funds already existent.

Central Banks put in place dovish measures to support
credit market and minimize spreads volatility.

The European Central Bank (ECB) is expanding its asset
purchasing programs on the secondary market and announced a
massive shared debt issuing program aimed at containing the
negative effects of the pandemic. The Bank of England is cutting
tax rate in order to provide liquidity to banks and firms and
maintain tax rate as low as possible.

Most of the declarations and actions by policy makers took place
in the first half of March. In the following chart is clear how,
after a sharp increase during first days of March due to the
overall panic caused by the pandemic, the fiscal and monetary
actions had a positive impact in the government bond market by
reducing returns and volatility.

10Y Bond Yield
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Thanks to these measures, bond yields, suddenly hit harder by
the virus such as Italy and Spain, are not experiencing an out of
control increase in their financing cost.

It can been argued that the subsequent announcements of
expansion of the purchase programs described above have
calmed down the rising trend of the yield market. As showed in
the chart, government bond yields in the analyzed countries do
not seem to have exploded so far, although they have
significantly increased. Despite some positive signals, the joint
supply and demand crisis generated by the virus and the
aforementioned measures aimed at tackling it will have the
inevitable consequence of an unprecedented fall (at least for
2020/2021) in GDP and a sharp increase in debt. Countries
with already long-standing structural growth problems and high
public debt, could be exposed to a serious increase of their
default risk.

3. Evidences on the Covid-19 and
CDS market relationship

The pandemic impact is not only in the countries financing costs
(government bond market) but also in the risk perceived related
to those countries. In the present section we will assess how the
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CDS market has reacted to the evolution of the Covid-19
contagion with respect to some reference countries.

CDS configures as credit derivatives traded in over the counter
(OTC) markets, both through bilateral agreements or under the
jurisdiction of a clearing house, which guarantee to the buyer be
insured against the default of a reference entity. Therefore a
sovereign CDS can be taken as a measure of a country’s risk.

As expected, a sharp reaction of the sovereign CDS market
to the spreading of the Covid-19 pandemic seems to be
confirmed by available market data[4].

As concerns the Covid-19 storyline outlined in section 2, the
majority of countries started their lockdown and social distancing
period at about the beginning of March 2020. Starting from
countries dramatically affected by the pandemic, such as Italy
and Spain, it is observable an extraordinary rise of the 5Y[5] CDS
conventional spread around the end of February 2020. At the
same time, bid-offer spreads began to widen as a proof of
market participants struggling in a reduced liquidity in the
derivative market environment.

Italy Spain
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As regards the leading European economies, such as Germany,
France and the UK, they have behaved quiet similarly, showing a
peak in their respective 5Y CDS spread around the mid of March
2020.

Germany France
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In order to provide an overall picture of about CDS Market
during the last months, some baseline descriptive statistics
related to both the market and the pandemic trends are showed
in the following table:

standard

Counery Tenor (years) count mean  TEET min 5% 50% 75% max
) 2933 1223 14.47 1757 2075 4133 =102
EE) 4581 1295 2934 3302 5083 5708 7186
ES 1521 7.60 7.70 244 16.30 2379 27.79
EE) 2654 544 1576 1693 2482 3663 3987
ES 167.16 5408 96.37 115.11 16353 21761 26871
EE) 20570 47.80 14171 16182 0899 24633 31208
55 7314 4033 2285 40.33 3159 11805 | 16577
EE) 11108 4050 6333 7173 11453 15130 195.05
55 3811 551 1754 18382 574 37.44 4883
ES 41323 10.56 2827 30.75 3836 5197 60.13

Italy has been perceived as the mostly risky country[6]. Together
with Spain, these two counties have also been affected by the
highest levels of volatilities in their respective sovereign CDS
spread. On the other side, the German CDS showed be the
cheapest protection one can buy among those in our dataset.

To conclude, it seems thatall countries displayed a similar 5Y
CDS pattern, clearly differentiated by some scale factors
(for instance the average German 5Y CDS spread has been ten
times lower than the Italian one). According to our dataset, the
only exception seems to be represented by the UK which
displayed a clearer inverse u-shaped pattern in the 5Y CDS
spread.

