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Psychologists use the term “emotional hos-

tage” to describe what happens when a 

human being is gripped by strong emotions 

such as anger or fear, 

and succumbs to instinc-

tive and irrational behav-

ior as the result of an an-

cestral response to the 

perception of a high risk 

or an imminent emergency. In these cases, 

the oldest part of the brain, the limbic sys-

tem, seat of so-called “emotional intelli-

gence,” activates a series of physical and 

psychological reactions dictated by a pri-

mordial survival instinct. These reactions 

spark an immediate response even before 

the brain’s logical and rational neocortex 

can examine the situation. It follows that the 

reaction is rapid but inaccurate, because it 

is hasty and based on scarce information.  

Let’s say for example that during a walk in 

the woods we were unexpectedly con-

fronted with a bear or a wild boar. Many of 

us would start to run, triggering a reaction 

from the animal, rather than following the 

experts’ advice to remain still. The emo-

tional response comes from a small almond-

shaped gland located in the limbic system, 

called the amygdala, which acts as a veri-

table mnemonic reservoir of emotions or, as 

it is properly called, a reservoir of emotional 

memory. If the amygdala is damaged, in 

fact, people no longer feel emotions, even 

strong ones such as fear. The amygdala is 

our brain’s sentinel, in the sense that every 

perception is initially filtered by it. It is sort of 

a “lookout post” monitoring potential 

threats, which are then only later sent to the 

pre-frontal cortex for further processing.   

However, in order to become an “emo-

tional hostage,” it is not enough for the 

amygdala to be activated. There must also 

be a breakdown in our cortical processes, 

which are responsible for balancing emo-

tions. When the filter of rational thought is 

turned off, the neural alarm generated by 

the amygdala takes absolute control of the 

brain and therefore also of our actions. In 

everyday life this warning system has be-

come obsolete, because most of the dan-

gers that the amygdala is ready to respond 

to by drawing on its historical reservoir have 

been eliminated by modern society: it is not 

often that we come face to face with a 

brown bear in the forest, or that we have to 

fight to the death for the simple right to re-

produce.   

However, our world holds other dangers, 

other forms of struggle for survival, often re-

lated to economic, income or property is-

sues. These dangers can sometimes create 

an extraordinary emotional burden, and 

can be interpreted as a real threat to one's 

right to exist. It should come as no surprise, 
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therefore, that the last decade has seen the 

rise of a branch of neuroscience known as 

neuroeconomics, which focuses on the role 

played by emotions in financial decision-

making and scientifically analyzes what 

goes on in the brain. We already know from 

behavioral finance how individuals are loss-

averse, rather than risk-averse according to 

traditional financial theory. Neuroeconom-

ics has succeeded in linking this aversion to 

the activity carried out by the amygdala in 

the brain: functional magnetic resonance 

imaging studies have shown that individuals 

with greater loss aversion exhibit more in-

tense neural activity in the amygdala re-

gion, and that conversely, individuals with 

brain damage in that region behave as per-

fectly rational beings, simply maximizing 

profits and losses, because they are not sub-

ject to the emotional component of deci-

sion-making.  

Another insight of behavioral finance, the 

so-called availability bias, which maintains 

that a person tends to have little inclination 

towards an investment where he has lost 

money in the past, has been explained by 

neuroeconomics by the fact that the amyg-

dala does not get activated when the 

same individual makes new investments.   

"To deny the importance of psychology to 

economic theory would be like denying the 

importance of friction to applications of 

Newtonian mechanics," wrote Robert 

Shiller. In essence, the neoclassical model of 

the individual who makes entirely rational 

decisions describes a world that could exist 

only if humans were deprived of the oldest 

part of their brain.  

So, humans are emotional by nature, and it 

is perfectly normal for this emotionality to 

play an important role in financial decisions. 

What a discovery. Beyond the theoretical 

models, policy makers have always known 

that psychology is a central aspect of their 

steering function, and that investor confi-

dence counts much more than interest 

rates. For this reason, in the last few dec-

ades they have focused pervasively on how 

to guide (one could say manipulate) ex-

pectations in order to pursue economic pol-

icy objectives, creating a highly sophisti-

cated system of rational arguments de-

signed to contain the community's emo-

tions during an economic or financial crisis.  

