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Article written by Taíssa dos Santos

It feels like the world is moving at a slower pace. Everything is shutting

down; people stay at home and it is almost as if everything will have

remained the same when we get back to normality. The truth is: day after

day, the numbers change at a speed that is revealing itself more

challenging than ever.

On February 19th, the US stock market closed at a record. The peak of an

11-year bull market led by tech giants, whose trendline was soon to be

broken by a selloff triggered by the Covid-19 Coronavirus outbreak.

As the global pandemic spreads worldwide, it constrains supply and

lowered demand, which compromise the activity of companies.

Consequently, investors who see their stocks losing value tend to sell

them to avoid losing more, leading to a significant drop in prices.

March 12th saw the biggest drop in the stock market since the 1987

market crash as the Dow Jones Industrial Average, the S&P 500 and

Nasdaq dropped into bear market territory and ended the 11-year bull

market which followed the 2008 crisis.

However, for some this situation is seen as a rare opportunity to buy

Tech’s Big Five on the cheap, Alphabet (Google), Amazon, Apple,

Facebook, and Microsoft which were the leading forces of the bull market

that has now come to an end. 

These have lost a combined $1.4 trillion in market value since the marked

peaked, not only because they are based in two of the most severely

affected areas in the US, Seattle (Microsoft and Amazon) and San

Francisco – Silicon Valley (Apple, Alphabet and Facebook), but also due

to the threat to supply chains dependent on Chinese manufacturing

which led to a slowdown.

COVID-19: INTO BEAR MARKET
TERRITORY – TECH’S BIG FIVE

TAÍSSA DOS SANTOS
BSc in Management
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Apple 

Apple was the first major tech company who showed concerns regarding the Coronavirus outbreak. In

mid-February, Apple stated that it did not expect to meet its quarterly revenue forecast because of

lower Chinese demand, in which Apple’s revenue relies heavily, and also due to the lower iPhone supply

globally.

 

Microsoft

Shortly after Apple had announced that quarterly expectations wouldn’t be met, Microsoft warned that

it would miss quarterly guidance during a week that had seen a market selloff amid fears about Covid-

19. Nevertheless, the company’s Azure cloud business is growing rapidly and there’s a growth in the

cloud-based service offerings. Additionally, Microsoft announced that it has now 44 million active

users for Teams, having signed up 12 million new users in a week.

 

Amazon

Despite having to close a warehouse due to the positive results of workers for Coronavirus, Amazon

continues to see a surge in retail demand as social distancing and self-quarantine have become daily

normality. 

The company is planning on hiring 100,000 additional workers in response to the increase in orders

and is set to gain meaningful market share now that e-commerce has become the best option to avoid

contact with others. 

 

Alphabet (Google) and Facebook 

As for Alphabet and Facebook, these are two ad-driven companies who are surely bound to feel the

impact of the virus. An important share of Alphabet’s Google revenue comes from travel related

advertising, which is one of the main sectors whose activity is already suffering.  On the other hand,

Facebook doesn’t focus so much on traveling but is still vulnerable to a withdrawal from brand-related

advertising. However, user activity has skyrocketed in the last few weeks as WhatsApp and Messenger

calls have doubled.

 

Overall, the pandemic has had repercussions in the entire market and has surely welcomed us to the

fastest bear market in history, Tech’s Big Five have felt the effect of the virus in a time where their

products offer us an opportunity to overcome daily challenges that come with social distancing.
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Article written by Max Römbo

Luxury brands are taking a blow from the coronavirus and should brace

for sluggish sales throughout this spring. Chinese tourists normally flock

to high-end designer stores like Gucci, Louis Vuitton and Channel,

queuing outside before they can go on a spending spree. This has been

the story in London, Paris, and Milan, where the biggest stores are

situated. Today, the stores are next to empty. 

 

Chinese consumers accounted for around 35% of the total spending in the

global luxury market in 2019 and 90% of the growth in global luxury

goods sales, according to data from Bain. Approximately 50 million

Chinese are in quarantine due to the coronavirus and have travel

restrictions to 70 countries. The luxury brands have long been dependent

on the consumption from Chinese tourists and are now taking a beating

in decline of sales.   

