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Macro Keys 
Negative Yields in Europe: Impact on Equities 
 

German 10yr yields turn negative for the first time… 
German 10yr bond yields have turned negative and some European corporates are 
effectively "being paid to borrow". What are the implications for European equities? 
Although there has been a deepening of Global growth fears in recent weeks, 
economic surprise indicators and PMIs have not collapsed. Instead, risk aversion has 
risen sharply given event risk in June and in particular, the UK referendum. Bullish 
sentiment (US AAII) hit a 20 year low in the last few weeks (Figure 1) and our Macro 
team's Global Indicator of Risk Aversion is at extreme levels. 

Gap between European Credit yields and Equity yields at extreme levels… 
Lower sovereign bond yields have driven the gap between equity and credit yields to 
new extremes. Credit spreads have widened somewhat, but this has not offset the fall 
in sovereign bond yields: in the last three weeks Eurozone corporate credit yields have 
fallen from 1.37% to 1.21% and at the same time the equity dividend yield has risen 
from 3.4% to 3.7% (Figure 2). 

Where are the dividends and will they get paid? 
We run a Heatmap looking at where the yield is by sector and by country: Energy, 
Financials and Utilities have the highest yields. Mapping the dividend yield against the 
pay-out ratio helps indicate potential stress in dividends. Energy appears the most 
extended on this measure, but we would highlight cash earnings have fallen far less 
than EPS, suggesting dividends may be under less pressure than first appears. 

Cyclicals vs Defensives close to 15yr lows… 
The change in Bond yields has been a driver for the relative performance of Cyclicals vs 
Defensives. This is now back below the March 2009 levels (even ex-Banks). Despite the 
bounce since mid-February on sector rotation, when observed from a long-term 
perspective, even this has hardly moved the needle. 

 

Figure 1: US AAII Bullish Sentiment (4wk mav)  Figure 2: Eurozone: Corporate Bond Yield vs Div Yield  

 

 

 
Source:  Thomson Reuters Datastream, UBS European Equity Strategy  Source:  Datastream, UBS European Equity Strategy 
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Negative Yields come to Eurozone  
Last week 10yr German Bund yields turned negative for the first time in modern 
history. Whilst this has been part of longer term structural decline in yields, the last 
move seems to have been brought on by some specific events and heightened risk 
aversion. There are some interesting implications for equities.      

Why are we where we are? 

Whilst there are clearly growth fears over the global economy that have deepened 
in recent weeks, we don’t see this as the sole cause. Economic surprise indices and 
PMIs have not deteriorated dramatically (Figure 3). 

Our Macro team believe that core European yields are at least 70bps too low. For 
more details please see: Global Macro Strategy - Euro-area Yields: Too Low 
Anyway You Cut It 25 May 2016. 

 

Figure 3: Germany Bund yields and Eurozone Composite PMI 

 
Source:  Datastream, UBS European Equity Strategy 

 

We have seen a sharp rise in risk aversion. The 4-week moving average of Bullish 
sentiment fell to a 20yr low at the end of May and volatility on European equities 
(Vstoxx) got close to a post-2011 high.  

Much of this can be attributed to the event risk around this month and in 
particular, growing focus on the UK Referendum vote on June 23. (For more 
details on market implications around Brexit please see our full note: Full Brexit: 
Stocks, EU Risk and Swiss Protection 13 April 2016 and more recently from our 
Global macro team: Global Macro Strategy – What to do before Thursday’s 
referendum? 15 June 2016. 

 

 

10

20

30

40

50

60

70

0

1

2

3

4

5

6

Jan-00 Jul-02 Jan-05 Jul-07 Jan-10 Jul-12 Jan-15

10Y German Bund yield (%)

Eurozone Composite PMI (rhs)

German yields turn negative for 
the first time…  

The fall in Bond yields has not all 
been about the economy…  

There has been a sharp rise in risk 
aversion…. 

 

…Bullish sentiment at a 20yr low 
and VSTOXX rising  

https://neo.ubs.com/shared/d1BizrRnvcoJNm
https://neo.ubs.com/shared/d1BizrRnvcoJNm
https://neo.ubs.com/shared/d1S7v5ZVsWbCa3
https://neo.ubs.com/shared/d1S7v5ZVsWbCa3
https://neo.ubs.com/shared/d1OW7q7RLHu
https://neo.ubs.com/shared/d1OW7q7RLHu
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Figure 4: US AAII Bullish Sentiment (4wk mav)  Figure 5: VSTOXX 

 

 

 
Source:  Thomson Reuters Datastream, UBS European Equity Strategy  Source:  Thomson Reuters Datastream, UBS European Equity Strategy 

 

Additionally, our Global Macro team's Global Indicator of Risk Aversion is at 
extended levels – the highest since the summer 2012 Eurozone crisis and not that 
far from the levels hit around the failure of Lehman's in September 2008.  