In neuroeconomic terms, one could say 

that their job has become to strengthen the 

rational part of the brain in the face of the 

emotions triggered by the amygdala -- po-

tentially very pronounced given its little ex-

perience with these kinds of threats – there-

fore trying to avoid investors from becoming 

“emotional hostages.” After the crisis of 

2008, this job moved to center stage for 

central bankers: almost every measure they 

take is not necessarily in the best long-term 

interests of society, but essentially to con-

tinue to feed, or at least shore up, market 

expectations. Central banks have been so 

successful in this regard that prior to the 

pandemic, markets had become literally in-

sensitive to any bad news, with a structural 

drop in volatility and an increase in correla-

tion across all asset classes. Any jolt of risk 

aversion induced by negative news was 

quickly extinguished by the rational part of 

the brain, "fed" by reassuring arguments 

about the absolute determination of cen-

tral bankers to do whatever was necessary 

to stabilize the markets. It is as if we were 

faced with the brown bear in the forest, pro-

tected by a hunter with a precision rifle 

aimed at the animal, busy reassuring us with 

a firm, calm voice, inviting us to remain still.  

With the advent of the pandemic, investors 

found themselves facing a totally new situ-

ation, and emotion temporarily took over, 

forcing the authorities to cross the Rubicon 

metaphorically. They did so by activating 

both Fiscal Dominance and Financial Re-

pression 2.0, i.e., helicopter money in favor 

of companies and families, and conversion 

of the credit market into an instrument of 

monetary policy. The precision rifle was not 
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enough this time. What was needed was 

the proverbial bazooka brought in by a sec-

ond hunter, namely fiscal policy. Once 

again, it was “mission accomplished,” as 

witnessed by 

the prodigious 

recovery of the 

markets, which 

never before 

had faced such 

a rapid collapse 

and then pro-

duced such a 

dramatic recovery.  

But the effect has been a disturbing stand-

ardization of thinking that invites reflection. 

In fact, 2021 looks like a year in which it is 

hard to find even a single voice not singing 

from the same hymnal: the virus is gradually 

coming under control; a solid recovery of 

growth and profits in on the way; low vola-

tility of risky assets in general; further con-

traction of spreads; and a moderate rise in 

interest rates. It is as if the fear of the risks, 

which nevertheless remain, has been com-

pletely defeated by the official narrative for 

the time being. Investors behave as if their 

amygdala is damaged, no longer sensing 

the danger, or as if their cognitive processes 

are now devoid of the ability to criticize.   

In fact, we must remember that the state of 

“emotional hostage” can also be induced 

by positive emotions, such as euphoria or 

enthusiasm, and that rational thought is 

nourished by what is fed to it, sometimes 

generating cognitive bias. As Lippmann 

said, when everyone thinks alike, no one 

thinks much. If cortical processes always re-

sult in a green light instead of a filter, it is as 

if our instinct for survival is silenced. The situ-

ation brings to mind nitrogen narcosis and 

scuba divers: if they descend beyond cer-

tain depths, the toxic effect of the inhaled 

gas can make them euphoric and push 

them to descend further, to levels from 

which it is no longer possible to ascend. 

Ever since I got my scuba diving license 

twenty years ago, nitrogen narcosis has al-

ways struck my imagination, and it often 

comes to mind when I think about the cur-

rent state of the markets. In the dark waters 

of economic stagnation induced by low 

productivity, a declining demographic 

curve, unequal distribution of income and 

wealth, and excessive private debt, we nor-

mally would not keep pushing to go deeper 

if the tank were not constantly refilled, al-

lowing us to reach depths beyond which 

the mixture becomes toxic. 

