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Hawkish Powell Sparked More Volatility 

• Despite Omicron, Powell made hawkish comments on accelerating
tapering process, sparking new rounds of volatility

• Encouraging underlying trend beneath the surface of the disappointing
headline reading of the November employment report

• Credit valuation corrected to some extent, and hedging activity has
reached an all-time high in Europe, leaving some breathing room in case
of further volatility; high carry and low duration products remain the
favorite spot to add following recent selloff
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Table 1: Weekly performance overview 

Source: Bloomberg, Bloomberg Barclays, Markit as of December 3rd 2021 

This concludes our weekly publication for the year of 2021, we will come back in 
January. We wish our reader a happy holiday season. 

Despite the uncertainty from the new Omicron variant, Powell took a hawkish tone 
about accelerating the tapering process in Tuesday’s congressional testimony, 
which sparked another week of volatility in financial markets. The 2-year US 
treasury yield jumped to 0.6% (a >10bps WoW move) while the 10year retreated to 
<1.4% due to risk-off, resulting in a curve flattening. Though the new pandemic 
wave is likely to pose some uncertainty to the rate hike trajectory, early readings on 
Omicron show that the variant is potentially less deadly with more mild symptoms 
comparing to the previous waves despite being much more contagious. Further, 
considering that 1) the percentage of fully vaccinated adults, 2) consumers and 
corporates have learned through the previous waves how to adapt to social 
distancing and 3) governments gained experience in rolling out vaccination 
logistics, the impact to economic activities should be to a lesser extent vs. back in 
the Delta variant season. Nevertheless, any disruption to supply chain and global 
logistics which only recently has seen some improvements could exacerbate the 
ongoing surging inflation.  

Last Friday’s job data showed a substantial slowdown on the headline. However, 
there is a much more positive trend going on beneath the surface. The household 
survey showed a different trend with a very strong reading. Unemployment rate 
dropped to 4.2% (-0.4pp MoM), a considerable improvement, and now stands at 
0.7pp above the pre-COVID level (which was 3.5%). Hourly wage growth remains 
robust especially in the low-wage sectors. What’s more, as a stickier and longer-
term indicator for labor market conditions, “labor participation” has finally broken out 
of its range bound since August 2020, something economists have been waiting for 
since the end of the extended unemployment benefits. All in all, the labor market 
remains fairly tight and supportive for further growth.   

On credit spreads, valuations have now corrected to some extent and therefore give 
investors more breathing room in case of further volatility. Though the market 
continues to be skeptical on longer duration products, shorter duration and higher 
carry segments are a favorite spot as opportunities emerged following the recent 
selloff. Over the week, Bank AT1s, being the asset class with the highest carry and 
a relatively short duration, has seen strong demand. Corporate Hybrids also 
rebounded from its recent lows, though record YTD supply and hence possible 
overweight in investors’ portfolios as well as a negative impact to pandemic 

03-Dec-21 1 Week 2 Weeks 1 Month YTD

EUR IG Corp spread (bp) 103 -8 5 15 11

BBB 116 -8 5 15 8

IG-ex BBB 41 -1 1 6 11

EUR HY Corp spread (bp) 343 -10 19 25 -15

BB 263 -9 16 25 7

Capital Structure spread (bp)

Bank AT1 349 -35 17 30 -53

Bank Tier 2 142 -9 8 20 9

Corporate Hybrids 211 -23 9 8 -10

Sub Insurance 183 -11 7 22 8

ETF Total return

EUR IG ETF (IEAC LN) 0.5% -0.2% 0.6% -0.7%

EUR HY ETF (IHYG LN) 0.7% -0.6% -0.1% 1.8%

USD IG ETF (IEAC LN) 1.4% 1.1% 1.1% -0.7%

USD HY ETF (IHYG LN) 1.0% -0.3% -0.3% 2.3%

*Cape Fixed Income Fund (EUR B Inst.) -0.2% -0.4% -0.3% 0.9%

*Cape Fixed Income Fund (USD B Inst.) -0.2% -0.3% -0.3% 1.6%

* as of Dec 02nd 2021

Change

03-Dec-21 1 Week 2 Weeks 1 Month YTD

iTraxx Europe OTR (5 year, bp)*

Main 58 0 8 7 2

Xover 284 -5 33 26 10

Snr Fin 67 -1 9 9 1

Sub Fin 129 -3 16 19 4

CDX OTR (5 year, bp)*

CDX IG 58 1 7 8 3

CDX HY 330 3 30 34 38

*since index roll

Govt. bond yield (bp)

10 year US yield 134 -13 -20 -26 43

10 year Bund yield -39 -5 -5 -22 18

10 year Gilt yield 75 -8 -13 -33 55

10 year BTP yield 91 -6 5 -13 37

BTP - Bund spread 131 -1 10 9 19

Change
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sensitive sectors (such as REITs, Consumer Discretionary) from Omicron means 
potentially less room for allocation.  

