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Risk markets have continued to grind 
tighter since June

▪ What are our return expectations 
for European high yield ? 

▪ Default expectations and realized 
defaults: what were actual loss 
rates?
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CONCLUSIONS FROM OUR JUNE UPDATE

▪ Risk markets made a significant move in April and May.

▪ We expect to see a gradual tightening from here. 

▪ Visibility remains low but monetary and fiscal stimulus are creating the necessary 
condition to cure the patient. 

▪ The correction so far has created value. For investors with a somewhat longer time 
horizon (12 months), it makes sense to strategically add to positions. Scaling in 
gradually is the message though and one might face volatility.



6 January 28, 2021

SPREADS  TIGHTENED FROM MARCH 2020 ONWARD

Source: DPAM, 26.01.2021

- The recovery continued, with some volatility -

Number of days of pre-crisis level
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MOODY’S FORECAST IN JULY 2020 FOR EUROPEAN DEFAULTS: 
BASE CASE: 6%; OPTIMISTIC : 4%; PESSIMISTIC: 15%

Source: Moody’s Investors Service, 12.07.2020

- Default expectations often overstated -

European speculative-grade default rates (actual and forecast)
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EUROPEAN HY DEFAULTS ENDED THE YEAR 
AT 3.3% IN 2020. AS A RESULT OF UNSEEN MONETARY 

AND FISCAL SUPPORT

Source: JPMorgan, DPAM, 26.01.2021

- Debt moratoria, furloughed employees, extra liquidity loans, … -
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IN ADDITION, RECOVERY RATES WERE UNUSUALLY HIGH,  
RESULTING IN  A VERY LOW LOSS RATE OF  ONLY 1.5%

Source: JPMorgan, DPAM, 26.01.2021 Source: JPMorgan, DPAM, 26.01.2021
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DEFAULTS WERE CONCENTRATED IN A FEW SECTORS

48,1%

32,9%

7,6%

4,1%

7,3%

Travel/Leisure Retail Restaurants Media Finance

Source: JPM, DPAM, 26.01.2021

- Travel, leisure and retail hardest hit -

▪ Travel and lesiure were in the eye of the
storm and were hard hit. Swissport,
Europcar, Hertz, …

▪ Retail as well with names like Takko,
Hema, Dia.

▪ We do not expect defaults to significantly
rise going forward:

▪ The hardest hit players have been restructured
and have a much more sustainable capital
structure.

▪ Two thirds of European high yield is in
industries that are industries that are not or
hardly affected.

▪ Lifting the furlough schemes, debt moratoria
etc. will likely have an impact on the SME
market, but companies with good access to
capital and that are too big to fail will likely
continue to receive support.
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SO WHAT’S LEFT FOR INVESTORS?
VALUATION – RISK PREMIUM

Source: DPAM, 26.01.2021

- Remuneration for volatility and liquidity risk, on top of default risk (3.4% defaults, recovery of 35%) -
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AREN’T WE AFRAID ABOUT INDEBTEDNESS?
NET LEVERAGE INCREASING… BUT LARGE CASH BALANCES

Source: JPMorgan, 19.01.2021

- Companies hoarding cash right after the first lockdowns -
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UP/DOWN RATIO OF RATINGS IN POSITIVE TERRITORY

Source: S&P, Moody’s, Bloomberg, DPAM, 26.01.2021
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SUMMARY

DPAM, 05.05.2020

VALUATION

At current spread levels, we are entering a more neutral stage in valuation terms. This is
bound to be a carry environment rather than a period which will see spreads significantly
tighten. The hunt for yield will remain however a powerful bottom underneath any spread
widening going forward. Risk premiums remain sufficient to cover for normal volatility and
liquidity risks.

DEFAULT RATES

No pick-up in defaults expected. We see very few distressed cases, and in general cash
balances are still very high, also for sectors that were hard hit. Ratings are also gradually
improving across the board.
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PORTFOLIO
CHARACTERISTICS

SUMMARY  (25.01.21)

AuM 323

YTW
1.50

OAD 1.87

BLOOMBERG COMPSITE  RATING BB

Current Income approach
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AuM 203

YTW
2.99

OAD 5.08

BLOOMBERG COMPSITE  RATING BB

Total Return approach

SUMMARY  (25.01.21)

PORTFOLIO
CHARACTERISTICS
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DPAM LEXFTREU

AuM 441

YTW 2.75 2.65

OAD 3.75 3.35

BLOOMBERG
COMPSITE  RATING

BB- BB-

Total Return approach

SUMMARY  (25.01.21)

PORTFOLIO
CHARACTERISTICS
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PORTFOLIO
CONSTRUCTION

CURRENT  RISK LEVEL (25.01.21)1.