 

François-Henri Pinault the CEO of Kering who owns Gucci, Saint Laurent

and Alexander McQueen announced that they have seen a "strong drop in

traffic and in sales" in the recent weeks. Burberry has also said that the

coronavirus is having a bigger effect on sales than what the Hong Kong

protests did, which slash sales by 50%.

LUXURY FEELS THE CORONA
EFFECT

MAX RÖMBO
MSc in Finance
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The market response has been to sell off the companies sensitive to Chinese consumption. Louis

Vuitton Moet Hennessy LVMH is certainly one of these companies which stock has plunged 30% since

mid-February. However, Bernard Arnault, the LVMH CEO, commented on the coronavirus outbreak

telling the markets not to panic.  

“If it dies out in two months or two months and a half, it’s not terrible. If it takes two years, that’s a

different story” - Bernard Arnault

 

LVMH differs from most luxury companies with regard to its well diversified product portfolio. LVMH

derives income from six separate business divisions in many global areas. For example, Duty Free

Shops sales may drop as travel declines in all markets, but they can be offset by a rise in wine and

spirits revenues. Last year, the company's sales grew by 15 percent and was complemented by the

acquisition of high-end jewellery designer Tiffany & Co. LVMH is a good operator and is likely to find

synergies with its current jewellery resources. 

Good financial performance, a diversified market model, a loyal consumer base and a versatile

workforce provides LVMH with a good capacity to withstand the current retail climate. The businesses

that have a greater chance of recovering in the second half of this year are those with an aligned

supply chain, a well-balanced geographical mix of stores and a diversified business model.
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Article written by Guilherme Corga

Intuitively, the airline sector would come across hard times after the

Covid-19 outbreak. Massive cancellations already happened and others

are in their way. In this article I will try to assess some of the impacts on

the industry and what could the future bring.

Boeing (BA) is down roughly 70% since the beginning of the year, United

Airlines (UAL) has fallen nearly 76%, Royal Caribbean (RCL) is down

more than 83%. Southwest is planning on cutting 1,500 daily flights,

Ryanair, EasyJet, Virgin Atlantic and British Airways parent company

IAG have warned about "significant cancellations". 

These are hard times, the financial markets are in turmoil, the supply

chain has been disrupted, and the demand for goods and services that

are not related to basic needs or home entertainment have sharply

collapsed. 

The business model of the airline industry heavily relies on the

expectation of a predictable flow of passengers (with a certain standard

deviation). It is a capital intensive one, planes can take one to two years,

or more, since its order until its delivery. It means that at least a part of it

must be paid before the airline actually possess a ready to fly aircraft. So,

there is money outflow without having the possibility of having an inflow

from that same source. Therefore, many airlines are already facing the

problem of not having an inflow from current operations to pay their

duties, “airlines are both capital and labor intensive so there has to be

support of the costs that cannot be avoided even if an airline is

grounded" said aviation analyst John Strickland in an interview for BBC.

According to the most recent impact assessment from the International

Air Transport Association (IATA), the typical airline has cash and

equivalents that cover only 2 months of revenues.

COVID-19 AND THE AIRLINE SECTOR

GUILHERME CORGA
MSc in Finance
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Another thing to bear in mind is that an iPhone,

for example, even if it is not sold today, can be

sold in the future. A flight ticket cannot, mainly

those that represent empty seats in an actual

flying trip. Given that, we can all understand that

the disruption with all the travel bans is massive.

To aggravate the problem, cancellations of

flights brings with it customers demanding

refunds. 

As stated in The Guardian, airlines around the

globe waited five years to become profitable

again after the 2001 terrorist attacks, accounting

for a loss of more than US$40bn. It happened

again in 2008, losing on aggregate US$8bn.

According to an HSBC analyst “It’s a question of

how much cash reserves they have, how agile

they can be... On the upside, fuel prices are falling,

interest rates are low and governments are

looking at what they can do. But we shall see if

smaller airlines can survive.”

We can be talking about enormous bailouts from

governments or excessive indebtedness, with a

false sense of security while rates are low. In the

short term, Virgin Atlantic in the UK asked for

an emergency credit line of US$7.5bn, while in

the US, airlines are seeking up to US$50bn in aid.

The US Senate already passed the bailout.

