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About Ekonamik
Ekonamik is an online macroeconomics and financial 
news and analysis platform with a Nordic twist. Based in 
Stockholm, our mission is to provide our readers with a 
consistent and coherent view of the latest developments 
in international finance, economics and geopolitics, di-
gested and curated by our editors and inspired by asset 
management. In a world flooding with information, we 
propose sorting the news from the noise to highlight the 
change that matters.
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Stockholm (Ekonamik) –As the COVID-19 pandemic 
continues to spread around the globe and as the world seeks 
to lift restrictions ahead of the summer break, it is easy to 
loose track of everything that has happened. Below, we re-
view the state of play of the spread of coronavirus, its main 
figures and financial and policy reactions. 

The Spread of COVID19 

Following its ravage through Asia in December and Janu-
ary and its spread to Europe in February and March, April 
saw Coronavirus contagion reach the Americas, particu-
larly the USA and then Brazil, now the main geographi-
cal focus of the spread of the pandemic. Meanwhile, recent 
cases in Beijing have also raised concerns regarding China’s 
ability to avoid a second wave.

Despite the outbreak starting in December 2019, it was only 
during the Spring Festival weeklong holiday at the end of 

January that the Chinese government took the necessary 
drastic measures to contain the spread of the virus, impos-
ing lockdowns across 16 cities covering approximately 50 
million people. By March the crisis had firmly taken hold 
in Europe. The situation seems escalated out of control in 
Italy, where the WHO identified 10,149 confirmed cases 
and 631 deaths, by March 11th. On March 9th, the country’s 
government extended travel bans imposed on the north 
of Italy to the whole nation, before effectively shutting 
all but the most fundamental economic activities to stem 
the spread of the virus. Throughout the rest of March and 
April, other members of the European Union followed suit 
in a cacophony of uncoordinated unilateral measures, that 
resulted in all frontiers being effectively closed across the 
continent. By late April and throughout May and June the 
spread of the virus was focused on the Americas, where the 
issue appears to have taken an unusual partisan dimension 
that has allowed the virus to spread out of control. 

A BIRD’S EYE VIEW

by Filipe Albuquerque

Image by RRaffaelffranco on Pixabay

“In our current baseline scenario, announced policies are 
implemented and China’s economy would return to normal 
in the second quarter. As a result, the impact on the world 
economy would be relatively minor and short-lived”  
– Kristalina Georgieva, IMF

PANDENOMICS
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As of June 24th, the World Health Organisation (WHO) 
reported3 over 9.1 million cases leading to an estimated 
473,797 deaths. The American continent leads on both 
instances with over 4.5 million cases and over 226 thou-
sand deaths. Brazil is responsible for a quarter of those 
cases, while the USA is responsible for approximately half. 
Globally, Europe comes second with over 2.5 million cas-
es and over 194 thousand deaths. Ignoring the various 
measurement issues plaguing how this epidemic is being 
tracked, despite the high figures, the case-to-fatality ratio 
in the USA (5.2%) is not the worst in the world. While the 
USA’s performance is worse than the one in most of Scan-
dinavia, for example, it is however not as bad as the one 
in Sweden (8.5%). The figures for Denmark, Finland and 

Norway are 4.7%, 4.6% and 2.8%, respectively. The outlier 
status of Sweden is not surprising considering the country 
has the least intrusive policies to manage the crisis and has 
not implemented a full lock-down. Nevertheless, given 
the disproportionate role that the USA plays in the global 
economy, the effects felt across the Atlantic will multiply 
as they spread across the globe.

Forecasted and Real Economic Effects

The initial reaction to the impact of the crisis was inevita-
bly subdued. Lacking the experience within living memo-
ry of coping with a global health crisis of its nature, global 
institutions struggled to cope and assess the potential dam-

age that the virus and government reaction would have on 
the economy.

The IMF had taken notice of the potential scope of the 
problem following China’s reaction in late January, but 
its assessment of the scale of the economic impact of the 
crisis failed to grasp the scale of the problem. “We are still 
learning about how this complex virus spreads and the un-
certainties are too great to permit reliable forecasting,” 
Kristalina Georgieva, Managing Director of the IMF com-
mented on February 22nd. 

“In our current baseline scenario, announced policies are 
implemented and China’s economy would return to nor-
mal in the second quarter,” Georgieva added. “As a result, 
the impact on the world economy would be relatively mi-
nor and short-lived. In this scenario, 2020 growth for Chi-
na would be 5.6 percent. This is 0.4 percentage points lower 
than the January WEO Update. Global growth would be 
about 0.1 percentage points lower. But we are also looking 
at direr scenarios where the spread of the virus continues 
for longer and more globally, and the growth consequenc-
es are more protracted.”

The IMF appears to have quickly embraced these direr 
scenarios. In its April 2020 World Economic Outlook up-
date5, the IMF forecast a 3% global economic recession in 
2020. However, optimism remained as the recession was 
expected to be “V” shaped with economic growth return-
ing to 5.8% in 2021. In the USA, the IMF foresees a con-
traction of 5.9%, followed by a 4.5% increase in GDP in 
2021. In the Euro Area, the recession is forecasted to do 

more permanent damage, with a contraction of 7.9% in 
2020 being followed by 4.7% growth in 2021. UK economic 
growth was poised to fall by 6.5% in 2020 only to rise again 
by 4% in 2021.

The scale of the economic damage created by the coro-
navirus became truly manifest only in April when labour 
market figures for the USA showed6 the unemployment 
rate jumping to 14.7% with 23.1 million people unemployed 
in the USA. Prior to that month, and since the US gov-
ernment began measuring it in 1948, the unemployment 
rate had never peaked above 10.8%, the level witnessed in 
December 1982. Although this figure has fallen down to 
13.3%, it is still to soon to speak of a return to normality. In 
Europe7, a variety of established and newly created social 
and labour market programmes seem to have facilitated 
a smoother labour market reaction, with unemployment 
only rising to 14 million from 11.9 million in April, equiv-
alent to an increase from 7.1% to 7.3% in the Euro area’s 
unemployment rate.

Financial Reactions and Monetary Stimulus

Echoes of these macroeconomic concerns have reverber-
ated throughout financial markets. Chinese markets had 
a head start but trading was halted during the end of Janu-
ary. Although by the time it reopened the Shanghai stock 
exchange was down 10%, by the start of March it was back 
to its January 2nd. At this point, the contagion to Eu-
rope could no longer be denied and other stock markets8 
around the world began crashing. 

Distribution of COVID-19 deaths, worldwide, as of 14 May 2020

Source: European Centre for Disease Control 2
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Source: European Centre for Disease Control 1
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However, as the situation failed to improve and as policy 
makers in the west remained in denial, global markets be-
gan crashing at the end of February. The downwards trend 
continued until the middle of March. Starting on March 
15th, with the US Federal Reserve announcing it was going 
to purchase US$500 billion in longer-term Treasury secu-
rities and $200 billion in agency MBS financial, markets 
began recovering. This was aided by similar interventions 
across the globe. On March 16th, Sweden’s Riksbanken 
announced its intention to also buy securities for up to 
an additional SEK 300 billion.  On March 18th, the ECB 
announced a €750 billion Pandemic Emergency Purchase 
Programme through which it would purchase sovereign 
debt in order to ensure the liquidity of Eurozone member 
states throughout the pandemic. In the UK, the Bank of 
England announced £200 billion in additional asset pur-
chases for the same purpose, on March 19th. 

However, the main financial victim of the crisis is Brent 
crude oil, which crashed to historical lows and only be-
gan recovering at the end of April when Russia and OPEC 
countries came to an agreement that led to a 10 million 
barrels per day cut in the daily production of oil.

Environmental Impact

Perhaps the only bright spot offered by the pandemic is 
the direct and indirect impact it has had on the planet’s 

resilience and sustainability. According to Carbon Brief 9, 
a UK-based project covering the latest developments in 
climate science, climate policy and energy policy the 
slow-down in economic activity has had a direct and vis-
ible impact on carbon emissions. “The reductions in coal 
and crude oil use indicate a reduction in CO2 emissions 
of 25% or more, compared with the same two-week peri-
od following the Chinese new year holiday in 2019.” This 
decrease amounts to approximately 100MtCO2, more than 
twice as much as Sweden’s total CO2 emissions from fossil 
fuels in 2016 or 12.5% of Germany’s annual emissions.