Negative YoY returns in global stocks (ex US) and very low yields typical occur 
either when growth is sharply deteriorating or when risk aversion is high. The 
indicator helps us identify how much of the increase in risk premia is primarily 
driven by sentiment (rather than growth damage) - hard as it is to fully separate 
the two. See Global Macro Strategy – Scaling a Wall of Worry 13 April 2016. 

Figure 6: Global Indicator of Risk Aversion (GIRA) 

 
Source:  UBS Global Macro Strategy 
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What's the impact on European Equities?  
 

(1) Gap between Credit Yields and Equity Yields driven to extremes 

Even though there has been some sell off in credit spreads as risk aversion picks 
up, the total credit yield for IG Eurozone corporates has actually fallen from 1.37% 
to 1.21% over the recent weeks at the same time as the dividend yield has risen. 
Indeed, there are anecdotal indicators that are showing how extreme this is: the 
yield on LVMH's Nov-2019 bond shifting to a negative yield (compared to a 3.0% 
dividend yield on the stock). 

See our credit team's recent Macro Keys for more details on the linkages between 
volatility and credit spreads: Macro Keys - What spread would make European HY 
attractive? 17 June 2016 

For other extreme gaps, including bank dividends and bonds, see our previous 
Macro Keys report: Macro Keys - Europe is stuck: 4 charts at 40-year highs 23 May 
2016 

Figure 7: Eurozone: Corporate Bond Yield and Dividend yield: moving in 
different directions….. 

 
Source:  Datastream, UBS European Equity Strategy 

 

The effect is that corporates can fund at a cheaper level. Refinancing all 
outstanding debt at the current rates would boost market earnings by c.11% 
(although clearly this happens over time rather than instantly). The impact differs 
by sector as there is generally a larger earnings boost for the more levered sectors. 
For more details, see: What Boost to Earnings from Cheaper Refinancing? 19 May 
2016 and ECB Corporate Bond buying – Impact on Equities 29 April 2016. 
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Corporate credit yields and 
dividend yields are moving in 
different directions…  

The gap has widened further 

https://neo.ubs.com/shared/d17HBn1Bg4v
https://neo.ubs.com/shared/d17HBn1Bg4v
https://neo.ubs.com/shared/d1m55BS6IIO11F
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Figure 8: iBoxx Euro Non-Financials corporate bond 
index vs. average Coupon 

 Figure 9: Div yield vs credit yield gap 

 

 

 
Source: Datastream, iBoxx, UBS European Equity Strategy  Source:  Bloomberg, Datastream, iBoxx, UBS European Equity Strategy 

 

 

(2) Dividend yields…even more important…  

This increases the focus on dividends. The question is will they be paid? Despite 
seeing the most earnings downgrades for 7 years in February dividends have held 
up better, with only modest downgrades.  

Figure 10: Dividend and Earnings Momentum (upgrades less downgrades as % total estimates)  

 
Source:  Datastream, UBS European Equity Strategy 

 

Where is the yield?  

The 2016E dividend yield for the Pan-European Market (Stoxx 600) is 4.0%. Over a 
third of the companies in the index have a dividend yield over 4% and just fewer 
than 15% of the companies have a yield over 6%.  
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Figure 11: Stoxx 600 Dividend Yield (2016E): Distribution by number of 
companies  

 
Source:  Datastream, UBS European Equity Strategy 

  

But this is split by a number of ways. We draw up a Heatmap to drill down at a 
country and sector level for where the yield is. Three sectors stand out: Financials, 
Energy and Utilities. Telcos is somewhat more mixed, given lower yields in Italy.  

