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Market developments 

Summer is upon us and we believe this season should continue to be risk on! In the last week or so, doubts may have devel-

oped as investors have closely focused on new virus hotspots in the US, China, and Latin America, which have popped up and 

were frenziedly reported on. There have been questions about the resurgence of the virus and a second wave that could even-

tually disrupt our markets recovery, especially as they have experienced a very good run of late. We remain confident, however, 

and we will highlight our rationale and thoughts below that the positive trend should continue undisturbed. 

 

But first with the resurgence. We do anticipate clusters to emerge but they should stay well localized. We can avoid a second 

wave if governments aggressively contain the virus through testing, tracing, and isolating carriers. Encouraging good hygiene is 

also a good defense, such as hand washing, encouraging the wearing of masks, supporting social distancing, and environmen-

tal disinfecting. This is how the hotspots are being handled in Europe and Asia at this stage and it is encouraging to see that 

certain US states are also starting to embrace such practices. We think of the hotspots as small fires that can be extinguished, 

and we do not expect major lockdowns to re-appear again this year. They would rather be localized and well targeted by health 

authorities minimizing any economic impact. Whilst there may be temporary loss of momentum in certain areas, there should be 

continued economic improvements in other areas still lifting the economic aggregates. We therefore continue to see global eco-

nomic activity continuing to improve, supported by selective government health responses keeping us in the V or more precisely 

the “Swoosh” recovery camp, and this until a vaccine is broadly available by the end of the year. We have previously reported 

that there is now a higher probability of at least some effective therapeutics to be available by the end of 2020. Such therapy 

should be available for hospital treatment use by the end of the year first, with a vaccine likely to be available to the wider popu-

lation by spring 2021. The Astra-Zeneca Oxford joint venture remains quite promising and this would represent a welcome de-

velopment that would surely help sustain higher retail and economic activity. 

 

As clusters emerge, and as economies bottom, the latter should still receive both fiscal and monetary policy support with good 

coordination amongst policy makers providing effective bridges until therapy is widely available. In the US, for instance, it is ex-

pected that US policy makers agree to an additional one trillion US dollars in fiscal stimulus before the August recess, especially 

given the recent developments relating to Covid-19 there and the continued high number of weekly unemployment claims. The 

need for extending unemployment benefits has become more evident in the last couple of weeks. As for the US Federal Re-

serve, and as investor have started reflecting on potentially doubting the recovery following a rise in new cases, Chairman Pow-

ell has reinforced that the benefit from the easier policies will become evident over time to dispel any of these doubts. Their in-

terventions will keep rates at the effective lower bound and to support this notion the Fed Chairman stated that they were “not 

thinking about thinking about raising rates”. They are thinking that the economy needs support from monetary policy for an ex-

tended period of time, and not just through interest rates, but also through asset purchases. Their aim is to go back to last Feb-

ruary’s 3.5% unemployment rate, and we have just started repairing the system (see below regarding the shifting drivers of the 

credit market cycle). In Europe, and equally, the European Central Bank and policy makers are targeting market recovery and 

stability. Philip Lane, member of the Governing Council, recently declared that the increase in the Pandemic Emergency Pur-

chasing Programme was being guided by improving monetary conditions and stabilizing financial markets with its exact figure 

being of secondary importance. Furthermore, the European Recovery Fund is now tantamount to early debt mutualisation steps 

with significant benefits for Southern or periphery economies as it will help avoid leaving a permanent scar on these economies. 

We see the proposed Recovery Fund as a continued catalyst for spread tightening, especially positive for periphery corporates 

and financial institutions. 

 

Given that investors’ doubts could be increasing, we would now turn to the shifting drivers of market cycles, as such investor 

doubts typically correspond to an early stage recovery phase of a market cycle or repair stage. We have stated earlier that we 

do not expect broad or major lockdowns to be re-introduced. We can also rely on good coordination from policy makers to help 

us move from bottom to an early recovery stage. Presently, and after reaching bottom, corporates are doing their part to stay 
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alive rather than grow. The primary focus of hoarding liquidity and building cash levels is also giving way to debt repayments 

and balance sheet repair. The V or Swoosh shape recovery will transition us slowly but surely into a mid-stage bull market or 

recovery stage by year-end that should be supportive of riskier assets. As output rebounds, it is worth noting that consumption 

recovers much quicker than one thinks and a good precedent for this is the last Great Financial Crisis when consumption had 

already recovered to pre-recession levels by the third quarter of 2010. Today, we would argue that household balance sheets 

are in much better shape going into this recession. All this is providing a solid springboard for the recovery to gain momentum, 

with the repair stage we have entered bodying very well for developed market corporate bond spreads still. 

