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The longer term perspective 
 

Following the Global Financial Crisis, the European financial sector has continuously undergone a deep and radical 

transformation. The weaknesses of many financial institutions back then have urged regulators to have a closer look 

at banks and insurance companies, resulting in a strong regulatory trend which still persists today.The regulation of 

the financial sector is certainly not an easy topic, countless rules are enforced every year, as well as the technical 

nature of the regulation itself makes it hard to focus on the financial credit landscape with clarity.  

Nevertheless, if we look for the common denominator in all regulatory actions, we will always find an underlying 

intention, namely de-risking and/or de-leveraging. This is per se a congenial tailwind for creditors: investors lend 

money to financial institutions and regulators force them to reduce their risk. The same is not necessarily true for 

equity investors, that de-facto are sustaining the costs of derisking via lower margins and lower payout ratios and/or 

lower equity distributions. It is not by chance that over the last 10+ years European financial credit, especially within 

high yield, has massively outperformed European financial equity, while proving a strong investment. 

 

Nonetheless, deleveraging a financial institution is a very complex topic which in turn generates a lot of complexity 

along the regulatory way. CoCo bonds are a good example of this complexity: they are in essence hybrid capital that 

can absorb losses (just like equity), without necessarily diluting existing shareholders (unlike equity). This intricacy 

embedded in the financial debt asset class creates the perfect ground for active management, in a context where 

dedicated expertise and focus can turn complexity into appealing investment opportunities. 

Summing up, we see European financial debt as an asset class where a long term regulatory tailwind provides for 

an interesting backdrop to a perfect arena where complexity leave space to opportunities based on bottom-up and 

dedicated financial expertise.   
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How financial credit fared along the recent Covid-19 selloff and where do we stand? 
 
Worldwide markets have been hit hard by the global Covid-19 outbreak this year, which did not spare financial credits 
in Europe as spreads reached levels not seen since 2012. While March selloff came to an halt as central banks 
and local governments joined forces to establish and roll out monetary and fiscal support, the crisis is still ongoing 
and markets are called to judge on the economic implications of virus containment measures such as social 
distancing and lockdowns.  
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The Covid-19 outbreak is a multi-faceted black swan. It is first and foremost an health crisis, as people fear for 
their lives above their money. It is also an energy crisis as travel bans, lockdowns and mobility restrictions are 
putting enormous pressure on energy consumption, dragging oil prices to levels which are not sustainable for a large 
share of companies operating in the sector. It is hence also an economic crisis which slashes both supply and 
demand across most industries, resulting in distressed environments for firms that face a major slowdown in cash 
inflows which can hardly be met by a proportional reduction in costs, posing employment at risk in the recessionary 
context that lies ahead. 
 
But this crisis is not a financial crisis. Banks and 
insurance companies are all but immune from a 
recession as they do participate in the broader economic 
activity, however, unlike during the Global Financial 
Crisis, the problem does not originate in the financial 
sector. On the contrary, banks play a crucial role in the 
transmission of liquidity and monetary support from 
central banks to real economies and it is in the best 
interest of all European countries that their banks 
continue operating efficiently and without disruptions. At 
the same time, the insurance sector is arguably less 
exposed to the current crisis given the strong solvency 
positions as well as the more limited expected impact 
on their financial positions.  
 
Along the turmoil, the European financial high yield 
market has widened broadly in line with the other 
sectors, or even slightly less, yet it did not ride the 
rebound to the extent non-financial sectors did: spreads 
on financials are currently higher by some 30-40 bps 
vs non-financials.  
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European banking snapshot 
 
Support measures in the banking space have been plenty, from an easing of pro-cyclical accounting requirements 
to State-Aid burden-sharing exemption. On the other side, the downturn will have large implications for the banks’ 
capital structures. This makes more junior financial debt (AT1s, CoCos) a pocket of concern, whereas we are more 
constructive on tier 2 subordinated bonds. 
 
The Nordea 1 – European Financial Debt Fund has consistently maintained a low exposure to AT1s and CoCos, 
with the few positions we maintain concentrated in national champions with large capital buffers and balance sheets 
that we see more resilient to a downturn. 
 
The bottom line is, we are confident banks can be part of the solution to the crisis rather than the opposite, however 
a sharp bottom-up focus shall be at the forefront, especially when tipping toes in higher risk segments within financial 
credit. 
 
We believe recent events further underline how a dedicated risk framework is paramount to consider and manage 
properly the risk embedded in such segment. 
 

