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The months of October and November were a period to forget for many asset classes and investment 
strategies. However, a nimble long/short strategy could still protect year-to-date performance, making 
it possible to take advantage of newly available opportunities. 
 
After a period of relative calm during the summer, volatility suddenly returned at the beginning of 
October. In Europe, the EURO STOXX 50 was already down 6% for the year and lost a further c.9% over 
October and November. The Financials sector was equally affected, as the EURO STOXX Banks index 
also declined by c.9% during this time. As for credit markets, iTraxx Europe (S30) 5Y spreads widened 
by 12bps (over 18%), and iTraxx Crossover (S30) 5Y spreads increased by 76bps, or nearly 28%. 
 
 
Chart 1: European equity and credit markets in October and November 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Bloomberg, Markit 

 
 
As chart 2 highlights, the performance of the HFRX Global Hedge Fund Index also shows significant 
pressure during this two-month period, losing 3.1% over October and another 0.6% in November, 
leaving the index down c.4.9% between January and November, and down 6.3% YTD as we write this 
letter. 
 
 
 
 
 
 
 
 
 

Market commentary on October/November 
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Chart 2: Performance of the HFRX Global Hedge Fund Index 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Bloomberg 

 
In Europe, specific factors weighed on investor sentiment at the beginning of this period. The 
European Commission stated that Italy’s draft budget for 2019 “presents a particularly serious 
deviation”1 from expectations and requested submission of a revised budgetary plan – the first time 
it had made such a request. In Spain, the Supreme Court surprised markets with a ruling that banks 
should be responsible for paying a mortgage tax instead of their clients – a decision that could 
potentially have led to large costs for the banks, if applied retrospectively2.  
 
Around this time, the ECB also reiterated their intention to end net purchases under their asset 
purchase programme, at the end of December. While this had been well-flagged in advance, the 
additional prospect of a future interest rate hike caused some trepidation, with markets expecting 
such a move by the central bank in Q4 2019 or Q1 2020. Finally, continuing fears of a global trade war 
also continued to weigh on investor sentiment, ahead of a meeting between the US and China at the 
G20 meeting in Argentina at the end of November. 
 
Protecting fund performance was a key priority during the October/November period, where for 
example the BoAML EUR HY index returned -3.2%, and the BoAML CoCo index -2.7%3. Funds were 
severely impacted. For example, the HFRX Fixed income – Credit Index returned an estimated -1.6% 
over the two months, and the HFRX Global Hedge Fund Index was down 3.7%3. 
 
For the same period, the Lyxor Chenavari Credit Fund was down 82bps4 (Class SI USD), below our own 
expectations but still outperforming the above points of reference. We believe this contributes to 

                                                           
1 European Commission Press Release, 23 October 2018 
2 Following a reversal ruling by the court, the government subsequently ensured that banks would indeed pay 
this tax going forward 
3 Source: Bloomberg 
4 Source: Lyxor 
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demonstrate that our long/short strategy, with an intense focus on managing volatility and limiting 
drawdowns, is the appropriate way to invest in credit. 
 
In this context, the ability to dynamically adjust exposures was key to protecting the portfolio. For 
example, the portfolio managers reduced exposure to Financials bonds and took portfolio exposure 
to CoCo AT1s from net long to net short during November. The ability to utilise a variety of instruments 
was also demonstrated during this time - credit index options provided gamma as volatility increased 
at the beginning of the period, and a greater proportion of single name CDS shorts in the portfolio, in 
place of index hedges, benefitted as dispersion increased. 
 
The flexibility of the strategy during these periods is evident at the overall fund level. Chart 3 shows 
the estimated P&L impact for the Lyxor Chenavari Credit Fund as spreads of the iTraxx Crossover index 
are instantaneously moved from prevailing levels. This shows how the fund P&L could react to a 
scenario of either tightening or widening of credit spreads.  
 
At the beginning of October, the portfolio managers rapidly adjusted the portfolio to create a distinct, 
positively convex risk profile which helped protect the Fund’s profile to the downside. 
 

Chart 3: Credit spread stress impact on P&L 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Chenavari 
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The fruits of these efforts are reflected in the most recent report on top-performing credit funds from 
Kepler, for example: 
 
Table 1: Kepler report, Top 10 Credit funds, 2018 YTD performance (%) 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Kepler, Alternative UCITS monthly performance report, November 2018 

 
 
Sharp market corrections are uncomfortably painful for most investors. However, they also create 
new opportunities for those that can be proactive, having protected the downside, and are sufficiently 
agile. The yield available from the iBoxx EUR Liquid HY index increased from 3.8% to over 4.7% by the 
end of November. European credit also bears comparison with US markets, as the cost of hedging 
against USD currency exposure has increased recently, and results in a yield pick-up available in Europe 
at most rating levels. 
 
 
Chart 4: Europe and USA, YTW by rating 

 
 
 
 
 
 
 
 
 
 
 
 
 

Source: J.P.Morgan. EUR HY hedged using one month FX forward. 
 