 

Credit markets experienced another solid month of performance overall, but started to cool off towards the end of the month for 

US high yield as coronavirus cases mounted in Southern and Midwestern states. As such, US high yield underperformed other 

major US dollar and euro credit on spreads and excess returns as high yield tightened much less (-10 basis points) and deliv-

ered a sub-1% excess return. Lower quality CCCs tightened by 94 bps while Single Bs and Double Bs were basically flat with 

spread changes of +6 bps and +1 bps, respectively. Performing sectors included airlines (-178 bps), consumer products (-131 

bps), automotive (-64 bps) and energy (-61 bps). Underperforming sectors include entertainment (+98 bps) and healthcare (+40 

bps). 

 

European high yield delivered a total return of +2.0% (in euros) as spread tightened by 42 bps to end the month at 541bps 

(OAS spread). The pound sterling high-yield market posted a total return of +3.0%. In terms of performance by rating bucket, 

triple Cs tightened by 191 bps, followed by single Bs at 58 bps, and BBs at 20 bps. European sub-financials and CoCos under-

performed the European high-yield market. Emerging markets high yield performed strongly, returning +3.25%. 

Portfolio review 

Trading activity in the fund picked up in June. We continued to selectively add risk to borrowers with ample liquidity to survive a 

prolonged downturn, expected to benefit from state aid support, and/or rebound with a gradual reopening of their respective 

economies. Primary markets remained busy throughout the entire month in the U.S. while activity only picked up towards the 

end of the month in Europe. We participated in a couple of deals such as SIG, Level 3, Constellium and profine. 

 

Total exposure to the high-yield credit markets slightly increased to 90%. US high-yield bonds represent 30% of the fund’s as-

sets, while Europe accounts for 52%, including 12% in subordinated financials. Emerging market exposures amounts to roughly 

6% of the portfolio. 

Performance analysis 

The fund’s return was well ahead of the reference index’s return in June. The outperformance was primarily driven by favorable 

credit selection in various sectors, particularly in basic industry, energy and transportation. Other positive return contributors 

was our overweight allocation to banking as well our short position in the senior financial CDS index. This was partly offset by 

our underweight allocation to automotive, which performed well during the month. Our cash balance position was also a drag on 

performance as the market rallied. 

Outlook  

We believe the portfolio is well positioned to generate excess positive returns for the remainder of 2020 predicated on a gradual 

recovery of the global economies in the second half of the year and into 2021 as well as on a favorable technical market back-

drop. We are more heavily weighted towards Europe, which we think is lagging the US and has room for further spread tighten-

ing driven by the accommodative factors mentioned earlier. Finally, we are closely monitoring the health trends associated with 

the coronavirus, which are fluid and driven by timing for effective treatments and an eventual vaccine.  
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 Performance (in %) 

 

Net returns  Rolling 12-month net returns  

EUR  Fund  Index  Start date  End date  Fund Index 

MTD 2.8  1.1  01.07.2019   30.06.2020   -5.1  -2.9 

YTD -7.5  -5.4  01.07.2018  28.06.2019  2.6  5.1  

2019  10.2  11.1  01.07.2017  29.06.2018  0.8  0.1  

3 years p.a.  -0.6  0.8  01.07.2016  30.06.2017  7.4  9.8  

5 years p.a.   0.7  2.6  01.07.2015  30.06.2016  -2.0  1.3  

10 years p.a.  n/a  n/a Index: Customized ICE BofAML High Yield Index hedged EUR  

Since launch 

p.a.  

3.5  4.6  

Launch Date 11.06.2012  Share class: I 

  ISIN: LU0571066975  

 

Past performance is not a reliable indicator of current or future performance. Performance data does not take into account any 

commissions and costs charged when shares of the fund are issued and redeemed, if applicable. The return of the fund may go 

down as well as up due to changes in the rates of exchange between currencies.  

