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The Vocabulary

Of Fear

LOVE HAS ITS OWN language and, in the markets, so does
fear. As the global spread of the novel coronavirus trig-
gered lockdowns and massive economic disruption, the
terminology of bad news came back in vogue. Here are
some useful phrases for parsing a catastrophe.

Force majeure

Force majeure, French for “superior force,”
refers to clauses in many contracts that let a
party off the hook in the event of an act of
God—an unexpected, external event that
makes it impossible for a party to fulfill its obli-
gations. After much of the world’'s economy
temporarily shut down, companies began
invoking force majeure to reject unneeded
supplies or get out of leases. Such moves,
though, often end up in court. Many U.S. states
offer similar relief even for contracts without
such a clause. —Bob Van Voris

Term premium

A term premium is the difference between
what you're paid for locking up your money for
an extended period and what you'd get for
simply rolling over short-term instruments.
Traditionally, it was a bonus for investors will-
ing to accept the risk of lending for a longer
term. But since early 2016, it's been a term
discount—investors have been paid less. When
coronavirus fears sent investors seeking
safety, the gauge slid further with long-term
yields, to an all-time low of -1.29 percentage
points in March. —Liz McCormick

The VIX

Traders like it when markets go up and down.
Betting on volatility—the size of market swings—
iIs a market of its own. The Cboe Volatility Index,
or VIX,isreferredto as the “fear gauge,” because
it tends to rise when stocks fall. It's compiled
from bets on options that reflect traders’ esti-
mates of future volatility. The VIX's long-term
average is about 19.3; on March 16, it closed at
arecord-high 82.69. Turmoil caused by the pan-
demic forced holders of volatility-linked assets
to sell, creating a “correlated asset-market
crash.” —Joanna Ossinger, Cecile Vannucci, and
Yakob Peterseil

OIS spreads

The overnight index swap rate is calculated
from contracts that swap fixed- and floating-
rate cash flows, most commonly using swap
rates related to the Federal Reserve’'s main
interest-rate target. It's regarded as a proxy
for risk-free borrowing. Investors closely follow
the spread between OIS and the Libor bench-
mark rate (the estimate of what banks charge
to lend to each other) and between OIS and
forward rate agreements involving Libor
futures. Libor-0OIS and FRA-OIS measure sen-
timent about credit risk, and both widened
sharply in March. —Alexandra Harris

Recession vs.
depression

When global economic activity halted, talk
shifted from recession to depression, a term
that evokes the bread lines and political
upheaval of the 1930s. The National Bureau of
Economic Research defines a recession as a
significant and widespread decline ineconomic
activity which lasts more than a few months.
A depression is generally interpreted as a
severe downturn that lasts years, not quarters.
Inthe U.S. there's beenjust one inthe last cen-
tury, the Great Depression, when unemploy-
ment peaked at about 25%. —Reade Pickert

Kurzarbeit

The state-funded German safety net known as
Kurzarbeit (pronounced KUHRTS-ahr-bite)
keeps salaries flowing to workers even when
business dries up. Loosely translated as “short-
time working,” it typically covers 60% of lost
net wages, or 67/% for people with children.
Belgium, France, ltaly, and the Netherlands
allow distressed companies to tap government
funds to pay salaries in downturns. Sweden
and Denmark introduced support measures
during the pandemic, and the U.K. made an
unprecedented move to cover as much as 80%
of workers’ salaries. —Carolynn Look

The CLO CCC trap

Collateralized loan obligations are securitized
bundles of leveraged loans—the debt of
companies with less-than-stellar credit scores.
Securitizing turns a pile of junk debt into
tranches that are mostly investment-grade.
CLOs can withstand the default or downgrade
of a few loans, but a deluge—as in March and
April—can cause turmoil. Most CLO structures
limit loans rated CCC or below to a maximum
of 7.5% of the portfolio. But when downgrades
cause that bucket to overflow, the CLO
manager may be forced to sell the bonds in a
falling market or cut off payments to some
investors. —Lisa Lee

McCormick and Harris report on FX and
rates markets in New York, where Van Voris
reports on court cases and Lee covers
leveraged finance. Ossinger and Peterseil are
cross-asset markets editors in Singapore and
London, respectively. Vannucci is a senior
editor for equities in Hong Kong. Pickert and
Look report on economics in Washington

and Frankfurt, respectively.
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By BLOOMBERG NEWS

THE CORONAVIRUS PANDEMIC has forced
policymakers, businesses, and economists
to jettison or quickly revise their forecasts
for 2020. What will the future really look
like? We asked a variety of leaders from
around the world for their best guess on
how our life will be fundamentally altered.

What
will the
VIrus
change

forever?




“We’re relatively quickly
going to come to a point
where we have more
patients and not enough
doctors. We're going to
have to shift to where the
first point of care is
artificial intelligence. If
you have a symptom, you go
online to an Al program.
Everybody will have a home
kit of a thermometer and a
scale and a blood pressure
cuff and a few other simple
things. You’ll put in your
symptoms and your
readings from home, and
you’ll get a differential
diagnosis. If you just have
to stay home and have
chicken soup and liquids
and rest, the Al will tell you
that. If you need to be
escalated, the AI will refer
you to a telemedicine
general consult, and then
perhaps to a specialist
telemedicine consult, and
only then to a human.”

Jamie Metzl

SENIOR FELLOW
THE ATLANTIC COUNCIL

“I can’t imagine companies
are going to go back
to spending as much on
business travel.”

Susan Lyne

MANAGING PARTNER
BBG VENTURES

“A lesson of the crisis would be to
increase resilience of all economies
and entities, public and private, and
prepare for what we’re seeing
now—namely a sudden stop of part
of both production and demand in
many economies of the world. We
shouldn’t be depending on only one
source for any particular service or
manufactured good just because it
keeps down costs. The idea of risk
management and risk diversification
at the level of the planet will be
a key part of the concept of
sustainable globalization. It will
not be anti-globalization—it would
be much better globalization.”

Jean-Claude Trichet

FORMER PRESIDENT
EUROPEAN CENTRAL BANK

“Does this change how we hire
around the world? Unfortunately,
it probably pushes outsourcing
a lot more for certain types of jobs
in the U.S., because you can hire
someone just as well who doesn’t
have to necessarily live in your town.
So in some ways it’s positive for the
world, creating a more dynamic
economy. In other ways it could be
another pressure on the middle class,
which I’m a little bit worried about.”

Joe Lonsdale

PARTNER, 8VC
CO-FOUNDER, PALANTIR TECHNOLOGIES INC.

“It’s forever going to change the
perception that financial centers
need all these people packed into
skyscrapers. It’s just not necessary to
maintain this office space. We’re
certainly thinking differently
about real estate and geographic
distribution. It’s going to
democratize this whole thing,
because there's talent spread all
over the U.S. that maybe we
wouldn’t have considered. We will
look to reduce our physical space.
[t’s slapping me in the face. The
markets have continued to operate
during absolute peak activity.

The decades of investment

in technology, electronic trading—
that’s what saved this market
during the pandemic.”

Ari Rubenstein

CO-FOUNDER AND CEO
GTS

“We're going to become more
and more nationalistic.
We’re becoming more isolated
and less globalist. It comes at a time
when we need cooperation for
the climate. There will be less
importing, more of a trend
to manufacture at home and
not depend on other people,
whether it’s |for| oil or
electronic components.”

Alan Patricof

MANAGING DIRECTOR
GREYCROFT

“It reminds us that global supply chains, personal relationships, everything
is connected. We don’t win alone. We don’t even win as small groups or nations.
We win more broadly than that. We start to think a little more broadly about
problems like global warming, like income inequality, and other things

that dog society.”

Stanley McChrystal

FORMER FOUR-STAR U.S. ARMY GENERAL OVERSEEING

BOSTON'S VIRUS RESPONSE
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“lI wonder if this will change how families communicate. Every
weekend now we’re on with both my husband’s family and my family for
an hour and a half, doing a Zoom call. We never did that before!”

Meg Whitman

CHIEF EXEGUTIVE DFFICER OF
VIDEO STREAMING SERVICE QUIBI AND FORMER CHIEF
OF EBAY INC. AND HEWLETT-PACKARD CO.