As can be noticed, CDS spreads of all investigated countries are
quiet coherent with the 10Y bond yields patterns described in
section 2. After that maximum, a downward trend can be
observed even though no pre crisis CDS spread levels have been
reached so far. Such evidence might be related to the massive
economic program announced by ECB aimed at containing the
negative effects of the pandemic. Despite the quick positive
reaction in the government bond market (see session 2), the
CDS market still present a liquidity gap between bid and
ask quote as demonstrated by the wider bid-offer spread after
middle of March with respect to the bid-offer spread before.

3.1. Correlation analysis
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In order to assess the dependence degree of 5Y CDS dynamics
from the spreading to the Covid-19 disease, we have analyzed
two orders of correlation:

A. The country level correlation between CDS spreads and
new Covid-19 daily cases by splitting our time window in
Pre and Post the structural break represented by the ECB
shared debt program announcement;

B. The country level piecewise weekly correlation between
CDS spreads and new Covid-19 daily cases.

3.1.A Country level overall correlations

To quantify the impact of the relationship between new daily
Covid-19 cases and the CDS patter, we measured the Person
correlation index between the two variables:

TCDECovid

P2 —
FPearson=
SCDST Covid

Where:

*  Oprpg is the standard deviation of CDS spreads
*  Oprguig 15 the standard deviation of new daily Covid-15 cases
*  Ocpseavia 15 the covariance between the CDS spreads and the new daily Covid-15 cases

The Person correlation index has been calculated before and
after the structural break that took place from beginning of
March where policy makers provided clear messages and
intention to deal with the Covid-19 with all the measures
required:

Pearson correlation taly Spain  Germany  France UK UsA

Pre structural break 0838252 0932845 052149 098G5432 (0S878%55 (0838555
Post structural break ~ -0.77532  -0.55072  -0.15216  -0D24152  -0.46356  -0.22221

It is quite clear that prior to the ECB announcements the two
country level time series appeared to be highly correlated: the
peak has been reached by France which showed 95% correlation
between CDS spreads and new Covid-19 daily cases. After the
cited structural break, the two time series switched to the
regime of anti-correlation, especially in Italy which registered
-77% correlation. These evidences sharply testify the good
response of the sovereign CDS market to how governments
and international institutions are handling the Covid-19
crisis, probably as a result of what it has been learned by the
global financial crisis in 2008 and the sovereign debt crisis in
2012. The negative relation between the CDS spread and the
number of new daily Covid-19 cases demonstrate the reduction
of the panic-effect in the derivative markets generated by the
news.

Despite the UK, US are outside the ECB jurisdiction, they
behaved similarly probably in the light of the specular policy
enhanced by their respective governments and central banks.
3.1.B Weekly country level correlations

As regards the country level weekly Pearson piecewise
correlations between CDS spreads and new Covid-19 daily cases,
they seem to confirm what highlighted by Pre and Post structural

break correlations.

The overall period can be divided in three phases:
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¢ Initial panic effect: starting from mid of February, the
initial increasing number of new daily Covid-19 cases
generated a panic effect due to the uniqueness of the
situation; moreover no fiscal and monetary policies were
put in place to face future economic shocks;
e Mitigation effect: after the initial phase, national
governments and supranational institutions started
concrete actions both at sanitary level and at fiscal and
monetary level; in this situation, in spite of the continue
increase in the new daily Covid-19 cases, the correlation
started to turn to negative showing how markets
positively responded to the concrete action took by policy
makers;
Mean reversion effect: starting from May, the overall
sanitary situation started to improve and the new daily
cases started to decrease. During this positive context,
CDS prices continued to decrease thank to all the action
taken by policy makers. All these factors combined let to
positive weekly correlations that now can be seen as an
overall positive situation (in opposite with respect to the
first period, the panic effect)[7].
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In addition, by the application of two simple Ordinary Least
Squares (OLS) regression models, we have figured out thatboth
the overall stock of Covid-19 patients and daily new cases
are statistically significant in determining the level of 5Y
Italian sovereign CDS spread during the first two 2020
quarters. Moreover, we have found similar results for other
European countries and the US.

