
 

INVESTMENT PRODUCTS: NOT FDIC INSURED · NOT CDIC INSURED · NOT GOVERNMENT INSURED  
NO BANK GUARANTEE · MAY LOSE VALUE 

 

 

  

Europe Strategy Bulletin | 11th January 2021 

 

 

 
 

 

  

Bullish Europe and UK equities, currencies, high yield bonds  

Summary 

• UK equities overweight, sterling well supported. The UK’s equities and currency have started the year well 

following the EU trade deal and vaccine progress. Admittedly, short-term healthcare and economic challenges are 

significant. However, cheap equity and currency valuations, as well as pent-up demand, create scope for both to 

appreciate.  

• European equities overweight. Investor perceptions of Europe are in the early stages of positive change. Fiscal 

policymaking has been aggressive during the pandemic. The solidarity in evidence during the agreement and 

ratification of the EU Recovery Fund is supportive for the weaker Eurozone periphery countries. And the European 

Central Bank (ECB) continues to support the bloc’s economy and bond prices. Alternative energy is a powerful growth 

driver, supported by government initiatives. The Biden presidency should be a net positive factor for Europe.  

• Both UK and European equities offer particularly good exposure to the areas we favor globally: “COVID 

cyclicals,” value, mid-caps, high dividend yielders and dividend growers.  

• The Euro has further upside potential. While the rally over recent months is largely a result of US dollar weakness, 

further upside is likely to be domestically driven, as further vaccine progress gathers momentum.  

• High yield corporate bonds offer selective opportunities, even after the 27% price rally from March 2020’s lows. 

In an environment of “financial repression,” the average yields of 3.2% look attractive versus cash and other areas of 

the fixed income universe – see Overcoming financial repression in Outlook 2021.  

The first part of this note considers in more detail the three broad reasons for our bullish outlook:  

Firstly, the five-year Brexit uncertainty is over. Further trade deals lie ahead for both the EU and the UK. 

Secondly, the region’s economies are expected to recover in 2021, with growth momentum rising as vaccines are rolled 

out. Policy support is expected to outlast the pandemic. 

Thirdly, valuations are attractive and ownership levels are low. 

The second part of this note summarises eight specific areas of investment opportunity in more detail. Within equity, we 

examine “COVID cyclicals,” value, midcaps, dividend growers, and alternative energy. Within fixed income, we consider 

high yield corporate bonds, and both the euro and sterling in currencies. 

 

 

 

https://www.privatebank.citibank.com/outlook-c/overcoming-financial-repression.html


 

1. EU trade deal with the UK, EU close to trade agreement with China, UK trade deal with Japan 
 
The five-year Brexit process is over  
 
The UK and EU announced a £660 billion post-Brexit free trade agreement (FTA) on 24 December, shortly before the end 
of the transition period on 31 December. The deal will now preserve tariff- and quota-free trade in goods between the two 
sides – figure 1, so long at the UK remains aligned with EU social and environmental standards. There will be continued 
cooperation in areas such as security and cross-border energy. After 47 years, the UK is out of the EU Common 
Agricultural Policy, out of the EU Common Fisheries Policy, and no longer subject to EU regulation under the jurisdiction 
of the European Court of Justice. While the deal does not include services – which make up 80% of UK output – the deal 
is still better than no deal, which would have led to the UK trading on bare World Trade Organization terms with its largest 
trading partner. In addition, the negotiated settlement paves the way for ongoing discussions. These will address areas 
such as financial services, where the two sides hope to come to an agreement by March 2021.  
 
The key to the eventual deal was agreement on a “level playing field” for competition between the two sides. If either side 
believes the other has unfairly breached the agreement – for example, by granting extreme subsidies to enhance 
competitiveness in a certain sector – then it can request a review by an independent arbitration panel. This could possibly 
lead to proportionate retaliatory tariffs being agreed, without impacting the broader agreement.  
 
