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Dear investors, 

 

As we enter our second decade of operations at Chenavari, we are pleased to continue our tradition of 

providing a review of the year just gone, and an outlook on the year to come. 

 

2018 was a tumultuous year in many respects, providing a harsh environment for financial markets. The MSCI 

ACWI (USD) equity index finished the year down 11% and the EURO STOXX 50 (EUR) down 14%. Italian 2-year 

bond yields saw a range between -0.3% and 2.7% during the year. 

Brent crude oil futures reached $85/bbl in October, but closed the 

year near $54/bbl. For European credit1, the iTraxx Europe on-the-

run 5Y index spread started the year at 45bps and ended the year at 

88bps - almost a 100% widening. The iTraxx Crossover on-the-run 5Y 

index spread started the year at 234bps and was at 355bps at the end 

of the year. The volatility stemmed from many sources, but included 

elections (notably in Italy, the US and Brazil), popular protests 

(France), central bank actions, and the spectre of “trade wars” instigated by the US. 

 

Looking ahead, there is an increasing sense that markets are nearing the end of a cycle – whether that is 

the credit cycle, economic growth cycle, or debt cycle. A larger change in market regime may therefore be 

expected, although admittedly the timing remains a question mark. Most economies continue to grow and 

create jobs, for example, unemployment is at historic lows in both the US and the UK, at c.4%. Around mid-

2019, the US will likely hit a record for its longest-ever economic expansion and may reach 10 years of 

continuous growth, the longest such period since modern records began. However, economic growth is 

expected to slow, as indicated by lower PMIs in Europe and as the effects of US tax cuts wear off; Chinese 

activity has also been declining more recently. US markets, from interest rates to credit to equities, are 

currently pricing more than 50% probability of a recession in the US in the next twelve months.  

 

The interest rate environment will continue to affect the dynamics for financial markets. While the US Fed 

hiked rates four times in 2018, the markets believe there may be a further two increases in 2019. In Europe, 

the prospect of a rise in the ECB interest rate has been pushed to the end of 2019, or even to the beginning 

of 2020. Anyway, we are still convinced that the abundance of central bank liquidity that supported excessive 

valuations and extremely tight credit spreads will slowly disappear. 

 

More broadly, the continued rise of populism around the globe is concerning. Brazil and Italy elected populist 

leaders in 2018 and others may follow in 2019, as nearly one-third of the world population will be asked to 

vote (including in India, Indonesia and Nigeria). Connected with this theme, the US trade disputes with China 

                                                           
1 Source: Markit 

“In our opinion, the past few 

days of market activity 

highlight a significant change 

of regime for global markets.” 

Chenavari, 14 February 2018 
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and the EU are also likely to result in ongoing tensions and uncertainty. In the UK, the first months of 2019 

will require the country to deal with the consequences of the Brexit referendum: a bad deal, no deal at all, 

or a new referendum? Also of consequence for Europe this year, on top of European elections in Q2, will be 

decisions on replacing Mario Draghi at the ECB and Jean-Claude Juncker at the European Commission. 

 

Tradable credit 

 

In tradable credit markets, investors have grappled with volatility, widening credit spreads and a notable 

increase in dispersion. As a result, some cash bonds recorded large price moves in response to corporate 

events and idiosyncratic developments. 
 

 
Chart 1: Selected European HY bond price moves from highest level in 2018  

 

 

 

 

 

 

 

 

 

 

 

 

 
 

Source: Chenavari, Bloomberg  

 

The seeds of this environment were sown in February, as volatility struck most markets after a strong start 

to the year. In response, Chenavari anticipated 2  precisely the volatility and wider credit spreads that 

subsequently materialised. Profiting from such conditions was more challenging however, given the technical 

nature of the market movements, the costs of running short positions over an extended period, and the 

importance of timing.  

