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Market environment 

The month of June was all about the 

more contagious Delta strain from 

India, respective fears on delayed 

reopenings and its potential impact on 

economic growth and inflation.  

Even though FED chairman Powell and 

various other governors vocally 

advocated the need for early tapering 

on higher than expected inflation, Delta 

variant worries dominated and 

triggered a yield curve flattening rather 

than the steepening the economic data 

would imply. This temporarily initiated a 

buy the dip rally in technology/secular 

growth stocks and had value 

underperform growth by some 350 

basis points. 

The Beige book out early June stated 

that evidence of shortages - whether of 

workers or goods - was widespread, 

and a main source of the rising prices 

that the FED and other officials were 

watching carefully. The Richmond FED 

reported that restaurants and 

hospitality services were unable to 

reopen fully, because they couldn't find 

workers. Retailers were limiting 

inventories because of shipping and 

production delays. With the Eurozone 

starting to reopen its service sector in 

July, similar bottlenecks are likely to 

become visible soon, thus driving 

inflation higher. 

 

Mid-June, some European Central 

Bank officials issued warnings about 

higher rates of inflation, just a day after 

agreeing to keep monetary stimulus 

flowing at an accelerated pace through 

the summer. 

The Bundesbank revised GDP growth 

expectations for 2021/2022 from 3% to 

3.7% and from 4.5% to 5.2% 

respectively. Inflation expectations 

were upped accordingly, moving from 

1.8% to 2.6%. 

Late June case growth increased in the 

UK, remained at low levels in the US 

and Spain, and decreased in Canada, 

Germany, France, and Italy. 

Hospitalisations continued to fall across 

North America and Continental Europe 

and remained at low levels in the UK 

and Portugal despite the increase in 

cases. 

In June 5-year forward inflation 

expectations declined by 1 basis point 

to 1.59%. 

In June the 10-year Bund yield 

oscillated between -15 basis points and 

-22 basis points to close at -21 basis 

points. The Swiss Franc appreciated 

0.2% to 1.0969. 

Despite worries about the Delta variant, 

the commodity complex continued its 

ascent, with Brent crude oil jumping 

8%, Nickel up 1% and iron ore up 4%. 

The June Markit Eurozone Composite 

PMI spiked to a new all-time high of 

59.2 versus 57.1 previously. June EC 

Economic Sentiment Indicator also 

jumped to a new all-time high of 117.9, 

comfortably exceeding the peak level 

seen in January 2018. The June US 

ISM Manufacturing PMI moderated to 

60.6 from 61.2 previously. ISM Prices 

Paid, an indicator of future inflation, 

spiked to a new all-time-high of 92.1, 

comfortably ahead of the expected 87. 

The June Caixin China Manufacturing 

PMI softened to 51.3 versus its 

preceding reading of 52. 

Performance 

In June, the MSCI EMU Index rose 

1.05%. The fund’s euro I-shares 

depreciated 2.79%, underperforming 

the MSCI EMU Index (net dividends 

reinvested) by 384 basis points. 

Performance contributors 

• Royal Dutch Shell and ENI 

outperformed the market by 8%, 

and 1% respectively on the former 

announcing a major disposal and 

the general rise in the oil price. 

• Telefonica outperformed the market 

by 2% supported by an analyst 

recommendation upgrade. 

 

Performance detractors 

• Worries on the potential impact of 

the more aggressive Delta variant 

and the fact that eurozone retail 

banks had in May strongly 

outperformed, had financials 

underperform indiscriminately 

across the board. Aegon, Banco 

BPM, ABN AMRO Bank, Banco 

Santander, AXA, UniCredit, BNP 

Paribas and Société Générale 

underperformed the market by 9%, 

8%, 7%, 7%, 6%, 6%, 6% and 6% 

respectively. 

• Same thing with Cyclicals. 

Covestro, HeidelbergCement and 

ArcelorMittal underperformed the 

market by 6%, 4% and 4% 

respectively. 
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Positioning 

In June, the fund increased its holding 

in Aegon. 

Outlook 

In the past we had repeatedly 

highlighted the immense cash return 

(dividends/share buy-backs) potential 

of the eurozone banking sector. Our 

extensive conversations in June with 

senior management comfortably 

exceeded our expectations. BNP 

Paribas, for example, is currently sitting 

on liquidity reserves of some EUR450 

billion, deposited at the ECB and the 

FED for a cost of some 50 basis points. 

Not that they really needed anything 

close to that amount, but this is 

regulator imposed, expiring October 1, 

2021. Purely operationally BNP 

prudently needed only some EUR200 

billion to run their business, i.e., they 

have a mind-bogling liquidity surplus of 

EUR 250 billion, equivalent to 3 1/2 

times their current market cap. In other 

words, the bank could in theory buy 

back three times the number of shares 

outstanding. 

With Brent crude oil up 75% year-on-

year, the European oil sector is entering 

its most cash generative phase in the 

cycle, as higher commodity prices, 

better margins and volumes across all 

businesses are coupled with ongoing 

capital and cost discipline. On current 

oil prices the group generates some 

USD75 billion in FCF for 2021 and 2022 

or 4 times the 10-year annual average. 

