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Dear Investors,
Gathering thoughts for a year-end review and outlook is often an instructive exercise, not least in reminding ourselves
of how much has occurred in the year just gone. For Chenavari, this included a major evolution as we moved offices for
only the second time in our 10-year history. Our new space on 80 Victoria Street has brought many advantages, but
most important is the chance to further enhance the cohesiveness of our team and our transparency as an organisation
- we continue to believe in the power of these values to improve our overall performance. We warmly invite you to
visit our new London offices, if you have not already done so. We regard the attractive returns of our flagship funds in
2017 as further demonstration of the team’s commitment to these goals.
Major political developments were again significant drivers of asset markets in 2017. In Europe, the ebb and flow of
the Brexit negotiations continued to command attention after the UK triggered Article 50 in March. The contradictions
of the UK’s approach will become increasingly clear, and the associated uncertainty leads us to a bearish outlook for the
domestic economy. The French election in April and May of last year also prompted concern for investors; however
Macron’s decisive victory lifted sentiment, in a blow to the global populist phenomenon, and buttresses our positive
view on the outlook for a stronger Europe. In the US, President Trump’s key policies initiatives were stymied at first, but
markets were more focused on the tax reform package, which was finally approved at the end of the year. The legislation
will have a differentiated impact on both US corporates and European multinationals, where our fundamental credit
research can again provide an edge in identifying potential winners and losers. Furthermore, the nomination of Jerome
Powell as the new Chair of the US Federal Reserve, together with new rotating members, increases the hawkish
contingent of the FOMC and raises the probability of more interest rate hikes than are currently priced into markets.
The ECB also remained a key influence, particularly with the announced ‘tapering’ of their asset purchase programme
and associated extension to the life of the programme to the end of September 2018 “or beyond, if necessary” 1. Data
further confirmed the strengthening of economic momentum in Europe, with a ‘Goldilocks’ environment of strong
growth with contained inflation. ECB forecasts2 for real GDP growth in the euro area in 2018 were increased from 1.7%
to 2.3%, while the projected HICP inflation rate was revised down from 1.6% to 1.4%.
Given this strong economic environment in Europe, and the impact of regulations on European banks’ business models,
we consider ourselves fortunate with the current opportunity set available to our investment strategies, across the
liquidity spectrum, in the coming year. During this period of prevalent low or negative yields, particularly in Europe, we
can find value by unearthing distinctive investments that can offer attractive, diversifying sources of income and
potential capital gains. With the application of our proprietary pan-European origination network, fundamental credit
research abilities, structuring expertise, and leveraging of strong relationships, we can also look to add potentially
significant value to these investments.

1
2

ECB, “Monetary policy decisions” press release, 26 October 2017
ECB & Eurosystem staff macroeconomic projections for the euro area, 9 March 2017 & 14 December 2017
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European banks still have €2tn of unresolved non-core assets on their balance sheets3, providing an ongoing source of
opportunities for our strategies focused on Private Credit and particularly in the European Specialty Finance sector.
Both 2017 and 2018 are expected to see volumes in excess of €100bn of portfolio transactions in Europe, with Italy
likely to see increased activity as attention turns to disposals of non-core performing loan portfolios. Chenavari
continues to source attractive portfolios of loans for acquisition, with interesting deals in the area of specialty finance,
trade finance, leasing and receivables finance. For example, Chenavari recently acquired Creditis, the consumer finance
portfolio and operations of Banca Carige in Italy 4 . In addition, the increased activity that we saw in capital relief
transactions during Q3 and Q4 should see continued momentum as banks continue to feel pressure on their balance
sheets and business models.
Loan portfolio sales3

Continuing trends also provide a strong environment for our strategies, as banks continue to withdraw from activities
deemed as non-strategic or with associated high cost of capital. Even basic features can drive this dynamic: for
example, risk weightings are calibrated on one-year maturities that typically penalise shorter-duration transactions such
as Trade Finance. Similarly in Real Estate, key drivers include the rise of co-working, demonstrated as WeWork
accounted for close to 6% of all central London lease take up in 2017. Strong rental growth in the Residential sector also
continues to attract investment, and we anticipate continued strong demand for assets with these yields as key
European cities see housing shortages.
Market trends can also be exploited though the ability to bridge the frequent gaps between private and public markets.
The cost of financing for some investments has declined significantly in the face of low interest rates and the enormous
central bank purchase programme in Europe. This enables us to structure, or restructure, investments with attractive
performance characteristics, and provides an option for Chenavari to use the team’s expertise to securitise suitable
assets and lock-in attractive returns. Transforming private credit pools into public ABS is a significant potential alpha
contributor for the performance of our private credit funds.
3