European insurance snapshot 
 
As opposed to many bank, insurance companies went into the current crisis with a significantly higher 
capitalisation above minimum requirements on average. To put things in perspective, in 2019 many insurers were 
more than adequately reserved for solvency capital requirements (SCR) with a coverage of roughly 2 times the 
regulatory threshold. As a matter of fact, despite the dramatic market movements, many insurers remain at more 
than comfortable regulatory levels. 
 
This doesn’t mean the sector is immune to the crisis of course. On the contrary, future economic impacts on the 
wider economy will translate into concrete financial difficulties for companies, which could lead to rating downgrades, 
thus increasing capital requirement, as well as potential defaults. However, the good news is that most insurers are 
mainly exposed to high quality corporate bonds, with usually less than 30% exposure to BBB and below. 
  
We are only exposed to the risk through globally diversified insurers and we do not currently foresee large solvency 
impacts on the insurers we are exposed to. A number of Tier 2 bonds within the sector actually show interesting 
valuations. 
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Putting it all together: longer and shorter term performance 

 
The selloff has been very pronounced and quick. 
Dislocation was massive along the drawdown, further 
exacerbated by panic and forced selling. On one side, 
this has made it relatively hard to outperform along the 
worst days of the downturn, however dislocation may 
open up to attractive investment opportunities in a 
complex asset class like financial credit. 
 
We are proud to highlight that along the selloff we 
stayed true to our views and remained calm, keeping 
our cash position and investments to our liking, 
ensuring that our views on optimal investments have 
remained reflected in the fund in an orderly manner. Net 
of fees (BI-EUR), the fund has managed to trade in line 
with the broader European high yield financial market. 
 
As of Q1 2020 end, we have slowly increased our 
exposure to insurance subordinated bonds, while 
decreasing our exposure to selected banks, in line with 
our above mentioned considerations. 
 
We keep our focus on bottom-up credit selection and 
credit quality, which results in a portfolio meant to 
deliver high yield type of returns, in line with our risk target, despite more than 30% of the allocation being in 
investment grade issues and more than 70% of the exposure being in investment grade issuers. 
 