These are the dominant feelings on my mind 

when I look at 2021, aware that I am as 

much under narcosis as anyone else.  At the 

end of the day, the physical pain inflicted 

on the credit markets by the pandemic -- a 

shock of gigantic proportions to the real 

economy -- was reduced to a month and a 

half of enormous volatility, from around mid-

February until the third week of March. After 

that, in the subsequent two weeks, global 

authorities stepped in and triggered a gi-

gantic and uninterrupted rally, reinforced 

by the positive news about the vaccine in 

the last quarter, which we anticipated (in 

The Credit Voice of September, Operation 

Warp Drive). The rally brought investment-

grade  (IG) market spreads back to where 

they were at the end of 2019 (with yields at 

record lows) and high yield market spreads 

to levels between 20 and 50 bps above, 

with the final weeks of 2020 making an early 

gift of a substantial portion of the potential 

gains for 2021. Absolute and excess returns 

are positive everywhere for 2020, with the 

former pumped up by the vertical decline 

in interest rates, particularly in USD-denomi-

nated markets (in euro-equivalent terms US 

IG +8%, emerging HY +7%, US HY +4%). 
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On the surface, the 2020 crisis appears to be 

very mild compared to what we saw in 

2008-2009: at that time the IG markets suf-

fered declines in euros of between 4% and 

10% compared to rises of 3%-8% this year, 

the HY markets suffered declines in the or-

der of 30-35% compared to gains of be-

tween 2.5% and 7% in 2020. Spreads 

peaked this time at much lower levels, both 

for the IG market (250 bps for the European 

market 

compared 

with 400 

bps in 

2009, and 

around 350 

during the 

European 

sovereign crisis in 2011; 400 bps for the 

American market compared with 600 bps in 

2009) and for the HY market (950 bps for the 

European market compared with over 2000 

bps in 2009; 1100 bps for the American mar-

ket compared with 2150 bps in 2009). De-

fault rates in the speculative sector (around 

6% globally according to Moody's) are ex-

tremely low, less than half those recorded in 

2008-2009, aligned more with levels typical 

of a mid-cycle slowdown than with an eco-

nomic disaster of 

this magnitude. 

Bankruptcies in 

the pandemic 

era are at multi-

year lows, 

demonstrating 

that bankruptcies of this type are primarily 

linked to the performance of financial mar-

kets rather than to the real economy and 

corpo-

rate 

funda-

men-

tals.  

In the 

USA, the 

level of 

gross 

debt to 

EBITDA in 

the invest-

ment 

grade 

segment 

is at record highs. While it should certainly 

be mentioned that this is partly due to the 

rush of companies to accumulate liquidity 

for precautionary purposes (and with rec-

ord levels of cash on their balance sheets, 

the corresponding net debt ratios are less 

alarming), it is important to understand 

what will happen to this liquidity in the com-

ing years, in particular in 2021.  

Unlike in the 

past, in this crisis 

total debt has 

exploded rather 

than con-

tracted. Com-

panies have 

been aided ex-

traordinarily well by monetary authority in-

terventions aimed at reopening primary 

markets and oiling secondary markets, 

channeling resources directly to strategic 

companies or sectors most affected by 

Covid-19, and pushing banks to continue 

lending (albeit with public guarantees). This 

debt, however, at the moment has not 

gone to finance investment and thus im-

prove future cash generation. In 2021, com-

panies will have to decide to what extent to 

use the accumulated liquidity to reduce 

debt through LME operations, to what ex-

tent to finance any investment programs, 

and to what extent to return cash to inves-

tors or finance external growth programs. 

There are certainly questions about this in 

light of the fact that spreads have returned 

to ultra-tight levels, incentivizing policies 

that are once again shareholder-oriented. 

In spite of the full recovery of the markets, 

2020 was a much more difficult year than 
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2008 for short and ultra-short term credit 

strategies, and therefore also for our relative 

HY strategies, incorporated in the Lemanik 

Active Short-Term Credit and Lemanik 

Spring funds. The two institutional class funds 

closed the year with positive net returns in 

excess of LIBOR and very close to the an-

nual targets, with very interesting gross re-

turns (+2.50% and +4% respectively) in risk-

adjusted terms, when compared to the Eu-

ropean HY market trend (+2.75% in 2020). It 

must be remembered that the expected 

sensitivity of these two sub-funds, on the ba-

sis of the very short average residual life of 

their bond portfolios, is respectively around 

20% and 40%, and therefore the returns are 

certainly interesting compared to the mar-

ket trend.  