The “level playing field” agreement led to compromises in fishing from both sides. EU boats currently catch approximately 
€650m worth of fish in UK waters annually. The deal will see EU quotas in UK waters dropping by 25% over a five-and-a-
half year period, significantly below the 80% reduction initially sought by the UK. That five-and-a-half year period was itself 
a compromise, with the EU seeking a 10-year transition, and the UK a 3-year transition. 
 
There are two main areas of ongoing EU-UK uncertainty: 
 

1) The “rules of origin” clause states that all goods must be able to demonstrate that they “originate” in the EU or the 
UK. So, UK goods need to contain approximately 50% UK content for most products in order to qualify for zero 
tariffs. UK firms that trade with the EU will need to analyse their supply chains and industrial processes to 
ascertain if their products qualify for tariff-free access. Absent documentary evidence, their products face potential 
tariffs. 

 
2) Services are not covered by the trade deal. Services account for 80% of the UK’s economic output, with the EU 

accounting for 42% of the UK’s services exports in 2018. Financial services are the biggest component of this, 
contributing 10% of UK output. The sector contributes 10% of all UK tax receipts. In 2019 the UK exported about 
£60 billion of financial services, of which about £25 billion went to the EU. Currently, there is no deal on financial 
services. The UK has lost its “passporting rights,” which allowed UK firms to sell financial products to EU 
customers. Both sides are working towards a memorandum of understanding by the end of March 2021, which 
will outline the potential for an “equivalence” agreement. Equivalence is formal recognition from the EU that UK 
laws governing the financial services sector are of the same standard as the EU’s, and would mean UK banks 
having some access to EU customers. Even then, however, the EU would retain the right to withdraw equivalence 
rights at any point and with very little notice.  
 
At present, there are temporary waivers in the critical areas of clearing and securities settlement. The governor of 
the Bank of England stated firmly last week that having no deal on financial services would be preferable to the 
UK’s becoming a “rule-taker.” This indicates that we should not expect these negotiations to be any easier than 
the hard-fought negotiations for the goods trade deal. The stakes are high: €6 billion ($7.33bn) of daily trading in 
European trading in European equities switched from London to European bourses in the first week of this year. If 
no deal on financial services is the ultimate result, the key area of potential disruption could be the £148 billion-a-
day ($201.8bn) European interest rate swap market. Here, a requirement for EU and UK banks to trade in their 
own jurisdictions (or in the US) would require closing out on one platform before re-opening on another.  
 

The EU moves closer to trade agreement with China 
 
Just before year-end, the EU and China concluded seven years of talks with an outline deal, the “Comprehensive 
Agreement on Investment”. The precise terms remain confidential. Reportedly, for the EU, the deal removes some 
barriers for its companies investing in China, for example joint-venture rules and caps on foreign equity. This reportedly 
includes sectors coveted by European industrials like electric vehicles, telecoms and private hospitals, and possibly also 
financial services, property and shipping services, where the immediate opportunities are less apparent. Other parts of the 
outline deal seek to ensure transparency of subsidies, clear rules against forced technology transfer, and discipline for 
state-owned enterprises. For China, the deal locks in existing market access rights, while also securing some openings in 



areas of manufacturing and renewable energy. Dispute resolution appears to be loose, with China reportedly not 
accepting a binding court system. 
 
The negotiations were driven by Angela Merkel in the last days of Germany’s six-month chairing of the EU Council, with 
German industrial exporters being an important beneficiary of the deal. China and Germany have €200 billion ($244bn) 
trade volume per annum, and China is Germany’s biggest trading partner. The EU has represented the deal as a 
“levelling up” with the US which had secured market access and “level playing field” commitments from China in its 
“Phase 1 “ deal. Nevertheless the deal has attracted criticism from human rights activists and also US President-elect 
Biden’s team who would have preferred a multilateral alliance in addressing the China challenges. Biden’s early priorities 
after his inauguration could have an important bearing on the ease and timing of the EU-China deal ratification. If ratified, 
it will take effect early next year. 
 