While our strategy has no official benchmark, and despite a substantial allocation to investment grade bonds ranging 
from 30% to 50%, we have historically outperformed both on a risk adjusted and on an absolute basis the broader 
European financial high yield market as a result of our bottom-up focus and ability to turn complexity into opportunities 
in a robust regulatory tailwind environment. 
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Source: Datastream, Nordea Investment Funds S.A. The performance represented is historical; past performance is not a reliable 
indicator of future results and investors may not recover the full amount invested. The value of shares can greatly fluctuate as a 
result of the sub-fund’s investment policy and cannot be ensured, you could lose some or all of your invested money. Inception date 
is October 2012. Please notice that the Nordea 1 – European Financial Debt Fund has no official benchmark. Comparison with other financial 
products or benchmarks is only meant for indicative purposes. 
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Source (unless otherwise stated): Nordea Investment Funds S.A. Period under consideration (unless otherwise stated): 31/10/2012 – 31/03/2020.  
Performance calculated NAV to NAV (net of fees and Luxembourg taxes) in the currency of the respective share class, gross income and dividends 
reinvested, excluding initial and exit charges as per 31/03/2020. Initial and exit charges could affect the value of the performance.  The performance 
represented is historical; past performance is not a reliable indicator of future results and investors may not recover the full amount invested. 
The value of shares can greatly fluctuate as a result of the sub-fund’s investment policy and cannot be ensured, you could lose some or all of 
your invested money.  If the currency of the respective share class differs from the currency of the country where the investor resides the represented 
performance might vary due to currency fluctuations. The sub-funds mentioned are part of Nordea 1, SICAV, an open-ended Luxembourg-based investment 
company (Société d'Investissement à Capital Variable), validly formed and existing in accordance with the laws of Luxembourg and with European Council 
Directive 2009/65/EC of 13 July 2009. This document is advertising material and does not disclose all relevant information concerning the presented 
sub-funds. Any investment decision in the sub-funds should be made on the basis of the current prospectus and the Key Investor Information Document 
(KIID), which are available, along with the current annual and semi-annual reports, electronically in English and in the local language of the market where 
the mentioned SICAV is authorised for distribution, without charge upon request from Nordea Investment Funds S.A., 562, rue de Neudorf, P.O. Box 782, 
L-2017 Luxembourg, from the local representatives or information agents, or from our distributors.  Investments in derivative and foreign exchange 
transactions may be subject to significant fluctuations which may affect the value of an investment. Investments in Emerging Markets involve a higher 
element of risk. The value of shares can greatly fluctuate as a result of the sub-fund’s investment policy and cannot be ensured.  Investments in 
equity and debt instruments issued by banks could bear the risk of being subject to the bail-in mechanism (meaning that equity and debt 
instruments could be written down in order to ensure that most unsecured creditors of an institution bear appropriate losses) as foreseen in EU 
Directive 2014/59/EU.  For further details of investment risks associated with these sub-funds, please refer to the relevant Key Investor 
Information Document (KIID), available as described above.  Nordea Investment Funds S.A. has decided to bear the cost for research, i.e. such cost is 
covered by existing fee arrangements (Management-/Administration-Fee).  Nordea Investment Funds S.A. only publishes product-related information and 
does not make any investment recommendations.  Published by Nordea Investment Funds S.A., 562, rue de Neudorf, P.O. Box 782, L-2017 Luxembourg, 
which is authorized by the Commission de Surveillance du Secteur Financier in Luxembourg.  Further information can be obtained from your financial 
advisor. He/she can advise you independently of Nordea Investment Funds S.A. Please note that all sub funds and share classes might not be available 
in your country of jurisdiction.  Additional information for investors in Switzerland: The Swiss Representative and Paying Agent is BNP Paribas 
Securities Services, Paris, Succursale de Zurich, Selnaustrasse 16, CH-8002 Zurich, Switzerland.  Additional information for investors in Germany: 
The Information Agent in Germany is Société Générale S.A. Frankfurt Branch, Neue Mainzer Straße 46-50, DE-60311 Frankfurt am Main, Germany. A hard 
copy of the above-mentioned fund documentation is also available here.  Additional information for investors in Austria: The Information and Paying 
Agent in Austria is Erste Bank der österreichischen Sparkassen AG, Am Belvedere 1, AT-1100 Vienna, Austria.  Additional information for investors in 
the Netherlands: Nordea 1, SICAV is a Luxembourg Undertaking for Collective Investment in Transferable Securities (UCITS) registered in the Netherlands 
in the register kept by the AFM, and as such is allowed to offer its shares in the Netherlands. The AFM register can be consulted via www.afm.nl/register.  
Additional information for investors in France: With the authorisation of the AMF the shares of the sub-funds of Nordea 1, SICAV may be distributed in 
France. Centralising Correspondent in France is CACEIS Bank, located at 1-3, place Valhubert, FR-75206 Paris cedex 13, France. Investors are advised 
to conduct thorough research before making any investment decision.  Additional information for investors in Belgium: The Financial Service 
Agent in Belgium is BNP Paribas Securities Services S.C.A., Brussels Branch, Rue de Loxum, 25, BE-1000-Brussels, Belgium. A hard copy of the above-
mentioned fund documentation is available upon demand free of charge.  Additional information for investors in Spain: Nordea 1, SICAV is duly 
registered in the CNMV official registry of foreign collective investment institutions (entry no. 340) as authorised to be marketed to the public in Spain. The 