“We have to reinvigorate the mental health conversation around the
world as we look to manage the long-term implications of loss,
loneliness, and financial strain. It will take time, but we will come

through this stronger together.” Jennifer Morgan

“There will be a vast tangle of unpaid
debts that cannot be cleared, and—
what is different from 2008-09—
the model of foreclosures, evictions,
and repossessions to deal with
them is going to be absolutely
unacceptable. People sheltering at
home without income are in no way
responsible for their circumstances
and will refuse to accept the terms
of those contracts. So the contracts
will have to be suspended and the
debts cleared away, or there will
be a confrontation on a vast scale.

“This is similar to the farm
foreclosure confrontations of the
1890s and 1930s in this country, but
on a much larger scale, and in many
cases urban and suburban. The right
model is that of the treatment of
inter-Allied war debts after WWII:
They were canceled, because
dealing with the common enemy
was a common effort. So the whole
financial system will have to be
reset. This is not an ideological
point but a practical necessity for
reestablishing a functioning
economic system.”

James Galbraith

PROFESSOR OF GOVERNMENT
UNIVERSITY OF TEXAS

“The pandemic has proved the extent
to which we can still be effective and
create value away from our office
desks. For a country like Japan, where
there is still a tendency to measure
performance by hours spent at the
office, I believe there could be
important implications for gender
diversity in the workplace. If Japan
embraces greater flexibility in
working styles, and if the
unprecedented amount of time
some Japanese men are currently
spending at home encourages them
to take on a greater share of
housework, then I hope we will see
more women being liberated to
pursue full-time careers. These are
big ifs, but the economic boost could
be substantial. At Goldman Sachs
we estimate that closing the gender
employment gap could lift Japan’s
GDP by 10%, and in a blue-sky
scenario, where the ratio of female
vs. male working hours rises to
the OECD average, the GDP boost
could expand further to 15%.”

Kathy Matsui

CHIEF JAPAN EQUITY STRATEGIST
GOLDMAN SACHS GROUP INC.

FORMER CO-CEO
SAP SE

“After the pandemic stabilizes,
the new cold war will be more visible
between China and the U.S.-led
West. The blame game has already
started for the pandemic but will get
worse once the economic hardship
from the pandemic materializes
in the coming months or years. As
a result of the crisis, China will shift
further back to its Communist roots
and the Maoist era in terms of
worldview and policy mindset.”

Chen Zhiwu

DIRECTOR OF THE
ASIA GLOBAL INSTITUTE AND
FORMER ADVISER TO CHINA’S CABINET

“You’re going to see fever checks in all
airports. Certain jurisdictions are
going to ask you to download an app
to track where you are. People may
have to give up some of their
privacy if they want to go to certain
countries that are going to be more
hesitant about letting people in.”

Glenn Fogel

PRESIDENT AND CEO
BOOKING HOLDINGS INC.

With contributions from Enda Curran, Jason Kelly, Annie Massa, Carol Massar, Lananh Nguyen, Hema Parmar, Jana Randow, Jennifer Surane, and Sarah Syed

VOLUME 29 / ISSUE 3

11




Unexpected
disruptions can cost

$1,000s per minute.

Disaster can strike at any moment.

Fires, floods, political unrest, power outages
— these emergencies can destroy infrastructure
and disrupt normal operations. Firms need
disaster recovery options that minimize the
impact of unexpected events. Bloomberg's

Disaster Recovery services help firms stay
connected to the market and their customers,

no matter where employees are located.

biaquuioolg

© 2020 Bloomberg L.P 623549 0220



ILLUSTRATION BY MATT CHASE

Dollar Dilemma

The Dollar’s Power Is Dollar Dominance Is

Starting to Ebb Here to Stay
> 14 > p15

VOLUME 29 / ISSUE 3

13



Dominance

A Fractured World
Ushers Inthe End of Dollar

By JOE WEISENTHAL

BACK IN AUGUST, Bank of England
Governor Mark Carney gave a speech

in Jackson Hole, Wyo., about the problem
of the U.S. dollar. The issue, as he
identified it, was not that the dollar’s
fundamentals are weak, but that they're
too strong. Even as the U.S.'s share

of worldwide gross domestic product
steadily shrinks, the dollar’s share of
global transactions has only grown. This
mismatch proves dangerous when, in the
process of fulfilling its domestic mandate,
the Federal Reserve makes moves that

have huge ripple effects around the world.

Why is the dollar so popular?

For years people have been crying about
how U.S. policymakers have abused its
strength and unique global position.

They point to the burgeoning Fed balance
sheet, the massive national debt, or the
huge trade deficit that the U.S. has run
with the rest of the world. But the simple
fact is that people use the dollar because
other people use the dollar. As fund
manager Eric Lonergan has argued,

a currency is like a social network or a
language. People learn English because
other people speak English. People use
Facebook because their friends and
family use Facebook. And if you're doing
business around the world, there’s a good
chance you're using dollars because
that's what other people are using.

Of course, nobody has to do any
of these things. There are movements
made up of people who proudly reject
linguistic monoculture, who focus their
efforts on preserving endangered
languages rather than accepting the

inevitability of English. There are those
who don’t use Facebook (or any social
media) and instead communicate and
socialize in other ways. To make these
choices means giving up some efficiency
in favor of some other value.

This trade-off—giving up efficiency
in exchange for something else—is
precisely what people are talking about
as they discuss what a post-Covid-19
society will look like. The failure of rich
countries (notably the U.S.) to source
basic equipment has increased calls
for domestic manufacturing and placed
a renewed focus on the resilience of
supply chains instead of their
optimization or efficiency.

We can begin to see how the dollar
may slowly cede its dominant role. An
inward turn by the U.S. in manufacturing
goods would deprive export-oriented
economies around the world of a supply
of dollars. Those economies, having seen
their access to dollars evaporate in the
blink of an eye during the pandemic,
will come out of this crisis with a new
understanding that the U.S. won't always
be the consumer of last resort.

More countries may decide that
participating in the existing, highly
efficient, dollar-dependent global trade
model isn’'t worth the risk if those dollars
can disappear in an instant. (And it’s not
just manufacturing—tourist dollars will
almost certainly be scarce for along time.)

Ultimately, the fate of the dollar
IS unlikely to be binary. Thanks to its
liquidity and universal recognition as a
stable standard of value, its dominance
won't disappear overnight. And there's
nothing ready to take its place. Other
major currencies, such as the euro,
the yen, and the yuan, all have their own
structural flaws. Some people hope that
some neutral currency such as Bitcoin
or gold will reemerge. But since nobody’s
expenditures are denominated in these
assets, it's doubtful that people want to
collect revenue in them.

And so the solution to Mark
Carney’s dilemma may be a gradual
receding of the dollar on the world
stage. More countries may opt to fund
themselves in their own currency,
seeking stability from global volatility
instead of optimizing for growth.
Regional currency blocs may become
more popular. In the end, if countries
prioritize resiliency over scale and
efficiency, all sorts of new options will
emerge that depend less on the dollar. @

Weisenthal co-hosts Bloomberg TV's
What'd You Miss? and is news director for
the Americas at Bloomberg.

A Currency With More Clout Than Its Underlying Economy

U.S. dollars as a share
of international reserves

85%

65

45

Q1 1970 Q4 2019‘

U.S. share of global GDP
on a purchasing power parity basis

25%

19

15

1980 2019‘

Sources: {CCFRUSD% Index}, {IGPPUSA Index}

14

BLOOMBERG MARKETS



A Crisis Only

Dominance

Reinforces the Dollar’s

By SHAWN DONNAN

THERE IS SOMETHING about America
that tends to shed fear. Its citizens
occasionally tremble, but America as

a whole exploits fear. It may do anger

or retribution, or internal divisions built
on personal fears. It doesn’t suffer
from collective angst—or never for long.
America is too big and brash. It does
strength. It does hope and revival.

That's a cliche, of course. But it's
why—when the global economy started
its pandemic-driven collapse—the
world’s investors flocked into dollars.
America is that confident neighbor with
the basketball court and pool out back
as well as the high fence and well-
stocked wine cellar/bunker. In a crisis,
you want to know that neighbor. It's safe
at his place. Even if you don’t particularly
like him.

Every economic crisis brings a new
belief that foundational change is upon
us. We haven't been through an
economic contraction quite like this one
since the 1930s. It's fair to argue that this
might change everything from our
personal behavior to what we demand
of governments and how we conduct
commerce.