Indirectly, the pandemic has also fuelled sustainable in-
vestments. While initially, the market volatility made it 
difficult to price securities, by the end of March sustainable 
bond markets, started showing signs of recovery. Howev-
er, it wasn’t in green bonds that the sustainability effects 
of the crisis showed its true colours. Instead, the economic 
stress the pandemic triggered a rush to issue social bonds 
by pharmaceutical companies and regional and multina-
tional development banks.

Scandinavian institutional investors were at the forefront 
of this effort10,11. Alecta, Folksam and Länsförsäkringar, 
Robur AM and Skandia rushed to invest in COVID-19 so-
cial bonds issued by the African Development Bank, the 
International Finance Corporation and the European In-
vestment Bank. Meanwhile, equity markets also benefit-

ted, with IHS Markit reporting12 that sustainable funds saw 
inflows of $14.8 billion in the first quarter of 2020.

Lifting restrictions

Going forward, public discourse in Europe appears to have 
embraced lifting the lockdown. From a public healthcare 
perspective, the main reason seems to be the fact that the 
lock-down measures appear to have been able to flatten the 
curve. 

The other motivation for lifting lock-downs is of course 
economic. Not only does the prolonged closure of the 
economy undermine the livelihood of the continent, the 
longer it lasts the longer the recovery will take. Socially, 
policy-makers also worry that a prolonged lockdown will 
begin imposing unsustainable fiscal costs on the economy 
as tax revenues decrease and fiscal expenditure increases. 

Naturally, the danger is that a premature end to the lock-
downs will cause a second wave of cases and bring about a 
new series of lock-downs, further postponing the econom-
ic recovery.

Financial Markets and COVID 19

Source: Yahoo Finance 

Notes
1 COVID-19 situation update worldwide, as of 25 June 2020, ECDC: https://
www.ecdc.europa.eu/en/geographical-distribution-2019-ncov-cases
2 COVID-19 situation update worldwide, as of 25 June 2020, ECDC: https://
www.ecdc.europa.eu/en/geographical-distribution-2019-ncov-cases
3 Coronavirus disease (COVID-2019) situation reports, Situation report - 156, 
24 June 2020 https://www.who.int/docs/default-source/coronaviruse/situa-
tion-reports/20200624-covid-19-sitrep-156.pdf?sfvrsn=af42e480_2
4 Mortality Analyses, Coronavirus Resource Center, Johns Hopkins University & 
Medicine:  https://coronavirus.jhu.edu/data/mortality
5 Intenational Monetary Fund World Economic Outlook, April 2020 Update:  
https://www.imf.org/en/Publications/WEO/Issues/2020/06/24/WEOUpdate-
June2020
6 “The Employment Situation – May 2020” report from the Bureau of Labour 
Statistics, U.S. Department of Labour: https://www.bls.gov/news.release/pdf/
empsit.pdf
7 Euro area unemployment at 7.3%, Eurostat news release 88/2020, 3 June 
2020: https://ec.europa.eu/eurostat/documents/2995521/10294960/3-
03062020-AP-EN.pdf/b823ec2b-91af-9b2a-a61c-0d19e30138ef
8 The figure shows stock markets valuation normalised to their value on the 
first trading day of the year.
9 https://www.carbonbrief.org/analysis-coronavirus-has-temporarily-re-
duced-chinas-co2-emissions-by-a-quarter
10 Filipe Albuquerque, Skandia and Länsförsäkringar Anchor AfDB’s COV-
ID19 Bond, NORDSIP, 8 April 2020: https://nordsip.com/2020/04/08/skan-
dia-and-lansforsakringar-anchor-afdbs-covid19-bond/
11 Filipe Albuquerque, Swedish Investors Back COVID19 Bond, NordSIP, 19 
March 2020: https://nordsip.com/2020/03/19/swedish-investors-back-covid-
9-bond/
12 First of its kind ESG Index - iTraxx MSCI ESG Screened Europe Index, IHS 
Markit, 12 May 2020: https://ihsmarkit.com/research-analysis/iTraxx-msci-
esg-screened-europe-index.html
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Many parameters will dictate what different countries’ 
economies look like coming out of their respective lock-
downs — from the timing of any vaccine release to how 
fast containment measures are eased. But one critical ele-
ment will be the fiscal response.

Given the nature of this shock, how should we judge a 
good fiscal response? In my view, the nearer the response 
gets to absorbing all the private-sector losses on to the 
public-sector balance sheet, the stronger the subsequent 
recovery can be.

Global response improving but inadequate

At the global level, although the fiscal response so far has 
been quicker and bigger than during the global financial 
crisis and continues to grow, it is still smaller than the size 
of the shock. The measures so far amount to 4.1% of global 
GDP*, against a likely hit to global GDP of 7%. That is 
one of the reasons why, after the undoubted bounce in ac-
tivity we will see once the lockdowns are softened, I’d ex-
pect the pace of growth over the next few years to be slower 
than the previous few. My best guess on the likely path for 
global growth over the next two to three years remains 
that the loss of GDP will be severe and it will take many 
years to recover the lost output.

John Butler, Macro Strategist, Wellington Management

GLOBAL CYCLE: UNIFORM SHOCK, 
UNEVEN FISCAL RESPONSE

by John Butler, Macro Strategist, Wellington Management

Fiscal measures by country % GDP

Figure 1

Relative country responses are key

Although the shock has been broadly uniform across 
countries, the fiscal responses have not (Figure 1). This is 
obviously only partial information, as the outlook will 
crucially depend on each country’s health policy and the 
strategy for relaxing its containment measures. But it is 
worth comparing the magnitude of fiscal responses across 
countries, as I believe the disparities will present invest-
ment opportunities over the next few years.

Many countries have concentrated their response on loan 
guarantees for small and medium-sized enterprises (SMEs), 
rather than direct fiscal measures (Figure 2)

Potential winners…

For most developed countries, the hit to GDP in 2020 is 
probably going to be around 10% in my view. Austral-
ia is closest to announcing a fiscal response that matches 
the shock. The US is getting there and, what’s more, its 
loan scheme is generous and could turn into grants, which 
would be different from other countries.

Loan guarantees/grants to SMEs by country Loan guarantees/
grants to SMEs by country

Figure 2
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Important Information
For professional investors only.This material and its contents are current 
at the time of writing and may not be reproduced or distributed in whole 
or in part, for any purpose, without the express written consent of Wel-
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ment advice Any views expressed are those of the author(s), are based on 
available information and are subject to change without notice. Individual 
portfolio management teams may hold different views and may make dif-
ferent investment decisions for different clients. This material is provided 
by Wellington Management International Limited, a firm authorised and 
regulated by the Financial Conduct Authority in the UK.

…and potential losers

The fiscal responses from China, the euro area and Japan 
are still small relative to the size of the shock. China may 
have done a better job of containment and is clearly fur-
ther along the path to easing restrictions, while Japan has 
had surprisingly low contagion rates. However, the euro 
area sticks out with a fiscal response that is inadequate rela-
tive to the size of the shock. The fiscal measures announced 
across the euro area amount to around 2.75% of GDP (ver-
sus 7.5% in the US). Although the euro area leads the way 
in offering subsidised short-time worker schemes designed 
(rightly) to keep workers in jobs in the near term, its fiscal 
response still relies heavily on the area’s more generous au-
tomatic stabilisers.

"The euro area sticks out with a fiscal response that is 
inadequate relative to the size of the shock."
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Fiscal measures vary widely in the euro area
Figure 3

Within Europe, there is also a very wide disparity between 
countries (Figure 3). Germany is at one end of the spec-
trum, with a large fiscal response (5%) and a loan guaran-
tee scheme that equates to €329,000 per SME. At the other 
end are Spain and Italy, with a fiscal response that is nearer 
1.5% of GDP. And Spain’s loan guarantee scheme equates 
to just €30,000 per SME, while Portugal’s is only €15,000.