OAD OAS

Portfolio OAD Benchmark OAD Portfolio OAS Benchmark OAS

3.75 3.35 304 299

Actively Managed with a 
multi-dimensional approach
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PORTFOLIO
CONSTRUCTION

CURRENT  RISK LEVEL (25.01.21)1.

OAD OAS

Portfolio OAD Benchmark OAD Portfolio OAS Benchmark OAS

3.75 3.35 304 299

Actively Managed with a 
multi-dimensional approach
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PORTFOLIO
CONSTRUCTION

LOOK FROM DIFFERENT ANGLES2.
Subordination exposure on 25.01.21

Market Value (%)

Total Sr. Unsecured Sr. Subordinated Jr. Subordinated

Portfolio 100.00 86.97 0.81 12..22

Benchmark 100.00 87.71 0.79 11.51

PORTFOLIO  SLIGHTLY MORE  
EXPOSED TO CORPORATE 
PERPETUALS

21

Actively Managed with a 
multi-dimensional approach
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PORTFOLIO
CONSTRUCTION

3. 

Portfolio Benchmark Difference

Cash 4.71% 0.00% 4.71%

BB+ 23.35% 30.37% -7.26%

BB 15.82% 17.07% -1.25%

BB- 14.09% 17.30% -3.21%

B+ 5.26% 7.07% -1.81%

B 15.89% 13.19% 2.70%

B- 7.66% 5.77% 1.90%

CCC+ 12.85% 6.42% 6.43%

CCC 0.31% 1.24% -0.93%

CCC- 0.06% 0.77% -0.71%

CC 0.00% 0.81% -0.81%

Rating exposure on 25.01.21 

22

LOOK FROM DIFFERENT ANGLES

Actively Managed with a 
multi-dimensional approach
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PORTFOLIO
CONSTRUCTION

LOOK FROM DIFFERENT ANGLES4. 

Sector exposure on 25.01.21 

Portfolio Benchmark
Difference

Market Value (%) Market Value (%)

Basic Industry 10.01 8.03 1.98

Capital Goods 14.03 13.02 1.01

Cash 4.71 0.00 4.71

Communications 28.65 24.29 4.36

Consumer Cyclical 23.46 27.34 -3.88

Consumer Non-Cyclical 11.42 9.99 1.43

Electric 0.52 1.94 -1.42

Energy 0.77 1.92 -1.15

Natural Gas 0.00 0.52 -0.52

Other Industrial 0.74 2.66 -1.92

Other Utility 0.66 -0.66

Technology 0.76 3.39 -2.63

Transportation 4.93 6.24 -1.31

Total 100 100

23

Actively Managed with a 
multi-dimensional approach
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Present documents do not constitute investment advice nor do they form part of an offer or solicitation for the purchase of
shares, bonds or mutual funds, or an invitation to buy or sell the products or instruments referred to herein.

Applications to invest in any fund referred to in these documents can only validly be made on the basis of the Key Investor
Information Document (KIID), the prospectus and the latest available annual and semi-annual reports. These documents
can be obtained free of charge at Degroof Petercam Asset Management sa, the financial service provider or on the website
www.dpamfunds.com.

All opinions and financial estimates herein reflect a situation at the date of issuance of the documents and are subject to
change without notice. Indeed, past performances are not necessarily a guide to future performances and may not be
repeated.

Degroof Petercam Asset Management sa (“DPAM”) whose registered seat is established Rue Guimard, 18, 1040 Brussels
and who is the author of the present document, has made its best efforts in the preparation of this document and is acting
in the best interests of its clients, without carrying any obligation to achieve any result or performance whatsoever. The
information is based on sources which DPAM believes are reliable. However, DPAM does not guarantee that the
information is accurate and complete.

Present documents may not be duplicated, in whole or in part, or distributed to other persons without prior written
consent of DPAM. These documents may not be distributed to private investors and their use is exclusively restricted to
institutional investors.

For investors in Switzerland, the prospectus, the articles of incorporation of the fund, the latest activity reports and the key
information documents are available free of charge at Bank Degroof Petercam (Switzerland) Ltd, 8 Place de l’Université,
1205 Geneva, Representative Agent and Paying Agent. It is reminded that past performances are not necessarily a guide to
future performances and may not be repeated. Performance does not include commissions or fees charged on subscription
or redemptions’ units.

The information contained in this mail and attachments (hereafter the ‘documents’) 
is provided for pure information purposes only.

DISCLAIMER
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