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Eerste Kwartaal 2020

General Comment on Market Developments

The outbreak of the coronavirus has threatened the eurozone with potentially the worst slump
in its history and a possible resurfacing of threats to the cohesion of the currency union. The
epicentre of the pandemic spread to Europe in March as Italy and Spain both saw confirmed
cases surpass those in China. Borders were closed, many regions and countries were locked
down and entire sectors of the economy paralysed.

The potential economic damage from the virus drove wild swings in financial markets amid a
depth of risk-off fear not seen since the global financial crisis. Sovereign bonds initially rallied
strongly in the risk-off environment. This saw the benchmark 10-year German bund yield drop
to a record low of -0.86%. However, as the scale of the global fiscal response dawned on
investors in terms of unprecedented government deficits and bond issuance, sentiment turned
abruptly. European sovereigns led a sharp retracement of yields. German 30-year yields
surged back into positive territory while Italian 10-year yields spiked 64 bps higher before
easing. A gentler rally to the end of the quarter left the 10-year German bund yield 28 bps
lower over the three months at -0.47%. The 10-year French yield fell 14 bps to -0.02%. In the
periphery, Italy’s 10-year yield surged to 2.43% before easing on stimulus announcements to
end the quarter 11 bps higher at 1.52%.

Inflation in the eurozone slowed in March to 0.7%, which is its weakest pace in five months.
This is down from 1.2% in February and reflects the collapse in oil prices. Inflation is likely to
weaken further in the coming months as efforts to contain the coronavirus demand the
continued widespread shutdown of economic activity. The annual rate of core inflation, which
strips out volatile food and energy costs, slowed to 1.0%.

In the context of the shock caused by the coronavirus, the UK’s departure from the EU at the
end of January proved insignificant. However, initial battle lines drawn ahead of trade talks
highlighted several likely flash points, including over fishing rights and the UK’s rejection of a
“level playing field” of EU standards.

It was a torrid quarter for credit markets, particularly higher-risk sectors, as fears caused by
the spreading Covid-19 pandemic drove intensifying risk-off sentiment that turned into a rout.
The Bloomberg Barclays Euro-Aggregate Corporate index delivered a total return of -6.15%,
of which the excess return was -7.20%. The average option-adjusted spread widened by 146
bps to 2.39%. Euro credit outperformed both US and sterling credit, in part due to the ECB
substantially increasing the scale of its bond purchases in response to the crisis.

The broad lockdowns imposed to contain the spread of the virus weighed heavily on several
consumer-driven sectors, in particular leisure (excess return -40.1%), airlines (-23.5%) and
lodging (-14.5%). Independent energy delivered an excess return of -20.0% although the
impact of plummeting oil prices was less extreme on the euro index compared with the US
index due to a lower concentration of energy firms. Moreover, the energy sector in Europe
comprises more integrated majors that are better able to survive periods of low oil prices.
Bowing to pressure from the ECB, banks agreed to suspend dividend payments until at least
October to retain capital amid the turmoil. Within financial sub-sectors, senior debt
outperformed subordinated debt.

New issuance in the quarter totalled €180.6bn. Despite surging volatility all but strangling the
new issues market in early March, the barrage of central bank and fiscal policy measures that
stabilised markets triggered an aggressive burst of issuance. The total issuance in March of
€62.1bn was up year-on-year, with single-A non-financials at the vanguard of supply.

Rendement

% Kwartaal Jaar tot op 
heden

3-Jaars
Ann.

5-Jaars
Ann.

10-Jaars
Ann.

Fonds 0.4% 0.4% 3.4% 2.1% 4.6%

Benchmark 0.4% 0.4% 3.2% 1.7% 4.1%

Outlook

There are several key factors that will drive the
European financial markets in the future. First of all, the
impact of the confinement that will have a clear impact
on supply and demand across activities. Nevertheless,
there will be some more resilient economies and sectors
within them offering investment opportunities. Second
the length of the lockdown, that can be estimated given
the example of China and based on the latest
government statements. The longer the lockdown, the
greater the economic cost. And finally, the economic
policy response from central banks and governments.
The ECB’s response through a well-designed package of
emergency measures (mainly additional QE of EUR 120
bn and new PEP programme of EUR 750 bn) has been
well received. Governments in Germany, France, Italy
and Spain also put in place fiscal policy actions. Since
then, sovereign and credit spreads seem to have
stabilised.

In macro, we focus on European and US duration while
we maintain a low exposure to Emerging market rates.
Inflation strategies continue to represent an investment
opportunity considering the entry point for breakevens.

In credit, after a collapse of liquidity in March, and
massive spread widening across IG spreads, we are now
seeing improvement in the technical since the central
banks announced policy measures. We have even
noticed falling new issuer premiums in the primary
markets, towards the end of the month, a healthy sign of
stabilization. Nevertheless, we remain cautious on
impacted sectors, where a part of the investment
universe will transition to high yield as a result of future
expected downgrades from credit rating agencies.
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