Some things, though, are only
reinforced in a crisis. And that’s where
the dollar’s primacy on the world stage
stands now, whatever discomfort over
imbalances may have preceded this
or however intellectually compelling the
contrarian argument may have been
before Covid-19.

The first reason: The response to
the crisis has reinforced the role of the

dollar as the world’s reserve currency

of choice and of the Federal Reserve as
the globe’s most powerful central bank.
If the world has been clamoring for
anything—other than a cure—it’'s been
dollars. And the Fed has been handing
out plenty, reinforcing its standing as
the de facto guardian of both its own
currency and the functioning of global
financial markets.

The second reason: the persistent
absence of an alternative. For years
pundits have predicted the rise of
a challenger to dollar supremacy. Those
forecasts came with the launch of the
euro in 1999 and with the global financial
crisis a decade later. They accompanied
the 2016 inclusion of China’s renminbi
in the basket that makes up the
International Monetary Fund’s own
de facto currency, its special
drawing rights. Bitcoin and other
cryptocurrencies have even laid a claim.
None, though, has ever truly taken off.
The dollar has, at the very least,
maintained its place.

It’s evident in what central banks
around the world have chosen to hold as
reserves. More than $6.7 trillion, or 60%,
of nations’ collective $11 trillion in
sovereign foreign exchange reserves
were parked in dollars at the end of last
year, according to data from the IMF.
China’s RMB, by contrast, accounted for
$217.7 billion, or just under 2%.

|s some bigger trend afoot that
could change that? A rewiring of
globalization that might reduce demand
for dollars, perhaps? The argument is
that the crisis has triggered an
existential unease about sprawling
supply chains, particularly when it comes
to medical supplies, and that now
a great manufacturing homecoming
is likely. But that discomfort has been
focused primarily on authoritarian
China’s growing place in the global

economy. Even if U.S. or European
companies were willing to give up on the
enormous Chinese domestic market,

it's hard to see how a move toward more
diversified supply chains undermines the
dollar’s standing, even if it leads to less
commerce. |t certainly wouldn’t
strengthen the case for the renminbi.

The argument also represents a
common misdiagnosis of a longer-term
trend that may indeed accelerate with
the current crisis, but in far subtler ways
than even the economic nationalist now
in the White House might want.

Peak globalization has been falsely
diagnosed many times over the past
decade. A move toward shortening global
supply chains has been under way since
at least 2011, when the tsunami in
Japan and floods in Thailand put a new
premium on managing risks to
production and diversifying suppliers.
The “China + 1" sourcing strategy
adopted by many non-Chinese
companies accelerated during the recent
trade wars. Those trends—and even
a rebirth of American protectionism—
have proven how enduring globalization
has become. Factories left China, but
they moved to such places as Vietnam
or Mexico rather than “reshoring” to
America’'s industrial heartland.

EVEN IF ALL medical products such

as respirators and medicines were made
in the U.S. it would represent a small
share of world commerce. Global trade
in medical products was worth roughly

$2 trillion in 2019, about 5% of the total,
according to the World Trade
Organization. America’s imports
represented less than $200 billion of
that. By comparison, when the Bank for
International Settlements last measured
the daily turnover in global foreign
exchange markets last April, it put it at
more than $6.6 trillion in transactions,
$5.8 trillion of which involved the

U.S. dollar.

There's a reason that America
doesn’t do fear, at least not when it
comes to the dollar. Even in a crisis,
its place is just too big for anybody to
mess with. @

Donnan covers global trade in Washington.
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AS LONDON emerged from lockdown and
took its first steps toward an uncertain
future, a pale glimmer of hope competed
with frustration and confusion—frustration
that the U.K. had racked up the highest
death toll in Europe, confusion over what
a return to work would look like. The bells
of St. Paul’s mingled again with the din of
construction machinery in the City. The one
constant was the occasional doleful wail of
ambulances heading to hospitals across
the metropolis.

As the government’s instruction
shifted in mid-May from “Stay at Home” to
“Stay Alert,” little changed at first. Trundling
into the financial district from affluent
boroughs to the east and west, the District
Line remained almost empty. With time,
the ranks of lower-paid workers would swell
as more of them returned to work—part of
the same cohort who've been among those
worst hit by Covid-19 fatalities. Slowly,
embankments along the Thames stirred to
ife, as shown here in the shadow of City
Hall by a thermographic camera that
detects infrared light—radiant energy that'’s
invisible to human eyes—and displays dif-
ferent levels of heat in various colors.
—Neil Callanan

PHOTOGRAPH BY GILES PRICE



Fundamental Analysis

The OneThing YouNeed to

By CONSTANTIN COSEREANU

COMPANIES WITH STRONG balance sheets are back. Over the past
few years, many investors have focused mainly on “income
statement investing,” which looks at indicators such as earnings
per share (EPS) guidance numbers, sales, and general revenue
items. The Covid-19 pandemic put at least a temporary hold on
that as companies stopped issuing ballpark earnings estimates,
laid off their workers, and started borrowing heavily.

Investors have now turned their attention to debt levels,
asset quality, liquidity of a company’s assets, loan levels, cove-
nants, and, most important, strong cash flows. We can already
see how this strategy might play out. The 20 companies on
exchangesin the U.S., Canada, the U.K., and western Europe that
have performed the best on these criteria far outpaced the MSCI
World Index in the 10 years to the end of April. Those companies,
combined into a single index, returned 419.8%, vs. 143.1% for the
global benchmark.

TO TAKE A LOOK FOR YOURSELF, run {EQS <GO>}. Inthe amber box
under Add Criteria, type “United States” and choose United
States-Exchanges from the autocomplete. Repeat the same thing
for Canada and click on Canada-Exchanges, United Kingdom to
get United Kingdom-Exchanges, and Western Europe to select
Western Europe-Exchanges. This will narrow your universe to a
little more than 29,000 companies.

Now we can start to find out more about each company’s
debt and liquidity. In the amber box under Add Criteria, type “total
debt to total assets” and select the option from the drop-down
menu. Change the time period in the amber drop-down box to
Latest Filing. In the amber drop-down box on the next line, change

Look for Now Is Cash

the criteria to Has Data. Then hit enter. Repeat these steps to set
up other criteria: Sales to Total Assets, Net Debt/EBITDA, and
Current Ratio.

There are two other items we need to add that require a little
extra work to create. Click on Formula on the red toolbar. A new
window will appear. In the amber box next to Field, type “working
capital” and choose the first item from autocomplete. Select Latest
Filing from the next drop-down menu and then hit <GO>. In the large
amber box below, you should see: $RR150[LF]. After that equation,
add a division symbol /. Then go back to the amber box next to Field
and type “total assets.” Select the first item from the autocomplete.
Choose Latest Filing and hit <GO>. In the large amber box you should
see: $RR150[LF]/$BSO35[LF]. Click the Save & Use gray button at
the bottom. Give the Formula a name such as Working Capital to
Assets and press the Name button. Now you can add this to your
EQS criteria. Working Capital to Assets should automatically appear
in the amber box under Add Criteria. In the amber drop-down box,
choose Has Data and hit <GO>.

You now need to create one more formula. Click on Formula
on the red toolbar again. In the amber box next to Field, type
“operating income” and choose the first item in the autocomplete
(Operating Income or Losses). Select Latest Filing and then hit
<GO>. In the large amber box, you should see: $ISO33[LF]. After
that, add a division symbol /. Then go back to the amber box next
to Field and type “total assets.” Select the first item from the
autocomplete. Choose Latest Filing and hit <GO>. This should
appear in the large amber box: $ISO33[LF]/$BSO35[LF]. Click the
Save & Use gray button at the bottom. Give the Formula a name,
such as Operating Income/Assets, and hit Name. Now you can add

13 <GO> INSIDE THE TERMINAL



Fig.1 Run{EQS<GO>} to find companies with strong cash flows.
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this to your EQS criteria. Operating Income/Assets should
automatically appear in the amber box under Add Criteria. In the
amber drop-down box, choose Has Data and hit <GO>.

