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Market environment 

In the first 2 1/2 weeks of July Eurozone 

equities gradually appreciated some 

7%, only to give away some 8% in the 

final 1 ½ weeks of the month. Markets 

peaked on 21 July 2020 as EU leaders 

finally agreed on a landmark stimulus 

package which will see the bloc issue 

EUR750 billion of joint debt to help 

member states mitigate the economic 

downturn. The emergency fund will 

distribute EUR390 billion of grants and 

EUR360 billion of low-interest loans. 

Italy will likely be the biggest recipient 

with about EUR82 billion in grants and 

approximately EUR127 billion in loans. 

Some 70% of the grants to Italy and 

Spain will be spent in 2021 and 2022. 

Loans provided by the Recovery Fund 

do not have to be repaid until 2058 and 

are on the same terms the EU borrows, 

i.e. close to 0%. 

This is the decicive move towards 

European debt mutualisation, we have 

been awaiting for a very long time. This 

will not only make speculators think 

twice before betting against the Euro 

and Eurozone assets, but, for the first 

time since the Eurozone crisis of 2011, 

renders Eurozone equities investable 

again. Needless to say,  Eurozone 

banks are the major beneficiaries of this 

agreement. 

On the day this deal was announced, 

worries about the delay in approval for 

the next US stimulus bill resurfaced and 

the market was spooked by the 

uncertainty over the US coronavirus 

evolution (some 75% of the US 

population is currently experiencing 

some sort of restrictions), returning to 

focus on growth stocks while ignoring 

valuations. 

Prospects for Britain leaving the EU 

without a trade agreement at the end of 

2020 and the European Central Bank’s 

request to extend a moratorium on 

bank dividend payments and share 

buybacks until 1 January 2021 

obviously did not help. The latter will be 

reviewed in Q4 2020 and would help to 

keep some EUR30bn of capital in the 

banking system. 

Despite the broad unlocking in the 

Eurozone in June and July, daily new 

coronavirus cases were surprisingly 

well contained, an indication of the 

effectiveness of contamination control 

measures in Europe. 

As was the case in Q1, the 

overwhelming majority of our 

companies reported Q2 results 

comfortably ahead of expectations, 

with strong working capital and cost 

management, thus either limiting the 

cash burn or generating FCF. In fact, 

the ratio of 89% beats is the highest I 

have ever experienced. 

5-year forward inflation expectations, 

rose 5 basis points to 1.17%, with EU 

July core CPI spiking to 1.2% from 

0.8% previously and market 

expectations of 0.8%. This move was 

flatly ignored by investors (as reflected 

by the 10-year Bund yield moving in 

opposite direction by declining 7 basis 

points to minus 53 basis points), busy 

worrying about the rebound in US 

COVID cases. The Swiss Franc 

weakened 109 basis points to 1.076, 

on pronounced EUR strength versus all 

other currencies (The USD weakened 

4.8% versus the EUR). 

Global leading indicators continued to 

rally, coming in way ahead of 

expectations, thus driving global 

commodity prices higher. Brent crude 

oil rose 5%, nickel appreciated 8% and 

iron ore jumped 14%. 

July Markit Eurozone Composite PMI 

spiked to 54.8 (back to the highs seen 

in March 2018) from 48.5 reported in 

June, coming in way ahead of 

expectations of 51.1, with particular 

strength in the New Orders component. 

The July US ISM Manufacturing PMI 

jumped to 54.2 versus 52.6 previously, 

way ahead of expectations and with 

notable strength in the all-important 

New Orders sub-index. The July Caixin 

China Manufacturing PMI continued to 

rise to 52.8 versus 51.2 previously, 

comfortably above expectations. 

Performance 

In July, the MSCI EMU Index 

depreciated by 1.4%. The fund’s euro I-

shares declined 5.13%, under-

performing the MSCI EMU Index (net 

dividends reinvested) by 373 basis 

points. 

Performance contributors 

• LafargeHolcim outperformed the 

market by 10% on reporting blow-

out numbers, with recurring EBIT of 

CHF932 million versus market 

expectations of CHF744 million and 

an exceptionally strong FCF of 

CHF749 million. Management 

expects fast demand recovery for 
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the second-half of 2020, with FY20 

FCF of over CHF2 billion and debt 

leverage below 2x. The CEO stated: 

“The peak of the crisis is behind us. 

We expect a solid second-half of the 

year based on June’s full recovery, 

the trend of our order book and 

upcoming government stimulus 

packages." 

• Daimler outperformed the market by 

8% on reporting strong preliminary 

numbers, with a positive Industrial 

FCF of EUR685 million versus 

market expectations of negative 

1.3bn, on strong working capital 

and cost management. June global 

car sales were already slightly 

above 2019 levels. 