Conclusion

The distribution of possible outcomes is wide. Clearly, 
other important factors that will determine the shape of 
the outlook require consideration. But I think there are 
two key takeaways. One, the fiscal response is building, 
which is a very positive development, but global growth 
in aggregate is still likely to be lower cyclically as the pri-
vate sector rebuilds its balance sheets and potentially struc-
turally as it runs a higher level of precautionary savings in 
the future. Two, the disparity in the fiscal responses across 
countries is likely to be critical in determining the cyclical 
and structural relative winners and losers coming out of 
the lockdowns. In some countries, the fiscal response has 
not been either big enough or rapid enough.

*Sources: National finance ministries, Wellington Man-
agement. Data as at 22 April 2020

MACRO

EUROPE BETWEEN TWO FIRES 

How COVID-19 Risks Further Undermining European Unity 

by Glenn Leaper, PhD

Europe faces twin internal and external challenges in the 
era of COVID-19 and rapid de-escalation of globaliza-
tion. With the Trump administration’s “America First” 
approach to trade scorning the established multilateral 
approach to the global economy, and China’s economic 
power, the EU is caught in the middle of a new Cold War. 
At the same time, the EU, as a product of an age of mul-
tilateral globalisation, is at a disadvantage. While it has 
historically been positioned to thrive economically and 
politically when the outside world has reflected its own 
principles of free economic exchange and coordination, it 

is not clear it is prepared for the unilateralism that seems to 
dominate the emerging new world order. 

The Coronavirus crisis is the latest internal challenge for 
the bloc after a decade of turmoil. and political and geo-
graphical fragmentation between its members. Ignoring 
the crises of the early 2000s, which appear mild in com-
parison, the bloc entered a new age of instability follow-
ing the 2008 financial crisis. Within two years, that crisis 
began reshaping itself into the 2010-2015 sovereign debt 
crisis, which was promptly followed by the 2015 migrant 

Image by Julien Warnand/EPA-EFE
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crisis. Then, in 2016, the Brexit referendum opened the 
stage for the UK’s departure and endless negotiations that 
are still ongoing. It also normalised debates of secession, 
renewed nationalism and populism across the bloc. 

In other words, “deglobalisation” externally is a practical 
threat to the traditional internal workings of the E.U. It 
trumps trade commitments, international cooperation, 
and multilateralism, while the bloc sets itself up to build 
geopolitical weight in a world increasingly hostile to its 
founding imperatives. A crisis like COVID-19 lays bare 
many of the internal conflicts of a bloc increasingly un-
reconciled with itself, particularly in forcing governments 
to prioritize immediate self-interest in stark naked terms 
with far less scope for the type of compromise that the 
structures of the EU are intended and designed to encour-
age. 

While the cracks in European unity are not news, the eco-
nomic crisis brought about by the pandemic may strain 
the bloc’s cohesion further. As Henry Farrell, a professor 
of political science and international affairs at the George 
Washington University suggests,1 “the coronavirus crisis 
(…) shows how the EU may suffer if it does not figure out 
how to reconcile those clashing imperatives. Geopolitics 
abroad may come home to roost at home, undermining 
the solidarity that the EU needs to exist.” Simultaneous-
ly, individual nation states have showed during the crisis 
and its consequent economic shutdowns that immediate 
national imperatives undermine multilateral ones. This 
is evident in one of the most recent developments in the 
bloc’s attempt to address the coronavirus itself.   

Recovery or Recidivism? 

In late May, EU Commission President Ursula von der 
Leyen presented the Commission’s €1 trillion revised pro-
posal for the next long-term EU budget, the Multiannu-
al Financial Framework (MFF) for 2021-2027, which will 
fill the €10 billion annual gap left by the UK’s Brexit. The 
bloc’s budget includes the novel Franco-German led pro-
posal of a €500 billion “Recovery Fund” for solidarity and 
growth to help the Union cope with the pandemic’s eco-
nomic effects. As it stands, the fund would not distribute 
loans, but rather grants to the regions and sectors worst af-
fected by the COVID-19 pandemic. The funds would be di-
rected towards research, the green transition, health, and 
digitalization, with payments made from the EU’s overall 
budget to the areas in south and Eastern Europe the hard-
est hit by the pandemic. 

The proposal for the Recovery Fund would allow the Euro-
pean Commission to finance the economic recovery sup-
port by raising funds on capital markets on behalf of the 
EU, “subject to a legal basis that fully respects the EU Treaty 
and budgetary framework as well as the rights of national 
parliaments of the Member States”. The €500 billion fund 
would top the MFF budget. The fund would have a clearly 

defined scope and time limit, and would address concerns 
about the inability of some EU member countries to sup-
port their industries through the crisis. This would level 
the playing field with larger and wealthier countries in the 
bloc that have the means to assist national industries. 

The proposed Recovery Fund needs the approval of all 27 
member states, and the MFF needs to be ready by the begin-
ning of 2021. However, four small countries pre-emptively 
rejected the notion of the grants in the Recovery Fund, in-
stead recommending the creation of an “emergency fund” 
financed by loans only. Through their opposition, Austria, 
the Netherlands, Denmark and Sweden started a period of 
considerable disagreement and intensive negotiations be-
tween national capitals. The counterproposal insists that 
recipients of recovery funding would have to display “a 
strong commitment to reforms and the fiscal framework” 
in the hope that this would “help promote growth”. The 
“Frugal Four”, as the countries were labelled, are expect-
ed to have to compromise on their position. On the one 
hand, the weight behind the Commission’s overall budget 
proposal from both France and Germany put them in the 
minority. On the other hand, the southern and eastern 
countries urgently need the funds, not only for internal 
reconstruction, but also to prevent public sentiment from 
irrevocably turning against EU membership. 

Some see the counterproposal as voodoo economics paired 
with nationalism. Leaders such as Austria’s Chancellor 
Sebastian Kurz are perceived to be playing to right-wing 
populists domestically and counting on the rise of pop-
ulism in other countries to buttress their position. In this 
light, the opposition of the Frugal Four to Angela Merkel’s 
and Emmanuel Macron’s plan for the joint Recovery Fund 
is a spoke in the wheel of Europe’s progress and is based not 
on frugality, but on egoism. As nations heavily depend-
ent on exports, these four countries benefit far more than 
the average from the EU's internal market and the EU’s 
power abroad. Economist Thomas Fricke, who heads the 
New Economy Forum, made this point2 during his sharp 
attack on the Frugal Four for their lack of European re-
sponsibility and economic selfishness. “The four countries 
have been able to save thanks to the consumption of the 
other countries,” he wrote in Germany’s Der Spiegel, list-
ing a number of economic facts. For example, since the 
creation of the euro, Austria has failed to meet the euro-
zone’s debt criteria. The citizens of the EU tax haven of the 
Netherlands are indebted far above the average. All four 
countries have large trade surpluses which, for Denmark, 
was just over 7.5 per cent of GDP in 2019. This is mainly 
thanks to the EU - and to some extent, southern European 
indebtedness. 

Living on the Edge

But the Frugal Four lost a powerful ally early when Wolf-
gang Schäuble, Germany’s former Finance Minister and 
one of Germany’s most prominent fiscal hawks during 

MACRO

the eurozone debt crisis and now President of the German 
Bundestag, expressed his support for the Franco-German 
plan. “If Europe wants to have any chance at all, it must 
now show solidarity and prove that it is capable to act. 
Germans have an overarching self-interest that Europe 
gets back on his feet,” he told the German newspaper Welt 
am Sonntag.3 Meanwhile, the European countries that suf-
fered the most during COVID-19 expressed incredulity at 
the selfishness of the outliers, having already experienced 
their indifference from these during the worst domestic 
phases of the crisis. Luis Garicano, economics professor 
and member of Spain’s Ciudadanos party in the European 
Parliament, said that Spain would not accept a loan-based 
recovery fund because it would over-indebt countries such 
as Spain and Italy. In Italy, the fears are that the four coun-
tries’ resistance is an “intolerable narrative” that the crisis 
is southern Europe's own fault, as Italy’s European Min-
ister Enzo Amendola suggested. And as Thomas Wieser, 
the president of the Economic and Financial Committee 
of the EU and the Eurogroup Working Group during the 
bloc’s sovereign debt crisis, told the Financial Times, “if 
we get this wrong, it will ruin the political atmosphere for 
decades, literally decades. Loans are easy because they are 
free. But when it comes to true solidarity and help, noth-
ing is free. And true solidarity is what is needed now.” 