We've saved the crucial bit to add for last. In the amber box
under Add Criteria, type “cash from operations” and select it from
the autocomplete box below. Next, click the gray Growth button
to the right of the amber boxes. A new window will pop up. On the
right side, tick the radio dial to the left of Number of Positive Growth
Periods. Then click Next. Change the Sampling Frequency at the
top to Yearly by choosing it from the amber drop-down menu. To
look at growth over the past five years, use the first drop-down
to the right of Custom Time Frame to select Y-5. Finally, at the
bottom, tick the box to the left of Save as Custom Field. In the
amber box, name it Number of Positive Growth Periods CFO.
Click Update.

You'llnow be back at the EQS screen. You should see Number
of Positive Growth Periods CFO in the amber box under Add
Criteria. In the amber drop-down menu below, choose = Equal to.
Then in the amber box to the right of the % sign, type “5” and
hit <GO>.

In the red toolbar, click Actions. From the drop-down menu,
select Save As. Name the file Balance Sheet and hit Update. Click
the gray See Results | WATC >> button at the bottom of the screen.
This will bring up about 250 companies, depending on what day
you run the results. (Use the Group By menu to select Securities
if it’s not selected already.) Let’s rank them based on the criteria
we've set.

Go to the top of the screen, click on Actions, then EQS
Report, and then tick the box to the left of Report Layout. Now
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find the column named Debt/Assets LF, right-click on it, and
choose Insert Combined Column from the drop-down menu.

In the new window that appears, click on Sum of Percentile
on the left-hand side. Under the Select Columns section, tick the
boxes to the left of each item, except for Number of Positive
Growth Periods. (You don’t need to include this item because the
value is the same for all the companies.)

Now, let’s change the Sort Order. For Debt/Assets LF and
Net Debt to EBITDA LF, select Lower Value Is Better from the
drop-down menu. For the rest, keep Higher Value |s Better. This
will give us six ratios to consider, and we want them to all be con-
sidered equally in our ranking. Change the number in the Weight
column for each to 0.166. Add a name in the amber box next to
Column Title. For this example, let’s use Balance Sheet Rank (%).
Then hit Insert.

You can now see Balance Sheet Rank (%) as one of the
columns. Right-click on the column header to Insert Derived
Column. Choose Rank. A new window will appear. Hit Insert. This
will now rank the companies from the first to the last.

Now that we know the top names, let’s do a backtest to see
how they’ve performed over the past 10 years against other pub-
licly traded companies.

Run {EQS <GO>} again. On the top left side you should see
Balance Sheet. Click it. Now scroll down to the bottom of the
screen under Selected Screening Criteria. Click on Rank: Balance
Sheet Rank (%). This will allow us to edit the screen.

After the long formula in the amber box, type “ <=20"; make
sure toinclude the space before the less than symbol. Click Save
and Use at the bottom. Name it Top 20, and click Name. If you »
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Fig. 2 Once you build your security universe, click on Backtest in the red toolbar at the top
of the screen to go to an equity backtesting model builder.
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Fig. 3 Run {EQBT<GO>} to monitor the results of your backtesting model.
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happen to get a message saying “Unable to save field as formula.
Save as new formula?” simply click OK and try again.

Once you're back to the EQS screen, click on Backtest in
the red toolbar at the top. Then click Update. A new screen
will appear.

Click Analysis Period. A new window will appear on the
screen. Change the first number across from Start Date to 10.
Make sure Years is selected in the amber box next to it. In the
drop-down menu across from End Date, choose Last Week End,
and in the drop-down menu next to Rebalance Frequency, choose
Quarterly. Click Update.

Once back at the main screen, click on Analytic Parameters.
A new window will pop up. Tick the box to the left of Use Benchmark.
Then type “MXWO” in the amber box next to it and choose
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the MSCI World Index.
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MSCI World Index from the drop-down menu below. Keep everything
else the same, and hit Update.

Go to Actions in the top left of the screen, click Save As, call
the model Balance Sheet, and hit Save. Then click Run Model in the
bottom right. The system will take about three to four minutes to
crunch the numbers. The results will be emailed to your inbox. You
can also check the status of the report by running {EQBT <GO>}.

Once you receive the email, click on the attachment and
compare the figures. As you will see, companies that have the
strongest balance sheets are winning. In a world full of uncertainty,
cashisking. e

Cosereanu is a portfolio and workflow specialist at
Bloombergin New York.
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Volatility

A Passion for laming Uncertainty

By YAKOB PETERSEIL

ILLUSTRATION BY JACK HUGHES

Galai

VOLATILITY HAS ALWAYS been a feature of markets. In a 1989
research paper, Dan Galai, along with Menachem Brenner, proposed
creating an index—which they called Sigma—to track the volatility
of stocks. That research eventually helped inspire Chicago Board
Options Exchange (now Cboe Global Markets Inc.) to create the
VIX, known as Wall Street’s “fear gauge.” (There remains disagree-
ment over how much credit their research deserves for the index.)
Born in Jerusalem, Galai earned his Ph.D. at the University of
Chicago before embarking on a career in academia and investing.
In April he spoke to Bloomberg about his career, the research
around volatility, and what interests him today.

YAKOB PETERSEIL: What sparked your interest in finance?

DAN GALAI: | got my undergraduate degree in economics and sta-
tistics. When you engage in statistics and economics, you have
the basic tools to deal with uncertainty. For my master’s degree,
| was very much interested in papers on portfolio selection, on the
capital asset pricing model, on the whole issue of selecting and
balancing portfolios. At the same time, | was also doing my master’s
thesis on the pharmaceutical industry and their investment deci-
sions—the uncertainty of developing new drugs and launching
new products in the medical field. | define myself as having two
heads. Financial innovation and technological innovation. On top
of both of them is dealing with uncertainty.

YP: How did you become interested in options?

DG: |came to Chicago in September 1970. Myron Scholes and
Fischer Black joined the faculty. | was exposed to the option pricing
theory before it was published.

Even before | started my dissertation, | was working with a
faculty member on a paper on options, on the put-call parity. That
was before options started to trade in April 73 on the CBOE. | got
data from a professor who collected data from the OTC [over-the-
counter] market at that time.

YP: What happened after you finished your Ph.D.?

22
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DG: In'75,Iwent to the CBOE as an adviser for two months during
the summer. My project was to create an index for options, which
they named GOIl—the Galai Option Index.

YP: You continued pursuing the idea?

DG: Inthe beginning of the '80s we started trading options on
indexes. It took quite a few years for the SEC [Securities and
Exchange Commission] to approve it, because at that time there
was no underlying instrument.

Once we started trading options on indexes, the idea was
to use the same concept of a synthetic option that is always
30 days at-the-money, so we don't have effects of skew and time
effect. It was created by interpolation. It's a pure play. The only
thing you are left with is standard deviation.

We had a working paper that we offered in '86 to the
American Stock Exchange to launch it as a product. But they
decided at that time not to go ahead.

In August '87 we visited the CBOE to present the idea. They
seemed to like it, but then came the crash in October '87. They
were not looking for new ideas or products, but to recuperate
from the crash.
yP: CBOE went on to develop the VIX. Are you satisfied that
your contribution was recognized?

DG: Not exactly. We were in touch with them, but we weren't
sure what was going on until we saw the announcement in the Wall
Street Journal that they launched the VIX.

vP: Do you think investors have an understanding of volatility
and the impact on their portfolios?

DG: No, absolutely not. Not many understand statistics. | don't
want to generalize, but many don’t have the know-how. People
are aware of the uncertainty, but | don’t think they know all the
tools they can use to understand it and to control it.

yP: Do you believe volatility can be traded like any other
asset class?

DG: Yesandno.It's no different from oil prices. It's not that people

are interested in oil as a commodity. It's just speculation. In this
respectit'sanasset class. Do | personally use it or advise my clients
to invest in it? Rarely. But again, you can have interesting trading
strategies. You look at the term structure of volatility—short-term
options and long-term options on the VIX—usually it's not a flat
function. Very often the short-term will be lower than the long-term.
But during the pandemic, we see that short-term options on volatility
are much more expensive than long-term ones. The market expects
volatility to go down sometime in the future. So if you want to bet
on it, sell the short one and buy the long one.

yP: Whatis the biggest source of uncertainty right now?

DG: For me, a majorindicator of the economic recovery is when
the airlines will get back to 80% of where they were before the
crisis. We have a huge uncertainty about the tourism industry and
all the related industries. I'm less concerned about the oil collapse
and more concerned about air travel. It will be very costly, and I'm
not sure how many of them will survive.