• Anheuser-Busch outperformed the 

market by 7% on reporting Q2 

results comfortably ahead of 

expectations with very strong 

volume recovery seen over the 

course of the quarter (April -32.4%, 

May -21.4% and June a positive 

+0.7%). 

• HeidelbergCement outperformed 

the market by 2% on reporting solid 

preliminary numbers with Q2 

operating EBITDA year-on-year 

down 4.5% to EUR 999 million on 

better than expected revenues and 

a break-even in operational cash 

flow. 

• ArcelorMittal outperformed the 

market by 1% on reporting a Q2 

adjusted EBITDA of $707 million 

versus market expectations of $562 

million on strong cost savings in 

Brazil and Mining. 

 

Performance detractors 

• Despite reporting ahead of 

expectations our holdings in 

financials and energy under-

performed across the board, 

ranging from 2% to 15%, dragged 

down by worries of a second 

COVID wave and its potential 

repercussions on growth. 

 

Positioning 

There were no transactions in July. 

Outlook 

Over the course of the past 12 months, 

there have been various major changes 

within the Eurozone framework, the 

major beneficiaries of which are 

Eurozone banks, ironically the worst 

performing sector by a wide margin: 

Last November Germany dropped its 

opposition to a common deposit 

insurance scheme thus opening the 

door for banking reform. By appointing 

Olaf Scholz as finance minister, 

Germany has moved from having the 

most restrictive fiscal stance to the 

loosest in the EU, easing fiscal policy to 

the tune of 8% of GDP. The ECB is 

currently expanding its balance sheet 

as a percentage of GDP to the same 

extent as the Fed does and has 

temporarily dropped the capital key, 

which allows it to disproportionately buy 

southern European debt papers. And 

finally, as of 21 July 2020 the EU 

managed to agree on the terms for the 

EU Recovery Fund, thus taking the last 

step towards European debt 

mutualisation. 

The furlough scheme and loan 

guarantee schemes have meant that 

both unemployment and projected 

corporate bankruptcies have risen far 

less in the EU than in the US. The EU’s 

recovery is therefore likely to be quicker 

than that of the US. According to the 

IMF the euro area should exit this crisis 

with government debt to GDP at a level 

of 43 percentage points below that of 

the US and a budget deficit of 7 

percentage points below. This evidently 

brings less corporate tax risks. 

Contrary to the GFC of 2008/09, when 

wholesale lending constituted a very 

large part of any bank’s balance sheet 

(the unwind of which at the end of 

October 2008 triggered a factual shut-

down of credit availability), corporate 

lending conditions today function quite 

normally. TLTRO3, the vast loan 

guarantee schemes put in place by the 

major Eurozone countries, together 

with the Recovery Fund should ensure 

that the availability of credit will be 

abundant. Corporate loan growth in the 

Eurozone is currently running at some 

7%, the highest in ten years. Eurozone 

banks can access TLTRO funds at -1% 

and can, as long as their loan growth 

does not decline, reinvest those funds 

in government bonds, thus reaping a 

lucrative profit. 

The market is currently implying an 

inconceivable cost of equity for 

Eurozone banks of 13%. The last time 

(2012) the P/B ratio of Eurozone banks 

relative to US banks was this cheap 

(some 60% discount), European banks 

outperformed US banks by 50% over 

the following six months, which 

highlights the potential extent of the 

current opportunity. 

 

NAV: EUR 72.69 

ISIN I shares: LU1975716835 

Valor I shares:  47229643 
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Currency Risk – Non-Base Currency Share Class: Non-based currency share classes may or may not be hedged to the base currency of the Fund. Changes in exchange 

rates will have an impact on the value of shares in the Fund which are not denominated in the base currency. Where hedging strategies are employed, they may not be 

fully effective. 

 

Equity: Investments in equities may be subject to significant fluctuations in value. 

 

Capital at risk: All financial investments involve an element of risk. Therefore, the value of the investment and the income thereof will vary and the initial investment amount 

cannot be guaranteed. 

 

Important legal Information 

This material is communicated by DIVAS Asset Management AG. This material is only to be communicated to institutional investors, investment professionals or market 

counterparties (e.g. banks). It has been solely prepared for informational purposes and does not constitute or form part of, and should not be construed as, an offer, invitation 

or inducement to purchase or subscribe for any securities or services. No part of this material, nor the fact of its distribution, should form the basis of, or be relied on in 

connection with, any contract or commitment of investment decision whatsoever. The information contained herein is preliminary, limited in nature and subject to completion 

and amendment. No representations or warranty, either express or implied, is given or made by any person in relation to the fairness, accuracy, completeness or reliability 

of the information or any opinions contained herein and no reliance whatsoever should be placed on such information or opinions. 