 

 

Disclaimer 

This marketing document was produced for institutional clients, for distribution in AT, CH, DE, ES, FR, GB, IT, LI, LU, SE, SG 

(Professional Investors only). 

This document is for information purposes only and does not constitute an offer, solicitation or recommendation to buy or sell 

shares of the fund/fund units or any investment instruments, to effect any transactions or to conclude any legal act of any kind 

whatsoever. Subscriptions of shares of the fund should in any event be made solely on the basis of the fund's current sales pro-

spectus (the “Sales Prospectus”), the Key Investor Information Document (“KIID”), its articles of incorporation and the most re-

cent annual and semi-annual report of the fund and after seeking the advice of an independent finance, legal, accounting and 

tax specialist. This document is directed only at recipients who are institutional clients such as eligible counterparties or profes-

sional clients as defined by the Markets in Financial Instruments Directive 2014/65/EC (“MiFID”) or similar regulations in other 

jurisdictions. 

In particular, we wish to draw your attention to the following risks: Investments in the securities of emerging-market countries 

may exhibit considerable price volatility and – in addition to the unpredictable social, political and economic environment – may 

also be subject to general operating and regulatory conditions that differ from the standards commonly found in industrialized 

countries. The currencies of emerging-market countries may exhibit wider fluctuations. Investments in riskier, higher-yielding 

bonds are generally considered to be more speculative in nature. These bonds carry a higher credit risk and their prices are 

more volatile than bonds with superior credit ratings. There is also a greater risk of losing the original investment and the associ-

ated income payments. Investments in derivatives are often exposed to the risks associated with the underlying markets or fi-

nancial instruments, as well as issuer risks. Derivatives tend to carry more risk than direct investments. Investment universe 

may involve investments in countries where the local capital markets may not yet qualify as recognized capital markets. Money 

market investments are associated with risks of a money market, such as interest rate fluctuations, inflation risk and economic 

instability.   

Past performance is not a reliable indicator of current or future performance.  

Performance data does not take into account any commissions and costs charged when shares of the fund are issued and re-

deemed, if applicable. The return of the fund may go down as well as up due to changes in rates of exchange between curren-

cies. The value of the money invested in the fund can increase or decrease and there is no guarantee that all or part of your 

invested capital can be redeemed. 

Interested parties may obtain the above-mentioned documents free of charge from the authorized distribution agencies and 

from the offices of the fund at 11-13 Boulevard de la Foire, L-1528 Luxembourg, the paying agent in Austria Erste Bank der oes-

terreichischen Sparkassen AG, Graben 21, A-1010 Vienna, the representative in Switzerland: Vontobel Fonds Services AG, 

Gotthardstrasse 43, 8022 Zurich, the paying agent in Switzerland: Bank Vontobel AG, Gotthardstrasse 43, 8022 Zurich, the 

paying agent in Germany: B. Metzler seel. Sohn & Co. KGaA, Grosse Gallusstrasse 18, 60311 Frankfurt/Main, the paying agent 

in Liechtenstein: Liechtensteinische Landesbank AG, Städtle 44, FL-9490 Vaduz. Refer for more information on the fund to the 

latest prospectus, annual and semi-annual reports as well as the key investor information documents (“KIID”). These documents 

may also be downloaded from our website at vontobel.com/am.In Spain, funds authorized for distribution are recorded in the 
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register of foreign collective investment companies maintained by the Spanish CNMV (under number 280). The KIID can be 

obtained in Spanish from Vontobel Asset Management S.A., Spain Branch, Paseo de la Castellana, 95, Planta 18, E-28046 

Madrid or electronically from atencionalcliente@vontobel.es. The KIID is available in French. The fund is authorized to the com-

mercialization in France since 18-APR-18. Refer for more information on the funds to the Document d’Information Clé pour l’In-

vestisseur (DICI). The funds authorized for distribution in the United Kingdom can be viewed in the FCA register under the 

Scheme Reference Number 466625. This information was approved by Vontobel Asset Management SA, London Branch, 

which has its registered office at Third Floor, 22 Sackville Street, London W1S 3DN and is authorized by the Commission de 