Usually when we do projections into the future, we look at
past history. But the problem is all data concerning 2018-2019 is
completely irrelevant. You can’t do any extrapolation. The VIX is
important because the VIX is ex ante, forward-looking.
yP: What interests you right now?

DG: |just completed ajoint paper on fintechs that have emerged
over the last 20 years or more. Do they have a more symbiotic rela-
tionship? Or are they going to disrupt the banks?

Another piece of research |I've been pursuing for a couple of
years is applying the concept of options to corporate finance, in
estimating costs of capital and capital structure. In my view, most
estimations of cost of capital are completely wrong. Equity is like a
call option on the corporation. If you ignore it, you misevaluate the
cost of capital in a substantial way. @

Peterseil is an editor on the cross-asset markets team
at Bloomberg News in London.
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Derivatives

The Father of the Fear Gauge Says He's
Getting Assurance From the VIX

By JON ASMUNDSSON
ILLUSTRATION BY JACK HUGHES

ROBERT WHALEY SPENT the last four months of 1992 in a small
town near Dijon, France, with a set of large hard drives containing
what was then the entire series of index option prices from the
Chicago Board Options Exchange. On sabbatical from Duke
University, he’d been commissioned by the exchange to create a
volatility index. With two powerful PCs, he worked out the formula
for the CBOE Volatility Index. The VIX was unveiled in Chicago on
Jan. 19, 1993.

Now the Valere Blair Potter Professor of Management at
Vanderbilt University in Nashville, Whaley connected for an inter-
view via videoconference on April 21, the day after crude oil futures
traded at negative prices for the first time.

JON ASMUNDSSON: In the early '90s, you were teaching finance at
Duke and the CBOE hired you as a consultant in some litigation.
Then the exchange asked you to create a volatility index. Can you
tell me the story of how that came about?

ROBERT WHALEY: Sure. The CBOE introduced index options early
on—I think it was 1983. At that time they were S&P 100 options.
And during the October '87 crash, what had happened was the
Implied volatility of some put options got to extraordinarily high
levels—172%, | think, was the highest one that | saw. And there was
a class-action suit against the CBOE for sponsoring a market that
essentially had these inordinately high levels of volatility. It was
eventually settled. The bottom line was I'd done some litigation
support work for them. In those discussions, the focus was com-
pletely on volatility, and the conversation really went toward, “Well,
it would really be interesting to have an index on volatility.” So that
was the seed for moving ahead with a volatility index.

JA:  Was the idea that the VIX would track the buying of puts by
institutions to hedge portfolios?

RW: No.Asitturnedout, that's the way it is used. In theory, what
the index should be doing is giving you an expectation of the future

realized volatility over the next 30 days. People get a little bit
confused about it in the sense that they want to tie VIX to how
volatile the market is today. That's comparing apples and oranges.
VIX s telling you about the average volatility over the next 30 days
as opposed to what the volatility is today.
JA: How do you feel about the VIX's popularity?
RW: [|'m quite happy. | follow that number each and every day.
| mean, it's as meaningful to me as looking at the level of the dollar
or the SPX, because it’s telling me how anxious people are about
the next 30 days. But | also view VIX in conjunction with the VIX
futures prices. I'm going to pay 47 for my insurance policy today. But
it | go out 30 days, for the same 30-day policy, I'm going to pay 42.
So what does that tell me? That tells me I'm really anxious
over the next 30 days, but I'm anticipating there's going to be a lot
of resolution of the uncertainty when 30 days is up.
JA: I'mgoing to shift over toward leveraged and inverse exchange-
traded products. Years ago you calculated that investors at that
point had lost some $4 billion on VIX products. Is that something
you've continued to track?
RW: Absolutely. | don’t have a new estimate, but all you have to
do there on your Bloomberg machine is type in the symbol SPVXSP.
That index began reporting on Dec. 20, 2005. At that time, the
level of that index was 100,000. And what is it today? 67.
JA:  Yeah. So the total return is -99.93%.
RW: Ha. That’s what VXX [iPath Series B S&P 500 VIX Short-Term
Futures ETN] provides you. So if you buy and hold that over that
period, that would be your generous rate of return. And this
happens because these things are essentially futures indexes.
And what happens through time is the futures prices move down
toward the spot price, and you lose money.
XIV [VelocityShares Daily Inverse VIX Short-Term ETN] was
the opposite of it. | don’t know if you remember XIV?
JA: | was going to ask you about that.
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RW: Yeah, it was a -1x. That was a more sensible product. And
what happened was there was one event. Given the distribution
of that VIX futures index, the probability of a 100% event was not
a zero, and they observed a 100% event where the VIX spiked up
on Feb. 5. And if it spikes up by 100% and you're promising -1x
that, you're in a little trouble. You can’t deliver.

JA:  Soyou're not afan of leveraged or inverse ETPs. What's the
main thing that's wrong with them?

RW: By trading these things, you're allowing people who can'’t
get into the futures market access to strategies they shouldn’t
have in the first place. All of the restrictions on the futures market
were put there for a purpose: to protect the integrity of the markets
and avoid the disasters that are currently happening in the lever-
aged and inverse markets. These things trade enormously. USO
[United States Oil Fund LP] traded 373 million shares today. Is that
reasonable? This is a casino.

What you see ininstruments like these ETNSs, you're not buying
anything but a futures position. What you've done is you've provided
a form for people to take daily wagers on price movements.

That’s not to say | haven't traded these things. | do it.

JA: | was going to ask if you've used any of these products.
RW: Sure. Absolutely. But | think | know what I'm doing.

JA: Itseemslike there’s plenty to fear these days. Is there any-
thing in particular that worries you?

RW: The VIXitself gives me assurance from day to day. I'm com-
forted by the fact that smart institutional money, the people trading
VIX futures, is telling me the price of insurance a month from now
is going to be considerably less than it is now. The people setting
the prices of those VIX futures contracts are telling me that, in
their best judgment, things are going to get better. And that gives
me a good deal of assurance, to be quite frank. @

Asmundsson is <GO> editor for Bloomberg Markets.

Whaley
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Funds

Fixed-Income ETFs Survive Their Big Test

By CLAIRE BALLENTINE and KATHERINE GREIFELD

SAM HUSzCz0 had long been a skeptic. Exchange-traded funds,
already wildly popular among equity investors, were emerging as a
cheaper, easier way to build a fixed-income portfolio than investing
iIn a mutual fund. But after a decade-long bull market, no one could
be sure how the new products would performina downturn. Would
they exacerbate turmoil in their underlying markets?

Finally, near the end of 2018, the founder of SGH Wealth
Management in Southfield, Mich., decided to give them a try,
investing about 27% of the firm’s assets in the funds. Throughout
2019, things seemed to be working well, Huszczo says. Then the
coronavirus became a global pandemic, plunging stock and bond
markets into a downturn.

Huszczo, like so many other money managers who overcame
trepidations and piled into the new market, could only watch as the
record volatility that plagued U.S. bond markets in March led to
share prices of bond ETFs trading at deep discounts to the value
of their underlying assets. On March 23 the Federal Reserve said it
would buy corporate debt and eligible ETFs and then expanded the
program weeks later to high-yielding securities to keep credit flowing.

“Everything was in a free fall until the Fed stepped in,” says
Huszczo, who turns 39 in July. “No one likes to see their bond
portfolio go down like that.”

By early May, with that big assist from the U.S. central bank,
the consensus was that fixed-income ETFs had—for the most
part—passed their first big test. But it was a roller-coaster ride
along the way.

After years of sluggish growth, ETFs that track corporate or
government debt last year took in more than $150 billion in the
U.S., the most on record and just short of the sum attracted by
equity ETFs. That's boosted total assets to about $858 billion, or
roughly 21% of U.S. ETF assets, data compiled by Bloomberg
Intelligence show.

Critics and regulators have long voiced concerns that

fixed-income ETFs, because they're much more liquid than their
underlying assets, would exacerbate price declines when investors
scramble to redeem their holdings during periods of market stress.
Mohamed El-Erian of Allianz SE and Scott Minerd at Guggenheim
Partners are among veteran investors who have suggested ETFs
could act as a destabilizing force in illiquid credit markets where
they have an outsize trading share. (El-Erian is a Bloomberg
Opinion contributor.)

