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Lemanik Insights  

Financial subordinates are the "best place to be" 

There is still value in insurance Legacies 

– 30th April 2021 –  

In a challenging environment for fixed income since the beginning of the year, we 

are pleased to note the brilliant performance of subordinated financials. In this phase of opposing 

forces, the management of bond portfolios is undoubtedly complex. Growth, fiscal stimuli and 

support from the central banks are fuelling inflationary fears and are pushing government curves. 

However, the elements of the scenario are favorable to credit, with the acceleration of growth 

driving profitability and improving fundamentals. How much value is there in the asset class, if any, 

and what prospects does it hold for us? 

Let us deepen our knowledge with Alessandro Cameroni, portfolio manager of the two funds of 

Lemanik Invest SA that respectively focus on financial subordinated bonds and on European credit 

with Xover target (Lemanik SICAV – Selected Bond and Lemanik SICAV – European Flexible Bond). 

Alessandro presents 30 years of experience within financial markets, with a special and strong focus 

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. He has been working for 20 years now within the fund management industry. 

So, tough times for fixed income, but not for everyone right Alessandro? 

 

Despite the recent positive performance, the reflationary scenario brings to the forefront the still 

unexpressed potential of high beta bonds, with attractive spreads capable of absorbing the increase 

in rates. In the foreground are financial subordinates, that are finally benefiting from the steepening 

of interest rate curves. Halfway between government bonds and high-beta bonds, however, 

investment grade corporates are in a less comfortable position, with those with a higher duration 

subject to the strong pressures of long-term rates. 

 

Why are financial subordinates still among the biggest beneficiaries of reflation, despite their recent 

strong performance? 

 

Financial subordinates are the "best place to be" for several reasons: they particularly benefit from 

growth, which makes them the "macro trade" par excellence; the narrative on the peak in impaired 

assets has changed in favor of a gradual and flexible management based on pandemic trends, 

helping to reduce the excessive negativity still weighing on the sector; the persistence of regulatory 

capital mitigations and government guarantees, amounting to around 350 billion euros, are 

accompanied by capital soundness levels at an all-time high and with excesses recognized by the 

regulator itself. 

 

You mentioned capital strength; do you see profitability picking up? Are there any other strengths? 

 

Profitability is returning and dividend payouts are now upon us. An often neglected, but 

fundamental, theme is the structural transformation of business models, which has been underway 

for years to the benefit of efficiency and profitability; other potential catalysts will come from M&A, 
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from the potential backstop of bad banks for the weakest realities and from the easing of regulatory 

burdens, especially on coupons, without forgetting the "transparency" operation on financial 

statements and internal models. 

 

How to interpret management at this stage? What are the best opportunities? 

 

Despite being in a particularly favorable scenario, Credit Suisse's involvement in Greensill and 

Archegos confirms to us the importance of portfolio diversification, as well as in-depth knowledge of 

the type of risk being taken on. In the specific case of a very profitable line of business such as prime 

brokerage, it confirms the need to pay attention to the above. At the moment, however, we are in 

a less sparkling phase than last year, but several medium-sized companies are attracting our 

attention; the current scenario also lends itself to overweight as never before on the peripheral area, 

but on such an area it is better to keep our attention high. AT1 exposure remains the preferred one, 

but among T2 there is a lot of value in some peripheral countries, but also in Germany, without 

forgetting the old Legacy subordinates. 

 

Talking about Legacy, it seems to us that they are now a theme on the wane, can we still expect to 

get value from them? Should we keep ourselves ready for potential surprises? 

 

Looking at the current month, surprises seem to be the order of the day not only in terms of numbers, 

but also for the surprising creativity with which issuers are recalling issues; the last case was Societè 

Generalè that asked for consent on a perpetual without call, in order to be able to recall the bond 

at the end of June. To answer the question, we think that a good contribution from financial legacies 

could last until the end of the year; however, let's not forget the insurance legacy segment, whose 

timing goes forward to the end of '25, which is already giving satisfaction, but which will soon see an 

increase in investor attention, if only because of the scarcity of opportunities. 

 

In conclusion what message can we leave to our readers? 

 

Constructive. Definitely. 

 

Financial subordinates have attractive valuations and the favourable context enhances their 

characteristics; there is still room for spread compression on the more subordinated components of 

the capital structure and maturity in terms of size has also been reached, which contributes to a 

scarcity effect, considering the substantial coupons that are paid annually. 

 

Alessandro Cameroni 