However, the sub-funds suffered a draw-

down during the month and a half of mar-

ket collapse, the proportions of which ap-

pear extraordinarily misaligned compared 

to historical volatility, and to the ability to 

preserve capital demonstrated in every 

market context from the end of 2007 until 

before the pandemic. This also includes 

2008, when the drawdown in the institu-

tional class was <2%, and the absolute pos-

itive net return for the investor was over 4% 

in euros (almost 6% in gross terms). 

The physical pain has passed, thanks to the 

strong recovery from the lows of late March-

early April, but the psychological pain of in-

vestors remains, who throughout 2020 have 

continued to move resources out of short-

term European HY funds (which have lost 

over 25% of assets under management 

compared to 

marginally 

positive flows 

for dedicated 

funds exclud-

ing ETFs), sur-

prised by the 

remarkable 

underperfor-

mance of the short-term part of the credit 

curves in risk-adjusted terms. It is important, 

therefore, to recap the factors that caused 

most of the volatility of this market segment 

in general, and of our sub-funds specifically, 

and to emphasize opportunities and risks for 

2021 associated with these factors: 

 Direction of spreads 

 The structure of the HY curves 

 Development of the energy sector 

 Scandinavian HY market develop-

ment 

Spread direction. The speed of the move-

ment of widening spreads and the inversion 

of credit curves is the trademark of 2020. 

Taking the US HY market as a reference, 

which alone accounts for almost 60% of the 

global HY market, in little more than a 

month (between mid-February and the 

third week of March) spreads rose from the 

typical comfort zone in the 300-400 bps 

area to 1100 bps, a leap of over 700 basis 

points. In contrast, in the first phase of the 

crisis in 2008, from June 2007 until the Leh-

man default, it took 15 months to bring 

spreads to these levels. At the peak of the 

spreads on March 23rd of this year, the dif-

ference between the average spread of 

the 0-3 years area (approx. 1600 basis 

points) and the market as a whole was over 

500 basis points, a massive level of curve in-

version, which in 2008 was came a full nine 

months after the start of the crisis.  

This level of rapidity had two immediate ef-

fects: 1) the jump in spreads suddenly de-

nied access to the primary market to hun-

dreds of companies, which overnight found 

themselves unable to raise capital; 2) de-

spite the short duration, which suppresses 

the price effect associated with spread wid-

enings, the explosion of spreads in the short 

and ultra-short part of the curves did not al-

low enough time for the generous income 

generated by these funds to absorb losses.  
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This explosion can be explained by looking 

at the abnormal effect that the acute 

phase of pandemic had on company bal-

ance sheets, forcing companies to channel 

liquidity otherwise destined for the amortiza-

tion of existing debt to cover operating 

costs, at a time when capital markets were 

frozen. Contrary to what happened in 2008-

2009, when the short-term portion held up 

well for several months (testifying to the di-

luted timeframe with which even a serious 

financial 

crisis nor-

mally pene-

trates the 

balance 

sheet of a 

well-managed company), investors found 

themselves faced with a potential, immi-

nent cascade of bankruptcies, against 

which the short maturity no longer offered 

its traditional protection. If a company suf-

fers an instantaneous EBITDA crunch in the 

range of 50-80%, creating the probability of 

looming bankruptcy, investors react by driv-

ing the prices of all its issues with the same 

legal status towards a possible post-bank-

ruptcy recovery value, regardless of ma-

turity.  

This is what causes the massive inversion of 

the curve, and only an exogenous event as 

unpredictable and global in scope as this 

one could have generated such a response 

on a large scale.  The graph shows the 

spread curve of the B-rated issuers of the 

American HY market: the light green curve 

refers to December 31, 2019, the dark green 

one to December 31, 2020, while the gold 

one refers to the date when the peak of the 

spreads was reached, March 23. On that 

date the curve shows the end of a massive 

bear-flattening movement first, and then a 

curve inversion. Spreads then returned to an 

increasing normalization (normalization and 

bull-steepening) of the curve up until now, 

but the setup is still relatively flat compared 

to the end of 2019. 