Implied credit vol is rising in the U.S. and reached new highs in Europe this year as 
hedging demand increases in the backdrop of the fifth wave and (Chart 1 & 2), 
adding more resilience to the asset class in the downside scenario. Asset 
correlation as a result also picked up, but still far from previous peaks reached 
during the Delta variant period (Chart 3), with which we also agree as we don’t see 
the same level of tail risk now as during the previous waves.  

Chart 1: Implied credit vol has reached new highs in 

Europe given the fifth wave 

implied credit vol skew, 25delta-50delta, EUR IG & HY (iTraxx) 

Chart 2: … and rising in the US too 

implied credit vol skew, 25delta-50delta, US IG & HY (CDX) 

Source: Bloomberg as of December 3rd 2021 Source: Bloomberg as of December 3rd 2021 

Chart 3: Implied correlation picked up, though still 

far from the peak of the Delta variant 

implied credit correlation, iTraxx Main equity tranche, 5year 

Source: Bloomberg as of December 3rd 2021 
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DISCLAIMER 

This confidential presentation and the information set out herein (the «Presentation») is summary in nature only and is 

qualified in its entirety by the information set out in the offering document or other formal disclosure document (the 

“Disclosure Document”) relating to the potential opportunity described herein. The prospectus, annual financial 

statements, KIIDs, and legal documents can be obtained from the representative in Switzerland. FOR INVESTORS IN 

GERMANY: The information agent in Germany is ACOLIN Europe GmbH, with registered office at Reichenaustraße 

11a-c, 78467 Konstanz. The basic documents of the Fund, including the prospectus (in English) and the KIID (in 

German) may be obtained free of charge at the registered office of the German Information Agent. FOR INVESTORS 

IN THE UNITED KINGDOM: The Fund and certain of its Sub-Funds are recognised in accordance with Section 264 of 

the Financial Services and Markets Act 2000. UK investors should read the Appendix for UK investors in conjunction 

with the Fund's Prospectus which are available from the Facilities Agent. The Prospectus of the Fund and the KIIDs 

can be obtained on www.fundinfo.com. FOR INVESTORS IN SPAIN: The Prospectus of the Fund and the KIIDs can 

be obtained on www.fundinfo.com. 

The information provided is not intended to be used by any person or entity in any country or jurisdiction where the 

provision of information and subsequent potential commercialisation would be illegal. The Presentation does not 

constitute an offer for sale in the United States of America. The information provided by this Presentation is not 

intended for U.S. persons. The fund shares described in this Presentation may not be offered or sold in the United 

States or to U.S. persons or for the account for the benefit of a U.S. person. 

This Presentation has been provided to the recipient by Cape Capital AG as portfolio manager (the “Portfolio 

Manager”) of Cape Capital SICAV-UCITS for informational purposes for the personal use and is only intended to 

assist eligible investors in deciding whether they wish to consider reviewing the Disclosure Document. This 

Presentation is meant for use in one-on-one presentations with eligible investors. However, the contents of this 

Presentation are not to be construed as investment, legal or tax advice or recommendation and do not consider the 

particular circumstances specific to any individual recipient to whom this presentation has been delivered. The 

recipient should make its own appraisal and should obtain advice from appropriate qualified experts. This Presentation 

is furnished on a strictly confidential basis to eligible investors. None of the information contained herein may be 

reproduced or passed to any person or used for any purpose other than the purpose of considering the potential 

opportunity described in the Presentation. 

Any opinions, forecasts, projects or other statements, other than statements of historical facts that are made in this 

Presentation are forward-looking statements. Although the Portfolio Manager believes that expectations reflected in 

such forward-looking statements are reasonable, they do involve a number of assumptions, risks and uncertainties. 

Accordingly, the Portfolio Manager does not make any express or implied representation or warranty, and no 

responsibility is accepted with respect to the adequacy, accuracy, completeness or reasonableness of the facts, 

opinions, estimates, forecasts or other information set out in this Presentation or any further information, written or oral 

notice, or other document at any time supplied in connection with this Presentation, and nothing contained herein or in 

the Disclosure Document shall be relied upon as a promise or representation regarding any future events or 

performance. Past returns are no guarantee for future returns. 

The recipient’s attention is specifically drawn to the risk factors identified by Cape Capital SICAV-UCITS’s investment 

fund manager and Portfolio Manager as set out in the Disclosure Document. The Portfolio Manager also advises that 

the potential investments described herein are speculative, involve a degree of risk and there is no guarantee of 

performance or a return of any capital with respect to any investment. By accepting delivery of this Presentation, the 

recipient accepts the terms of this notice and agrees, upon request, to return all materials received by the recipient 

from the Portfolio Manager, including this Presentation without retaining any copies thereof. This Presentation, layout, 

copyright materials and trademarks featured in the Presentation may not be used or copied or otherwise reproduced 

by any unauthorized third party. 

http://www.fundinfo.com/
http://www.fundinfo.com/

