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Fund commentary

July was marked by the escalation of the conflict in the Middle East and its direct impact on oil prices, which became 

the main source of volatility for both rates and credit markets. Brent briefly moved close to the USD 100/bbl area before 

partially correcting later in the month, keeping inflation concerns elevated and pushing central banks to maintain a 

cautious tone. 

In Europe, the ECB kept rates unchanged at its July meeting, with the deposit rate at 2.25%. Although the decision was 

unanimous, the tone was hawkish, as some members had considered an immediate hike and the Governing Council 

continued to emphasize upside risks to inflation from energy prices. In the US, the Federal Reserve also left rates 

unchanged, but the meeting showed a more divided Committee, with three members voting in favor of a 25bp hike. 

Softer core PCE and weaker GDP helped moderate some of the most aggressive rate-hike expectations toward month-

end, but rates volatility remained elevated. 

For financials, July was a relatively resilient month despite the adverse rates backdrop. Senior financials tightened by 

around 2bps, while Euro LT2 also tightened by around 2bps. This reflected the defensive nature of the senior and Tier 2 

parts of the capital structure, which remained well supported by stable fundamentals and limited contagion from 

broader macro volatility. 

CoCos also performed positively, although with clear differentiation by currency and issuer type. The overall CoCo 

market tightened by around 6bps during the month. GBP CoCos outperformed, tightening by around 23bps, supported 

by strong demand for yield and carry, while EUR CoCos tightened by around 9bps. USD CoCos were more subdued, 

tightening only around 1bp, reflecting weaker technicals and less supportive relative performance. By issuer type, 

insurance CoCos / RT1s outperformed banks, tightening by around 13bps versus 5bps for bank CoCos. This was 

particularly visible in GBP, where both bank and insurance paper performed strongly, while EUR insurance also 

outperformed banks. 

The banking sector remained fundamentally strong. Second-quarter earnings were generally robust, with profitability 

supported by resilient net interest income, strong fee generation and still benign asset quality. Several banks upgraded 

guidance or announced additional shareholder distributions, confirming continued capital generation. While credit 

provisions increased in some cases, they remained manageable and largely reflected overlays or specific exposures 
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rather than broad-based asset-quality deterioration. The overall message from earnings was therefore supportive for 

credit, with strong capital buffers, stable NPL ratios and limited evidence of stress.  

Regulatory developments were supportive. In Europe, proposals focused on simplifying rules, improving capital and 

liquidity mobility, and reviewing the output floor, buffers and MREL/TLAC alignment. The absence of broader changes 

to AT1 loss absorption or the AT1/Tier 2 structure supported sentiment. Proposed UK leverage-ratio changes were also 

positive, but insufficient to materially alter the credit view. 

M&A remained a central theme for European financials. UniCredit / Commerzbank continued to attract attention, with 

the German government appearing more open to dialogue while still focused on preserving Commerzbank’s role in the 

German economy. In Italy, Monte dei Paschi, Banco BPM and Intesa remained in focus, with competing strategic 

proposals reinforcing the consolidation theme but also creating issuer-level dispersion given execution, regulatory and 

capital implications.  

Insurance credit performed well, with RT1s outperforming bank CoCos on demand for yield and diversification, solid 

solvency and supportive earnings. Dispersion persisted: reinsurance pricing softened, while life insurers benefited from 

reinvestment yields and selected savings and pension flows. UK life insurers’ private credit exposures remained a focus 

but appeared manageable given adequate capital. 

Primary market activity in financials was more muted than in previous months, mainly due to earnings blackout periods 

and the summer slowdown. Early in the month there was still activity in senior and Tier 2 formats, but issuance 

moderated sharply as the month progressed. In subordinated insurance, RT1 issuance was more visible, with Legal & 

General issuing a £500mn RT1 and Standard Life issuing a £350mn RT1, both used to support liability management / 

acquisition-related funding. Bank AT1 supply was limited during the month, although future AT1 issuance plans 

remained a recurring theme for selected banks. 

The fund performed mostly in line with the market, posting negative performance over the month, being affected by 

the rise in yields across the USD/Euro, with spread compression and carry not enough to offset this. The absence of 

relevant primary market meant that fund activity was muted, although we did participate in the Canadian Imperial new 

USD issue callable in 2032, but we focused on a few relative value trades to increase the fund yield, selling LT2 short 

calls and adding Tier 1 paper with higher calls. 

In terms of sectors, the Fund ended the month invested 84% in Banks, 12% in Insurance. By Geography UK, France and 

Spain continue to be the main regions accounting for 47% and in Latam the fund as 6.4% exposure distributed via 3 

issuers (Bancomer, Banorte and BCI). The top 3 issuers remain unchanged with Societe General, Banco Santander and 

UBS.  
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The Fund ended the month with a YTM of 7.12%, YTW of 5.70% and duration of 3.42, with 3.5% cash, BB+ average 

rating and invested across 151 securities.  
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