 

While these conditions proved difficult for most investors, ourselves included, a positive consequence of 

that market environment was the uncovering of some attractive opportunities. Valuations are now more 

appealing in Europe: the yield of the iBoxx EUR Liquid High Yield index1 increased from 2.7% to 4.9% during 

                                                           
2 Chenavari, “Investor letter – a new regime for global markets”, 14 February 2018 
  Chenavari, “Investor letter – a new regime for global markets (part II)”, 31 May 2018 
  Bloomberg Surveillance, Bloomberg TV Interview, 26 February 2018 
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2018. The increased cost of currency hedging USD also made European credit more appealing in 

comparison to US credit, for non-US investors comparing the two. For specific sectors, Financials (bank and 

insurance bonds) also demonstrated value – the effective yield of the BoAML CoCo index increased from 

4.7% to 6.5% last year. 

 

Combined with the improved fundamental condition of banks in Europe (average CET1 ratios now exceed 

14%3), we believe this reveals potential fundamental opportunities in the Financials sector. However, as 

always it is important to consider technical influences here as well. We anticipate relatively heavy supply of 

NPS (non-preferred senior) bonds by banks in 2019, which will need to be absorbed. At the right spread, we 

believe that those bonds will present an attractive investment opportunity. Since Q2 2018, heavy asset 

outflows have afflicted managed funds investing in this area (cf. chart 4); if these outflows were to continue 

in 2019, it could further impact the technical picture for this market. While we believe this warrants a more 

cautious stance, there is the potential for increased allocations at some point. 
 

 
Chart 4: Asset flows from identified universe of European Financials credit funds  

 

 

 

 

 

 

 

 

 

 

 
Source: Chenavari, Bloomberg 

 

 

At a more granular level, we believe more specific opportunities are also available in tradable credit markets 

currently, driven by some of the recent technical drivers of markets. Positions with positive convexity are 

generally desirable, particularly when markets may be moving into a phase of negative convexity. For 

example, potentially cheap sources of convexity are identifiable in credit index derivatives, after implied 

correlation declined sharply at the end of 2018 as idiosyncratic risks in individual companies outweighed the 

risk of more systematic issues for Europe. 

 

 

 

                                                           
3 Source: European Banking Authority, 2018 – EU Wide Transparency Exercise, June 2018 
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Chart 2: 1Y forward risk profile of 2Y equity tranche on iTraxx Europe  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 
Source: Chenavari, based on JP Morgan and Bloomberg data 

 

 

The opportunity in index derivatives reflects rising idiosyncratic risks for certain European companies. 

Greater dispersion has occurred as the credit instruments of these companies uncoupled from broader 

market moves. At the same time, this has increased opportunities for long/short trading of corporate credit, 

with increased volatility and changing fundamental factors providing a rich opportunity set for active 

investors. Deteriorating performance at French retail group Casino and Italian construction firm Atlantia 

provided just some of the examples of this in 2018, and we believe plenty more are likely in 2019. 

 

While approaching these attractive opportunities in 2019, a humble attitude and laser focus on liquidity will 

be even more important than usual. A number of geopolitical issues are brewing, and the first quarter, in 

particular, has the potential for springing surprises on investors. 
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Chart 5: Key market events of Q1 2019  

 
 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

Source: Chenavari 

 

 

Private Credit 

In our opinion, European markets continue to provide some of the best opportunities for Private Credit. The 

private credit investment possibilities are driven by multiple long-term factors including regulatory changes, 

structural reforms, fragmented provision of financing and deleveraging by local banks. In the shorter-term, 

positive influences include default rates that are expected to remain low in Europe4, while the supply of 

potential opportunities also remains robust – sales of both performing and non-performing loan portfolios 

are anticipated to continue at high levels in 2019. 

 

 

 

 

 

                                                           
4 Fitch Ratings: “Default rates to Stay Low in EMEA Leveraged Credit in 2019”, 4 December 2018 
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Chart 6: European loan portfolio market activity, by year 

 

 

 

 

 

 

 

 

 
 

Source: Deloitte, Deleveraging report 2018 Q3 

 

Our investment team continues to identify such opportunities to acquire performing bank loan portfolios, 

leveraging on the team’s extensive relationships and local operating partners. Our ability to add value to 

these attractive portfolios was further demonstrated during November, with the pricing of a c.€300m RMBS 

transaction structured by Chenavari from the aggregation of three portfolios of Irish residential mortgage 

loans, acquired during a period from 2016 to 2018. Despite the challenging market environment of the time, 

the transaction was priced and all rated notes from Class A to Class F were sold. 