Depositary of the SICAV’s assets is, J.P. Morgan Bank Luxembourg S.A. In Spain, any investment must be made through the authorised distributors and 
on the basis of the information contained in the mandatory documentation that must be received from the SICAV’s authorised distributor prior to any 
subscription. The Representative Agent is Allfunds Bank S.A.U., C/ de los Padres Dominicos, 7, ES-28050 Madrid, Spain. A complete list of the authorised 
distributors is available in the CNMV’s webpage (www.cnmv.es).  Additional information for investors in Portugal: The Management Company of the 
SICAV, Nordea Investment Funds S.A., and the Depositary of the SICAV’s assets, J.P. Morgan Bank Luxembourg S.A., are validly formed and existing in 
accordance with the laws of Luxembourg and authorized by the Commission de Surveillance du Secteur Financier in Luxembourg. Our distributor in Portugal 
is BEST - Banco Electrónico de Serviço Total, S.A., duly incorporated under the laws of Portugal and registered with the CMVM as a financial intermediary.  
Additional information for investors in Italy: Fund documentation as listed above is also available in Italy from the distributors and on the website 
www.nordea.it. The updated list of distribution agents in Italy, grouped by homogenous category, is available from the distributors themselves or from the 
Paying Agents: State Street Bank International GmbH – Succursale Italia, BNP Paribas Securities Services - Succursale di Milano, Allfunds Bank S.A.U. 
Succursale di Milano, Société Générale Securities Services S.p.A., Banca Sella Holding S.p.A, Banca Monte dei Paschi di Siena S.p.A., CACEIS Bank S.A 
– Succursale Italia and on the website www.nordea.it. Any requests for additional information should be sent to the distributors. Before investing, please 
read the prospectus and the KIID carefully. We recommend that you read the most recent annual financial statement in order to be better informed about 
the fund's investment policy. The prospectus and KIID for the sub-funds have been published with Consob. For the risk profile of the mentioned sub-
funds, please refer to the fund prospectus.  Additional information for investors in the United Kingdom:  The Facilities Agent is Financial Express 
Limited 2nd Floor, Golden House 30 Great Pulteney Street W1F 9NN, London, United Kingdom.   Additional information for investors in Ireland:  The 
Facilities Agent is Maples Fund Services (Ireland) Limited, 32 Molesworth Street, D02 Y512 Dublin 2, Ireland.   Additional information for investors in 
Sweden: The Paying Agent is Nordea Bank Abp, Swedish Branch, Smålandsgatan 17, SE-105 71 Stockholm, Sweden.   Additional information for 
investors in Denmark: The Representative and Sub-Paying Agent is Nordea Bank Abp, Danish Branch, Grønjordsvej 10, DK-2300 Copenhagen S, 
Denmark. A hard copy of the above-mentioned fund documentation is available here.  Additional information for investors in Norway: The Paying Agent 
is Nordea Bank Abp, Norwegian Branch, Essendrops gate 7, Postboks 1166 Sentrum, NO-0107 Oslo, Norway. The Representative Agent is Nordea Funds 
Ltd, Norwegian Branch, Essendrops gate 7, Postboks 1166 Sentrum, NO-0107 Oslo, Norway.  Additional information for investors in Finland: The 
Paying Agent is Nordea Bank Abp, Satamaradankatu 5, FI-00020, Helsinki, Finland. The Representative Agent is Nordea Funds Ltd, Satamaradankatu 5, 
FI-00020, Helsinki, Finland.   Additional information for investors in Latvia: The Representative Agent is Luminor Bank AS, 62 Skanstes iela 12, LV-
1013 Riga, Latvia.  Additional information for investors in Estonia: The Representative Agent in Estonia is Luminor Bank AS, Liivalaia 45, EE-10145 
Tallinn, Estonia.  Additional information for investors in Lithuania: The Representative Agent in Lithuania is Luminor Bank AB, Konstitucijos pr. 21 A, 
LT-03601 Vilnius, Lithuania. Shareholders must evaluate possible investment risks and take this into consideration when making investment decisions.  
Information for investors in Brazil:  This is a strictly privileged and confidential document for the purposes of a potential investment in foreign securities 
on a one-on-one basis with potential investors with a pre-existing relationship with Nordea Investment Funds S.A. This document contains information 
addressed only to a specific individual and is not intended for distribution to, or use by, any other person. This document (i) is provided for informational 
purposes only, (ii) should not be construed in any manner as any solicitation or offer to buy or sell any securities or any related financial instruments, (iii) 
should not be construed in any manner as a public offer of any securities or any related financial instruments, and (iv) and will be addressed to a potential 
investor with restrict access of information. Nordea 1, SICAV have not been, and will not be, registered with the Brazilian Securities Commission (Comissão 
de Valores Mobiliários - CVM), and must not be offered or sold in Brazil except in circumstances which do not constitute a public offering or distribution 
under Brazilian laws and regulations. Any public offering, placement or distribution, as defined under Brazilian laws and regulations, of securities in Brazil, 
is not legal without prior registration under Law No. 6,385 of December 7, 1976, as amended. Documents relating to the offering of the Nordea 1, SICAV, 
as well as information contained therein, must not be supplied to the general public in Brazil (as the offering of the Nordea 1, SICAV is not a public offering 
of securities in Brazil) or used in connection with any offer for subscription or sale of the Nordea 1, SICAV to the general public in Brazil. Investors within 
Brazil should consult with their own counsel as to the applicability of these laws and regulations or any exemption there from.  Source (unless otherwise 
stated): Nordea Investment Funds S.A. Unless otherwise stated, all views expressed are those of Nordea Investment Funds S.A.  This document may not 
be reproduced or circulated without prior permission and must not be passed to private investors. This document contains information only intended for 
professional investors and financial advisers and is not intended for general publication.  Reference to companies or other investments mentioned within 
this document should not be construed as a recommendation to the investor to buy or sell the same but is included for the purpose of illustration.  

http://www.cnmv.es/

