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Vierde Kwartaal 2020

General Comment on Market Developments

A late December surge in new cases and a new virus variant discovered in the UK has led to
increased lockdowns and a new wave of mobility restrictions across the continent. Still, risk
assets continued to perform although to a lesser degree than in November whereas bunds
have stayed largely rangebound with the 10y hovering around -0.60% mark and the 2/10s
curve flattening marginally.

As has been widely expected, the ECB, at its December meeting, has upsized its PEPP
program and announced more TLTROs. The PEPP was increased by a further €500bn to a
total of €1,850 billion with a 9-month extension to March 2022. The Governing Council also
decided to extend the reinvestment of principal payments from maturing securities purchased
under the PEPP until at least the end of 2023.

The ECB also extended the favourable rate for TLTROs longer than expected, 12 months
compared to 6 months consensus. Three additional operations will also be conducted
between June and December 2021. Moreover, the Governing Council decided to raise the
total amount that counterparties will be entitled to borrow in TLTRO III operations from 50 per
cent to 55 per cent of their stock of eligible loans. Interest rates and APP parameters were
held steady as expected.

On December 23rd, the United Kingdom and the European Union have finally agreed to terms
of a trade deal. This remains a large change to the status quo, and the deal struck covers the
goods trade only. Sterling – the go-to proxy for sentiment on the UK – has moved higher on
the news. The deal will provisionally apply from January 1st. The EU Parliament will vote to
ratify the deal in early 2021 followed by member states’ own procedures. While this process
will not necessarily be smooth, it is unlikely to meaningfully challenge or change the deal.

In economic data, the November Euro area inflation numbers were unchanged at -0.3% YoY.
Core CPI remained at 0.2%, in line with earlier estimates. Preliminary December Composite
PMIs for Eurozone showed marked improvement to 49.8pts vs. 45.3pts prior. Consumer
confidence has also improved to -13.9pts vs -17.6pts in November. Industrial Production
contraction slowed from -6.8% to -3.8% YoY, ahead of expectations. The latest Eurozone
Unemployment rate was 8.4%.

European investment grade credits spreads have shown a marginal improvement in
December with the OAS for the Bloomberg Barclays Euro-Aggregate Corporate index
tightened by 2bps to 92bps over the month. The index has delivered an excess return over
duration matched government bonds of 0.25% in December and 1.66% for the whole of 2020
bringing the total return number for the year to 2.77%. Industrials outperformed Utilities and
Financials.

In other positive news, European credit space has seen its first rising star. The Smurfit Kappa
Group a Dublin based packaging company has been upgraded to BBB- by Fitch, a first such
upgrade by any rating agency since the coronavirus outbreak. This means the bonds are now
ECB eligible and have performed strongly on the back of the news.

Rendement

% Kwartaal Jaar tot op 
heden

3-Jaars
Ann.

5-Jaars
Ann.

10-Jaars
Ann.

Fonds 1.2% 5.4% 4.4% 3.5% 5.1%

Benchmark 1.2% 5.0% 4.2% 3.2% 4.7%

Outlook

The news around development and efficacy of COVID-
19 vaccine has triggered enthusiasm in the market.
Nonetheless, the recent upsurge of virus cases and new
social restrictions could slow down the path of recovery
in 2021. The need for alpha has become more important
than ever to navigate the market and deliver return.

Given ECB support renewed in December 2020, we
remain positive on both sovereign and credit assets. This
positive backdrop will continue to support the asset class
and provide confidence across financial players. January
will be a month with high expected supply where we
expect to add risk at better valuations.
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