The implications of this failure are not trivial. If a stale-
mate were to crystallise leading a narrative of conflict 
among EU member states to take roots, the end game re-
mains the end of the Euro-zone. Far from an abstract eco-
nomic speculation, the implications for households and 
investors would be dire. Uncertainty about the solvency 
of these governments and the fate of the €4.2 trillion of 
government debt4 they owe would send financial markets 
to levels of volatility not seen since 2012. The accompany-
ing devaluation of their currencies would also undermine 
the purchasing power of these nations, not to mention the 
current account surpluses of the Frugal Four.

But “true solidarity” may be what is most difficult to come 
by, particularly in the event of another wave of the pan-
demic causing national economies to shut down once 
again later in the year. That is still a likely occurrence, 
given the failure of the U.S. government to take the crisis 
seriously, fatigue with the pandemic in general, and with 

global travel resuming. At a potentially crucial inflection 
point, COVID-19 exacerbates nationalist and protectionist 
impulses. In terms of globalization, it is likely to reinforce 
nativist economic instincts over multilateral agreement. 
For smaller individual nations such as the Frugal Four, 
the dependence of their economies on national exports 
trumps inter-regional cooperation. And for a wavering 
political project like the European Union, it signals a po-
tential further, longer-term splintering of the bloc. As all 
EU 27 member states are required to vote in favour of the 
Recovery Fund, a single dissent could sink the proposal. 
But while the Frugal Four will likely be compelled to abide 
by calls for EU integrity at this point in time, there is no 
guarantee they or others will do so as a consequence in the 
future – particularly not for as long as the spectre of COV-
ID-19 haunts Europe. For as long as that is the case, the EU 
will remain caught between two fires beyond its control.  

“If Europe wants to have any chance at all, it must now show 
solidarity and prove that it is capable to act. Germans have 
an overarching self-interest that Europe gets back on his feet.” 
– Wolfgang Schäuble, former Finance Minister of Germany

Notes
1Henry Farrell, “A Most Lonely Union”, Foreign Policy, Spring 
2020, pp. 44-48.
2Thomas Fricke, “Die frechen vier”, Der Spiegel, 22.05.2020,   
https://www.spiegel.de/wirtschaft/soziales/oesterreich-nieder-
lande-daenemark-schweden-die-frechen-vier-kolumne-a-04fe
15d7-7435-4bd2-8d66-b9b94a8b9f7e
3 „Niemand ist vor dem Beifall von der falschen Seite sicher“, by 
Robin Alexander and Jacques Schuster, Die Welt, 24.05.2020  
https://www.welt.de/politik/deutschland/plus208181543/
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das-europaeische-Zeitalter-zu-Ende.html
4 Figures taken from European Commission’s AMECO data base: 
General Government consolidated gross debt - excessive deficit 
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COVID-19 has thrown new light on the interdependencies 
in human and natural ecosystems, and the vulnerabilities 
of a closely networked world. Aviva Investors’ responsible 
investment specialists ask whether this will prove a turning 
point for environmental, social and governance issues. 

The outbreak of a global pandemic raises many profound 
questions. It is impossible to look at the global health cri-
sis and its knock-on effects, without considering environ-
mental, social and governance (ESG) factors. 

It is not possible to answer the myriad of environmental, 
social and governance questions that arise from COVID-19 
while the debates are in their infancy. In the meantime, 
however, we look at whether COVID-19 will accelerate or 
decelerate progress and focus on ESG’s constituent parts.  

Environment: Still the largest elephant in 
the room  

Before COVID-19, the European Insurance and Occupa-
tional Pensions Authority (EIOPA) already had ESG in its 
sights – a way to ‘operationalise’ sustainability.1 The pan-
demic has intensified the scrutiny. 

“What COVID-19 shows is how a health and environ-
mental issue can become a profound social problem, caus-
ing material governance challenges for companies and 
countries alike,” says Steve Waygood, chief responsible 
investment officer at Aviva Investors. “It shows how such 
challenges do not respect national borders. It’s an ESG 
stress-test for the global economy.” 

WILL COVID-19 PROVE A WATERSHED FOR ESG?

by Steve Waygood, chief responsible investment officer, 
Rick Stathers, senior ESG analyst and climate specialist,  

Mirza Baig, global head of governance all at Aviva Investors

Image by StockSnap on Pixabay

COVID-19’s origins are fiercely debated; it’s one of a grow-
ing cluster of zoonotic diseases (conditions passed from 
animals to people) that have resulted from humans com-
ing into close contact with other forms of life. 

“The relentless incursion of human systems into the re-
maining natural world is forcing wild animals into ever 
closer contact with us, and hence us into contact with the 
viruses and diseases these animals may carry,” explains 
Rick Stathers, senior ESG analyst and climate specialist 
at Aviva Investors. “But with only 23% of the world’s land 
mass remaining as wilderness, and only 5% of animal bio-
mass being wild (95% is humans or domesticated animals), 
these species increasingly have nowhere left to run.” 

In the first phase of the COVID-19 response, few govern-
ments have grasped the opportunity to pivot towards a 
greener recovery immediately. The initial wave has includ-
ed support for carbon-intensive sectors. “Governments 
need to ensure that we build back better from this crisis,” 
says Waygood. “For example, bailouts of energy intensive 
sectors such as oil and gas, autos, chemicals and airlines 
should be conditional on assurances of a commitment to 
transition towards a lower carbon future.” 

Having fallen down the list of priorities for policymak-
ers and companies for now, the question is whether deci-
sion-makers will prioritise sustainable initiatives as econ-
omies move into the recovery phase. 

Social: Inching towards more inclusive 
capitalism

When it comes to social considerations, the long-running 
debate about the purpose of a corporation has been rein-
vigorated by COVID-19. What are companies for? Are they 
here solely to generate profit, pay tax then distribute the 
remainder to shareholders, as Milton Friedman famously 
suggested?2 Or should they pursue loftier goals, serving or 
even improving society? 

During the crisis, collaboration has been the name of the 
game. In pharmaceuticals, public and private resources 
have been pooled to try to find vaccine candidates, test 
them and bring them to market more quickly. Notable 
corporate announcements include one from GlaxoSmith-
Kline’s Chief Executive Emma Warmsley, among the 
FTSE 100’s top paid female leads, that the company ‘does 
not expect to profit’ from a range of collaborations during 
the pandemic. 3The plan is to feed any short-term gains 
back into research and treatment for some of the world’s 
poorest. 

Ultimately, moves like this might result in commercial 
pharma separating activities of high social but low com-
mercial return from their broader business. “At the mo-
ment, commercial and non-commercial parts are all 
mixed together in a single entity,” says Mirza Baig, global 

head of governance at Aviva Investors. “The current ag-
gregated approach means that low returning units act as a 
drag on group margins and ultimately valuations.” 

The debate over the contribution of banks, who can play 
a vital public service role by keeping liquidity flowing and 
businesses solvent, is also complex. This time, regulators 
in the UK and Europe have sought to freeze dividends and 
share buybacks to shore up capital. (The same is not the 
case in the US.) While such measures enhance banks’ abil-
ity to underpin the financial system, they have widespread 
implications for pension funds and other long-term in-
come seekers. Pausing the flow (€45 billion of 2019 divi-
dends not-yet-paid from European banks4) will be painful 
for some

Before COVID-19, several banks had already launched 
campaigns and strategies based around corporate purpose 
and stakeholder capitalism. In short, one consequence of 
COVID-19 is that the ‘s’ in ESG is finally getting the at-
tention it deserves.

Governance: Managing through the crisis

In the eye of the storm, governance issues are central. How 
are companies treating their employees? If airlines carry 
someone infected with COVID-19, how much risk should 
cleaning staff reasonably be expected to take?5 What re-
sponsibilities do food processors have for their packers6 or 
fulfilment companies have for their stock pickers?7 And 
what might the reputational and legal damages be for 
companies that fail to address the risks? Industrial action 
has already highlighted the pressure points, with US food 
and healthcare workers leaving their posts or joining ‘safe 
distance’ picket lines.8 

“The key workers who are out on the front line, effectively 
keeping the lights on, are predominately fulfilling rela-
tively lower paid roles,” Baig says. “Hopefully, coming out 
of the COVID crisis, there will be a period of reflection 
over how we ascribe value to an individual’s economic and 
social contributions, and in turn how we determine fair 
compensation.”

