
LEMANIK SPRING QUARTERLY REPORT (Q419) 

During the fourth quarter of 2019, Lemanik Spring delivered a positive return in line with underlying reference 

markets, supported by a frothy December. The retail class, the only one active throughout the entire period, returned 

+0.78% net of costs, while annualized volatility fell slightly (moving from 2.63% to 2.51%), remaining inside its normal 

range (<3%). 

The credit portfolio (ALM +TR) delivered a positive return (in euro terms) of about +1.23% in the quarter, which 

compares well with the behavior of the reference markets (50% EM HY, 50% DM HY), up on average +2.68% in euro 

terms. The portfolio sensitivity to market (46%) has been significantly above the level (25%) that the ratio between 

Spring and market spread duration during the period (1.0y vs 4.0y) would imply.  

The ALM portfolio generated about +1.89% in euro terms, with an implied sensitivity of more than 70% to underlying 

reference markets, to be favorably compared with an expected sensitivity of 42.5% based on the ratio between the 

average spread duration in the quarter (1.73y) and market spread duration (4y). The relative performance has been 

very good because of significant selection effects in all the main geographic areas, while the geographic allocation has 

been penalizing, primarily because of the large underweight maintained in EM during the quarter, and to a lesser 

extent because of the underweights in European and US HY versus the Nordic HY market. In December in particular, 

the Fund was driven higher by the strong recovery of positions which acted as a drag during the previous months: at 

the country level, a powerful recovery of Argentinean assets generated 50% of the EM contribution, with sovereign 

and provincial bonds up between 15% and 20%; at the sector level, a brilliant performance of Energy, US HY Energy in 

particular which delivered a return 3 times the one generated by US HY on average; and lastly, at the company level, 

the very significant contribution generated by ALDESA 04/21, with a 80% jump (from 50 to 90) after the acquisition of 

a 75% company stake by China Railway Construction (A-/A3). 

The positive performance registered in Q419, together with lower volatility, pushed up significantly the annual 

efficiency ratios, which are now way above the 1 target for the only class active during the entire year 2019, the Retail 

EUR class (Sharpe Ratio +1.58). The class beat the annual excess return and volatility targets in 2019, delivering a net 

return of 3.67% to the investors, with a volatility of 2.51%. 

On the back of lower concerns about global growth, shrinking recession probabilities and the more cooperative stance 

adopted by China and the US, the trend of short-dated interest rates in the US was inverted during the quarter (2y 

swap from 1.63% to 1.70%), and euro swap rates moved higher in negative territory (2y swap from -0.455% to -

0.29%); peripheral spreads moved sideways, with very small volatility. 

The performance of DM Equity markets was remarkable (SPX: +8.53%, EUROSTOXX 50: +4.92%, NKY: +8.73%), and EM 

stock markets outperformed (MSCI EM +11.36%). 

With regard to the DM High Yield market, the performance was very positive despite rising interest rates, both in 

Europe (+2.064% local, +2.032% in euro, STW -61 bp) and in the US (+2.607% in local terms, +1.868% in euro, STW -50 

bp), this time with significant spread compression. EM hard currency HY outperformed (+4.15% local, +3.418% euro, 

STW -73), supported among other things by Argentina recovery and EM FX mild appreciation (JPM EMCI +1.86%). 

Among the satellite HY markets, Norwegian HY (+1.84% local, +1.28% euro), and Swedish HY (+1.19% local, +1.12% 

euro) continued to appreciate, but underperformed the core HY markets on a relative basis. 

The Fund’ AUM trend showed a small positive development, with assets moving from 122 € millions at the end of 

September to 124 € millions at the end of December (+1.6%). 

On the back of significant appreciation, the average yield to maturity of Spring ALM portfolio fell compared to the end 

of last quarter, 6.98% currently versus 7.43% at the end of September. Excluding Argentina, the ALM portfolio yield is 

equal to 6.57% in euro terms, higher than than last quarter (6.33%). The ALM portfolio is invested 97.25% compared 

to 84.9% at the end of September, when significant inflows in the final days of the quarter diluted the portfolio. 

Spread duration contribution is currently 1.73y, much higher compared to last quarter (1.37y) for the same reason, 



while average spread duration is a bit higher (1.78y versus 1.61y). The time-weighted yield to worst, where the 

contribution of each single security is recalculated in proportion to its residual life, moved from 6.84% at the end of 

September to 6.34% today, again on the back of significant appreciation of the invested securities. Both measures of 

yield are expressed in euro-equivalent terms, net of FX hedging costs. The number of securities rose slightly, moving 

from 238 to 241, like the number of issuers (from 221 to 226), with enhanced benefits in terms of diversification and 

granularity. The denomination currencies are still five in total, while the number of countries has moved from 44 to 43, 

two factors that are still key in containing the volatility through the exposure to the demand-supply dynamics of many 

different markets. FX risk is entirely hedged as usual. 

With regard to the TR portfolio, the cumulative performance during the quarter was negative overall (-66.4 bps), and 

the portfolio was under pressure in the last two months in particular, while we were adding on negative bias relative 

value trades in a rising market. The performance was about 36% driven (-24.2 bps) by the directional adjustments to 

the Fund overall spread duration indicated by our DDM (Dynamic Duration Model) which, by reducing risk via ITRAXX 

XO 5Y and CDX HY 5y, generated losses in November and December. Relative value trades generated a negative 

contribution (-30.4 bps) as well, primarily due to decompression trades established in Europe and US through index 

derivatives: on the other hand the k structure complex (+0.9 bps) and Basis trades (-0.3 bps) were pretty much stable. 

Another significant negative contribution (-12 bps) derived from the directional trades not DDM related. The net 

positioning of the TR portfolio at the end of December is short risk, with our DDM (Dynamic Duration Model) 

indicating a target spread duration (about 1.0y) at the bottom of the range, and lower than the one contributed by 

the ALM portfolio (1.73Y). The TR portfolio has a gross exposure of 80.52%, a net short risk exposure of 17.87%, and a 

negative net spread duration positioning (-0.80Y). Net carry is negative, about 71 bps in annual terms. 

The decompression trades on European and US credit derivative indices were gradually increased during the quarter, 

in tandem with market appreciation particularly in November and December. Other relative value trades with a 

negative bias were added in Europe, in the Financial Sector (long risk senior short risk sub equal notional), and through 

a long risk IG position against the EUROSTOXX 50 on a beta adjusted basis. Taking into account the specific Beta of 

each leg in the Relative value complex, we estimate the TR portfolio beta-adjusted spread duration to be -2.02y, and 

the Fund spread duration adjusted for beta to be in negative territory (-0.28y), reflecting an increasingly cautious view 

after valuations reached again levels that we consider not in line with the current macro and micro picture. 

The outlook for Spring is good in absolute and relative terms, with attractive return potential at the Fund level (ALM + 

TR): the net yield (6.08%) and the cash portfolio spread (z-spread 787 bps) look very appealing compared to the 

modest duration risks as indicated from both the “formal” spread duration, the beta adjusted duration and interest 

rate duration. Net spread duration at the Fund Level is 0.94y and the end of the quarter, temporarily below the 

minimum level of 1 due to the inflows in the latest days of the year, while interest rate duration is 0.92y.Excluding 

Argentina, the Fund net yield is 5.56% in euro terms, while the average z-spread is 735 basis points. 

 

 