The UK is making progress with other trade agreements 
 
In September, the UK and Japan agreed in principle the Comprehensive Economic Partnership Agreement. The deal is 
estimated to increase trade with Japan by around £15 billion ($20.35bn) per annum. The deal goes further than the EU’s 
deal with Japan in areas like e-commerce and financial services, and also provides improved terms for two-way mobility 
for expatriates. The deal is less advantageous for the UK in some areas like agriculture quotas for export to Japan. Major 
investors in the UK such as Nissan and Hitachi will pay reduced tariffs on parts coming from Japan, enjoy streamlined 
regulatory procedures, and have greater legal certainty for their operations. Mid-sized UK exporters to Japan will have 
better protections and incentives. Other provisions include better protections for UK creative industries and iconic UK 
brands.  
 
Perhaps most importantly for the long-term, the Japan deal could become an important stepping-stone for the UK 
eventually to join the much broader Trans-Pacific Partnership. In addition, the UK trade negotiators have spent the last 
three years trying to preserve access to those countries with which they traded as an EU member. To this end, they 
concluded 32 continuity accords with 62 countries before the 31 December 2020 EU exit day. Discussions for new trade 
deals with the US, Australia and New Zealand are ongoing and will now be a greater priority. 

 
2. Economic rebounds expected to gather momentum as the year progresses 

 
After the worst single quarter GDP decline in history in the second quarter of 2020, the likelihood of a further technical 
recession – two successive negative quarters of GDP growth – is high in both Europe and the UK. The powerful third 
quarterly recoveries of 12.5% in Europe and 16% in the UK are expected to be followed by fourth-quarterly slowdowns of 
2-3%. Unfortunately, the more rapid and widespread resurgence of COVID’s second wave is likely to lead to another 
negative quarter to start 2021. The lockdowns are significant impediments to both mobility and confidence. “Socially 
close” services businesses are being hit badly again across all of Europe and the UK, while manufacturing has remained 
resilient – figure 2.  
 

 
In Europe, the second wave of infections and fatalities has been much greater than the first in certain countries like 
Germany and Sweden. In other European countries, there are not yet convincing signs of virus containment. Vaccine 
distribution has been disappointingly slow so far. In the UK, the mutated virus spreads 60% more efficiently, which has 
resulted in a third lockdown that will run until mid-February at the earliest. The UK is a global leader in vaccine 

Figure 1. The EU is still the UK’s biggest trade 
partner  

Figure 2. Divergence between manufacturing and 
services continues    

 
Source: Bloomberg as of January 8 2021 

 

 
Source: Bloomberg as of January 8 2021. These industries are reflected by 
the  Manufacturing, Serves and Composite Markit Purchasing Managers 
Indices.  



development and procurement, and the national vaccination program is gathering momentum towards the demanding 
target of two million every week. 
 
The darkest hour is said to be just before the dawn. There are five factors that give us confidence in the 
economic recoveries later this year. There is upside potential to our current GDP growth forecasts of 4% for the EU 
and 3% for the UK. 
 
Firstly, the lockdowns will be less harmful to economies than in 2Q20. There is much better household 
preparedness than there was in March-April 2020, demonstrated by UK online sales rising to around 36% of total retail 
sales. Governments are permitting workers to attend their offices if they cannot work from home. Across Europe, many 
more factories and shops are open compared with March-April 2020. 
 
Secondly, there is ongoing fiscal and policy support. The overriding policymaking view is that providing too little 

support and tightening too early would lead to far bigger problems such as higher unemployment and more insolvencies 

than borrowing heavily to fund extensive further emergency support.  