Nevertheless due to complexity of our panel data, univariate OLS
specifications display some shortcomings which suggest the use
of more refined techniques, see the Appendix for details. The use
of such more advanced regression techniques might be the goal
of future developments.

4. Conclusiaen S
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In particular the impact of all the policy maker actions -
both at national and supranational level - have been more
direct in the bond markets than in the CDS market . The
impact in the bond market shows that the countries’ cost of
financing have been clearly facilitated by the monetary policies
more than what observed in the derivative market.

Appendix

On the quantitative side, in the present work we have performed
some basic Ordinary Least Squares (OLS) regressions in the
attempt to describe the evolution of CDS spreads by taking as
explanatory variables, separately:
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¢ The overall country level stock of Covid-19 patients;
e The daily confirmed new Covid-19 cases.

In formulas we have, respectively:

5Y cds spread, = covid19 stock cases, + &
and

SY cds spread, = covid19 daily cases, + &,

Where, according to usual OLS model assumptions, residuals are
not autocorrelated and normal distributed:

e _
=0
‘f (-
g HN(0,07)

With square of sigma the constant variance (homoscedasticity).
We now discuss our regression results in the case of Italy, similar
conclusions might be drawn for other countries.

TotalConfirmedCasesCOVID-based regression results for Italy:
OLS Regressiom Results
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As Italy is concerned, both our two simple regression models
display some explanatory power, even though the R-squared is
higher in the stock based regression settings. In such case, our
model is able to explain 59.6% of the overall deviance. The F-
statistic probability, otherwise known as its p-value, is very low

allowing us to reject the null hypothesis of no explanatory power.

In both the two regressions, the p-value for the T-statistic is
zero for both the intercept and of the explanatory variable,
allowing us the reject us the null hypothesis of zero coefficients.
On the other hand, it seems that usual OLS assumptions on the
residuals form are not met. In particular, the Durbin-Watson
test return a value significantly lower than 2, denoting relevant
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residuals autocorrelation. Moreover regards the Jarque-Bera
probability, it is significantly lower than 5% in the first model
and however lower than 5% in the second model. Jarque-Bera
statistic is based on higher than second order moments (i.e.
skewness and kurtosis) so that in our case residuals do not
confirm to be normally distributed. These evidences, together
with some multicollinearity warnings, suggest that in the light of
the complexity of our dataset some more refined multivariate
regression models should rather be used. These might be part of
future developments.

Nonetheless we can conclude that our simple regression models
demonstrate that both the overall stock of Covid-19 patients and
daily new cases are statistically significant in determining the
level of 5Y Italian sovereign CDS spread during the first two
2020 quarters. As previously said, we have found similar results
for other European countries and the US.

Authors:

- Annalisa Izzo, Partner at Deloitte Consulting - Finance
Transformation

- Vien Hoc Thong Loi, Partner at Deloitte Consulting -
Digital Banking Leader

- Nicola Boscolo Berto, Manager at Deloitte Consulting
- Fabio Antonino De Maria, Manager at Deloitte Consulting

- Vincenzo Eugenio Corallo, Senior Consultant at Deloitte
Consulting

- Niccolo Grossi, Analyst at Deloitte Consulting

5 Regreasion Results

m===s===lEMici P—lerpaolo—Aﬂalyst-at—Delebtte-C-onsm -3 Ve N —
Dep. Variable: ParSpreadMid R-squared:

Model:  Pavide Chiefa, Analyst at Del6ffe Cottudtifig=quaread:
Meth d: Least Sguares F-statistic:
bl' hin:[d 17 Jun 2020 Prok (F-statistic):
Tlme 17:34:48 Log-Likelihood:
sle rva!gg:rrap y -1} RAIC:
Df E@smuals. a7 BIC:

Df Mc8elinabel. 2020. The ECB’s response tb the COVID-19 pandemic.