In European credit, increased dispersion has already become a feature of the markets and this factor 
has only been amplified by the recent volatility. The interactions of political and corporate 
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developments have seen large moves for some individual instruments, including Italian infrastructure 
firm Atlantia and French retail group Casino. Such idiosyncratic risks can provide fertile ground for 
long/short strategies, particularly when pursued in a broad approach that encompasses cash and 
derivatives markets across bonds, CDS, indices and options. 
 
For European Financials markets, dispersion has been less influential compared to broader market 
factors such as the significant strengthening of bank balance sheets, the regulatory cycle potentially 
peaking, and the maturation and growth of the market for subordinated debt. In the year to date, AT1 
bond spreads started widening after the last bout of market volatility in February and were further 
impacted by the Spanish court ruling described above. Now, yield levels could be considered attractive 
again as a result, when compared to peer assets such as European High Yield bonds or US preferred 
instruments. Specific factors such as extension risk can then be used for long/short positioning, 
anticipating divergent performance between names. The technical picture is weak for the market 
however; funds offering short-notice liquidity have amassed large holdings in such bonds and have 
started to see outflows from their investors. 
 
 

Chart 5: Credit Financials funds, flows 
 
 
 
 
 
 
 
 
 
 
 
 
 
Source: Chenavari, Bloomberg 

 
 
The volatile markets of October and November proved to be a challenging environment for many 
investors. However, the underlying factors of dispersion and changing macroeconomic drivers are also 
providing significant opportunities. Long/short strategies have the flexibility to take advantage of the 
opportunities that have arisen, with the ability to rapidly change a portfolio’s risk profile in response 
to changing conditions.  
 
We believe European credit markets offer a combination of attractive yields in select locations, as well 
as rising dispersion that provides an even better environment for generating real alpha through 
fundamental, long/short trading. We look forward to the exciting potential of 2019. 
 

Chenavari, December 2018 
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IMPORTANT HYPOTHETICAL DISCLAIMER 

Estimations reflect conservative modelling assumptions, but do not reflect the best and worst case scenarios. Estimates are based on the market 
conditions at the time of modelling and are therefore, subject to change. Stress Tests present a set of hypothetical scenarios that assume changes 
for one or more market variable in order to assess the effect on the portfolio. Chenavari has made assumptions that it deems reasonable and uses 
the best information available to calculate the stress test estimates. If a different set of assumptions were used in this calculation, there could be a 
material difference in the calculated estimates. 
 
Hypothetical performance results have many inherent limitations, some of which are described below. No representation is being made that any 
account will or is likely to achieve profits or losses similar to those shown. In fact, there are frequently sharp differences between hypothetical 
performance results and the actual results subsequently achieved by any particular trading program. 
 
One of the limitations of hypothetical performance results is that they are generally prepared with the benefit of hindsight. In addition, hypothetical 
trading does not involve financial risk, and no hypothetical trading record can completely account for the impact of financial risk in actual trading. 
For example, the ability to withstand losses or to adhere to a particular trading program in spite of trading losses are material points which can also 
adversely affect actual trading results. There are numerous other factors related to the markets in general or to the implementation of any specific 
trading program which cannot be fully accounted for in the preparation of hypothetical performance results and all of which can adversely affect 
actual trading results. 

 

 

Disclaimer 

This material is not for distribution to retail clients and is directed exclusively to Chenavari Investment Managers’ professional clients and eligible 
counterparties, as defined in the Markets in Financial Instruments Directive (2004/39/EC) Article 4(1) (12). Chenavari Investment Managers is the 
legal trading name of Chenavari Credit Partners LLP (“CCP”). The information contained herein is confidential information supplied at the sole 
request of the recipient. By accepting this information, the recipient agrees that it will not divulge any such information to any other party. Any 
reproduction of this information, in whole or in part, is prohibited.  

The distribution of this document in certain jurisdictions may be restricted by law; therefore, people into whose possession this document comes 
should inform themselves about and observe any such restrictions. It does not take into account the particular investment objectives, financial 
situation, risk adversity, tax status or needs of individual clients. CCP disclaims any and all liability relating to a decision based on or for reliance on 
this document.  

This document has been prepared for general information purposes only and has not been delivered for registration in any jurisdiction nor has its 
content been reviewed by any regulatory authority in any jurisdiction. The information contained herein does not constitute: (i) a binding legal 
agreement (ii) legal, regulatory, tax, accounting or other advice, (iii) an offer, recommendation or solicitation to buy or sell shares in any fund or any 
security, commodity, financial instrument or derivative linked to, or otherwise included in, a portfolio managed or advised by CCP, (iv) an offer to 
enter into any other transaction whatsoever, (each a “Transaction”). This document does not constitute due diligence reporting and CCP bears no 
responsibility for your investment research and/or investment decisions, nor will CCP be liable of any decision made or actions taken by your or 
others based on the contents of this factsheet and neither CCP nor any of its directors, officers, employees or representatives accept any liability 
whatsoever for an loss or damage of any kind an howsoever arising.  