On the fiscal side, the French, German and UK governments have each spent around 18% of GDP on emergency 

measures such as furlough schemes, cheap company loans, and contingent liabilities. Policymakers have encouraged 

landlords to show forbearance over rents and banks over loan repayments. The current EU draft budgetary plans are 

indicating an additional fiscal boost across the region of 1.5% of GDP next year, with a significant focus on supporting 

demand, rather than the previous focus on loss-absorption. Given the worse-than-expected second COVID wave, it is 

going to be very important that existing measures are extended. For example, in the UK, the cheap loan scheme, VAT 

reduction and furlough scheme, all currently end around the end of the financial year in April 2020. Extending these could 

take the UK’s budget deficit to over £400 billion ($542.6bn), aggregate debt to over £2.2 trillion, and debt/GDP up to 

nearly 120%. So far, the furlough scheme alone has cost the UK government £40 billion, equating to around 2% of GDP, 

protecting 8.9 million jobs, which is around one-third of the UK workforce. 

The EU’s €750 billion ($916.9bn) Recovery Fund has been ratified and is a game-changer. Member states have shown 

great solidarity during this process, paving the way for €390 billion grants to the weaker peripheral Eurozone countries 

starting next year. The funding will be partly raised through the issuance of EU bonds, collateralized by the EU27 

countries. These new EU bonds will become an important benchmark for further national government issuance. The 

biggest challenge could be that the biggest beneficiaries Italy and Spain – who are in line for €208 billion and €140 billion 

of grants and loans, respectively – could struggle to spend quickly enough due to domestic administrative hurdles. 

Monetary policy remains very loose in order to keep government fiscal costs manageable, and to keep borrowing costs 

low for households and businesses. In addition, inflation rates are not even close to the ECB’s 2% target. Indeed Europe’s 

inflation in December was negative 0.3%, the fifth consecutive deflationary month – figure 3. Recent European Central 

Bank (ECB) and Bank of England (BoE) meetings confirmed that rates will stay at -0.5% and +0.1% respectively, given 

ongoing reservations about the strength of their economic recoveries, and with minimal prospects of reaching their 2% 

inflation targets next year. The BoE has increased its asset purchase program by £150 billion to £795 billion. The ECB’s 

€1.35 trillion Pandemic Emergency Purchase Programme (PEPP) was recently increased by €500 billion. The program’s 

duration was also further extended by nine months to at least March 2022, with maturing PEPP bonds reinvested until at 

least 2023. Targeted Long-Term Refinancing Operations (TLTROs) were also increased, with three additional loan 

programmes announced and the window for the lowest rate extended to June 2022. 

 
Thirdly, manufacturing sectors are starting to benefit from the pickup in Asian import demand. This is important 
support that was not present during the second quarter of 2020. Services sectors are likely to pick up with a lag, driven by 
high savings levels, low rates, and substantial pent-up demand. The short-term pain is acute in some sectors. In the UK 
for example, the Centre for Retail Research estimates the retail sector loses £2 billion per week during lockdown. In the 
UK hotel sector, before the latest lockdown the hotels that were open only averaged 42% occupancy, according to STR 
which provides hospitality industry data. An industry body reckons that 72% of UK pubs and restaurants could become 
financially unviable during the current lockdown. Airlines are flying under 20% of their scheduled flights, while new car 
registrations are not sustaining their autumn recovery. However, these pressures in services areas should not disguise 
the long-term outlook, which is for a recovery to be in full swing by mid-2021. By then, significant vaccination progress is 
expected to have occurred. The recovery is likely to be uneven, though. For example, 60% of France’s population is 
reportedly against taking a vaccine, which could slow the French recovery.  
 
 
 



 

 
 
 
Fourthly, Europe and the UK have a new growth driver in ‘green’ energy, an area in which they are likely to lead 

the way globally. The EU Recovery Fund will raise 30% of the required debt via green bonds. And deployment of the 

loan and grant money will have a significant focus on green initiatives. This follows the earlier EU Green Policy, with its 

target of 32% of energy needs to come from renewable sources by 2030. It also comes in the wake of the EU Green Deal, 

which targets a cut in carbon emissions to 55% of 1990 levels by 2030, with likely enforcement tariffs for countries that 

don’t comply – figure 4. The UK, meanwhile, has a stated aim to become “the Saudi for wind energy”. 