Covamhﬁuirﬂ[pe H nonrobust

It 0. 0:
____Furno, 2020. _E_m_e_rgg_n_zg_(; Q_V_Iil __Slt_u_qz_lgr_lg_li_:al_la _______ ?f _E_ I E_ -
Intercept 135.9968 5.876 23.824 0.000 128.3:
Covidlesid)Gibwazzi, 2020.7Fhe EU mu§t'support thé aember at-the 0.0]

“=emTentre of the COVID=19 SIS~ 7=~ T T mrr o mrmr o m e s e s mm s s n s s

Omnibus: IE IZIJG Durbin-Wat=omn:
Brob o-B B
5;:“ iSDrT'awm a Mauro, 2020. M1t1gatglg,§l§e C(i?m Ecl):frauc‘ r{sm
k11rt£gci£ast and Do Whatever It Take.010  cond. Ho.

[1] Source: John Hopkins University & Medicine: Coronavirus
Resource Center (data as end of June)

[2] Source: World Health Organization

[3] Source: Francesco Furno, Emergenza COVID - Situazione
Italia

[4] CDS conventional spreads have been retrieved from CMAI
ICE Data Service. In addition, some Deloitte proprietary data
processing has been performed.

Our motivation for focusing on sovereigns instead of corporates,
lays on the country-level availability of contagion data.
Nevertheless, a corporate based analysis might be the objective
of future developments.

Page 6/7


https://www.finriskalert.it/wp-admin/post.php?post=8656&action=edit#_ftnref1

01/08/2020 | Newsletter-30-2020

[5] The 5Y tenor is usually the mostly liquid pillar in credit
curves.

[6] This holds true even if we precise that just risk neutral
default probabilities can be bootstrapped from CDS spreads.
These do not exactly match to those one might try to estimate
from economic fundamentals. Risk neutral PDs are rather driven
by no arbitrage market dynamics.

[7] In the period in analysis, the mean reversion phase for UK
started later because daily new cases significantly increased
later than the other countries.

Ethereum 2.0: Closer Than
Ever, Still Plenty of Work to
Do

31/07/2020 16:27:20

“Though now evolved in many ways,” Gavin Wood wrote in
Ethereum’s 2015 yellow paper, “the key functionality of a
blockchain with a Turing-complete language and an effectively
unlimited inter-transaction storage capability remains
unchanged.”...

https://www.coindesk.com/ethereum-2-0-closer-than-ever-still-

lenty-of-work-to-do

EBA AND ESMA LAUNCH
CONSULTATION TO
REVISE JOINT GUIDELINES
FOR ASSESSING THE
SUITABILITY OF MEMBERS
OF THE MANAGEMENT
BODY AND KEY FUNCTION
HOLDERS

31/07/2020 16:26:23

The European Banking Authority (EBA) and the European
Supervisory Market Authority (ESMA) launched today a public
consultation on their revised joint Guidelines...

h :/[[Www.esm I ress-news/esma-new -and-esm
a-launch-consultation-revise-joint-guidelines-assessing-suitability

© 2019 www finriskalert.it - Tutti i diritti riservati.

Decisions taken by the
Governing Council of the
ECB (in addition to decisions
setting interest rates)

31/07/2020 16:24:26

On 26 June 2020 the Governing Council decided to remap the
short-term ratings “R-3”, “P-3” and “A-3” of DBRS Morningstar...

https://www.ecb.europa.eu//press/govcdec/otherdec/2020/html/e
cb.gc200731~33d1f664a6.en.html

BIS global liquidity
indicators at end-March
2020

31/07/2020 16:22:10

US dollar credit to non-bank borrowers outside the United States
grew at an annual rate of 7% (to reach $12.6 trillion) as of end-
March 2020, just as the Covid-19 pandemic was escalating...

https://www.bis.org/statistics/gli2007.htm

Direttore: Emilio Barucci.
© 2019 FinRiskAlert - Tutti i diritti riservati.

Le opinioni riportate negli articoli e nei docunenti
del sito ww.finriskalert.it sono espresse a titolo
Personale dagli autori e non coinvolgono in alcun nodo
“ente di appartenenza.
di articoll e docunmenti pubblicati nel sito e nella
newsl etter FinRiskalert hanno |’ esclusiva finalita di
diffondere i risultati di studi e ricerche a carattere
scientifico. Essi non rappresentano in alcun nodo
informazi oni o consul enza per investinenti, attivita
riservata, ai sensi delle leggi vigenti, a soggetti
autorizzati.
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