When U.S. stocks fell more than 30% in March during the
worst sell-off in history, bond ETFs showed signs of liquidity stress.
Some of the hardest-hit were the Vanguard Total Bond Market
ETF, or BND, and iShares iBoxx $ Investment Grade Corporate
Bond ETF, or LQD.

In one notable example, on March 12, Vanguard’s BND was
down 3.8% year-to-date, while its mutual fund counterpart—the
Vanguard Total Bond Market Index Fund—was up 2.7%. The prices
have since reunited, with both funds up about 3.7% so far this year
as of May 11.

Dorian Garay, a New York-based portfolio manager for
NN Investment Partners, says that such a divergence in prices
during a period of stress limits the value of fixed-income ETFs for
some investors. “The potential problems of investing in ETFs are
related to risk management, as you cannot actively manage your
risk exposures,” he says.

Investors were still able to trade through the market turmoill,
just not at the prices they might have hoped for. “If investors
wanted that liquidity, they basically had to pay for it,” says Ryan
Sullivan, senior vice president of Brown Brothers Harriman's global
ETF services. “They were able to access it. It certainly was not an
ideal trade, but all things equal, the funds held up.”

In the underlying markets that the ETFs track, trading essentially
froze in many debt securities. That spooked the specialized traders—
known as authorized participants—who normally keep a fund'’s price
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A Bump for Bond Funds

Share of ETF assets under management in fixed-income funds
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aligned with its net asset value. Typically, those market makers will
buy shares of a falling ETF to redeem in return for the underlying
bonds, which they then can sell. That process reduces the number
of shares outstanding and keeps the ETF in lockstep with its holdings.
Butin March appetite for that arbitrage trade soured as those traders
became wary of getting stuck with hard-to-unload bonds.

“They’re not doing this out of the goodness of their hearts,”
David Perlman, an ETF strategist at UBS Global Wealth Management,
says about the authorized participants. “They don't jump in until
they think they can execute the redemption and make a profit
from doing so.”

As the individual securities stopped trading, fixed-income
ETFs served as a price discovery tool instead.

“ETFs were actually showing the true value of where fixed
income was priced real time,” says Will McGough, chief investment
officer of retirement strategies at Stadion Money Management in
Watkinsville, Ga. “Because the bonds don'’t price themselves—they
only price when they trade—they [ETFs] were effectively the super-
market for pricing bonds for a week or two.”

There's debate within the industry over how to accurately
value fixed-income ETFs and their holdings during such a period
of stress: Is the true price the net asset value of the underlying
securities or the cost at which you can execute trades?

Huszczo compares it to real estate websites that calculate
“what our house is worth based off algorithms and comparables.” In
reality, he says, “nobody believes that is the actual number. The actual
number is just, ‘What is some other person willing to pay for this?’”

Opinions about the performance of debt ETFs come down to
how investors understand the structure, explains Sue Thompson,
who leads distribution of State Street Corp.’'s SPDR ETFs in the
Americas. “The dislocations happened first in the underlying market,”
she says. “If there were not disruptions in the underlying markets,
there would have been no disruptions in the ETFs, period,” she says.

Few market participants expect a slowdown in the momen-
tum fixed-income ETFs have developed. The perks simply outweigh
the dangers, they say.

For instance, ETFs allow asset managers faced with client
redemptions that once would have forced them to sell their most
liquid bonds to instead sell a slice of a group of bonds in the form
of ETF shares. Their portfolio won’t look drastically different after-
ward. And ETFs, because they're so liquid, can be used to park
cash until it’'s needed to purchase new bonds.

These funds can also make portfolio trading more efficient.
When an asset manager wants to offload a bunch of bonds, inter-
mediaries are willing to purchase them as a whole package because
they can turn around and sell the inventory into ETFs. Last year,
Wall Street’s bond desks executed at least $88 billion worth of
such trades, according to an analysis by Morgan Stanley. That's
compared with virtually none two years ago.

“This may be—while a large blip on the radar—a blip on the
radar,” Sullivan says. “l don’t think anyone is running for the hills
from ETFs.”

Huszczo certainly isn’t. “We're not going to rush to judgment
over a couple of days. Investing for our purposesis long term,” he
says. “ETFs did what we expected them to do.” @

Ballentine and Greifeld are reporters on Bloomberg News’
cross-asset markets teamin New York.
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Stress Testing

Build Custom Scenarios for Insight Into
How Your Portfolio May Perform

By MIHAI STEFANITA, CONSTANTIN COSEREANU, and STEVEN IOANNOU

HOW DID STOCKS PERFORM as the Spanish flu ran its course a
century ago? At the beginning of 1918, the Dow Jones Industrial
Average stood at 76. Although the pandemic emerged in the early
months of the year and World War | raged in Europe, the benchmark
rose 17% to a high in October. The end of the war was nearing that
month, but it was also when the virus’s lethal second wave crested.

IN THE CURRENT environment, many firms are building historical
or hypothetical scenarios to get insight into how to position their
portfolios. The Portfolio & Risk Analytics (PORT) function enables
you to conduct deep analysis of a portfolio’s performance under
different stress scenarios and then share your analysis across
your firm or with other sets of users.

You can use PORT, for example, to build a custom scenario
based on how markets behaved in the era of the Spanish flu and
use that to stress-test your portfolio. Here's how.

To start, let's take alook at the Dow back then. To chart the
index over the five years from the beginning of 1918, run
{INDU <Index> GP <GO>}, set the date fields at 01/01/1918 —
12/29/1922, and press <GO> (FiG. 1). After declining some 10%
from October 1918 to February 1919, the market took off, with the
index rising 50% to a high in November 1919. That was when the

Additional tools that may be helpful

BICOVID Bloomberg Intelligence’s Covid-19
industry outlooks

VRUS Monitor market impact of Covid

LQA Displays a security’s liquidity profile

LQAP Evaluate the liquidity of a portfolio

WCDS Track credit-default swaps

NT LIQUIDITY See news trends on liquidity

N CORONAVIR CHARTBOOKS The Coronavirus Visualized

big drop started, however: From that point until September 1921,
the Dow fell 47%.

hat can be a starting point for building your scenario. The
Spanish flu era and this one are not exact analogues, of course.
For one thing, there's no world war going on now. What's more,
with today’s scientific understanding of viruses, modern technol-
ogy, and advances in health care, you might expect the market
impact of Covid-19 to be less severe. So perhaps create a custom
scenario with a market downturn of, say, 35%.

To do that, run {PORT <GO>} and load your portfolio. Click
on the Scenarios tab and then the Main View subtab. To create
your custom scenario, click the drop-down menu to the right of
Scen and select [Edit / Create New...]. Inthe View Manager screen,
click the gray Create New button, and the Scenario Manager screen
will appear. Give your scenario a name such as Spanish Influenza
(-35%). Click the MacroFactor tab and then Indices to expand the
list. Use the scroll bar to go down in the list to DOW equity (INDU
Index). Click on it to select it, and then click the >> button so it
appears in the Risk Factors column. Then type “-35" in the % change
field. That's it. Click the Actions button and select Save.

The Scenario Manager also lets you create more targeted sce-
narios. You can shock specific countries, industries, or style factors
within the models. To do that, click on the ModelFactor tab. You could,
for example, create different shocks for specific sectors such as
global air and transportation and global lodging (FIG. 2).

Once you’'ve created and saved a scenario, press <Menu>
to return to the View Manager screen. The scenario you created
will be listed in the Available Scenarios section under My Custom
Scenarios. Click the plusicon to add it to Selected Scenarios. Then
click the Run button on the red toolbar to run your custom scenario
on your portfolio and benchmark. The Scenario tab in PORT will
display the results given the shock in the Dow macro factor and
the other industry model factors (FIG.3). ®

Stefanita is an equity and credit workflow specialist, Cosereanuis a
portfolio andrisk specialist, and loannou is a sales manager for
Americas buy side ERM at Bloomberg in New York.
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Fig.1 To chart the Dow during the era of the Spanish flu a century ago, run
{INDU <Index> GP <GO>} and set the date range at 01/01/1918 — 12/29/1922.
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Fig. 3 Once you run your custom stress test, the Scenarios tab in PORT lets you analyze
its impact on your portfolio and its benchmark.
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Capital Markets

The Just-in-Time IPO

By LULU YILUN CHEN, CATHY CHAN, and JULIA FIORETTI

WHEN MA CUNJUN strapped on his face mask and boarded a nearly
empty flight to New York from Hong Kong, the most important
deal of his life was at risk of unraveling.

