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Vierde Kwartaal 2021

General Comment on Market Developments

Concerns over the Omicron Covid-19 variant faded in December on early signs that the
variant comes with a lower risk of hospitalisation. It was a significant month for central bank
action however, with updates from the ECB, the Federal Reserve and the Bank of England.

The ECB made further upward revisions to their growth and inflation outlook, confirmed PEPP
is due to end in March 2022 and gave clarity on monetary policy throughout 2022. The ECB
announced a lower expected pace of PEPP purchases in Q1 2022 vs Q4 2021.

To avoid a cliff edge effect when PEPP ends in March 2022, a temporary increase to the
traditional APP (currently running at €20bn per month) was announced. In Q2 2022 this will
run at €40bn, and in Q3 at €30bn. By Q4 2022, the ECB expect this to return to €20bn and
continue at this pace for as long as necessary. The reinvestment horizon for securities
maturing under PEPP was also extended until at least the end of 2024, versus the previously
communicated end of 2023.

The Federal Reserve increased the pace of tapering, reducing the monthly pace of its net
asset purchases by $20 billion for Treasury securities and $10 billion for agency mortgage-
backed securities. The Fed median dots forecast was also updated to reflect an expected 3
hikes in 2022 followed by a further 3 hikes in 2023. Yields ended the month higher, led by the
front-end where the 2-year rate rose 17bps.

The Bank of England announced an increase in base rates of 0.15% to 0.25%. With a vote of
8-1, this was a significant switch around for many members from the 7-2 vote to hold in
November, led by continued strong employment data released a couple days ahead of the
meeting. Inflation forecasts were also upgraded with UK CPI expected to peak at 6% in April
2021, however inflation markets fell from the highs in December, with the 5y5y inflation swap
rate falling to 3.93%.

German yields ended the month higher, driven by both the fading concerns over Omicron and
the news of reduced policy support in 2022. 10-year rates ended the month 17bps higher,
while 30-year rates rose 25bps. Sovereign spreads struggled to perform given the outlook of
reduced policy support. The spread on 10-year Italian government debt ended the month
marginally higher, at 135bps.

The Eurozone composite flash PMI fell to a nine-month-low of 53.4 in December from 55.4 in
November. The release came in slightly below the consensus expectation with the downside
surprise driven by weakness in the service sector which is more exposed to Omicron-related
issues. Manufacturing demand held steady at strong levels.

Spreads reversed some of the November weakness in euro-denominated investment-grade
debt, finishing the month at 0.95% versus 1.08% versus the end of November. While cash
credit remains wider on a quarter-to-date basis, iTraxx Crossover rallied back to the Q4 tights
at 242bps. Over the month, the Bloomberg Barclays Euro-Aggregate Corporate index
delivered an excess return of 0.81%, with Industrials outperforming Utilities and Financials.

Credit Allocation (-): Allocation to credit beta was positive driven by a strong retracement of
credit spreads in December. However, the credit protection trade implemented last month via
iTraxx Crossover detracted and offset the positive gains.

Security and Sector selection (+): The largest contributors were Energy, Banking and Utility
sectors. In Financials, senior secured bonds contributed the most, while in non-Financials,
subordinated debt drove the performance.

Duration and Yield Curve (+): The fund’s underweight in European duration contributed
positively especially after yields reached to their highest time of the year in late December.

Rendement

% Kwartaal Jaar tot op 
heden

3-Jaars
Ann.

5-Jaars
Ann.

10-Jaars
Ann.

Fonds -1.26% -3.78% 2.89% 1.96% 4.72%

Benchmark -0.52% -3.45% 2.66% 1.80% 4.28%

Outlook

PEPP was widely expected to end in March 2022,
however the pace of purchases in Q1 is lower than the
market expected, particularly at a time when Sovereign
bond supply is high. The extension of PEPP
reinvestments until the end of 2024 was not widely
expected and provides additional support to the market
via an additional year of bond buying. While QE remains
in place with no end date, the ECB limited their
optionality by specifying the planned purchase pace
throughout 2022. The ECB also reiterated that QE is
expected to end before a rise in interest rates. This
should keep the front end of the interest rate curve well
anchored, while longer dated yields may rise given
reduced asset purchases.

We remain relatively defensively positioned in credit,
anticipating opportunities to add back risk at better
valuations in January. High-quality bonds remain our
preferred sector given the underperformance in late
November.
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