 

Figure 12: European Dividend Yield Heatmap  

 
Source:  Datastream, UBS European Equity Strategy 

 

Below we look at the trade-off between the level of the dividend yield and the 
pay-out ratio. Unsurprisingly, there is a reasonable correlation between the two. 
The sectors that have the best trade off on this measure are the Autos sector as 
well as the Banks and Insurance but in some cases, pay-out coverage ratios may be 
flattering given the need for capital build through retained earnings etc.  
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Dividend Yield (2016E) 

Euro IG Credit Yield = 1.2% 

Financials Cons Discr Cons Stap Energy Health Care Industrials IT Materials Telecom Utilities
UK 5.4 4.1 3.3 7.4 4.1 3.3 1.4 2.5 5.0 5.1
Germany 4.7 4.2 1.8 2.3 3.8 2.0 3.6 4.5 4.2
France 5.8 3.6 2.6 5.7 3.7 3.2 1.8 2.8 3.7 5.8
Italy 8.0 1.4 5.4 3.3 0.8 4.9
Spain 5.6 2.5 4.2 6.4 1.9 4.3 2.4 8.2 5.3
Switzerland 5.6 2.8 2.8 3.5 3.5 3.3 4.9

The vast majority of companies 
have a dividend yield above the 
IG credit yield  

Financials, Energy and Utilities 
carry the highest yields  
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Figure 13: 2016E Dividend Yield and Dividend Pay-out Ratio 

 
Source:  Datastream, UBS European Equity Strategy 

 

Despite the extremely high pay-out ratio for energy (off the scale on our chart 
above), this may be more achievable than at first appears. Dividends are paid out 
of cash and cash earnings are falling considerably less than EPS.  

 

Figure 14: European Energy Sector: EPS growth vs Cashflow per share growth  

 
Source:  Datastream, IBES 
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(3) Bond yields have pushed Cyclicals to close to 15yr lows…   

The relative performance of the Cyclicals vs Defensive is back down through the 
March 2009 low. And this is not just the banks – it is the same case if we ex out 
the Financials. There has been a modest bounce since mid-February given large 
scale sector rotation into cyclicals, but even this has barely moved the needle from 
a long term perspective.  

Figure 15: Cyclicals/Defensives inc. and exc. financials  Figure 16: Cyclicals' performance closely reflects the 
change in yields 

 

 

 
Source:  Datastream, UBS European Equity Strategy  Source:  Datastream, UBS European Equity Strategy 

 

 

 

 

 
    