The information, estimates, forecasts or opinions supplied by CCP in this document are supplied for your private use and information, and for 
discussion purposes only and do not constitute and may not be used for the purposes of, an offer to sell or the solicitation of an offer to buy nor 
shall there be any sale of units or shares issued by a fund managed or promoted by CCP or its affiliates in any jurisdiction in which such offer, 
solicitation or sale would be unlawful. The units or shares issued by a fund managed or promoted by CCP are offered or otherwise made available 
only in accordance with available, applicable private placement or offering rules. The information supplied by CCP or its affiliates and contained 
herein shall not be deemed to constitute investment advice and should not be relied upon as the basis for a decision to enter into a transaction or 
as the basis for an investment in units or shares issued by a fund managed or promoted by CCP or its affiliates as an investment in funds units of 
these funds may not be suitable or lawful for all investors. 

Prospective investors should (i) consult their financial, accounting, tax and legal advisors prior to any investment in units or shares issued by a fund 
managed or promoted by CCP ; and (ii) inform themselves as to (a) the appropriateness of said investment in units or shares (b) the legal 
requirements within their own jurisdictions for the purchase or holding of said investment, (c) any foreign exchange restrictions which may affect 
them, and (d) the income and other tax consequences which may apply in their own jurisdictions relevant to the purchase, holding or disposal of 
units or shares of the relevant fund.  

CCP makes no representation or warranty, express or implied, as to, or assumes any liability responsibility for, the accuracy, reliability or 
completeness of any information, so obtained and supplied, or any information, estimates, forecasts or opinions prepared on the basis of such 
information. Furthermore, CCP shall not be under any obligation or assume any liability towards any person to update or correct any inaccuracy or 
incompleteness of the information, estimates, forecasts or opinions prepared on the basis of such information. CCP shall not be in any way 
responsible or assume any liability for any act or omission made by any person in reliance on this document or any information contained herein. 
This document shall not in any event be deemed to be complete and exhaustive information on the subjects covered. CCP makes no representations 
and/or warrants that contained in this document is either up to date and/or accurate and expressly disclaims all liability for errors and/or omissions. 
The information contained in the document is not related to any particular investment objective, financial position or specific interest of any recipient 
and is not intended to be relied upon or used by any counterparty, investor or other party.  

Where indicated, the information sourced relating to CCP or its affiliates has been provided for information or illustration purpose only, and CCP 
nor its affiliates shall not be held responsible for the content of such information. Although some information has been provided by CCP, the 
information is based on information furnished by third parties- the accuracy and completeness of which has not been verified by CCP or any other 
person.  

These materials may also contain historical market data; however, historical market trends are not reliable indicators of future market behaviour. 
Any historical investment results of any person or entity described in this material are not indicative of the future investment results. Such results 
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are intended only to give potential investors information concerning the general experience of the relevant person or entity is not intended as a 
representation or warranty by CCP, or any other person or entity as to the actual composition of or performance of any future investments.  

This document contains information about CCP, certain of its respective personnel and affiliates and the historical performance information of 
investment vehicles whose portfolios are managed by CCP. Such information has been included to provide prospective investors with information 
as to CCP’s general portfolio management experience. Prospective investors should not view the past performance of CCP as indicative of the 
future results. CCP makes no representation or warranty, express or implied, as to the fairness, accuracy or completeness of the information 
contained herein and nothing contained herein shall be relied upon as a promise or representation as to past or future performance of any structure, 
managed by CCP from time to time.  

CCP and/or its affiliates may receive or pay fees or rebates, in compliance with the Markets in Financial Instruments Directive, as implemented in 
each state of the European Economic Area. The offer, purchase or sale of units in any fund managed by CCP or its affiliates is accepted only from 
eligible investors on the basis of the current prospectus and subscription document for the relevant fund. None of the securities referred to above 
have been or will be registered under the US Securities Act of 1933 or the securities laws of any other jurisdiction and may be offered and sold in 
the United States and elsewhere only in accordance with an applicable exemption from the registration requirements thereof.  

This document has been prepared, issued and approved by CCP, registered in England and Wales Companies House No. OC337434, with its 
principal place of business is at 80 Victoria Street, London, SW1E 5JL. CCP is authorised and regulated by the Financial Conduct Authority under 
the number 484392, the Commodities and Futures Trading Commission (No. 0426351), and registered with the Securities Exchange Commission 
(No. 801-72662), and the Luxembourg Commission de Surveillance du Secteur Financier. For the avoidance of doubt and for the purposes of this 
disclaimer, all references to ‘Chenavari’ mean CCP and all of its associated entities. Copyright in this document belongs to CCP and all other 
intellectual property rights are reserved. 

iTraxx® is a registered trademark of International Index Company Limited (IIC) and has been licensed for the use by Eurex. IIC does not approve, 
endorse or recommend Eurex or iTraxx® Europe 5-year Index Futures, iTraxx® Europe HiVol 5-year Index Futures and iTraxx® Europe Crossover 
5-year Index Futures 

The STOXX® indices, the data included therein and the trademarks used in the index names are the intellectual property of STOXX Limited, Zurich, 
Switzerland and/or its licensors which is used by Eurex Frankfurt AG under license. Eurex' derivatives based on the STOXX® indices are in no way 
sponsored, endorsed, sold or promoted by STOXX and its licensors and neither STOXX nor its licensors shall have any liability with respect thereto.  
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