 

Regarding the outlook, we will most likely still 

be under nitrogen narcosis in 2021, and we 

will continue to plumb even lower depths. 

Contrary to 

what I read eve-

rywhere about 

strategists' con-

cern about 

stretched credit 

valuations, es-

pecially in IG (a 

leading cause of 

investors’ anxie-

ties according to the most recent surveys), I 

believe there is still room for contraction of 

IG and HY spreads, and compression of 

HY/IG multiples; not only because there is 

no alternative (the same situation as pre-

pandemic), but mainly because, as men-

tioned, 

spreads 

have be-

come part 

of the cen-

tral banks' 

Lebens-

raum. The 

slice of the 

global bond 

market with a 

negative 

yield contin-

ues to grow (about $17 trillion), especially in 

Europe (now over 70% of the total), and also 

in the European corporate world (over 40% 

of the total), where the ECB already holds 

about €300 billion, and will continue inexo-

rably to buy throughout the year. The supply 

of IG securities in 2021 is set to fall by more 

than 30% year-on-year from the 2020 binge, 

even in the US, and it is likely and that com-

panies themselves will use much of the ex-

cess liquidity to buy back some of their 

debt.  
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Should growth continue to normalize as ex-

pected, interest rates should continue to 

rise slightly, making the carry and excess re-

turn expected from the credit markets indis-

pensable? The real game changer of 2020, 

however, was the Fed's provision of several 

credit lines designed to support both the pri-

mary and secondary markets in the various 

credit niches, with the icing on the cake be-

ing the inclusion, announced on April 9, of 

high-yield ETFs on the list of potential pur-

chases. As can be seen from the table, the 

number of shots actually fired compared to 

the size of the arsenal is very modest. The 

second hunter (fiscal policy that made the 

public funds available that allowed the Fed 

enough leverage to create new credit 

lines) only needed to show the bear his ba-

zooka: the market got the message and did 

practically everything on its own.  

Investors have also on the whole ignored 

the tensions that emerged a few weeks ago 

between Treasury Secretary Mnuchin and 

the Fed regarding the extension of the facil-

ities past the end of the year, with the Sec-

retary’s demand to return unspent funds to 

the Treasury. Investors were able to ignore it 

for essentially for two reasons: 1) although a 

new arrangement of the credit facilities for 

the same amount would require legislative 

approval, there would hardly be a lack of 

political will to do this if it were needed; 2) 

Mnuchin is on his way out, and the new 

Treasury Secretary, named Janet Yellen, 

should not have any difficulty in restoring 

harmony between the administration and 

the central bank. 

I believe that as a result of all this, the big-

gest risk for 2021 continues to be the pan-

demic, because everything is not as simple 

and straightforward as the market seems to 

discount. Many uncertainties remain: from 

supply problems (vaccinating the entire 

world population is estimated to take until 

2023 or 2024), to logistical and distribution 

criticalities (with some large developing 

countries like India probably unequipped to 

manage the cold storage properly, and a 

very short useful life of vaccines -- a month 

maximum in the case of the two most prom-

ising Pfizer and Moderna); from the long-

term side effects to repeated mutations 

(Great Britain, South Africa); from the rela-

tively limited temporal coverage of immun-

izing antibodies (8-9 months), to the effec-

tive individual willingness to vaccinate and 

the consequent achievement of global 

herd immunity.  

At least 70% of the world's population must 

be vaccinated to reach herd immunity, 

and distribution must be homogeneous, 

both in terms of supply and availability. The 

first aspect is already problematic, since 

there is a clear distinction between devel-

oped and developing countries. But individ-

ual willingness to vaccinate is also markedly 

different from country to country, as can be 

seen from the table, which also shows a 

lower propensity in general in the latest sur-

veys. Ultimately, the pandemic could cer-

tainly still generate volatility during 2021, 

and it should certainly still be considered as 

the major risk factor, since all other factors 

converge favorably in one direction, and 
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credit valuations are not yet an insurmount-

able obstacle.  