 

Fifthly, there is the high likelihood of the historically strong transatlantic alliance being re-established. Joe 

Biden’s Presidency is positive for Europe. Biden is proud of his Irish heritage and we expect him to be an Atlanticist 

President who will quickly reach out to his traditional allies on several fronts: 

 

• Most critically, we do not expect the simmering trade tensions in several areas – digital taxes, steel and aluminium 

tariffs on both sides, Boeing and Airbus subsidy disputes, and the US 232 investigation – to escalate. Instead, they 

are likely to dissipate gradually. In addition, both Washington and Brussels appear intent on linking their trade and 

climate agendas, to prevent the risk of any unilateral action by either side on carbon taxes sparking a transatlantic 

trade war. Ideally, they would jointly raise global environment standards without boosting protectionism in the process. 

The November 2021 Global Climate conference in Glasgow, chaired by UK Prime Minister Johnson could be an 

important stepping-stone within this cooperative approach. 

 

• If and when Mr Biden takes the US back into the World Health Organization, he is expected to accept the EU 

suggestion to work together on reform of the global health system. 

 

• The US commitment to NATO will be reinforced, probably with a better compromise on “burden sharing” for defence 

spending. 

 

• In the technology sector, both side of the Atlantic are looking to have heavier regulation of the big tech firms and are 

likely to work more closely in shaping global standards. 

 
 

3. Valuations are inexpensive for equities, currencies, and high yield bonds 
 
Europe and the UK have not been popular with global investors for several years. Europe’s economic growth has 

consistently disappointed, it has suffered from periodic bouts of political uncertainty, while concerns over the economic 

health of its peripheral members have persisted. All three of those factors are showing improvement. However, because 

they have held back Europe for a decade, the change in investor perceptions will take time. The UK has endured 

uncertainty over Brexit and domestic politics for five years, which has impacted both domestic confidence and investment 

Figure 3. Inflation still remains negative  Figure 4. Aggressive emission cutting targets 

 
Source: Bloomberg as of January 8 2021 

 
Source: Bloomberg as of January 8 2021.  



in addition to overseas portfolio and direct investment flows. Even accepting that the UK’s long-term economic recovery 

game-plan is not yet clear, the Brexit and domestic political overhangs are now resolved. This is already starting to 

encourage inflows. 

For both Europe and the UK, valuations still reflect the tough last few years. European equities trade on a 12% discount to 

the global average on a forward price-to-earnings basis, while UK equities are on a 23% discount. Both sterling and the 

euro are cheap in real-exchange rate terms. High yield corporate bond yields have fallen a long way already, but look 

attractive in an environment of financial repression.  

 

Investment Opportunities 

Within the European investment landscape, we see eight potentially compelling investment opportunities in 

Europe and the UK. Five of these are equity opportunities, two are foreign exchange opportunities, and one is a 

fixed income opportunity. 

 

1. COVID cyclical* equities are recovering following their 2020 underperformance. These sectors include 

industrials, energy, financials, materials and consumer discretionary. Since early November, COVID cyclical sectors 

have outperformed COVID defensive sectors by 10%. Despite this, however, performance is still 7% behind COVID 

defensive sectors since the beginning of 2020 – figure 5. We expect this divergence to narrow further. In terms of 

index weighting, COVID cyclicals make up between 55% and 60% of European and UK market capitalisation. As 

global economic activity picks up in 2021, we believe COVID cyclicals can continue their outperformance.  

 

* COVID cyclicals are defined as financials, industrials, materials, real estate, consumer discretionary. COVID 

defensives: IT, healthcare, communication services, consumer staples, utilities. 

