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Derde Kwartaal 2021

General Comment on Market Developments

Yields ended September higher across developed markets, with the benchmark German 10-
year yield rising 18 basis points (bps) to -0.20%. Risk assets also sold off with the S&P 500
Index ending the month 4.65% lower. Market concern centered around weakening economic
indicators combined with high inflation prints and more hawkish commentary from central
banks, namely the Federal Reserve and the Bank of England.

The European Central Bank, in contrast, stuck to the narrative that the rise in inflation is
mostly transitory and their “key challenge is to ensure that [they] do not overreact to transitory
supply shocks that have no bearing on the medium term, while also nurturing the positive
demand forces that could durably list inflation towards the 2% target”. At their September
meeting the ECB announced a moderation of the Pandemic Emergency Purchase Programme
(PEPP) pace in Q4-21 and upgraded their macroeconomic forecasts. President Lagarde
emphasized that the policy decision as not a “taper”, but rather a “recalibration” of the PEPP.

Business activity in the eurozone disappointed versus expectations, reinforcing the notion that
we are past the point of peak growth in the Euro Area. Purchasing managers’ index (PMI)
readings showed a broad-based loss of momentum. Growth in the service sector moderated
more quickly than expected in September as the reopening-driven recovery is fading. In
manufacturing sector, it appears that the persistence of supply chain issues is not only
constraining output but is now also affecting demand. The quarterly average does however still
show an improvement from Q2 to A3. This is consistent with GDP forecasts which expect
peak growth in the Euro Area to be in Q3.

Inflation remains an area of market focus and 5y5y inflation is now priced at 1.79% in Europe,
a multi-year high. Preliminary data for September Euro Area inflation came in at 0.5%,
bringing Core YoY inflation to 1.9%, in line with expectations. Euro area inflation is expected to
remain high throughout the remainder of 2021 before falling in 2022.

Investment grade credit spreads were resilient in September relative to the weakness seen in
equity markets. The OAS for the Bloomberg Barclays Euro-Aggregate Corporate index was
rangebound and ended the month unchanged at 84bps. The rates moved therefore dominated
total returns for the asset class, with the index delivering a total return of -0.64% bringing the
year-to-date number to -0.31%. Financials outperformed Non-Financials on a month-to-date
basis led by the Banking sector. Spreads decompressed between high-yield and investment-
grade reflecting ‘stagflation’ concerns and elevated anticipated high yield supply.

EPFR data showed continued inflows into Euro investment grade credit in September, while
Euro high yield saw outflows. Data shows investor demand for the asset class has been
focused on actively managed ESG funds, reflecting the broader demand for sustainable
investment solutions.

Credit Allocation (=): Allocation to credit beta was neutral as European credit spreads stayed
to a similar level throughout the month.

Security and Sector selection (+): The risk allocation to senior Industrials and covered bonds
detracted while allocation to Financials performed positively. Duration and Yield Curve (+):
The underweight duration exposure contributed positively as German bund yields ended the
month higher. The short in US duration also outperformed.

.

Rendement

% Kwartaal Jaar tot op 
heden

3-Jaars
Ann.

5-Jaars
Ann.

10-Jaars
Ann.

Fonds 0.94% -2.55% 3.43% 1.92% 4.85%

Benchmark 0.04% -2.94% 2.99% 1.44% 4.34%

Outlook

Over the medium-term, we see Europe as an attractive
market for investment grade fixed income allocations,
given monetary policy is set to remain accommodative
for the foreseeable future. This is in contrast to the US
and the UK where central banks are tapering asset
purchases and looking towards rate hikes. In the short-
term however, we have reduced risk by moving from
subordinated debt into high quality senior paper ahead of
the ECB meeting in December. Given current valuations
and expected supply in January, we prefer to be
positioned more defensively and wait to opportunities to
add back risk at better valuations.
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