A look at the top of the corporate hierarchy shows some 
marked divergence in the response reflected in directors’ 
pay. “In the FTSE 100, for example, the actions range from 
those that have cancelled all forms of pay (no salary, no 
bonus, no share awards), to those that have simply delayed 
salary increases and bonuses, while others felt it appropri-
ate to take no action at all,” adds Baig. 

“We are looking at mapping that against companies that 
have furloughed staff, companies that have cancelled divi-
dends and companies that have sought state aid. When all 
those dynamics play out, shareholders will start forming a 
view on who were the responsible players during this crisis, 
and who were not.” 

TRENDS
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Significantly, there have been material financial conse-
quences for companies deemed to have fallen short in 
how they are being managed, including how they address 
tax issues. For example, the recognition that the Carnival 
cruise line was paying a low single digit rate in the US pre-
cluded it from state aid, forcing it to seek other more cost-
ly forms of finance.9 

Companies overseen by or associated with conspicuously 
successful people that have sought state aid have received 
uncomfortable negative attention.10 This plays into wid-
er conversations about inequality, how benefits are being 
distributed and whether society is structured to take every-
one’s needs into account. 

What does that mean for anyone looking for corporate 
winners? Essentially, what COVID-19 has done is high-
light the importance of good governance. It has differen-
tiated between those companies that understand material 
risks and are taking appropriate steps to mitigate them, 
with those falling well short on both counts.  

A watershed moment?

Time will tell whether COVID-19 proves a watershed for 
ESG. On the evidence of what we have seen so far, the an-
swer would seem to be a qualified ‘yes’. Crisis conditions 
have boosted the importance placed on ESG metrics and 
served as a powerful illustration of why a holistic approach 
to investment risk matters.

“Those that are resistant to change or looking for an excuse 
have COVID-19 to hide behind,” Baig believes. “But those 
with a more enlightened view will likely have heightened 
awareness of the social and financial costs associated with 
the systemic nature of the ‘e’ and ‘s’ issues that need to be 
addressed. Of course, there will be competing interests in 
the near term. But over a longer horizon, we expect this 
experience to galvanise people’s commitment to dealing 
with them.” 

Find Out More
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CHALLENGES AND OPPORTUNITIES IN  
FRONTIER MARKETS

by Filipe Albuquerque

Mattias Martinsson, CIO of Tundra Fonder

“The less developed markets have had a rough time, despite 
their economies not necessarily being hit to the same extent 

as China, Europe or the USA. One of the drivers of this 
 relatively disproportional impact might be their lower capacity 

to stimulate the economy throughout the crisis,”
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Given the coverage that Europe and the USA have re-
ceived regarding the effects of COVID-19, it is easy to 
forget about the effects that the pandemic has had on 
emerging and frontier markets. However, ignoring the 
experience of these markets to obsess about the domestic 
trauma plaguing every economy is short-sighted. Many 
of these countries supply the manufacturing basis upon 
which modern consumption-based developed econo-
mies are based. To an extent, much as low paid “unskilled 
workers” are in the frontlines of the crisis ensuring the 
continued provision of essential services, these markets 
are the backbone of global manufacturing. 

Set up in 2010, Tundra Fonder is one of Scandinavia’s 
few asset managers exclusively specialised in emerging 
and frontier markets. With funds focusing on Paki-
stan, Bangladesh, Vietnam, Nigeria, Kenya and Egypt, 
the Stockholm-based manager has a privileged view of 
conditions on the ground. We spoke with Mattias Mar-
tinsson, CIO of Tundra Fonder, to address this aware-
ness gap. 

Emerging Vs Frontier Markets

Although coronavirus has not left less developed mar-
kets unscathed, it would be wrong to put everyone in the 
same basket, according to Martinsson. The distinction 
between frontier and emerging markets is subtle and at 
times blurry, but generally, frontier markets have less 
developed economies and less liquid and developed fi-
nancial markets.

“Using January 31st as the starting point, emerging mar-
kets have performed in line with the MSCI World index. 
However, the performance has been supported by the 
larger more developed Emerging markets, such as China 
and Taiwan, which are marginally up. Meanwhile, the 
less developed and smaller parts of this market segment 
and most of the frontier markets are down by at least 
double digits. The MSCI Frontier Market index is down 
by approximately 15% (as of June 15th) while MSCI EM 
was only down by 6%.” 

“The less developed markets have had a rough time, 
despite their economies not necessarily being hit to 

the same extent as China, Europe or the USA. One of 
the drivers of this relatively disproportional impact 
might be their lower capacity to stimulate the economy 
throughout the crisis,” Martinsson explains. However, 
not all sectors have experienced the crisis equally. 

While many sectors devalued extensively, other indus-
tries actually became more relevant due. “In absolute 
terms it has been tough where a number of our markets 
have been particularly hit (Pakistan, Egypt, Sri Lanka as 
examples). Our sector exposure with significant exposure 
to health care and IT, combined with some fortunate 
stock picks, has allowed us to keep all our funds open 
throughout this period. The turbulence has also created 
opportunities in new markets, such as Indonesia.”

The Power of Resilience

At the same time, Tundra’s long experience in the mar-
ket has allowed it to develop the necessary resilience to 
endure the shock of crises. “It is not possible to safeguard 
against risks like these. The tough environment during 
2018 had already taken all the hot and fast money fron-
tier markets by the time COVID-19 hit. Although we 
have underperformed in Africa, primarily due to Egypt 
having a rough time, our stock picking has performed 
well for us this year.” 

That being said, many Asian economies have coped sur-
prisingly well with this sort of crisis, all things consid-
ered. Martinsson argues that businesses in these coun-
tries are more accustomed to going through disruptions 
similar to this, even if on a smaller scale. “The World 
Bank’s GDP forecasts released in April expected most 
emerging markets and frontier markets to suffer low-
er shocks to economic growth. We would attribute to a 
greater resilience stemming from a habit of having to 
absorb shocks.” 

“A barber shop in Karachi, for example, is more accus-
tomed to having to shut down than his peers in Stock-
holm. Their history of turbulence in this case made 
them better prepared. On the other hand, they do lack 
the deep pockets of the most developed nations so it re-
mains to be seen what will be the long term impact.” 

STRATEGIES

Increasing Transparency

Tundra Fonder’s Sustainable Frontier Fund, which ap-
plies ethical and controversial industry exclusions to in-
vest in companies with good environmental, social and 
governance (ESG) credentials has successfully navigated 
the economic and financial effects of the pandemic. As 
a result of these accumulated experiences and thanks to 
its sectoral focus, the Tundra Sustainable Frontier Fund 
is one of the best performing frontier funds to date . It 
has received its 5th star in Morningstar which means it 
is in the top 10% over the combined three and five-year 
horizon.

“In Pakistan, Vietnam and the Sustainable Frontier 
Fund we have managed to beat our benchmark so far 
this year. Outside the inability to travel and meet com-
panies face to face there has been no particular impact 
on our sustainability work due to COVID-19. In terms 
of transparency, not only for us but in general, we are 
encouraged by the fact that companies are using on-
line streaming platforms as a means of communication. 
This is a good step in terms of increasing transparency 
towards all investors. We hope this will be a permanent 
feature going forward.” 

The Path Ahead 

“It is still too early to tell how COVID-19 will affect the 
global economy in general, and frontier markets in par-
ticular going forward,” Martinsson argues. “We think 
there is reason to be concerned about the medium term 
impact on global growth. Smaller emerging markets 
and many frontier markets arrived at the COVID-19 cri-
sis after five very tough years. Market performance has 
been negative and many frontier markets are trading 
close to ten year lows in terms of price-to-book ratio. In 
contrast, U.S. equity markets, remain significantly above 
their ten-year average.”

The uncertainty surrounding the ongoing crisis and its 
aftermath makes it hard to predict what will change 
in financial markets in the near future. However, two 
trends appear to be emerging. “It is very hard to fore-
see what conditions will be like in two years. One lesson 

we have learned is that it is necessary to assure market 
participants that trading will continue uninterrupted. 
Markets like Bangladesh, Sri Lanka, Jordan and Mauri-
tius all had to close down for several weeks or even for a 
month and a half.” 