As balance sheet repair is largely 

complete, the sector can now shift its 

focus to returning cash to 

shareholders. Since they already pay 

very generous dividends, they are very 

likely, come 2022, to embark on 

aggressive share buy-backs. 

In recent months, US and Asian 

investors, including domestic investors 

(who have been sellers in recent years), 

have been piling into European equities 

as they are cheaper than the US and 

offer exposure to cyclical sectors that 

benefit from economic reopenings. 

There has been a move into Value and 

Cyclicals, following consistent outflows 

from these styles in previous years. 

However, recent flows have retraced 

only a small amount of the net outflows 

in recent years, and the inflows have 

lagged the improvement in the PMIs 

considerably. European equities have 

been a long-term underperformer and 

hence most investors have much lower 

weightings in the region than 

historically. The ability of European 

equities to continue to attract capital 

will largely be driven by its superior 

GDP and earnings growth. 

There is a major debate ongoing among 

central bankers and investors as to 

whether the current spike in inflation is 

only temporary or will stay with us for an 

extended period of time. It is not 

uncommon for shifts in inflation at 

turning points to be seen as transitory. 

In general, higher inflation is matched 

by higher bond yields. But different 

periods have shown that this trade-off is 

priced differently according to the 

perceived risks. The slope was high in 

the 1970s but low in the 

1980s. Investors didn’t really expect 

the high levels of inflation in the early 

1970s to persist, at least to begin with. 

They were willing to accept a relatively 

low yield compared with reported 

inflation as it began to spike. It took 

some time for expectations to adjust to 

the reality that a high inflation regime 

was likely to last. Similarly, once high 

inflation had become established, by 

the time inflation started to come down 

in the early 1980s investors were 

doubtful that this was the start of a new 

trend. Bond yields remained much 

higher than reported inflation for a long 

time. 

For the last 6 years QE of European and 

US central banks saw to it, that a major 

gap between expected 5-year forward 

inflaton and nominal interest rates 

opened up, i.e., rates trade way below 

expected inflation. The FED mid-June 

clearly and unequivocally signalled it 

will take away the punching ball for 

bond markets by starting tapering 

rather sooner than later. The 

pronounced short-term appreciation of 

the US Dollar this statement triggered, 

will allow the ECB to soon follow suit 

with the same narrative, without risking 

a major sell-off in the US Dollar. 

Removing this artificial support for bond 

markets will ensure that yield curves will 

normalise and the gap to expected 

forward inflation will eventually be 

closed. 

The market across all asset categories 

was totally unprepared for this sudden 

tapering talk, creating the wildest 

girations in various asset categories. 

Hedge funds, heavily positioned in the 

5s30s yield curve steepeners were 

forced to aggressively unwind their 

positions, thus temporarily driving the 

entire yield curve lower. A move in 

extent and intensity very comparable to 

the one experienced at the crash low of 

March 2020. Simultaneously copper 

long positions were unwound with net 

long positions now at its lowest level in 

12 months. 

This brutal short-term reversal on rates 

and commodities beautifully laid the 

ground for the reflation trade to 

continue. Once authorities start 
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tapering, yield curve 

normalisation/steepening will 

materialise rapidly. Should history be 

any guide, once the artificial 

intervention (QE) of the last 6 years is 

removed, the current exceptionally 

healthy global economic environment 

and respective 5-year forward inflation 

expectations would imply a normalised 

10-year Bund yield of +1.25%, rather 

than current -0.21% and a 10-year 

Treasury yield of 2.25%, rather than the 

prevailing 1.47%. Needless to say that 

eurozone financials will be the major 

beneficiaries and momentum/secular 

growth/long duration assets will get 

crushed. 

A fast vaccination rate, falling infections 

and easing restrictions will see euro 

area economic activity to surge in the 

next few months. Strong balance 

sheets mean forward-looking indicators 

of consumer and corporate spending 

are buoyant. Consequently, a eurozone 

GDP growth of some 4.5-5% in 2021 

and 2022 seems quite realistic. The 

fact that inventories globally are close 

to historic lows, will sooner or later 

trigger an inventory cycle, thus further 

fuelling an already overheated global 

economy. 

Property markets globally are running 

hot. From the US to the UK and even in 

Japan, home prices are surging as a 

result of loose monetary policy. Another 

reason for the  central banks to tighten 

monetary policy in the second half. 

This Delta variant will neither seriously 

delay the opening of the global service 

sector nor slow global GDP growth or 

hold back inflation and the 

normalisation of yield curves, but has 

created a very attractive entry point into 

the value space. Go for it! This window 

of opportunity will not be available for 

long. 

 

 

NAV: EUR 119.89 

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 clients, investment professionals or market 

counterparties (e.g., banks). It has been solely prepared for informational and marketing 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 and marketing 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, 2021 

 

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, 2021 