Valuation Method and Risk Statement 

Although there are many uncertainties with equity investing, generally economic 
and policy surprises pose the most consistent and continuous risks. Economic 
growth can be volatile, leading to earnings uncertainty. Inflation volatility can 
likewise lead to interest rate uncertainty. The direction and level of policy rates has 
a substantial impact upon equity valuations. 
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Distributed by UBS Limited. No information in this document is provided for the purpose of offering, marketing and sale by any means of any capital market instruments 
and services in the Republic of Turkey. Therefore, this document may not be considered as an offer made or to be made to residents of the Republic of Turkey. UBS AG 
is not licensed by the Turkish Capital Market Board under the provisions of the Capital Market Law (Law No. 6362). Accordingly, neither this document nor any other 
offering material related to the instruments/services may be utilized in connection with providing any capital market services to persons within the Republic of Turkey 
without the prior approval of the Capital Market Board. However, according to article 15 (d) (ii) of the Decree No. 32, there is no restriction on the purchase or sale of 
the securities abroad by residents of the Republic of Turkey.   Poland:  Distributed by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce regulated 
by the Polish Financial Supervision Authority. Where an analyst of UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce has contributed to this 
document, the document is also deemed to have been prepared by UBS Limited (spolka z ograniczona odpowiedzialnoscia) Oddzial w Polsce.   Russia:  Prepared and 
distributed by UBS Bank (OOO).   Switzerland:  Distributed by UBS AG to persons who are institutional investors only. UBS AG is regulated by the Swiss Financial 
Market Supervisory Authority (FINMA).   Italy:  Prepared by UBS Limited and distributed by UBS Limited and UBS Limited, Italy Branch. Where an analyst of UBS Limited, 
Italy Branch has contributed to this document, the document is also deemed to have been prepared by UBS Limited, Italy Branch.   South Africa:  Distributed by UBS 
South Africa (Pty) Limited (Registration No. 1995/011140/07), an authorised user of the JSE and an authorised Financial Services Provider (FSP 7328).   Israel:  This 
material is distributed by UBS Limited. UBS Limited is authorised by the Prudential Regulation Authority and regulated by the Financial Conduct Authority and the 
Prudential Regulation Authority. UBS Securities Israel Ltd is a licensed Investment Marketer that is supervised by the Israel Securities Authority (ISA). UBS Limited and its 
affiliates incorporated outside Israel are not licensed under the Israeli Advisory Law. UBS Limited is not covered by insurance as required from a licensee under the Israeli 
Advisory Law. UBS may engage among others in issuance of Financial Assets or in distribution of Financial Assets of other issuers for fees or other benefits. UBS Limited 
and its affiliates may prefer various Financial Assets to which they have or may have Affiliation (as such term is defined under the Israeli Advisory Law). Nothing in this 
Material should be considered as investment advice under the Israeli Advisory Law. This Material is being issued only to and/or is directed only at persons who are Eligible 
Clients within the meaning of the Israeli Advisory Law, and this material must not be relied on or acted upon by any other persons.   Saudi Arabia:  This document has 
been issued by UBS AG (and/or any of its subsidiaries, branches or affiliates), a public company limited by shares, incorporated in Switzerland with its registered offices at 
Aeschenvorstadt 1, CH-4051 Basel and Bahnhofstrasse 45, CH-8001 Zurich. This publication has been approved by UBS Saudi Arabia (a subsidiary of UBS AG), a Saudi 
closed joint stock company incorporated in the Kingdom of Saudi Arabia under commercial register number 1010257812 having its registered office at Tatweer Towers, 
P.O. Box 75724, Riyadh 11588, Kingdom of Saudi Arabia. UBS Saudi Arabia is authorized and regulated by the Capital Market Authority to conduct securities business 
under license number 08113-37.   Dubai:  The information distributed by UBS AG Dubai Branch is intended for Professional Clients only and is not for further 
distribution within the United Arab Emirates.   United States:  Distributed to US persons by either UBS Securities LLC or by UBS Financial Services Inc., subsidiaries of 
UBS AG; or by a group, subsidiary or affiliate of UBS AG that is not registered as a US broker-dealer (a   ‘non-US affiliate’ ) to major US institutional investors only. UBS 
Securities LLC or UBS Financial Services Inc. accepts responsibility for the content of a document prepared by another non-US affiliate when distributed to US persons by 
UBS Securities LLC or UBS Financial Services Inc. All transactions by a US person in the securities mentioned in this document must be effected through UBS Securities 
LLC or UBS Financial Services Inc., and not through a non-US affiliate. UBS Securities LLC is not acting as a municipal advisor to any municipal entity or obligated person 
within the meaning of Section 15B of the Securities Exchange Act (the "Municipal Advisor Rule"), and the opinions or views contained herein are not intended to be, 
and do not constitute, advice within the meaning of the Municipal Advisor Rule.   Canada:  Distributed by UBS Securities Canada Inc., a registered investment dealer in 
Canada and a Member-Canadian Investor Protection Fund, or by another affiliate of UBS AG that is registered to conduct business in Canada or is otherwise exempt 
from registration.   Mexico:  This report has been distributed and prepared by UBS Casa de Bolsa, S.A. de C.V., UBS Grupo Financiero, an entity that is part of UBS 
Grupo Financiero, S.A. de C.V. and is an affiliate of UBS AG. This document is intended for distribution to institutional or sophisticated investors only. Research reports 
only reflect the views of the analysts responsible for the reports. Analysts do not receive any compensation from persons or entities different from UBS Casa de Bolsa, 
S.A. de C.V., UBS Grupo Financiero, or different from entities belonging to the same financial group or business group of such. For Spanish translations of applicable 
