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Lemanik Insights  

High quality yields hunting: how can a niche 

strategy help? – 25 September 2020 

Central Banks' action to stabilize the markets has resulted in a significant excess 

of liquidity. The lack of returns makes the problem even more critical in the bond 

world, where most assets show yields below 1%.  

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 – European Flexible 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. 

 

Speaking of financial subordinates previously (31 July 2020) with Alessandro Cameroni, we had 

reserved the right to look into "Legacy" subordinates, i.e. those issued under the old regulations. What 

currently makes them particularly attractive? 

 

Their appeal is based on attractive yields, which are much more rewarding than those of AT1, and 

could in certain circumstances be even more so. A number of factors contribute to this extra value 

and involve regulatory issues, the specificity of the prospectus on individual issues, the small size of 

the disappearing segment, not separated from the market context, which also sees a decline in the 

topic of affordability for issuers. 

 

Why are we talking about a disappearing segment, in what sense? 

 

These are perpetual but old generation subordinated bonds with limited probability of extension. In 

the translation between the old and new regulations they have already benefited from a generous 

ten-year grandfathering at the end of '21 and beyond this date they will largely lose their capital 

requirements (regulatory value). Let's not forget that this is a component with a very marginal weight 

on capital, with a series of peculiarities that can constitute a serious legal impediment to a resolution. 
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Several securities have a similar destiny at the end of '21, for others there are uncertainties related to 

the new CRR2 regulation, approved in June '19, on which the EBA is expected to give clarifications 

by the end of the year. 

The new regulation is generically addressed to the subordinate world and "offers" a further 

grandfathering on June '25; this concession seems to be addressed to new generation subordinates, 

i.e. Contingent Convertible or AT1, but does not explicitly exclude Legacy. 

 

Why should Legacy be an impediment to resolution? 

 

The new framework designed by the Regulator provides clear bail-in indications in the prospectus, 

that the issuing entity and the legislation are the reference ones and that minimum investment sizes 

exclude the retail world. The basic principle inspiring the Regulators is that capital structures should 

be "clean", i.e. without potential impediments to a resolution, and this objective makes sense in the 

short term. 

 

Which Legacy bonds do you prefer to invest in? 

 

The legacy world is varied both in terms of typology and emissions within the same typology. Our 

preference is for legacy issues that accumulate more than one motivation, so that the probability 

that they will lead the issuer to call them back in some way, either directly or indirectly through the 

activation of a regulatory par call or Make Whole call or an LME, for example, increases. 

 

What is the reference time horizon and what returns do they offer? 

 

Most of the selected Legacy securities in the portfolio, overall over 20% on financials and over 10% 

on insurance companies, have characteristics with residual life expectations for the end of '21; 

characteristics linked to the issuing vehicle, reference legislation, presence of retail denomination 

and onerous coupons. Other bonds are linked to the "Libor" theme, which could reserve interesting 

surprises; for example, some insurance issuers such as Axa or Aegon yield 7% on end '25 (technical 

maturity of grandfathering linked to Solvency2), but that in case of call ahead on end '21 would 

quadruple the expected returns. 

 

How is the market behaving? 

 

Overwhelmed by the general market downturn in March, Legacy, as niche securities, struggled to 

recover to pre-Covid levels and only in the last two months gave signs of recovery. Since February, 

the regulatory narrative has not changed, but in the meantime there have been some tenders, a 

sign of a dialogue between issuers and the regulator, and one issuer recently noted that the retail 

minimum size on a subordinate could be an impediment to resolution.  Waiting for the EBA 

clarification, which should lead to a clear market directionality, interest signals on the secondary are 

multiplying. 

 

Alessandro Cameroni 