It was Jan. 29, and in less than two weeks Ma was supposed
to take his Shenzhen, China-based online insurance platform public
on the Nasdaq stock exchange in New York. Preparations for Huize
Holding Ltd.'s initial public offering, which in September had tar-
geted $150 million, had been in the works since 2018. But now
China’s coronavirus outbreak was bringing Asia’s largest economy
to its knees and threatening to cause havoc around the world. Ma,
48, had to decide whether to push ahead.

His bankers were offering conflicting advice. Morgan Stanley
was suggesting a delay, arguing Ma’'s company should wait to
report a full year of earnings. Shortly after the founder and chief
executive officer arrived in New York, Chinese share prices suffered
their biggest one-day tumble in almost five years. But Citigroup
Inc. was saying the window for a deal was still open—if Ma was
willing to raise less money, cut the valuation, and move quickly.

On a Feb. 3 conference call, with Ma dialed in from the
Manhattan Club hotel and many of his bankers joining from their
home offices, he gave the green light. The next week would be a
race to complete one of the world’s first all-virtual IPOs, a deal
that's since become a template of sorts for stock market debuts
in the age of coronavirus. “We were asking ourselves a lot of ques-
tions regarding what was going to be the probability of success,”
says Bruce Wu, the Hong Kong-based banker who led the Huize
offering for Citigroup, where he's worked since 1994. “Once we
made that judgment call, it was full steam ahead.”

Citigroup bankers—Morgan Stanley, having disagreed about
the timing, had by now resigned from the offering—started dialing
institutional investors across Asia and the U.S. that had shown
iInterest in the 14-year-old platform, which makes money by taking
a cut from helping sell life and health coverage for insurance

companies. In-person meetings were out of the question, even in
New York, where a lockdown wouldn’t begin until the following
month: Ma says he was self-isolating in his hotel.

By this stage, the coronavirus death toll in China was inching
closer to the scale recorded during the global SARS outbreak
almost two decades earlier—and would eclipse it before the road-
show ended on Feb. 10. On Feb. 2 the U.S. had closed its borders
to foreigners who recently visited China, and governments every-
where were tightening quarantine rules. Fortunately for Huize’s
prospects, the Nasdag seemed immune to the gathering storm,
climbing to new records.

With his team of IPO bankers and Huize executives,
Citigroup’s Wu mapped out the first entirely digital roadshow of
his more than two-decade-long banking career. They put together
more than 30 telephone and videoconference calls over four days,
packing in work that would usually have taken six days and numer-
ous flights. In one particularly intense 60-hour stretch, Ma held
15 back-to-back calls with investors in China and elsewhere. “It
was a huge challenge physically,” he says. “I'm just glad that | work
out regularly. Otherwise, it would have been very tough to maintain
a clear mind.”

Needless to say, many of the merits of in-person meetings
were lost: How do you read a room or decipher clues from a par-
ticipant’s body language? In this instance, Ma’s team focused on
investors who were familiar with the insurance industry and knew
him or his company, at least by reputation.

In the end, the deal was oversubscribed by about two times
and the offering upsized by 600,000 shares, a mild success. It
priced Feb. 11 in the middle of the range and raised $55 million,
about a third of the amount targeted in the September filing.

By the end of March, Huize’s share price had dropped 23%,
along with declines in the handful of Chinese companies that listed
on the Nasdaq following the virus outbreak. By April, Chinese
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Fig.1 To see companies that went public this year, run {IPO <GO>} and click on the Advanced Search
button. Click Date Range and select Year-to-Date. Tick the box for Trading Date, then click
Update. Click on Offer Type, select Initial Public Offering, and click Update. Click Result.

EEE i 79 Edit Search 00 Actions - 17 Settings Equity Offerings
Announced - Currency -
fabvanced Sear_ X 14:28:12 &
(rvervi | 1 i i Time 5enes lendar
_;_jm g Tm ﬂ"’m : M":mff_r ~ ._ '5' —— ola The value and number
@ Value @ Deal Count ™ Offer To Date ™ Wot Avg Gross Spread o Overview Ity View Rl of IPOs that started

frack < Aanotate ©, Zoom trading this year have
""H""x plunged compared
b of with the same period
—a A IN previous years.
"
. X00R-= 1500
L 150R E
= 1000 3
10K = "\ '
: '\\ r= ol
o< LM ¥alLe 46,5008
* Deal Count 304,00 |
- ."IE:l]III 2011 I'].]}' X113 2014 15 A6 2017 A 18 2019 2020
Traching Cate

listings on the exchange had largely dried up. The index had
collapsed by as much as 30% at its low point on March 23. Inves-
tor sentiment was hammered further after an accounting scandal
at Luckin Coffee Inc., a Chinese challenger to Starbucks Corp.

Ma seems unfazed by all the turmoil. “After listing,” he says,
“we've received a lot of interest from institutional investors. Looking
back, | think we were a bit too conservative.”

IN HONG KONG, investors have been even more stoical. Chinese
biotech companies InnoCare Pharma and Akeso Inc. made their
debuts on the Hong Kong stock exchange in March and April,
respectively, after the World Health Organization declared the
spread of coronavirus to be a pandemic as it ripped through the
U.S. and Europe, sending markets swooning. Both offerings priced
at the top of their proposed ranges, with shares snapped up by a
long roster of cornerstone investors; 12 such investors absorbed
about 60% of InnoCare shares on its launch.

Like Huize, the InnoCare IPO was buffeted by the coronavirus.
The Beijing-based company, which develops treatments for cancer
and autoimmune diseases, postponed plans to sound out investors
in early February as markets grew volatile and restrictions on travel
to and from China made it harder for bankers, investors, and
company executives to meet.

A month later, the spreading virus had dramatically altered
the math for InnoCare’s bankers, including Morgan Stanley. On
March 11, with U.S. markets in free fall, Morgan Stanley dealmakers
sat through more than a dozen conference calls involving company
executives and investors. On the first day, Morgan Stanley sealed
commitments that went beyond the planned issuance, says one
banker familiar with the deal. The team worked from 9 a.m. until
midnight, talking to twice as many investors as they'd tap during
a regular day, the banker says.

Adjusting to the new realities, a relentless schedule of

meetings that followed the sun from Asia to the U.S., was crucial
in reducing market risk, says Shane Zhang, co-head of Asia-Pacific
investment banking at Morgan Stanley. “We shortened the mar-
keting window,” he says, “but were able to facilitate more meetings
per day.”

VIRTUAL DEALMAKING may outlast the virus in an industry that’s
long mythologized the handshake. Travel and entertainment
expenses will shrink, and bankers will find they can seal deals from
the comfort of their living rooms, without battling jet lag and
spending so much time on the road. Meanwhile, investors and
clients are becoming more attuned to pitches made over video-
conference, though there will always be some business that's best
done in person.

For Ma, the Nasdaq building in Manhattan’s Times Square
had a distinctly impersonal feel on Feb. 12, the day of Huize's listing
ceremony. Flying to New York just four days before the U.S. tight-
ened immigration procedures had paid off for him. But other Huize
executives and Citi's Asia team weren’t so lucky: The exchange
barred entry to anyone who hadn’t been in the country for 14 days.

This day was the culmination of a journey that began for Ma
in the 1990s when he started as a 24-year-old with a Shenzhen-based
unit of Ping An Insurance (Group) Co., China’s largest insurer by
market value. Dressed in a sapphire blue suit with a bright red scarf
around his neck, Ma stood alone in front of the giant Nasdaq screen
in anticipation of the iconic bell-ringing ceremony.

The experience left him with mixed feelings of regret and sat-
isfaction. “Of course it was a pity that | was the only person repre-
senting the company at the IPO,” he says. “But the fact we were able
to go public during such a trying time was no easy matter.” @

Chen covers asset management for Bloomberg News in Hong Kong,
where Chan covers investment banking and Fioretti equity markets.
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Fixed Income

In the Year of Social Distancing,

The 'S’ in ESG Attracts Attention inthe

Bond Market

By CALEB MUTUA

THE CORONAVIRUS pandemic is making a big mess of the global
economy as corporations go bankrupt and millions lose jobs. It
may also be fueling the growth of the sustainable finance market.