disclosures, please see www.ubs.com/disclosures    Brazil:  Except as otherwise specified herein, this material is prepared by UBS Brasil CCTVM S.A. to persons who are 
eligible investors residing in Brazil, which are considered to be: (i) financial institutions, (ii) insurance firms and investment capital companies, (iii) supplementary pension 
entities, (iv) entities that hold financial investments higher than R$300,000.00 and that confirm the status of qualified investors in written, (v) investment funds, (vi) 
securities portfolio managers and securities consultants duly authorized by Comissão de Valores Mobiliários (CVM), regarding their own investments, and (vii) social 
security systems created by the Federal Government, States, and Municipalities.   Hong Kong:  Distributed by UBS Securities Asia Limited and/or UBS AG, Hong Kong 
Branch.   Singapore:  Distributed by UBS Securities Pte. Ltd. [MCI (P) 018/09/2015 and Co. Reg. No.: 198500648C] or UBS AG, Singapore Branch. Please contact UBS 
Securities Pte. Ltd., an exempt financial adviser under the Singapore Financial Advisers Act (Cap. 110); or UBS AG, Singapore Branch, an exempt financial adviser under 
the Singapore Financial Advisers Act (Cap. 110) and a wholesale bank licensed under the Singapore Banking Act (Cap. 19) regulated by the Monetary Authority of 
Singapore, in respect of any matters arising from, or in connection with, the analysis or document. The recipients of this document represent and warrant that they are 
accredited and institutional investors as defined in the Securities and Futures Act (Cap. 289).   Japan:  Distributed by UBS Securities Japan Co., Ltd. to professional 
investors (except as otherwise permitted). Where this document has been prepared by UBS Securities Japan Co., Ltd., UBS Securities Japan Co., Ltd. is the author, 
publisher and distributor of the document. Distributed by UBS AG, Tokyo Branch to Professional Investors (except as otherwise permitted) in relation to foreign exchange 
and other banking businesses when relevant.   Australia:  Clients of UBS AG: Distributed by UBS AG (Holder of Australian Financial Services License No. 231087). 
Clients of UBS Securities Australia Ltd: Distributed by UBS Securities Australia Ltd (Holder of Australian Financial Services License No. 231098). This Document contains 
general information and/or general advice only and does not constitute personal financial product advice. As such, the Information in this document has been prepared 
without taking into account any investor’s objectives, financial situation or needs, and investors should, before acting on the Information, consider the appropriateness 
of the Information, having regard to their objectives, financial situation and needs. If the Information contained in this document relates to the acquisition, or potential 
acquisition of a particular financial product by a ‘Retail’ client as defined by section 761G of the Corporations Act 2001 where a Product Disclosure Statement would be 
required, the retail client should obtain and consider the Product Disclosure Statement relating to the product before making any decision about whether to acquire the 
product. The UBS Securities Australia Limited Financial Services Guide is available at: www.ubs.com/ecs-research-fsg.   New Zealand:  Distributed by UBS New Zealand 
Ltd. The information and recommendations in this publication are provided for general information purposes only. To the extent that any such information or 
recommendations constitute financial advice, they do not take into account any person’s particular financial situation or goals. We recommend that recipients seek 
advice specific to their circumstances from their financial advisor.   Korea:  Distributed in Korea by UBS Securities Pte. Ltd., Seoul Branch. This document may have been 
edited or contributed to from time to time by affiliates of UBS Securities Pte. Ltd., Seoul Branch.   Malaysia:  This material is authorized to be distributed in Malaysia by 
UBS Securities Malaysia Sdn. Bhd (Capital Markets Services License No.: CMSL/A0063/2007). This material is intended for professional/institutional clients only and not 
for distribution to any retail clients.   India:  Distributed by UBS Securities India Private Ltd. (Corporate Identity Number U67120MH1996PTC097299) 2/F, 2 North 
Avenue, Maker Maxity, Bandra Kurla Complex, Bandra (East), Mumbai (India) 400051. Phone: +912261556000. It provides brokerage services bearing SEBI Registration 
Numbers: NSE (Capital Market Segment): INB230951431, NSE (F&O Segment) INF230951431, NSE (Currency Derivatives Segment) INE230951431, BSE (Capital Market 
Segment) INB010951437; merchant banking services bearing SEBI Registration Number: INM000010809 and Research Analyst services bearing SEBI Registration 
Number: INH000001204. UBS AG, its affiliates or subsidiaries may have debt holdings or positions in the subject Indian company/companies. Within the past 12 months, 
UBS AG, its affiliates or subsidiaries may have received compensation for non-investment banking securities-related services and/or non-securities services from the 
subject Indian company/companies. The subject company/companies may have been a client/clients of UBS AG, its affiliates or subsidiaries during the 12 months 
preceding the date of distribution of the research report with respect to investment banking and/or non-investment banking securities-related services and/or non-
securities services. With regard to information on associates, please refer to the Annual Report at: 
http://www.ubs.com/global/en/about_ubs/investor_relations/annualreporting.html  

The disclosures contained in research documents produced by UBS Limited shall be governed by and construed in accordance with English law. 

UBS specifically prohibits the redistribution of this document in whole or in part without the written permission of UBS and UBS accepts no liability whatsoever for the 
actions of third parties in this respect. Images may depict objects or elements that are protected by third party copyright, trademarks and other intellectual property 
rights. © UBS 2016. The key symbol and UBS are among the registered and unregistered trademarks of UBS. All rights reserved. 
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