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Lemanik Insights  

Newfound optimism and low rates for longer 

favor spread bonds 

– 11 December 2020 - 

The news coming from the vaccine horizon have reawakened a solid risk-appetite in 

recent weeks. What are the implications of this renewed optimism for European credit? In particular, 

what may we expect on financial subordinated segment? 

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. 

Alessandro, what are the significant changes within the financial markets in the last period? 

 

The US election result removes major uncertainties from the pot, with surprising market reactions; they 

will soon decide upon Brexit, but it is the vaccine effect the true game changer, that gives visibility 

on the return to normality and pushes the markets' gaze beyond the second wave, ignoring the 

slowdown, especially on the services side. 

The effect on bonds is a buying spree, accompanied by a new record of negative rate bonds, with 

two-thirds of corporate IG yielding close to zero. 

The recovery is therefore in sight and will be accompanied by central banks until it is sustainable, but 

the focus is on the fiscal stimulus coming from Japan, the US and Europe. Main risk? Potential 

unexpected pandemic developments. 

 

Within a market environment governed by interest rates that are set to remain low or below zero for 

a long time to come, which are the most promising asset classes and segments? 

 

The scenario outlined is extremely favorable for subordinated bonds; we are particularly constructive 

on financial subordinates and hybrids, which offer still attractive spreads and high carry, combined 

with higher issuer quality than HYs. 

 

If we were to focus on European credit instead, what are your expectations? 

 

The new scenario has been followed by a significant repositioning, but the room for compression on 

quality high-beta bonds is still attractive. This opportunity has to be considered bearing in mind that 

the much larger IG segment now largely delivers negative returns, being a monetary policy 

instrument. 

Low interest rates for long time, huge liquidity and a slowing primary market are struggling to find 

relief, but above all it is the scarcity of yields that is set to play the leading role. The excessive 

pessimism that affected financial subordinates for cyclical reasons has not yet completely 

disappeared, and there is still room for recovery in the presence of high carry. Coco bonds have not 
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yet closed the pre-Covid gap and financial legacies still offer attractive returns in the coming months, 

especially after the regulatory clarifications of the EBA and PRA. Hybrids are no less attractive, as they 

maintain a generous spread over the senior curve, which is now crushed below zero. 

In the context of a recovery that will take time to stabilize, the importance of selectivity increases. 

 

A segment that will be there for a few more months within financial subordinates is the "Legacy" 

segment. You mentioned a clarification of the PRA, could you give us further details on this? 

 

The UK PRA, as usual more incisive or shall we say less interpretable, reinforces the EBA arguments, 

but above all demands that disposal plans on Legacy be submitted by March 2021. A clear signal of 

less tolerance as the end of the ten-year grandfathering at the end of 2021 approaches. 

However, it shall be remembered that not all the Legacies are directly affected by the clarifications 

on the "capital structure infection", and that there are many aspects to be interpreted and these 

must be well weighted. This is why, very attractive performance possibilities still remain; after the 

recent acceleration of the process, positivity in the segment should be more gradual, with re-

accelerations as withdrawal activity intensifies. Some uncertainty still remains concerning the 

transposition of BRR2 into national legislation by the end of 2020, should exceptions be authorized. So 

far this seems to concern only Spain and the Netherlands, with the local Dutch regulator, moreover, 

always very critical of retail subordinated bonds. 

 

 

Alessandro Cameroni 