Meanwhile, the UK Government stated in March                
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24 that is not willing to bailout the industry, at least for the time being, providing help only with staff

wages and with the deferral of some rates and tax payments. This news emerged after IATA

evaluation of potential losses rounding US$252bn in revenues for 2020 (more than double its “worst-

case scenario” forecast was two weeks ago). Government’s position comes from the perception that the

airlines decision to proceed with planned dividend payments hardens the problems. 

 

It is a fact that fuel prices are dropping, but if 80-85% of fleets are expected to be grounded in April, as

Virgin Atlantic published, there is not much room to profit from that. Ryanair even stated that by April

and May "a full grounding of the fleet cannot be ruled out." 

 

With all of this, comes several issues in paying to staff members. They cannot work from home neither

do so on the spot. Norwegian Air, announced it would temporarily lay off more than 7,500 staff, 90% of

its workforce, Scandinavian Airlines SAS will do exactly the same. Virgin Atlantic has asked staff to

take an eight-week unpaid leave. So are doing the three major airlines in the US, American, Delta and

United.

 

Consequently, it seems that without government support, the airline industry has little to no salvation,

largely contributing to the massive unemployment we will observe in time ahead. The British largest

domestic airline, Flybe, is already filing for insolvency. Therefore, the political and moral dilemma of

letting failing private companies go down or rescue them up, will arise in the near future in the midst

of political decision. 

 

Time for big decisions all around the political and economic world.



Article written by João Pontes

Globalization — the increasingly barrier-free flow of goods, services and

people across national boundaries is enduring its greatest challenge since

the Great Recession of 2008. But global economic integration may be

able to withstand more than many believe.

The last four years have been marked with a political attack on global

supply chains, started in the U.S., that left multinational companies

beaten and bruised. But it´s the outbreak of this virus, the COVID-19, that

seems to be the most serious threat to globalization.

All the anxiety over Trump´s tariffs in the last two years pale in

comparison with the fear that this virus, in only a few months, would

become an even larger disruptor of 21st century globalization than the

most recent trade disputes. According to some economists, it is expected

that this outbreak will cost the world $320 billion in lost exports of goods

and services more each quarter than the total annual cost of the U.S.-

China trade war.

GLOBALIZATION: WHERE TO NOW?

JOÃO PONTES
BSc in Finance
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It´s no exaggeration to say that the integration that has characterized

trade in the past four decades is under its biggest stress test since the

2008 financial crisis or the September 11 terrorist attacks. In the coming

semester there will certainly be a downturn in the global trade of goods

and services which is sparking fears of renewed recessions in the world´s

largest economies and concerns about whether decision-makers have the

appropriate tools or even the necessary statesmanship to face it.

T H I S  V I R U S ,  I N
O N L Y  A  F E W

M O N T H S ,  W O U L D
B E C O M E  A N  E V E N

L A R G E R
D I S R U P T O R  O F
2 1 S T  C E N T U R Y

G L O B A L I Z A T I O N
T H A N  T H E  M O S T
R E C E N T  T R A D E

D I S P U T E S .



This stands as a “I told you so” moment for all the American and European critics of globalization, who

are raising new concerns about an over-dependence on China for everything from antibiotics and face

masks to paint pigments. And to the rejoice of the Americans in this group, American tariffs have

undoubtedly accelerated an existing trend of shifting production toward local or regional production

and away from China. But it’s been well-documented that the beneficiaries have been places like

Vietnam, Mexico or Eastern Europe rather than the U.S. 

 

And surprisingly enough, according to a World Bank research published last year, trade associated

with global supply chains has already been falling as a share of global commerce since the 2008

financial crisis.

This newsletter was produced by members of LIS |  #04 10

But a warning is due - It

would be wrong to read

that as a sign of de-

globalization.

Since the 2011

earthquake and tsunami

disaster in Japan, which

was followed that year by

floods in Thailand that

also put supply chains 
under enormous pressure, many multinational companies have learned how to deal better with

disasters and other threats to production by diversifying production sites.

As a matter of fact, in the earthquake´s aftermath, one visible consequence was the decision by

Japanese automakers and other companies to move some production offshore as a hedge against

future disasters.

A consolidation of production in a single country due to diversification of supply chains away from

China is unlikely. In some ways, unexpected drawbacks like the tariffs and coronavirus have created an

impetus to broaden global supply chains to many more countries to make them shock-proof rather

than re-nationalize them.

And so, there is an argument to be made that this new coronavirus may end up making the case for

more — not less — globalization.
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