 

2. Rising bond yields supporting value sectors. European value has underperformed growth over the last decade – 

figure 6. However, the incoming Biden administration and his party’s control of the Senate have seen global yields 

edge higher and the yield curve steepen. These conditions have historically correlated closely with better relative 

performance from value relative to growth. Should value continue its relative global outperformance versus growth, 

both Europe and the UK should outperform in both absolute and relative terms. Value makes up over 50% of their 

market capitalisation. Our favoured value sector remains European banks, which are cheaply valued at average 0.5 

times book value and is supported by dividend resumptions in 2021. 

 

 

 

Figure 5. Rebounding COVID cyclicals  Figure 6. Value underperformance   

 
Source: Bloomberg as of January 8 2021 
“COVID Cyclicals”: Financials, industrials, materials, real estate, consumer 
discretionary. “COVID Defensives”: IT, healthcare, communication services, 
consumer staples, utilities).  Indices are unmanaged. An investor cannot 
invest directly in an index. They are shown for illustrative purposes only and 
do not represent the performance of any specific investment. Past 
performance is no guarantee of future results. Real results may vary. 

 
Source: Bloomberg as of January 8 2021. Value represented by MSCI Europe 
Value Index, growth represented by MSCI Europe Growth Index. Indices are 
unmanaged. An investor cannot invest directly in an index. They are shown 
for illustrative purposes only and do not represent the performance of any 
specific investment. Past performance is no guarantee of future results. Real 
results may vary.  



 

 

3. European small and mid-cap equities (SMID) tend to outperform early in an economic recovery. We expect 

this time to be no different. While SMID are up 65% since the 23 March 2020 lows, we believe there is still further 

to go in absolute and relative terms. An improving economic outlook in Europe supports the more economically 

sensitive SMID companies, while our expectation for a firmer euro also supports more domestically-focused 

companies that dominate the SMID index – figure 7. Additionally, European SMID has also historically 

outperformed by an average 11% during the twelve months following market corrections of at least 20%. Finally, 

“COVID cyclicals” account for nearly two-thirds of the European SMID index, with the largest three sectors - 

industrials, financials and consumer discretionary - accounting for just under 50% - see European SMID equities 

continue to offer attractive investment opportunities. 

 

4. The European “green” story remains compelling. With additional recent impetus from the EU Green Deal and 

the EU Recovery Fund, we have been advising investment in this “Unstoppable Trend” for the long-term (A greener 

Europe offers compelling investment opportunities and A Cleaner Way to Play European Equities). Our equally-

weighted basket of European clean energy companies has outperformed broader Europe by over 67% since the 

beginning of 2020 – figure 8. We believe outperformance in this space is set to continue. The next decade is 

projected to see approximately €1 trillion worth of green investment. And with this number set to increase further, 

greater issuance will result in a widening and deepening of the European green equity universe. 

 
 

5. Compelling dividend story in both Europe and the UK. The yield gaps in both Europe and the UK – that, is 

average dividend yields relative to sovereign bond yields – are the widest globally at 2.7% and 2.8% respectively. 

So, European equities are attractive relative to European fixed income. In addition, the absolute average dividend 

yields of almost 4% in the UK and almost 3% in Europe are high by global standards. This story has been further 

supported by many companies that are starting to or planning to reinstate dividends, including European banks. 

Companies that can sustain dividend growth and continue to fund business expansions are likely to emerge from 

this crisis stronger and see their equity prices outperform in 2021. Dividend growers in Europe have shown long-

term outperformance characteristics. Since 2003, dividend growers in Europe have provided annualised total 

returns of 6.2%, versus broader Europe which has returned only 2.6% - figure 9.  