 

Further attractive investments can be found in areas such as Specialty Finance, including real-assets finance, 

consumer finance and collateralized corporate financing, such as receivable finance, trade finance and more 

generally corporate financing secured by assets (and not just corporate EV). We would contrast these 

attractive opportunities with the over-popular area of direct SME lending, where we believe fundamentals 

are deteriorating even as investors continue to allocate. Corporate leverage has increased and, in our 

opinion, insufficient premium is being offered to compensate for the potential risks; EV and EBITDA are not 

collateral and traditional direct lending may yet be a bubble waiting to burst. Indeed, the comparable 

European Leveraged Loan market can provide similar risk exposures as direct corporate lending, but with 

better liquidity and lower default rates. 

 

Value can also be identified in other specific areas. Chenavari has already experienced significant success in 

Ireland and Spain, as we managed to roll out investments in these countries benefiting from the recovery 

from financial and housing crises. Now, we believe Greece may be at the beginning of a similar trajectory 

as unemployment, labour costs and government bond yields have fallen, while the fiscal primary balance is 

positive and international debt relief efforts provide a positive impact. Chenavari has been investing in 

Greece for four years already, and we see value in loans backed by conservative collateral valuations and 

structured investments in companies positioned to benefit from a Greek recovery. Please contact our 

investor relations team if you would like to know more about this opportunity.  

http://www.chenavari.com/
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Other new areas of opportunity are emerging in Europe, in response to the same long-term factors as 

described above. Regulatory change is one such constant factor – new regulations affecting securitisation5 

came into effect on 1 January 2019 for example. The changing regulatory treatment of revolver facilities may 

also provide scope for attractive investments in 2019. Regulations also typically have secondary impacts, 

particularly on banks and the provision of finance, thus we also anticipate further opportunities deriving from 

direct origination of credit in Europe, as well as origination with platform providers. This builds on 

Chenavari’s lengthy experience with specialty finance originators in Europe since 2013.   

 

Overall, we believe Chenavari specialises in areas that currently offer numerous attractive risk-reward 

opportunities. Our focus is on niche, specialised lending in sectors that are under-supplied with credit due to 

identifiable, long-term factors. As stated, these include Specialty Corporate (with collateral) and Consumer 

Finance, where the benefits of lending with collateral and/or with granularity can be contrasted with the 

deteriorating environment for classic EBITDA-based direct lending to corporates. 

 

In conclusion, niche investment opportunities exist in both private and tradable credit markets. We regard 

Europe as an attractive region as a source of both value (for example in Financials, consumer finance and 

Greece) and opportunity (driven by long-term impacts such as regulatory changes, as well as short-term 

drivers such as dispersion, providing a rich environment for long/short trading). However, the importance of 

fundamental credit selection remains key. Geopolitics will continue to be important, perhaps even more so 

this year as some major issues such as Brexit and “trade wars” approach conclusion. Being a specialist 

European credit firm with on-the-ground knowledge and resources will remain a key advantage for us. 

Indeed, there is a trend for investors seeking alternative asset management platforms which can provide 

them with scale and diversity – we believe Chenavari’s decade of experience and breadth of knowledge 

across European credit makes us a compelling choice for such investors. 

 

Once again we wish you a healthy, happy and successful New Year. We look forward to the opportunity to 

work with you and, last but not least, we thank you for your continued trust in Chenavari.  

