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Derde Kwartaal 2020

General Comment on Market Developments

Economic activity is running ahead of expectations across the developed markets, albeit at
different paces due to varying virus dynamics. Market volatility is returning after months of
steady advances in risk assets, and we see elevated volatility ahead of the November U.S.
election. Bunds have rallied in September whereas US Treasuries were little changed. Credit
spreads were caught up in the risk wobble in the second half of the month to finish it
somewhat weaker whereas sovereigns have bucked the trend and tightened led by periphery.

The euro area’s activity restart is still outpacing expectations, yet it appears to be losing
momentum. Mobility in the region is now just 10% below pre-Covid levels, versus 25% in the
U.S. The recovery has slowed in locations where infection rates have picked up, but the
direction of travel still points to an improvement. Industrial production and construction have
recovered strongly, especially in Italy and Spain. The services rebound has been more mixed,
reflecting a tough environment for contact-intense sectors.

The ECB’s President Lagarde during her speech in Frankfurt on the last day of the month has
hinted at some of the issues and options for the upcoming ECB Policy Review. So far, she has
argued for a clearer inflation target to replace the current on of below but close to 2 percent;
need for a clear consensus on non-traditional policies within the Governing Council and an
improved coordination between monetary and fiscal policies with the Eurozone.

In economic data, Eurozone Inflation has stayed in the negative territory for the second month
in August printing -0.40% YoY. Core inflation fell to 0.40% YoY from 0.80% mark a month
prior. Eurozone PMIs surprised to the downside led by Services. Economic Confidence and
various survey data was generally better than expectations.

September was relatively uneventful in credit markets until its third week when a risk wobble
sent spreads wider. The OAS for the Bloomberg Barclays Euro-Aggregate Corporate index
widened by 5bps to 119bps over the month. The index has, however, delivered a positive total
return of 0.30% owing to a rally in bund yields. Industrials outperformed Financials led by
Cyclical and Capital Goods names. UK bank spreads were under pressure on Brexit related
uncertainty.

Volatility in risk markets has picked up in the second half of the month driven by a number of
factors such as rising COVID cases across the developed markets and increased uncertainty
around the US elections. Despite the price action being relatively subdued, the market has
gone through a sizeable unwind of the compression trade. Demand for CDS hedges also lead
to the basis there turning negative for the first time since before the outbreak.

Rendement

% Kwartaal Jaar tot op 
heden

3-Jaars
Ann.

5-Jaars
Ann.

10-Jaars
Ann.

Fonds 2.0% 4.2% 4.3% 3.4% 4.7%

Benchmark 1.7% 3.8% 4.0% 3.0% 4.2%

Outlook

The US Presidential election has certainly created
uncertainty which could get reflected in global markets.
For now, the focus in Europe is on COVID-19 as the
second wave is surging across countries. While we are
waiting for a new vaccine, the timing in the release and
the manufacturing and distribution will be the key factors
to observe. In the meantime, the ECB support has been
helpful for European economies that have shown some
rebound in economic activities since the easing of the
lockdown.

The team avoids directional macro position and prefers
instead to generate returns through a diverse set of trade
ideas. In Europe, the team continue to be tactical in our
peripheral positions while maintaining an overall
overweight bias there; we remain underweight select
semi-cores.

In credit, we remain cautiously positioned considering
several upcoming risk events such as the November US
presidential elections and the upcoming Brexit deadline.
However, we are constructive on investment grade credit
in the long-term and will therefore look for opportunities
to add risk at better valuations.
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