Material widening caused by setbacks on 

the virus front should be regarded as buying 

opportunity, as central banks are not likely 

to be slow to intervene massively to 

dampen volatility and stabilize markets by 

re-filling the tank. Lemanik Spring's alterna-

tive strategies, enhanced by the expansion 

of the range of derivative instruments avail-

able in September (Total return swaps, 

Credit Options, Index tranches) could ben-

efit greatly from these moments of in-

creased volatility.  

If the pandemic were to be handled with 

relative ease, the returns of the HY market 

could be decent in 2021, especially when 

compared to the government and corpo-

rate IG sectors. Taking the European HY 

market as a reference, where average 

spreads are around 370 bps (OAS), the min-

imum target could be the pre-pandemic 

levels of 325 bps, with potential overshoot-

ing below 300 bps. In fact, I foresee that the 

European IG market could hit 2017 spread 

lows in the 75 bps area (from the current 93), 

and that HY/IG multiple could compress be-

low the current 4x level, potentially down to 

3.75x (281 bps or so). All of this should be 

supported by falling bankruptcy rates, 

which should not exceed 2% in Europe in 

2021.  

Is there a limit to this? Yes, but not in 2021: 

The integration of lax fiscal policy and ultra-

expansive and subservient monetary policy 

(potentially via curve control frameworks as 

is already the case in Japan) should over 

time produce a rise in inflation and the as-

sociated expectations, especially after the 

Copernican regime change introduced by 

the Fed at Jackson Hole in August, therefore 

making it difficult for the Fed to maintain 

these policies of perpetual balance sheet 

expansion and financial repression in the 

long run. 

The shape of the HY curves.  As mentioned, 

HY curves are still relatively flat compared to 

the pre-pandemic situation, largely due to 

the significant outflows seen on dedicated 

funds. In 2021, the curves should move into 

further bull-steepening, with spreads con-

tracting more on the short end than the 

long end, greatly benefiting ultra-short and 

short-term funds. This should be ensured by 

the perceived temporariness of the moral 

hazard policies promoted by central bank-

ers, which offer a lot of collateral for refi-

nancing short securities, but only indirect 

support for the long end. In addition, gov-

ernment curves should also steepen, driven 

by rising rates in the long end in line with the 

return of growth, and this should again favor 

the short end of credit curves in relative 

terms. A negative factor in 2020 for Active 

Short-Term Credit and Spring, which will 

convert to an opportunity in 2021, is posi-

tioning on the ultra-short and short end of 

the curves. 

Energy Sector Performance. After a dra-

matic 2020 for the sector, which contrib-

uted the largest share of the limited credit 

losses on Active and Spring, 2021 appears 

to be a year in which we see opportunities. 

While risks obviously remain both on the de-

mand side -- which continues to be bur-

dened by the elastic pandemic contain-

ment measures in several key countries -- 

and on the supply side -- where despite 

OPEC's heroic efforts, inventory levels re-

main high, and recent price increases 

could spur a re-acceleration of production 

in the U.S. shale sector -- one cannot ignore 

the monumental progress made by com-

panies on the cost reduction and invest-

ment front. In the US in particular, compa-

nies in the Exploration and Production sec-

tor are no longer run on an expansionary 

basis, which had led them to burn cash in-

temperately over the past 5 years and thus 

destroy capital, but have finally shifted their 
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focus to cash gen-

eration, limiting re-

investment to 70-

80% of cash flows 

and production 

growth in many 

cases to 5% or less.  

