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Fund commentary

August was marked by resilient credit markets despite renewed volatility in government bond yields, persistent 

geopolitical uncertainty and a more cautious central-bank backdrop. Tensions in the Middle East and energy prices 

remained key drivers of sentiment, while investors also focused on Jackson Hole and the possibility of further tightening 

by both the Federal Reserve and the ECB. 

In the US, macro data was mixed, with weaker labor market data but more benign inflation prints. However, Chair 

Warsh’s hawkish tone at Jackson Hole kept rate volatility elevated. In Europe, the ECB debate also became more 

hawkish, with policymakers continuing to highlight upside inflation risks linked to energy prices. Government bond 

yields moved higher later in the month, while French assets came under renewed pressure as political uncertainty 

around the budget process resurfaced. Against this backdrop, credit spreads remained resilient, with weakness mainly 

driven by duration rather than by any deterioration in credit fundamentals. 

For financials, August was broadly constructive from a credit-quality perspective, although spread performance was 

mixed across the capital structure. Euro senior financials and Euro LT2 widened by around 2bps over the month, 

reflecting higher rates volatility and a more cautious tone in secondary markets. CoCos performed better overall, 

tightening by around 5bps, supported by carry and continued demand for subordinated bank risk. Bank CoCos 

outperformed, tightening by around 6bps, while insurance CoCos / RT1 widened by around 3bps, with weakness 

concentrated in EUR insurance paper. By currency, GBP CoCos were the strongest performers, tightening by around 

7bps, followed by USD CoCos at around 6bps and EUR CoCos at around 5bps. 

The reporting season confirmed that European banks remain well positioned. Profitability improved, loan impairment 

charges remained within through-the-cycle levels and Stage 3 loan ratios continued to decline. Capital ratios were 

slightly lower, but this largely reflected active capital management from historically high levels rather than stress. 

Primary activity reopened selectively after the summer lull and earnings blackout period. Senior supply resumed first, 

while subordinated issuance also returned, including BNP Paribas with a $1.5bn PerpNC5.5 AT1 at 7.125%, the first 

European bank AT1 in around two months. SEB and KBC also issued Tier 2 instruments, while BBVA was active in senior 

non-preferred format later in the month. Overall, execution remained constructive, showing that investor demand for 

financials paper remains solid, although issuance was still selective and focused on windows of stability. 
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Company news remained active but mostly idiosyncratic. Italian consolidation stayed in focus, with Banco BPM, Monte 

dei Paschi, Intesa and Crédit Agricole all involved in ongoing strategic discussions. UniCredit / Commerzbank also 

remained a key medium-term theme, while UBS AT1 attracted renewed attention after Swiss parliamentary discussions 

suggested that part of the additional capital requirement could potentially be met with AT1 rather than CET1, implying 

possible future supply but with any impact likely phased over several years. 

Insurance credit was more mixed. Fundamentals remained generally solid, with resilient earnings and strong solvency 

levels across most large insurers. However, RT1 underperformed bank AT1, particularly in EUR, reflecting weaker 

technicals and some sector-specific dispersion rather than a broad deterioration in fundamentals. Pressure remained 

visible in selected health insurance businesses and in parts of reinsurance where pricing momentum continues to 

soften, while life insurers remained supported by reinvestment yields and savings flows. 

Overall, August was resilient for financials credit in spread terms, although total returns were negatively affected by 

higher sovereign yields. Senior and LT2 spreads widened modestly, while CoCos tightened, led by bank AT1s. Insurance 

RT1 underperformed, particularly in EUR, reflecting more mixed technicals rather than weaker fundamentals. The 

sector remains supported by strong bank earnings, stable asset quality, robust capital generation and continued 

investor demand for carry, although valuations remain tight and further upside is likely to be more selective and carry-

driven. 

The fund performed mostly in line with the market, posting performance over the month, benefiting from spread 

compression in the financial sector. The Banking sector was the major contributor of performance with the insurance 

segment lagging somewhat, affected by some degree by the French uncertainty (budget concerns). In terms of curves, 

the 3-5y segment was the main responsible for the positive performance, offering good rolldown. During the month, 

the fund focused on increasing the Yield, doing some switches to optimize the portfolio. We continued to add on the 

Canadian AT1 market, adding Toronto Dominion and Royal Bank of Canada, we added more Eurobank (Greek At1), 

added some French insures taking advantage of the underperformance, we did a switch in the curve of Deutsche Bank 

and Santander (adding AT1 vs LT2), among others. In primary we added the BNP Paribas new issue.   

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

Spain continue to be the main regions accounting for 48% and in Latam the fund as 6.4% (unchanged) exposure 

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

Santander and UBS.  

The Fund ended the month with a YTM of 7.24%, YTW of 5.75% and duration of 3.46, with 3% cash, BB+ average rating 

and invested across 151 securities.  
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