“Lately, we have seen that local investors increasingly 
dominate smaller emerging markets as foreigners are 
mostly gone at this stage. Hopefully, this will cause the 
financial infrastructure of these countries to develop,” 
Martinsson concludes.

“A barber shop in Karachi, for example, is more 
accustomed to having to shut down than his peers in 
Stockholm. Their history of turbulence in this case 
made them better prepared.”

“It is still too early to tell how COVID-19 will affect the 
global economy in general, and frontier markets in particular 
going forward. We think there is reason to be concerned about 

the medium term impact on global growth.”

https://www.morningstar.se/se/screener/fund.aspx?category =EUCA0008
45#?filtersSelectedValue=%7B%22categoryId%22:%7B%22id%22:%22E
UCA000845%22%7D,%22isOldestShareClass%22:%22true%22%7D&sort-
Field=returnM0&sortOrder=desc

STRATEGIES
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DENMARK: A RELATIVE SUCCESS STORY, 
OR TOO SOON TO TELL?

by Glenn Leaper, PhD

Along with a handful of smaller European countries such 
as Austria and the Netherlands, Denmark is one nation 
that appears to have weathered the COVID-19 crisis rel-
atively well (comparatively speaking). The small Nordic 
country grasped the dangers of the crisis early, shutting 
down society and its economy weeks before most oth-
er European countries. Consequently, it was among the 
first who were able to reopen their economies in late May. 
However, the country is now marred by high unemploy-
ment and a marked fall in GDP, with the economy not 
expected to pick up to pre-COVID levels before next year, 
at the earliest. In addition, the nature of Denmark’s very 
open economy means that despite the country’s success in 
reopening society quickly, its dependence on exports to 
surrounding countries makes it more vulnerable to the 
effects of a global recession. How has Denmark weathered 
the crisis so far, and what, if any, lessons can be drawn? 

A Hard Toll 

As elsewhere, the Corona crisis hit the Danish economy 
hard, shrinking it by 1.9% in Q1 2020, according to fig-
ures from Danmarks Statistik.1 “This is a sharp decline in 
a single quarter, but well in line with our expectations,” 
Las Olsen, chief economist at Danske Bank, wrote in a 
note in May. “After all, we closed down large parts of the 
economy, and considering that, one could almost say we 
got off cheap.” However, this was only a taste of what 
awaited in Q2, which saw a steep fall in GDP of 5.3 per 
cent. “The shutdown began in March, while the economy 
was functioning pretty well for the first two months of 
the year. Here in the middle of the second quarter, we are 
only beginning to reopen the economy, so for the quarter 
as a whole it looks rather bleak,” Mr Olsen wrote. Making 
things even more uncertain, GDP estimates under the cri-
sis are influenced by more extraordinary factors than usu-
al due to the deferment of various taxes and fees, among 
other issues.

INVESTMENTS

In just a few months, the worldwide corona pandemic has 
sent the Danish economy into free fall. In the biggest blow 
to the Danish economy since WWII, unemployment is ex-
pected to continue rising while housing prices have fallen, 
effects that will be felt widely throughout society and will 
be a continuing concern for the almost 50,000 who have 
already lost their jobs, particularly those with low skills. 
The government expects a fall in GDP of well over 5 per 
cent for the whole of 2020, and a fall in exports of 9 per 
cent, without being able to foresee how the global econ-
omy will fare. 

Broadly speaking, the hospitality sector, including hotels 
and restaurants, and the entertainment sector, including 
concert arrangements and performer have been among 
the most directly affected, but there have been no clear 
signs of decline in commodity-producing sectors such as 
agriculture, manufacturing, and construction, accord-
ing to economists at the Danish Chamber of Commerce. 
The latter is a positive sign, indicating that these are like-

ly to emerge from the shutdown relatively unscathed, by 
comparison with those sectors in other countries. This is 
thanks in part to an explosion of growth in do-it-yourself 
activities and increased buying in construction markets. 
Paradoxically, though, this will likely also contribute to 
lower growth figures later, as DIY activities circumvent the 
employment of craftsmen and builders.  

Cautious Optimism…

 “There is no reason to hide that this is a serious situa-
tion that we are in”, Denmark’s Finance Minister Nico-
lai Wammen said when presenting the economic forecast 
and 5.3 per cent drop in GDP for Q2 in late May.2 Accord-
ing to three economic scenarios presented by the Minis-
try of Finance back in April, this result falls somewhere 
between the medium and the most negative scenario, 
meaning that unemployment will continue to rise, par-
ticularly among Danes working in trade or in the hotel 
and restaurant industry. “This will be a marathon where 

Image by Pexels on Pixabay
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there is no one-size-fits-all solution to solve all problems, 
but where we must continuously come up with initiatives 
to keep and create Danish jobs,” Mr Wammen said. But 
government economists are cautiously forecasting a rise in 
GDP of about four per cent next year and a rise in exports 
of roughly six per cent for 2021.

The Ministry of Finance also announced, though, that 
DKK 300 billion must be found in additional funding for 
loans and aid packages, which is in addition to DKK400 
billion already spent trying to preserve jobs and businesses 
and mitigate the effects of the crisis3, and DKK 207 bil-
lion more than was projected last December. However, 
with the total reopening of Denmark in June, relief and 
aid packages are set to expire in July. “It’s time to look at 
new tools. We need to phase out aid packages and start a 
targeted financial recovery,” Mr Wammen said. This will 
not prevent the government from spending more money 
on the welfare of Danish citizens in the coming years, ac-
cording to the Ministry of Finance. “We still have some 
room for manoeuvre, to keep money available for children 
and the elderly,” Mr Wammen said. While the outlook 
for the national economy is not good, to put it mildly, 
then, the private finances of Danes is set to be considera-
bly padded by comparison to other countries. And despite 
expectations of a four per cent drop in GDP this year, the 
government forecasts that the economy will be well on its 
way to catching up by next year, with private consumption 
already rising again. 

… But Darkening Clouds

According to an updated report on the Danish economy 
during the corona crisis published by a council of econom-
ic experts in mid-June4, however, 230,000 people could 
find themselves unemployed (from a population of 5.8 mil-
lion) this year and rise further next year to levels not seen 
since the 1990’s. The economic experts expect a decline 
in output of 7.5 per cent and the strain on public finances 

will correspond to ten per cent of total GDP. The econo-
mists forecast two scenarios: bad, and even worse. In the 
bad scenario, the country will experience negative growth 
this year of up to 4.4 per cent, only slightly better than 
the worst year of the financial crisis. However, in this case, 
finances would recover relatively quickly next year. In the 
even worse scenario, uncertainty about the economy and 
public health is the driving force leading to even weaker 
growth abroad and in domestic demand, particularly in 
the event of a new wave of the virus creating yet another 
shutdown of the Danish economy. 

However, with the reopening of the Danish economy go-
ing faster than expected, the supplementary agreements on 
relief packages helping to keep the economy under control 
and with private consumption recovering and the hous-
ing market evening out, it seems Denmark is avoiding the 
worst case scenarios. Nevertheless, “although reopening is 
well under way and consumption appears to be recover-
ing relatively quickly, we estimate that employment will 
be adversely affected at least until the end of 2021 – and 
probably even longer,” report supervisor and professor of 
economics at the University of Copenhagen Carl-Johan 
Dalgaard said. “We can’t rule out that things are going to 
get worse. If, for one reason or another, the downturn in 
the global economy intensifies, the risk of unemployment 
may rise to a quarter of a million people.”  

The report also addresses the need to help the Danish 
economy with political measures. The Council believes 
that the current phasing out of aid packages is a good 
move, but also believes there may be the need to further 
stimulate the Danish economy – but not before the relief 
packages cease. The government and parliament recently 
agreed on a growth package that includes the payment of 
three weeks of frozen holiday money and a tax-free trans-
fer of DKK 1,000 to people on various income transfers, 
but these will not be paid out until October. On the other 
hand, the council does not think that a temporary reduc-

“This will be a marathon where there is no one-size-
fits-all solution to solve all problems, but where we 
must continuously come up with initiatives to keep 
and create Danish jobs.”  
– Nicolai Wammen, Finance Minister of Denmark
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tion in VAT or public investment in green infrastructure 
projects are appropriate in addressing the current situation. 
A temporary reduction in VAT, which would simply shift 
consumption over time, while supporting the transition to 
a green economy would be is too expensive, according to 
the experts. “Taxes, public investment and climate policy 
should be organised on the basis of structural considera-
tions and are not generally suitable as stabilization instru-
ments,” according to Mr Dalgaard.