This year has seen aboominissuance of social bonds whose
proceeds are applied exclusively to projects intended to help
society. Borrowers globally have raised about $21.1 billion through
social bonds from the start of the year to May 11, surpassing the
close to $18 billion issued the whole of last year, according to data
compiled by Bloomberg. Meanwhile, total sales of sustainability
bonds, which aim to provide positive outcomes for both people
and the planet, reached $11.8 billion over the same period, com-
pared with $37.4 billion borrowed last year.

As governments, multilateral organizations, development
banks, and companies look for billions of dollars to alleviate the
impacts of the coronavirus pandemic, one of the top underwriters
of social and sustainability bonds, HSBC Holdings Plc, has revised
its expectations for issuance. In April the London-based lender
boosted its social and sustainability bond forecast by $25 billion,
to as much as $125 billion for this year, adding that the proceeds
from many of the bonds would be suitable for providing emergency
funding during the pandemic and its aftermath.

The African Development Bank says it issued the world’s
biggest dollar social bond in March by selling $3 billion of notes to
fight the impact of the coronavirus on the continent. That same
month, International Finance Corp., a member of the World Bank

Group, sold 3 billion Swedish kronor ($295 million) in social bonds
linked to its $8 billion financing package to support countries
affected by the disease. It also sold an additional $1 billion of U.S.
dollar-denominated debt labeled for social purposes as part of
the effort.

Corporate issuance of sustainability bonds is also ramping
up. Pharmaceutical giant Pfizer Inc. issued in March a $1.25 billion
sustainability bond to address various global public-health issues,
including those related to the Covid-19 pandemic and the fight
against antimicrobial resistance, the company said in a statement.
The offering was almost 10 times oversubscribed. And USAA
Capital Corp. issued an $800 million sustainability bond in April.
Among the list of projects the proceeds could fund is Covid-19
relief for customers facing financial burdens related to the virus.

What’s in a Name
Borrowers that label their offerings as social or sustainability bonds
should as a best practice follow principles from industry group
International Capital Market Association. Among other things, ICMA
guidelines say issuers should show how proceeds will be used and
commit to reporting the impact of the projects to bondholders.
Although that may come at an extra cost, it makes offerings more
attractive to a wider array of investors, and that may mean better
pricing conditions, says Herve Dutell, chief sustainability officer,
Americas, at BNP Paribas SA, who spoke in an interview in April.
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Fig.1 Run {SRCH <GO>} to search for social bonds.
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USAA Capital’s two-part sustainability bond was more than 14 times
covered at the peak, with no new issue concession.

Nuveen, which is currently snapping up bonds earmarked
for relief efforts, is avoiding offerings that are not labeled as social
or sustainable and focusing on issuers “that commit to providing
impact reporting,” says Stephen Liberatore, head of the respon-
sible fixed-income strategy team at the Chicago-based asset
manager. Nuveen, overseeing around $1 trillion in assets, is expect-
INng more pharmaceutical companies to issue social and sustain-
ability bonds. Personal protective equipment manufacturers and
financial-services companies may also join in, Liberatore said in
an interview in April.

Even without the current virus crisis, any issuance of social
and sustainability bonds from a company could be viewed as a
good long-term signal, says James Rich, senior portfolio manager
and chair of the sustainable investment committee at Aegon Asset
Management, which has about $395 billion in global assets. It could
mean companies are “taking more seriously the need to transition
their business models to become more sustainable, which could
indicate there is incremental value,” he said in an interview in April.

Even though many investors may be in a hurry to sell assets
for cash in the face of extreme market uncertainty, there appears
to be some resistance to letting go of sustainable commitments.
Randy Brown, chief investment officer for Sun Life Financial Inc.,
says “the last thing” he would sell would be the green, sustainable,
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or social bonds in his portfolio. “Focusing on E, S, and G will lead
to better long-term performance,” he says. “It's not just about
being a good corporate citizen, it's about providing better returns.”

Tracking the Bonds
You can use Bloomberg tools to track issuance of social and
sustainability bonds globally. Type “fixed income search” in the
command line of a terminal screen and click on the SRCH item in
the list of matching functions. The shortcut is {SRCH <GO>}. In
the amber field to the right of And, enter “social bond indicator”
or “sustainability bond indicator” and click on the matching item.
Select Yes and press <GO>. Click the Asset Classes button under
Select Universe, and make sure Corporates and Governments are
selected, as well as Consolidate Duplicate Bonds, then hit Close.

Click Actions to save and hit Results. Choose the gray Matrix
tab. Set Rows to Issue Date; Frequency to Yearly; Columns to
Country of Incorporation; and Cell is to Sum and Amount Issued.
Make sure Currency in the top left is set to USD. Hit <GO>,

For Bloomberg Intelligence research related to environmen-
tal, social, and governance issues, go to {BlI ESG <GO>}. Finally,
for in-depth research on sustainable finance from BloombergNEF,

Bloomberg LP’s primary research service on the energy transition,
run {BNEF <GO>}. e

Mutua covers corporate finance at Bloomberg News in New York.
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Track Fear in the Market

With These Signails

By STEVEN GEE, DAVID CROEN, ANNA YASS, and NICHOLAS SULLIVAN

ON JAN. 21, Paul Tudor Jones gave a television interview in Davos,
Switzerland. U.S. monetary and fiscal conditions reminded him of
early 1999, he said, and markets could still have a year or 14 months
to run before a blowup. But he had a caveat: “l would say we've got a
curveball with this coronavirus, | think that's a big deal.” If he were an
investor, instead of a trader, Tudor Jones said, he'd be really nervous.
hat kind of “Spidey sense” for identifying risk is important for
market professionals. We're supposed to know how to spot melt-
downs before they happen, to smell fear in the market. Stocks, bonds,
commodities, currencies, and derivatives all respond quickly to fear.
Market participants hold global multiasset portfolios that are managed
around the clock. With greater market transparency, more data and
news, and sophisticated quantitative models, investors canimplement
risk-off strategies to liquidate marketable assets and preserve capital.

These workflows will alert you about important market-moving
signals so you can position yourself against downturns. And maybe
identify some opportunities to profit.

1. First, consider what fear looks like on a chart of the U.S. Dollar
Index, the S&P 500 index, and the 10-year Treasury. Run {DXY Index
GP <GO>}, and you can see how much the Dollar Index moved
around in February and March. Then click Chart Content and add
lines for {SPX Index} and {GT10 Govt}. In a flight-to-quality scram-
ble, such as in February—March 2020, the S&P 500 falls, the 10-year
Treasury yield plunges, and the dollar gains.

2. Next, let’s look at short-term rates. Go to {LOIS <GO>} for a
menu of charts of the relationship of various interbank offered rates
to overnight index swaps. Click on LOIS USD for the U.S. spread
(FIG.1). With the London interbank offered rate as a proxy for credit
risk in AA-rated companies and OIS representing expectations of
Federal Reserve rates, the spread shown in the lower section of the
screen suggests worry about short-term lending markets. In March
the U.S. Libor-0IS spread widened the most since the financial crisis:
Banks have loans that might not get repaid. But is it the same fear
as in 2008, that banks will fail to meet their obligations? No. Banks
appear to be in relatively good shape now compared with then.

3. How about credit markets? To get a sense of the impact, go
to {FICM <GO>} for the Fixed Income Credit Monitor. FICM shows
changes in the cash bond markets, letting you assess overall sector

movements measured on an average option-adjusted spread basis.
To take alook at the U.S. dollar high-yield market, use the drop-down
in the upper left corner of the screen to select USD US Dollar if itisn't
already selected. Then click the High Yield tab (FIG. 2). To delve further
into a particular sector, click on it to see the underlying constituent
issuers with summary-level information on each issuer’s bonds.

Since the Covid-19 outbreak began, central banks around the
world have embarked on unprecedented bond buying. The Fed bought
almost $2.5 trillion of Treasuries and other securities this year as of
early May. While the central bank is engaged in an effort to get markets
going again, its actions may cause investors to conclude that it “has
their backs”—creating what economists call moral hazard.

Has the Fed’s intervention been successful? Junk bonds have
recovered a significant portion of the losses from the recent sell-offt.
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