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Lemanik Insights  

Historic step forward for the EU, tailwind for 

European subordinated bond – 31 July 2020 

The market environment appears favourable for European credit, also in light 

of the historic step on the "Recovery Fund", which significantly increases the level 

of confidence in the area. ECB financial repression, with direct action on 

government and investment grade corporates, low volatility and huge fiscal stimulus to push the 

recovery generate a scenario of low rates for an indefinite time. We asked to Alessandro Cameroni, 

portfolio manager of the two funds of Lemanik Invest SA that focus on European credit markets and 

in particular on financial credit (Lemanik SICAV – Selected Bond and Lemanik SICAV – Global Bond), 

which are the opportunities and the risks for Financial Subordinated Bonds. Alessandro presents more 

than 25 years of experience within financial markets, where he especially focused on bond markets, 

in particular in dealing with financial entities’ issues: 7 years spent within the proprietary trading of a 

primary Italian bank, 3 years in dealing with the portfolio management for an Institutional client and 

he has been working for 18 years now within the fund management industry now. 

Alessandro, what does the market context in Europe look like, also in the light of the recent 

agreements reached between the states? 

Fiscal and monetary stimuli provide a formidable shield to keep volatility low. Europe's fiscal strength, 

the ECB's determination and the effective containment of the virus allow investment choices to be 

made in a quieter scenario than in other geographical areas. The resulting persistent scenario of low 

or negative rates is recreating the conditions for the hunt for returns, as has been the case in the 

recent past. 

In a scenario, which on the one hand remains "quiet" because of the introduction of the mentioned 

factors and on the other hand prospects a return of the "performance hunt", what do you think they 

could be the niches able to generate value within your reference universe? 

Few bond components are still able to generate attractive returns; we are referring to those bonds 

with a higher beta, i.e. those bonds more sensitive to market "moods", including financial 

subordinates. Within the capital structure of financials, "Additional Tier 1" (AT1) bonds currently have 

the most interesting valuations, with high carry levels compared to issuers with a level of solidity that 

is unparalleled in the past. 
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A first analysis shows that the spread of the AT1 reference segment is still at turmoil levels at the end 

of December '18, as represented by the trend of the Blomberg Barclays index on CoCo in the figure 

above. 

Compared to the February values the recovery space is very large, but how do we explain this 

divergence? 

AT1 subordinates reflect the European macro trade par excellence and still incorporate uncertainties 

about Covid developments and economic recovery. 

However, with the systemic risk that had generally cut down all markets since the end of March 

having disappeared, what considerations can be made? 

First of all, let us not forget that the banks are not the cause of the crisis, but the solution to the 

problem, and that from the outset, the Regulator and the States have taken steps to facilitate their 

lending activity, providing unlimited liquidity at balance-sheet prices, softening capital requirements 

and slowing the level of insolvencies, which currently appear to be manageable, with guarantees 

and moratoria. The financial repression in place also makes it possible to contain the risk associated 

with the greater volatility that usually characterizes the subordinated segment. 

Thanks to the strength of the issuers, the stress to which the market has subjected the "technical" risks 

of AT1 subordinates has been brilliantly overcome: both the fear of a possible failure to pay coupons 

and the extension risk have been reduced compared to pre-Covid expectations, but the market 

continues to give a generous risk premium to both components. 

Considering the valuations, there is room for recovery with respect to other bond investments and 

there are no critical issues, as shown by the chart below (source: JP Morgan, Markit) on spreads in 

'20. 

 

 

From the graph below (source: BNP Paribas, Markit) we can see how the attractiveness is still high 

compared to other high betas such as HY, as it appears from the comparison between the 20's and 

two challenging years in terms of stress for bonds as were the first part of '16 and the last months of 

'18. 
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The difference is still significant from a historical perspective, despite a level of quality that is not 

comparable, as shown below (source: BNP Paribas, Markit) in terms of ratings and, above all, in terms 

of market access, partly due to a high dispersion that has kept premium levels high on less strong or 

smaller issuers. 

 

In short, we must bear in mind that in the Old Continent, despite the uncertainties, the ideal conditions 

are being recreated for a further recovery of the subordinate components, with macro, valuations 

and supportive technicality that, in the face of a greater risk of volatility, offer adequate 

compensation in terms of both yield and, above all, quality. 

Still on the subject of financial subordinates, we would like to remind you that "Legacy", a niche 

segment in constant decline linked to "regulatory" decisions, presents very interesting specific 

opportunities, on which we reserve the right to examine in detail at the next opportunity. 

 

Alessandro Cameroni 
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