 

 

6. Constructive euro outlook into 2021. While much of the initial summer move in the euro/US dollar rate from $1.08 

can be attributed to dollar weakness, we believe an improving Euro-area growth outlook driven by vaccine progress 

should support further Euro upside. In addition to underweight global investor allocations to Europe finally turning 

Figure 7. European SMID versus Euro  Figure 8. European renewable outperformance    

 
Source: Bloomberg as of November 10th 2020.  Indices are unmanaged. An 
investor cannot invest directly in an index. They are shown for illustrative 
purposes only and do not represent the performance of any specific 
investment. Past performance is no guarantee of future results. Real results 
may vary. 

 
Source: Bloomberg as of January 8 2021.  The basket reflects an equally 
weighted basket (excluding dividend reinvestment) of Enel, Ibedrola, Orsted, 
E.on, Fortum oyj, Vestas Wind, RWE, EDP, Atlas Copco, Cez, Siemens 
Gamesa Renewable Energy and Alfa Laval. This is neither a solicitation to 
buy nor a recommendation to sell any of the aforementioned securities. 
Utilities = Stoxx Europe 600 Utilities Index, Oil & Gas = Stoxx Europe 600 Oil 
& Gas Index. Indices are unmanaged. An investor cannot invest directly in an 
index. They are shown for illustrative purposes only and do not represent the 
performance of any specific investment. Past performance is no guarantee of 
future results. Real results may vary.  
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– figure 10, relative valuation models suggest the single currency is still 15% undervalued relative to the dollar 

(Further momentum behind Euro upside). We expect a move to $1.27 over the next six to twelve months. 

 

7. Brexit clarity can support further sterling upside. We believe Sterling remains attractively valued based on its 

real-exchange rate against its long-term average level. This is even after the recent move which has seen sterling 

move from $1.15 during the depth of the 2Q20 pandemic crisis to $1.36 currently. Increased clarity as to the UK’s 

new trading arrangements with the EU should support increased inflows from underweight investors and overseas 

demand – figure 11. We expect a move to $1.40 in six to twelve months, as the long-term post-Brexit and post-

COVID roadmap becomes clearer. 

 

 
8. European high yield (HY) corporate bonds continue to provide attractive yield opportunities. While yields 

and spreads have tightened significantly in 2020, Euro HY still offers yields of 3.2% and spreads of 330bps – figure 

12. This looks increasingly attractive as investors are increasingly challenged in finding compelling yield 

opportunities. Despite initial extreme forecasts, defaults in Euro HY have stayed muted, led by lower overall levels 

of leverage and a small energy sector weighting. S&P ratings agency expect the trailing 12-month default rate to 

rise to 8.0% by June 2021.  

 

Issuance throughout much of 2020 continued to be very strong, with €2.3 trillion of issuance across broader 

European corporate credit, which supported the pushing out debt maturity walls. Re-financing in particular 

accounted for nearly two-thirds of total HY issuance, double the annual average of the prior fifteen years. Some 

20% of HY issuance also went towards supporting M&A or LBO situations. The huge issuance was comfortably 

absorbed with most issues oversubscribed. 

 

We expect positive momentum to continue in 2021, supported by ECB bond buying of sovereigns and investment 

grade (IG) bonds trickling down to HY, a hunt for yield, and COVID vaccines supporting risk sentiment. We prefer 

the risk-reward in the “fallen angels” area, which are former investment grade bonds downgraded to high yield. 

 

 

 

 

 

 

 

Figure 9.  Dividend growth strategies tend to 
outperform in the long-term  

Figure 10. EUR – inexpensive despite rally 

 
Source: Bloomberg as of January 8 2021. Dividend growers which have 
consistently grown their dividends for the past 10 years, represented by the 
S&P 350 Europe Dividend Aristocrat Index. Indices are unmanaged. An 
investor cannot invest directly in an index. They are shown for illustrative 
purposes only and do not represent the performance of any specific 
investment. Past performance is no guarantee of future results. Real results 
may vary. 

 
Source: Bloomberg as of January 8 2021. 
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Figure 11.  GBP positioning - net short   Figure 12.  Euro HY yields and spreads (%) 

 
Source: Bloomberg as of January 8 2021  
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