The only thing that seems certain, at present, is further 
uncertainty for Denmark, given the factors beyond the 
country’s control, such as a second phase of virus later in 
the year shutting down the economy again, for example, 
and/or the effects of a global recession. Another concern 
is the rise of political isolationism emerging among the 
country’s more major parties. Despite the Scandinavian 
country sharing these rising tendencies with other small 
open European economies that have weathered the crisis 
well, the irony is not lessened. After all, these countries’ 
dependence on international trade makes such measures 
particularly counter-productive. In any event, although 
Denmark seems to have fared relatively well so far due to 
competent leadership and foresight with regards to the 
crisis, it is too early to tell what is in store. The extent of 
unemployment towards the end of the year will give a 
more real indication of the state of the nation. 

“The only thing that seems certain, at present, 
is further uncertainty for Denmark”

Notes
1 “1,9 pct. fald i BNP-Indikatoren”, Danmarks Statistik, 15. Maj 
2020.   https://www.dst.dk/da/Statistik/emner/nationalregnsk-
ab-og-offentlige-finanser/kvartalsvist-nationalregnskab
2 “Kristine Korsgaard, “Wammen fremlægger prognose for dansk 
økonomi”, Altinget.dk, 26. Maj 2020 https://www.altinget.dk/
artikel/live-finansministeriet-offentliggoer-oekonomisk-redego-
erelse 
3 Finansministeriet, “Økonomisk Redegørelse, Maj 2020”,  
https://fm.dk/media/18039/oekonomisk_redegoerelse_ma-
j_2020_a.pdf
4 De Økonomiske Råd,”Produktivitet 2020”, https://dors.dk/files/
media/rapporter/2020/p20/produktivitetsrapport_2020.pdf  
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THE BATTLE OF CHEAP AND EXPENSIVE

by Eugeniu Guzun

The spread of COVID-19 triggered panic among investors 
in the first quarter of the year and sent markets reeling 
and company valuations plunging. Among its many ef-
fects, the coronavirus-triggered market turmoil exacer-
bated one interesting phenomenon. The valuation spread 
between the market’s most expensive and cheapest stocks 
has risen to its highest level, wider even than during the 
dot.com bubble and the 2008 financial crisis. Investors are 
paying considerably more than usual for the stocks they 
love and a lot less for the ones they hate.

Cliff Asness, the co-founder of AQR Capital Manage-
ment, penned a white paper titled “Is (Systematic) Value 
Investing Dead?” where he shows the following chart of 
the value spread. 

This spread represents the price-to-book spread between 
the most expensive 30% and the cheapest 30% of all stocks 
in the United States. At the end of March, the expensive 
stocks were almost 12 times more expensive than their 
cheap counterparts, almost twice as much as the median 
of 5.4 observed between 1967 and 2020. The spread at the 
end of March was at the 100th percentile and is likely even 
higher now. According to Asness, “market watchers are 
likely well aware that value’s performance in April and 
early May was again poor, and while we’re still calculating 
end-of-April spreads it is unlikely the results of this note 
will have changed given this. If anything, they’re likely 
even more extreme.”

The valuation spread between the most expensive and 
cheapest stocks is extremely wide. However, there are is-
sues around the definition of value and many criticize the 
price-to-book ratio as an inadequate measure of value. 
One major criticism is that book value of equity does not 
generally account for internally-generated – value-gen-
erating – intangibles such as research and development, 
brand development, intellectual capital, among others, 
which are expensed rather than capitalized on the bal-
ance sheet. Book values were more accurate representa-
tions of worth a few decades ago, when most corporate 
investments were primarily allocated for tangible assets 
(property, plant, and equipment, among others) and were 
capitalized rather than expensed.

To ensure that “price-to-book is not driving” this signif-
icant valuation spread, Asness and his AQR team also dis-
play value spreads using multiple measures of value – such 
as enterprise value to sales, price to trailing earnings and 
price to forward earnings – for the most expensive and 
cheapest price-to-book portfolios. The earnings-based 
value measures show that the cheapest stocks “look pretty 
darn cheap no matter how we measure them,” as the value 
spreads based on the price to trailing earnings and price 
to forward earnings are at the 100th and 99th percentiles, 
respectively.

The earnings-based measures are not ideal either. Not 
each dollar of earnings is worth the same. Ignoring the 
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various accounting gimmicks that can impact the quali-
ty of earnings, different companies require different lev-
els of capital expenditures to maintain a given level of 
earnings-generating power. For that reason, one dollar 
of earnings generated by a capital-light business is usually 
worth more than one dollar of earnings produced by an 
asset-intensive business. Therefore, companies trading at 
ten times earnings are not necessarily much cheaper than 
companies trading at 20 times earnings.

Many seem to argue that the current valuation spread has 
been mainly driven by seemingly overvalued technology 
stocks – which incidentally, tend to be less capital-inten-
sive businesses than traditional value companies such as 
banks or brick-and-mortar retailers. Asness and his team 
at AQR examine the valuation spread after excluding 
technology companies such as Amazon, Apple, Facebook, 
Google, Microsoft, Netflix or Tesla. After excluding the 
tech, telecom and media industries, the valuation spread 
using price-to-book is currently still near the 100th per-
centile (99.8th percentile to be exact) over the period from 

1967 to 2020. Even after excluding expensive mega-cap 
stocks or the most expensive stocks, the valuation spread 
between expensive and cheap stocks still holds.

“Value is super cheap today and this is not coming from 
only the potentially “broken” price-to-book measure (it 
isn’t even very dependent on it) nor is it due to a group 
of winner-take-all monopolistic companies,” Asness sum-
marizes. “It is not coming exclusively from the tech in-
dustries, it is not coming from mega-caps, and it is not 
coming from the most expensive stocks,” he continues. 
“Rather it is a pervasive phenomenon. Investors are simply 
paying way more than usual for the stocks they love versus 
the ones they hate and doing it in a highly diversified way 
up and down the cross-section of stocks.”

The Impact of COVID-19 on the Value 
Spread

Asness and his team also provide some evidence that “nei-
ther profitability nor leverage differences [between the 

Value Spread Measure
Current 

Percentile
(Current – Median) 

/ (Max – Median)
Current 

STD Event

Price-to-Book 100% 100% +4.5

Price-to-Sales 83% 21% +0.7

Price-to-Earnings (trailing) 100% 100% +4.7

Price-to-Earnings (forecast) 99% 82% +3.9

Composite 100% 92% +4.3

Various Value Spreads, Academic Style
December 31, 1967 – March 31, 2020

Source: Forecasted Price-to-Earnings starts January 31, 1976. Source: AQR, CRSP, XPressFeed..

Price-to-Book Spread, Academic Style
December 31, 1967 –  March 31, 2020
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cheapest and most expensive stocks] look particularly bad 
for cheap stocks today and clearly do not explain or justi-
fy today’s super-wide value spreads (or make cheap stocks 
look particularly scary versus history).” However, the valu-
ation gap between the most expensive and cheapest stocks 
has widened to record levels during the COVID-19 pan-
demic. How and why did the pandemic affect this valua-
tion spread? According to Asness, “how the COVID-19 
pandemic will affect cheap versus expensive stocks in the 
same industry is a clear wild card today.”

Market participants and observers have some thoughts on 
why cheap stocks are currently the cheapest ever, and ex-
pensive stocks are more expensive than ever. Many cheap 
stocks perhaps deserve to be cheap because they are attached 
to mediocre or even bad businesses. According to Asness, 
“even value enthusiasts rarely argue that value stocks are 
currently better companies, but rather – I think – most 
value investors would say they are often worse companies 
selling at even lower prices than their worseness justifies.”