 

With our very best regards, 

 

 

 

           

 

 

Should you wish to arrange a follow-up discussion, please do not hesitate to contact us: 

+44 207 259 3600      ir@chenavari.com

                                                           
5 Regulation (EU) 2017/2402 (the Securitisation Regulation) and Regulation (EU) 2017/2401 (CRR Amendments) 

Loïc Féry, CEO & Co-CIO 
Fréderic Couderc, Co-CIO 

http://www.chenavari.com/
mailto:ir@chenavari.com
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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); investors who are U.S. Persons and Accredited Investors within the meaning of Regulation 
D under the U.S. Securities Act of 1933, as amended, or Qualified Purchasers within the meaning of Section 3(C)(7) of 
the U.S. Investment Company Act of 1940, as amended. Chenavari Investment Managers is the 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 appetite, 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; or (iv) an offer to 
enter into any other transaction whatsoever. 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 you or others based on the contents of this document and neither CCP nor any of its directors, 
officers, employees or representatives accept any liability whatsoever for any loss or damage of any kind and 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 or investment vehicle.  
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.
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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 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 or its affiliates 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. The fund interests or securities referred to herein have not been, nor will 
they be, registered or qualified under the U.S. Securities Act of 1933, as amended (the “U.S. Securities Act”) or any 
applicable securities laws of any state or other political sub divisions of the United States, and may not be offered, sold, 
transferred or delivered, directly or indirectly, in the United States or to, or for the account or benefit of, any U.S. Person, 
except pursuant to an exemption from, or in a transaction not subject to the requirements of, the U.S. Securities Act 
and any applicable U.S. state securities laws. The Fund has not registered and does not intend to register under the U.S. 
Investment Company Act of 1940, as amended (the “Investment Company Act”) in reliance on the exemption from such 
registration pursuant to Section 3(c)(7) thereunder and certain interpretations of Section 7(d) of the Investment 
Company Act by the staff of the U.S. Securities and Exchange Commission. Accordingly, the Interests are being offered 
and sold only: (i) outside the United States to persons other than U.S. Persons in offshore transactions that meet the 
requirements of Regulation S under the U.S. Securities Act; or (ii) to U.S. Persons who are (a) “accredited investors” as 
defined in Rule 501 of Regulation D promulgated under the U.S. Securities Act and (b) “qualified purchasers” within the 
meaning of Section 2(a)(51) of the Investment Company Act. Except as otherwise disclosed in a fund’s prospectus, its 
interests have not been registered for distribution in any other jurisdiction. 
In Switzerland, the Fund is considered foreign investment schemes pursuant to Art. 119 of the Swiss Federal Collective 
Investment Schemes Act (CISA). No application has been submitted to the Federal Financial Market Supervisory 
Authority (FINMA) to obtain approval within the meaning of Art. 120 CISA to offer or distribute the investment in or 
from Switzerland to “Non-Qualified Investors”, and no other steps have been taken in this direction. Consequently, 
investors do not benefit from the specific investor protection and/or FINMA supervision pursuant to the CISA and its 
implementing ordinances. 
Any offer or sale must therefore be in strict compliance with Swiss law, and in particular with the provisions of the 
Collective Investment Schemes Act and its implementing ordinances, and FINMA circular 2013/9 on distribution of 
collective investment schemes. No person or entity is authorized to offer or sell the Shares or distribute any Fund 
Documentation, including the Prospectus, the Articles of Incorporation and annual reports issued by the Fund from time 
to time or promotional material pertaining to the Fund in or from Switzerland other than to "Qualified Investors", as 
defined in Article 10 of the CISA and Articles 6 and 6a of the CISO and any circulars issued by FINMA. 
The investment vehicles have appointed as Swiss Representative Oligo Swiss Fund Services SA, Av. Villamont 17, 1005 
Lausanne, Switzerland, Tel: +41 21 311 17 77, email: info@oligofunds.ch. The Fund’s paying agent is Banque Cantonale 
de Genève. Any Fund Documentation may be obtained free of charge from the Swiss Representative in Lausanne. In 
respect of the shares or units distributed in or from Switzerland, the place of performance and jurisdiction is at the 
registered office of the Swiss Representative. 
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 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). 
CCP affiliates are authorised and regulated by 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. 