PWC, "Portfolio Advisory Group Market Update Q4 2016", March 2017 & PWC, “Opportunity for investors and vendors alike – Q1 2017 market
update”, June 2017
2017F calculated using Q1 2017 data releases and adjusted for a number of delayed transactions which were to be completed at the time of
calculation
4 Reuters, “Italy's Carige to sell consumer credit arm to Chenavari”, 5 December 2017
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For public markets, a notable feature of last year was low volatility. However, toward the end of 2017, we saw more
differentiation appear in credit markets, particularly in High Yield. Investor concerns focused on extended capital
structures such as Altice and Astaldi, plus companies in consumer sectors facing strong competitive pressures, such as
Retail and parts of the Energy sector. At tight levels of credit spreads, and with reduced support from central bank asset
purchases, we anticipate the themes of dispersion and decompression may be key drivers for European credit markets
going forward. For example, the relative levels of IG and HY index spreads in Europe indicate the potential for such
decompression over time:

Source: Deutsche Bank, as of November 2017

In this context, we see strong potential in relative value trades and reaffirm our belief in the benefits of our
opportunistic, long/short approach to tradable credit markets. Our affinity with the use of derivatives is also important,
as we believe they are likely to outperform cash instruments as the central bank tapers asset purchases. The lack of
duration in CDS also enables an expression of pure credit views, and liquidity is abundant in index products in particular.
Areas of value remain, such as European ABS and Financials assets, where we continue to source opportunities based
on our credit research through identifying attractive relative valuations and identifying key market technical drivers.
Within the European ABS space, we see value in CLOs that are benefitting from record low default rates and supply
growth. Lower-rated BB and B tranches have lagged broader moves tighter, while we believe the equity is also likely to
benefit from improved arbitrage dynamics. We also believe Leveraged Loan issuance should benefit from any increase
in corporate M&A activity and investments from private equity firms.
In Financials, we believe select bank-issued assets should continue to benefit from improving economic fundamentals,
increased certainty in the regulatory environment, attractive yields, and technical drivers such as the creation of Total
Return Swap products on indices referencing contingent convertible debt. A relative valuation comparison between
European AT1 bonds and comparable US trust preferred securities highlights the favourable backdrop for the European
instruments. Furthermore, at this more advanced stage of the economic cycle and with potential reflation dynamics,
we will also look to selectively increase exposure to equities in this sector. Regulatory changes, such as further efforts
to finalise a banking union in Europe, could drive potential upside for this part of the capital structure.
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While we can identify a number of attractive opportunities in tradable credit markets, we must also be cognisant of the
advanced age of the current expansion, with signs of reflation gathering momentum. This leads us to prefer liquid
instruments, such as derivatives over cash bonds. This also points to the benefits of more liquid portfolios; changes in
market structure have diminished the capacity to absorb shocks and leave open the possibility of greater volatility than
many have become accustomed to expect:
US Dealer inventory versus outstanding size of IG and HY market

Source: NY Fed, Bloomberg, Deutsche Bank, “Long-Term Asset Return Study” as of 18 September 2017
Note: The inventory series changed from 2013

Potential risks remain, including elections in Italy on 4th March, the continuing withdrawal of the ECB’s asset purchase
programmes, and well-flagged interest rate hikes in the US. Inevitably there may also be uncertainties which are
difficult to predict, where owning convexity will be beneficial – predicting the timing of a turn in the market is very
difficult; however, preparing for the consequences need not be.
$ BBB spread performance in 40 weeks before tights, 1962-2017

Source: Citi Research, “The Anatomy of a Correction”, September 2017
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We believe the current market opportunities discussed here, are being driven by large scale and long-term factors.
These include:
•

Regulatory pressures; including Basel III, Basel IV and Solvency II

•

Economic fundamentals; impressively strong performance by European economies

•

Monetary policy; much reduced costs of financing thanks to central bank asset purchases

At Chenavari, we believe our breadth of expertise allows for a great depth of understanding of these opportunities and
driving factors, and our funds have varying mandates to capture these investments as we source them.
Chenavari advises a publicly traded fund with a potentially attractive yield (with a stated dividend target of 8% or
greater). Our tradable credit hedge fund offering includes a multi-strategy credit fund and the Lyxor/Chenavari Credit
UCITS Fund. New Chenavari launches are focused on private credit markets, including a Private Credit Opportunities
strategy, Trade Finance strategy and upcoming latest version of our Real Estate strategy. We would welcome the
opportunity to discuss these investments in greater detail with you.
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,

Loïc Féry, CEO & Co-CIO

Fréderic Couderc, Co-CIO

Should you wish to arrange a follow-up discussion, please do not hesitate to contact us:
+44 207 259 3600
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.

Chenavari Investment Managers
80 Victoria Street
London SW1E 5JL
www.chenavari.com

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 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).
CCP affiliates are authorised and regulated the Hong Kong Securities and Futures Commission under registration
number ASU171 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.
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