Bad, struggling businesses saw an increase in the cost of 
funding during the market turmoil in the first quarter 
of the year. The cost of borrowing for riskier companies 
jumped in late March, with the high-yield spread hitting 
the highest level since 2009, according to the WSJ. “It 
went up a lot really fast,” Dan Rasmussen, a partner at asset 
management firm Verdad Advisers, tells the WSJ. “When 
the spread goes wide, the investors are avoiding smaller, 
riskier companies,” says Rasmussen, which may partly ex-
plain why cheap companies became even cheaper during 
the market turmoil of late February and March.

Explaining why expensive stocks have become even more 
expensive, Thomas Philippon, a professor of finance at New 
York University, tells the New York Times that “the firms 
that were the top dogs going into the crisis also happen to 

have the most resilient business models because they can 
do everything online.” The most valuable companies such 
as Microsoft, Amazon and Apple have also been sitting 
on massive hoards of cash, which make them less prone 
to the funding squeezes experienced by many other busi-
nesses. “Investors are telling you that the bigger, stronger, 
more stable balance sheet company is going to win versus 
its smaller peer,” Stuart Kaiser, head of equity derivatives 
research at UBS, tells the New York Times.

According to Alexandra Morris, Investment Director at 
Skagen Fonder, “in theory, the COVID-19 market crash 
should have provided value investors some respite follow-
ing a decade of underperformance.” After all, valuation 
multiples were already stretched ahead of the crisis and 
a major correction was expected to “provide impetus to 
cheaper, less fashionable companies.”

The reality “was painfully different,” according to Mor-
ris. “March was the third-worst month for value relative 
to growth for 45 years as we all depended on technology, 
healthcare and companies providing consumer staples 
during lockdown,” she wrote in a post in June. “Converse-
ly, traditional value stocks such as financial services and 
energy struggled amid record low interest rates and oil 
prices, while companies with higher debt levels were also 
marked down.”

Cheap stocks are super cheap today, and many expect the 
valuation spread between the most expensive and cheap-
est stocks to shrink sooner rather than later. However, as 
economist John Maynard Keynes said in the 1930s, “mar-
kets can stay irrational longer than you can stay solvent.” 
Alexandra Morris of Skagen agrees. “Despite the profound 
changes caused by the COVID crisis across many areas of 
life, one constant is likely to be investor irrationality,” she 
concludes.

Price-to-Book Spread, Academic Style, Excluding Technology, Media and Telecom Stocks
December 31, 1967 –  March 31, 2020
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THRIVING ON COVID-19 CHALLENGES

by Eugeniu Guzun

Digitalization has certainly mitigated the impact of COV-
ID-19 on businesses, economies and personal lives. After 
all, digitalization offers the vital infrastructure for many 
of us to continue working from home and see our families, 
friends and colleagues even during lockdown. To a certain 
extent, we can count ourselves lucky that COVID-19 has 
struck us in a digitalized world.

“COVID-19 has acted as a catalyst for digitalization, both 
in people’s daily lives and at work,” Pasi Havia, the fund 
manager of highly concentrated long-only hedge fund 
HCP Focus, tells Ekonamik. To see the long-term pic-
ture through the short-term fog of uncertainty stemming 
from COVID-19 is difficult. But one thing is certain. “We 
will not return to the world before COVID-19,” reckons 
Havia. “A lockdown is not the same as pressing a pause but-
ton and later pressing play again,” he adds. “Some things 
change for good.”

Digitalization has long been a megatrend influencing 
businesses, economies, societies, cultures and personal 
lives. The coronavirus-induced challenges will likely lift 
the state of technology and digitalization to a new level. 
“This is a megatrend that has accelerated during COV-
ID-19, and I do not see any reason why the acceleration 
would fade,” Havia tells Ekonamik. “The current shift in 
the use of digital services is one that would normally take 
several years,” believes the fund manager.

Managed by a three-member team led by Pasi Havia since 
March of this year, HCP Focus is predominantly investing 
in companies in the fast-growing technology space bene-

fiting from network effects. Already in the pre-COVID-19 
period, HCP Focus owned 12 holdings well-positioned 
to face COVID-19 challenges, with the portfolio includ-
ing long-term holdings such as Amazon.com, Facebook, 
PayPal, Etsy, Alibaba, among others. “HCP Focus is posi-
tioned very well,” says Havia, who adds that “digital ser-
vices constitute a majority of the fund’s investments.” 

“Many of the holdings benefit from digitalization and 
increased internet shopping,” Havia comments on the 
pre-COVID-19 portfolio managed by HCP Focus. “COV-
ID-19 forced people to use more these kinds of services,” 
he emphasizes. “Some platforms like Etsy have seen a huge 
spike in search of corona-related protective gear,” Hav-
ia provides an example of short-term ramifications from 
the coronavirus outbreak on some existing holdings. “On 
the other hand, Alibaba communicated that makeup 
sales have been much slower as there isn’t so much need 
for makeup in a world where masks are used,” says Havia. 
However, “these kinds of ramifications are probably more 
likely temporary, but they are interesting to observe and 
are interesting in their own way.”

‘Do-Nothing’ Approach

As a long-term and concentrated strategy, HCP Focus 
exhibits very low portfolio turnover. The coronavirus-in-
duced market volatility and uncertainty did not trigger a 
sudden portfolio reshuffle. “There have not been any im-
mediate changes” in response to the spread of COVID-19 
and the imposed lockdowns around the world, according 
to Havia. This partly stems from “the fund’s idea of hav-
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“We expect a few current trends, such as working from 
home, e-sports and others, to evolve into megatrends”

ing a long-term approach,” he points out. “The compa-
nies that the fund is invested in change infrequently, ap-
proximately one company per year if looking back” at the 
fund’s history since late 2012. “Amazon has been in the 
fund since its inception, and we see no reason to exit any 
time soon,” says Havia.

The team running HCP Focus was “sitting tight” when 
equity markets were in free fall and lockdowns were taking 
a heavy toll on economies and businesses around the world. 
“Very often ‘do-nothing’ is the right decision,” points out 
Havia. The ‘do-nothing’ approach paid off handsomely 
for HCP Focus in April and May. After incurring a loss of 
about ten percent in the first quarter of 2020, HCP Focus 
gained a little over 23 percent in April and an additional 
15 percent in May. The fund is now up 28 percent year-to-
date through the end of May. “Markets rebounded nicely, 
and especially the picks in HCP Focus have done very well 
since,” says Havia. “Whereas many other industries have 
been heavily hammered during COVID-19 lockdowns,” 
most holdings owned by HCP Focus “have been flying 
high.”

Always Stay Alert

The ‘do-nothing’ approach does not mean the team man-
aging HCP Focus sits back idle. The team is constantly 
monitoring the companies inhabiting the portfolio and is 
always on the lookout for new opportunities. “We are now 
having our eyes on the Chinese companies in the fund: Al-
ibaba and Baidu,” says Havia. “The escalating trade war be-
tween the U.S. and China has weighed down these stocks.” 

Baidu might get delisted from Nasdaq, reckons Havia. 
“To keep the fund highly concentrated at 12 holdings, one 
needs to go when the portfolio management has identified 
the next target company that is better than any current 
one.” New opportunities are emerging and mounting up.

COVID-19 has created a fruitful environment for a host of 
new applications and businesses to thrive during and after 
the crisis. “Now the COVID-19 situation is transforming 
the world,” argues Havia. “Crisis situations are always op-
portunities for investors as they force changes that would 
take much longer to happen at other times.” The strat-
egy behind HCP Focus has long been benefiting from a 
few megatrends and the team running HCP focus “looks 
for new target companies with this approach,” according 
to Havia. “We expect a few current trends, such as work-
ing from home, e-sports and others, to evolve into meg-
atrends,” he points out. “These bring opportunities.”

“There will be a bigger change in the society regarding 
how we work, use healthcare services, study and such in the 
future,” reckons Havia. “Cybersecurity, streaming servic-
es, education, gaming, virtualization” bring new opportu-
nities to the table. “There are many interesting and prom-
ising companies to look into that fall into our interests.” 
While many promising companies are on Havia’s and the 
team’s radar, only a few, if any, will end up joining the 
highly concentrated portfolio. After all, “HCP Focus is a 
high conviction equity fund investing in growth opportu-
nities using deep analysis on company long term strategy 
to find the future market place winners with current low 
valuations.”

Pasi Havia, fund manager at HCP Focus
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