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Tweede Kwartaal 2020

General Comment on Market Developments

Recovery in risk assets has stalled and reversed somewhat in late June amid concerns about
a possible second wave of the virus, although not enough to undo the positive performance
generated in the first week of the month. The lockdown measures are being gradually eased
across Europe, although full normalization is likely still some time away. A resurgence of
cases in the US is troubling for the market. Overall, bunds have finished June marginally
lower in yield. Sovereign and corporate markets are a touch stronger overall despite spreads
drifting wider in the second half of the month.

At its early June meeting, the ECB has upsized its Pandemic Emergency Purchase
Programme (PEPP) by €600m to €1,350m, and extended its purchase window to June 2021.
The ECB also committed itself to reinvesting the program proceeds at least until June 2022
and hinted that the size could be increased should further virus related developments warrant
it. Main rates and TLTRO modalities were left unchanged. ECB forecasts for core CPI
reflected an expectation of 0.7% in 2020 rising gradually to 1.1% by 2022. President
Lagarde’s comments on last month’s German Constitutional Court ruling revealed that she
was “confident that a good solution will be found”. She has also reiterated the ECB’s position
that the bank falls under the jurisdiction of the ECJ rather than national courts.

The ambitious Franco-German €750m Recovery Fund proposal continues to be hotly debated
in Europe. In essence, the debate is on what form the proposed program will take, grants or
loans to member states, its funding mechanism, and attached conditionality, if any. The initial
proposal has been ground-breaking given it can be viewed as the first small step towards
European debt mutualization. While it is almost certain that the final outcome will be a
compromise, the overall signalling was seen as a positive for risk assets in Europe. A fuller
picture will likely emerge during the July 16-17th European Council summit.

The IMF has published updated economic growth predictions in its World Economic Outlook.
The global economy is forecasted to contract by 4.9% in 2020 before rebounding by 5.4% in
2021. Europe is slated to do worse with -10.2% contraction in 2020 and a 6% recovery in
2021. Italy, Spain and France are all looking at 2020 dips over -12%, whereas Germany
should register at around -8%. In other economic data, Eurozone unemployment continued to
hover near record lows in May at 7.4%, stabilised by short-time work subsidy schemes.

June was another positive month for credit markets as investors continue to favour investment
grade corporates. The OAS for the Bloomberg Barclays Euro-Aggregate Corporate index fell
19bps to 149bps. The index thus delivered a total return of 1.32% bringing the year-to-date
number to -1.19%. Financials outperformed Non-Financials although issuer and industry level
dispersion remains high.

Corporate primary market remains buoyant with the total deal volume now 33% higher than at
the same point in 2019. June showed little in the way of slowing down with the market nearly
matching the €80bn a month pace of April and May. Inflows into the asset class continue
unabated as investors search for yield amid low rates and buoyant equity markets. The ECB
also remains active, purchasing around €1-2bn of corporate bonds per week within its
Corporate Sector Purchasing Programme, and a further €1bn per week within the Pandemic
Emergency Purchase Programme.

Rendement

% Kwartaal Jaar tot op 
heden

3-Jaars
Ann.

5-Jaars
Ann.

10-Jaars
Ann.

Fonds 1.6% 2.1% 3.8% 3.6% 4.7%

Benchmark 1.7% 2.0% 3.6% 3.2% 4.2%

Outlook

In terms of concerns around a second wave of Covid-19
infections, our view is that in Europe outbreaks are likely
to be localised and will be well managed. However,
should the situation in the US worsen it could knock-on
effect on economic activities and risk sentiments
globally. We prefer to be cautiously positioned ahead of
the summer months, reducing our underweight in
Eurozone duration bias.

In terms of credit, generally we think valuations of
European credits are more attractive than their US or UK
counterparts. Again, conscious of the risk of a second
wave causing broader weaker market sentiment, we
prefer to run a smaller overweight to credit risk than we
had been, with plans to add back should we see another
sell-off.
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