Surveillance du Secteur Financier (CSSF) and subject to limited regulation by the Financial Conduct Authority (FCA). Details 

about the extent of regulation by the FCA are available from Vontobel Asset Management SA, London Branch, on request. The 

KIID can be obtained in English from Vontobel Asset Management SA, London Branch, Third Floor, 22 Sackville Street, London 

W1S 3DN or downloaded from our website vontobel.com/am. Refer for more information regarding subscriptions in Italy to the 

Modulo di Sottoscrizione. For any further information: Vontobel Asset Management S.A., Milan Branch, Piazza degli Affari 3, 

20123 Milano, telefono: 0263673444, e-mail clientrelation@vontobel.it. The KIID is available in Swedish. The fund and its sub-

funds are not available to retail investors in Singapore. Selected subfunds of the fund are currently recognized as restricted 

schemes by the Monetary Authority of Singapore. These subfunds may only be offered to certain prescribed persons on certain 

conditions as provided in the “Securities and Futures Act”, Chapter 289 of Singapore. The fund is not authorized by the Securi-

ties and Futures Commission of Hong Kong. It may only be offered to those investors qualifying as professional investors under 

the Securities and Futures Ordinance. The contents of this document have not been reviewed by any regulatory authority in 

Hong Kong. You are advised to exercise caution and if you are in any doubt about any of the contents of this document, you 

should obtain independent professional advice. This information was approved by Vontobel Asset Management Asia Pacific 

Ltd., which has its registered office at 1901 Gloucester Tower, The Landmark 15 Queen’s Road Central, Hong Kong.   

This document is not the result of a financial analysis and therefore the “Directives on the Independence of Financial Research” 

of the Swiss Bankers Association are not applicable. Vontobel Asset Management AG, its affiliates and/or its board of directors, 

executive management and employees may have or have had interests or positions in, or traded or acted as market maker in 

relevant securities. Furthermore, such entities or persons may have executed transactions for clients in these instruments or 

may provide or have provided corporate finance or other services to relevant companies. 

The MSCI data is for internal use only and may not be redistributed or used in connection with creating or offering any securi-

ties, financial products or indices. Neither MSCI nor any other third party involved in or related to compiling, computing or creat-

ing the MSCI data (the “MSCI Parties”) makes any express or implied warranties or representations with respect to such data 

(or the results to be obtained by the use thereof), and the MSCI Parties hereby expressly disclaim all warranties of originality, 

accuracy, completeness, merchantability or fitness for a particular purpose with respect to such data. Without limiting any of the 

foregoing, in no event shall any of the MSCI Parties have any liability for any direct, indirect, special, punitive, consequential or 

any other damages (including lost profits) even if notified of the possibility of such damages.  

Although Vontobel Asset Management AG (“Vontobel”) believes that the information provided in this document is based on reli-

able sources, it cannot assume responsibility for the quality, correctness, timeliness or completeness of the information con-

tained in this document. Except as permitted under applicable copyright laws, none of this information may be reproduced, 

adapted, uploaded to a third party, linked to, framed, performed in public, distributed or transmitted in any form by any process 

without the specific written consent of Vontobel. To the maximum extent permitted by law, Vontobel will not be liable in any way 

for any loss or damage suffered by you through use or access to this information, or Vontobel’s failure to provide this infor-

mation. Our liability for negligence, breach of contract or contravention of any law as a result of our failure to provide this infor-

mation or any part of it, or for any problems with this information, which cannot be lawfully excluded, is limited, at our option and 

to the maximum extent permitted by law, to resupplying this information or any part of it to you, or to paying for the resupply of 

this information or any part of it to you. Neither this document nor any copy of it may be distributed in any jurisdiction where its 

distribution may be restricted by law. Persons who receive this document should make themselves aware of and adhere to any 

such restrictions. In particular, this document must not be distributed or handed over to US persons and must not be distributed 

in the USA.  
Vontobel Asset Management AG 

Gotthardstrasse 43, 8022 Zürich 

Switzerland 

T +41 58 283 71 11, info@vontobel.com 

vontobel.com/am 