This is making the sector capable of attract-

ing equity capital again, with an estimated 

FCF yield for 2021 (10-12%) double that of 

the average S&P index, and promoting 

consolidation deals. It is also worth mention-

ing that an average failure rate of nearly 

20% in 2020 (and 11% in 2019) in the US HY 

Energy sector has wiped out the most frag-

ile companies (there have been some $85 

billion of Fallen Angels in the sector in the 

past year). Therefore, average credit qual-

ity in the US has drastically improved, with 

70% represented by BB ratings. With nearly 

400 bps of positive spread over the US HY 

market excluding energy, I believe for that 

the outlook is good. Active Short-Term 

Credit and Spring start 2021 with portfolio 

weights on energy globally in the 8%-10% 

range. 

Scandinavian HY market performance. A 

factor that weighed heavily on the draw-

down of our sub-funds in 2020 was the sig-

nificant underperformance of the Scandi-

navian HY sub-fund, whose decline during 

the crisis came to around 30% in euros, well 

above the levels of around 20% for the main 

HY markets. The main market in the Scandi-

navian segment, Norwegian HY, fell even 

more (-37.5% in euro). The drop was much 

more violent than that seen in the main 

markets primarily due to a liquidity crisis gen-

erated by the concomitance of two fac-

tors: 1) the collapse of the Norwegian krone, 

which forced local asset managers into liq-

uidations of dollar-denominated securities 

at hedged exchange rates in order to meet 

the margin calls on forward exchange rates 

presented daily by custodians; 2) a wave of 

redemptions on Swedish funds, which in a 

few weeks in March lost 40% of their assets 

under management, forcing them first into 

fire sales in a totally illiquid market, and then 

to halt redemptions.  

The recovery from the lows was then very 

slow, as the Scandinavian market generally 

lags behind the lead markets. This was even 

more true this year, when the epicenter of 

the massive bailout moves by the authorities 

was focused on the US and Europe. The 

market has fully recovered its losses, but re-

mains behind the major markets, with the 

consequence of looking decidedly attrac-

tive in relative terms. The average spread is 

just over 600 bps, and is more than 200 basis 

points higher than the core markets, which 

now have spreads of less than 400 bps. The 
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bankruptcy dynamics in 2020 were appar-

ently worse than in the United States, 10% 

versus about 8%. But it should be remem-

bered first of all that bankruptcies in the en-

ergy sector are also a significant factor 

here. Moreover, many amend & extend 

events in Scandinavia were decidedly fa-

vorable to the creditor, or even accretive; 

many securities enjoy direct or indirect col-

lateral, making recovery values decidedly 

better. In a global market so hungry for yield 

in 2021, this represents an opportunity to be 

seized, and the Active Short- Term Credit 

and Spring funds are very well positioned. Fi-

nally, we should remember that the Scandi-

navian HY market is predominantly repre-

sented by floating-rate bonds (unlike US HY, 

Euro HY and EM HY) and characterized by 

very short average maturities, with the result 

that the spread differential on the short end 

of the curve is much higher than the aggre-

gate figure shows. 

Conclusions. Barring unfavorable develop-

ments on the pandemic front, the combina-

tion of a favorable market orientation for 

primarily technical and macro-policy rea-

sons, credit curves that are still steepening, 

good exposure to an energy sector in the 

process of recovery, and a strategic pres-

ence in the Nordic HY market currently lag-

ging behind in recovery at the global level, 

explains why I consider the average yield of 

the portfolios of Active (around 6% in euros 

with average residual life <1 year) and 

Spring (around 8. 50% in euro with a dura-

tion spread <2 years) very attractive from a 

relative perspective. This return potential 

should be compared with yields now close 

to 3% for the European HY market (duration 

spread 3.75 years) and 3.5% in euro for the 

global HY market (duration spread 3.70 

years). We are all still under nitrogen narco-

sis, and it is likely that we will continue to go 

downhill, with the amygdala anesthetized 

or even euphoric, and with our critical fac-

ulties reduced to a minimum. The only truly 

dangerous animal in the forest from which 

the hunters will not protect us -- is not ex-

pected to show its snout in 2021. This is infla-

tion. It nevertheless should have a much 

better chance of returning in the next few 

years than in the past, for a variety of rea-

sons, laying the groundwork for organically 

higher volatility, the rediscovery of justified 

fears, and a more efficient allocation of 

capital. 
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