There is no guarantee of trading performance and past performance is not necessarily a guide to future results. In particular the results and graphs above may contain 

hypothetical performance results. Hypothetical performance results are based on various assumptions and may have many inherent limitations, some of which are described 

below. No representation is being made that any account will or is likely to achieve profits or losses similar to those shown; in fact, there are frequently sharp differences 

between hypothetical performance results and the actual results subsequently achieved by any particular trading program. One of the limitations of hypothetical performance 

results is that they are generally prepared with the benefit of hindsight. In addition, hypothetical trading does not involve financial risk, and no hypothetical trading record 

can completely account for the impact of financial risk of actual trading. For example, the ability to withstand losses or to adhere to a particular trading program in spite of 

trading losses are material points which can also adversely affect actual trading results. There are numerous other factors related to the markets in general or to the 

implementation of any specific trading program which cannot be fully accounted for in the preparation of hypothetical performance results and all of which can adversely 

affect trading results. Hypothetical performance results are shown for illustrative purposes only and are not to be relied upon for making investment decisions. Clients must 

base their decisions on their own understanding of the strategy, the service or product and market views. 

DIVAS Asset Management AG may act as a hedging advisor. Any hedging activities carry substantial risks. Hedging can involve short-selling of asset classes with unlimited 

downside risks in certain cases. Prospective clients hedging their portfolio might miss significant upside in the assets they hedge.  Furthermore, there is always a bias 

between the assets being hedged, and the results of the hedging strategy (it is not possible to obtain a continuous hedge with a fix correlation of -1 over time). This bias 

typically increases in situation of market dislocations, as the assets being hedged are typically less liquid than the instruments used for the purpose of hedging these, and 

the losses of the assets being hedged become higher than the gains of the hedging strategy on  the back of an increase in the liquidity premium. 

This material is confidential and intended solely for the information of the person to whom it has been delivered and may not be distributed in any jurisdiction where such 

distribution would constitute a violation of applicable law or regulations. DIVAS Asset Management AG specifically prohibits the redistribution, reproduction or transmittal in 

whole or in part, to third parties. 

If you are a US citizen or resident, or represent a trust which is subject to taxation under US Internal Revenue Service requirements, or represent a  partnership or corporation 

organized under the laws of the United States of America or any state, territory or possession thereof (“US Persons”) you are  prohibited by law from buying investments 

other than those authorized for sale by the SEC. This document shall not be distributed to restricted Persons. 

This material is prepared by DIVAS Asset Management AG, or an affiliate thereof, for informational purposes. No representation or warranty is made that any indicative 

performance or return indicated will be achieved in the future.This material has been prepared by DIVAS Asset Management AG, none of the management company, the 

registrar and transfer agent, the central administration or the custodian of the Fund has independently verified any information contained herein and no party makes any 

representation or warranty as to the accuracy, completeness, or reliability of such information. 

DIVAS Asset Management AG, 2020 

 

Divas Asset Management UG (haftungsbeschränkt), represented by Mr. Hans Ulrich Jost (“Agent“) is a tied agent within the meaning of Article 29 (3) of Directive 2014/65/ 

EU (“MiFID II”) as implemented in the respective national jurisdictions, of ACOLIN Europe AG (“ACOLIN“) and registered in the Tied Agent Registry of the German Federal 

Financial Supervisory Authority (BaFin). The Agent is entitled to engage exclusively in the reception and transmission of orders within the meaning of Annex I A (1) MiFID 

II in relation to one or more financial instruments. The Agent acts only on behalf and for the account of ACOLIN. The financial services performed by the Agent are 

exclusively in relation to the Evolt Dynamic Beta Fund and the DIVAS Eurozone Value Fund, sub-funds to the White Fleet IV Fund. 

 

The information contained therein is intended only for informational purposes and does not constitute an offer for the purchase or sale of financial instruments. All 

information is provided without guarantee and is subject to change. The information contained herein does further not constitute Investment, legal, tax or any other form 

of advice. No investment decision should be made without obtaining qualified financial advice. This email is intended exclusively for professional clients within the meaning 

of Annex II MiFID II. 

 

The information provided in this email may not be copied or forwarded without the express consent of ACOLIN. The information may not be made available to US citizens 

or persons residing in the USA.  

 

This email may contain confidential and/or legally privileged information. If you are not the correct addressee, or you have received this email in error, please inform the 

sender immediately and delete this email.  

DIVAS Asset Management UG, 2020 


