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Tweede Kwartaal 2024

General Comment on Market Developments

The ECB cut rates for the first time since 2019 in June, reducing its main interest rate 

from 4% to 3.75%. Markets had expected this to occur with ECB effectively pre-

committing to this action following comments in previous meetings. Rhetoric suggested 

consecutive cuts would be unlikely with the central bank more likely to wait on incoming 

inflation and wage data. Markets are broadly in line with between 1 and 2 further cuts 

expected in 2024.

Rates finished the month higher with 10-year German yields rising around 10bps to 

2.60%. French election risk was one of the main drivers of European yields with 

German-French spreads widening materially as investors sought safety in German 

assets. The risk-off move was seen in other countries with German-Italian spreads also 

rising. First round election results saw investors fears recede with probability of a hung 

parliament increasing. This should reduce the chances of a far left or far right party 

gaining a majority and thus implementing spending policies hurting France’s fiscal 

position. 

Headline euro area inflation in June was broadly in line with expectations (2.52%) 

although core surprised slightly to the upside (2.86%). The latter came from core goods 

inflation where decline was less than forecasted. This data is unlikely to change the 

ECB’s overall inflation assessment of gradual disinflation and was in line with ECB 

projections. 

From a growth perspective, forward looking indicators such as Purchasing Manage 

Index’s (PMI’s) printed below expectations. Softer growth, slightly weaker jobs and price 

growth will likely add to the ECB’s belief that it should keep normalising rates at a 

gradual pace. Our own expectations are for the ECB to instruct another 25bp rate cut in 

September.

In credit, French election risk saw spreads widen with French companies having a 

sizeable presence in underlying indices. Whilst retracing towards the end of the month, 

spreads initially rose 17bps from the beginning of the month (closing June 12bps 

higher). Financials underperformed industrials with French Bank spreads 15-20bps 

wider after news of the election broke. The price action was also visible in non-French 

issuers with financials and industrial names impacted through the change in risk 

sentiment. Following this tone, high yield assets underperformed investment grade (IG) 

assets with the spread between BBB and BB securities widening by 12bps. All in yields 

on IG securities are now close to 4% with flat curve ensuring investors are not required 

to assume a material amount of interest rate risk to obtain these yields. 

Performance

Credit Allocation (+): Credit beta contributed to performance in June, with the fund 

benefitting from a defensive position as spreads widened in response to political 

uncertainty around the French election. This was used as an opportunity to add risk, 

which also benefitted the fund as spreads retracted quickly in the final days of the 

month. 

Security and Sector selection (+): Security selection was the main driver of returns, 

rather than sector allocation, with the overweight position in Banking being reduced 

prior to the volatility, primarily via French banks. Not owning subordinated French bank 

bonds also contributed. Within Industrials, an allocation to long-dated bonds from non-

cyclical issuers detracted.  Hedges implemented via CDX (iTraxx Main and iTraxx 

Subordinated Financials) both contributed to alpha, protecting the fund from spread 

widening. 

Macro (+): An overweight duration position in Europe contributed positively, with rates 

rallying in a ‘flight to quality’ in response to the political uncertainty in France. 

Rendement

%
Kwartaal Jaar tot op 

heden

3-Jaars

Ann.

5-Jaars

Ann.

10-Jaars

Ann.

Fonds -1.31% 3.03% -4.85% -2.37% 0.74%

Benchmark -1.44% 2.35% -5.23% -2.67% 0.37%

Outlook

We continue to like owning duration in this market 

environment with a bias towards European duration. 

Very recent market moves have seen 10-year 

German yields approaching 2.60% although we do 

remain prudent given potential volatility arising from 

the second round of the French election. On a 

conviction level we are 1 out of 3 (3 being high 

conviction, 0 being neutral) and therefore stand 

ready to increase should valuations improve. 

Underlying economic data has reduced fears that 

growth is re-accelerating with latest ISM Services 

Index data in the US a timely reminder higher rates 

are having an impact on the real economy. In credit, 

valuations have improved following the volatility in 

June. We’ve used this opportunity to add beta in 

non-French issuers who aren’t directly impacted by 

the outcome. Although spreads have subsequently 

compressed following 1st round French election 

results and equity market performance there remains 

pockets of value, and we’re happy to add risk with a 

bias towards industrials. Whilst recent trend in the 

portfolio has been to favour financials over 

industrials given valuations, our relative value 

analysis shows this relationship has changed. 

Approaching the summer months, we see technicals 

being supportive for IG credit with primary issuance 

falling materially and continued inflows into the asset 

class. . 
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