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Deals barely subscribed. New issue premiums soaring. 
Execution windows ever slimmer. And market volatility at 

unprecedented levels. Could it get any worse? You bet.
When the Greek government late on Friday, 26 June announced 

it would hold a referendum on any potential debt agreement, it 
capped a second quarter many fixed income investors would rath-
er forget. For even before the talks collapsed bond markets had 
moved into uncharted and hostile territory.

The end of the QE rally in mid-April and the severity of the 
reversal caught almost everyone off guard. But even Super Mario 
could not come to the rescue on this occasion — indeed, Draghi 
told everyone to “get used to periods of higher volatility”. A re-
newed back-up in yields and more pain ensued.

Many issuers chose to give the primary market a wide berth, and 
several of those who did venture out with new issues — whether 
covered, senior or subordinated — failed to live up to expectations.

But if we are entering a new era of volatility, it has already been 
shown that issuers can survive and even thrive in the sub space.

Witness an almost brazen Eu1.5bn 10 year non-call five Tier 2 
issue for ABN Amro on 23 June that attracted Eu8bn of demand. 
Given the circumstances, a new issue premium of 35bp seems a 
small price to pay. And two weeks earlier the financial institution 
that most successfully issued into an almost as hostile market was 
none other than Bank of Ireland with an inaugural AT1.

Complementing these encouraging signs has been a relatively 
stable performance from bank capital instruments that has certainly 
not gone unnoticed on the buy-side. “This has gone a long way to 
making investors more comfortable about the asset class,” says one.

So perhaps it is not all doom and gloom, for bank capital, at 
least. Tom Ranger, director of funding and collateral management 
at Santander UK, perhaps captured the mood of the times best af-
ter an inaugural £750m HoldCo AT1 for the UK group.

“I guess the very interesting thing, which goes against every-
thing you learnt at school, is that in such volatile markets, the less 
volatile product is the higher risk product,” he says. “To a certain 
extent, I would probably have more faith in issuing a hybrid capital 
instrument today than a triple-A covered bond, which makes no 
sense from everything I learnt, but that is the life we’re in.”
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ABN Amro unblocked the primary mar-
ket for subordinated bank debt on 23 
June with a Eu1.5bn Tier 2 issue that 
attracted some Eu8bn of orders, raising 
hopes that a heavy pipeline of delayed 
AT1 and Tier 2 projects might be possi-
ble — if issuers are willing to accept that 
the market is requiring substantial new 
issue premiums to reflect the higher 
volatility and uncertainty.

The Dutch bank’s transaction was the 
first in almost a fortnight as the latest 
pronounced bout of volatility, on the 
back of rising Bund yields and Greek 
fears, h ad stymied issuance. However, 
it was followed by subordinated deals in 
euros and sterling from HSBC Holdings 
and The Co-operative Bank, respective-
ly, as well as further FIG supply.

The reopening came after hopes of a 
resolution to the Greek crisis rose early 
in the week. Although these were dashed 
and the odds on Grexit rose as negotia-
tions in Brussels reached an impasse, the 
Dutch bank’s strategy of offering initial 
price thoughts with an enticing new is-
sue premium of as much as 50bp showed 
that even the most fraught market con-
ditions could perhaps be overcome.

Leads ABN Amro, Bank of America 
Merrill Lynch, Deutsche Bank, Morgan 
Stanley and UBS went out on the Tues-
day morning with IPTs of the mid-swaps 
plus 250bp area for the 10 year non-call 
five issue, which bankers said implied 
a NIP of 40bp-50bp. After taking some 
Eu8bn of orders, the leads were ulti-
mately able to price the Eu1.5bn deal at 
mid-swaps plus 235bp, equivalent to a 
NIP of up to 35bp.

“The Eu8bn of demand for ABN 
Amro’s Tier 2 showed that deals can get 
done,” said a syndicate official at one of 
the leads. 

“Encouraged by Monday’s Greek 
deal prospect headlines, a huge rally 
across stocks and bonds, plus a decent 
new issue premium, investors opened 
their wallets to take out some of the 

piled up money that is waiting to be 
used for something after weeks of low 
supply, rates volatility and Greek un-
certainty.”

Daniëlle Boerendans, head of long 
term funding and capital issuance at 
ABN Amro Bank, said that the bank 
had received regulatory approval for 
the transaction at the beginning of the 
month and then monitored the market 

for an appropriate execution window.
“The market was closed for quite 

some time and when we saw the tone in 
credit and equities improve on Monday 
we were keen to take advantage of the 
window,” she said. “Like everyone else, 
we were also aware of the pipeline and 
summer is coming up, too.

“Given that we have a well-estab-
lished name in the capital markets, in-
cluding the euro subordinated space, 
we thought that it would work if ABN 
Amro would reopen the market. That 
turned out to be quite a success if you 
look at the order book of Eu8bn and the 
ability to upsize to Eu1.5bn and tighten 
pricing.”

ABN Amro’s tightening from IPTs 
to re-offer contrasted with comparable 
supply in the previous flurry of FIG is-
suance two weeks earlier, when several 
issuers remained stuck at IPTs on the 
back of weak order books.

“We saw some trades that struggled 
to achieve their ambitions,” said Bo-
erendans, “so together with the joint 
leads, we decided that this was prob-
ably the best strategy and then to take 
it from there. In these kinds of markets, 
you should really choose the right ex-
ecution strategy, that is to get investors’ 
attention and I think that ours was the 
correct approach.

“For us, it was all about the execution 
risk, and balancing size and price within 
the market context,” she added. “Price is 
always important, but maybe the new is-
sue premiums we are talking about are 
the new reality.”

And with the outlook for Greece 
worsening as the week progressed, Bo-
erendans said that the timing appeared 
even more opportune.

“From the start, when we saw that 
there were Eu2bn of orders in the book 
after one hour, we were already quite 
happy,” she said, “and now we are even 
more pleased.

“I think it’s quite hard to get the tim-
ing right nowadays, but in hindsight we 

Market news
Right ABN Amro premium clears Greek blockage

‘In hindsight we 
couldn’t have done 

it better’
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couldn’t have done it better.”
Other financial institutions fol-

lowed ABN Amro’s example the next 
day, with HSBC issuing a Eu1.5bn 10 
year bullet Tier 2 at 195bp over mid-
swaps, again showing investors a NIP 
of up to 50bp and attracting a multi-
billion order book, if not as large as its 
Dutch peer’s. The Co-operative mean-
while priced a £250m 10 non-call five 
with a coupon of 8.5%.

In contrast to the optimism at the 
beginning of the week that helped the 
market reopening, the Greek govern-
ment’s announcement of a referendum 
on a potential bail-out deal at the end 
of the week darkened the outlook again, 
with uncertainty reaching new levels. 
And the shadow cast by the heightened 
risk of Greece leaving the euro is set to 
exacerbate the main other factor loom-
ing over the market: heavy supply.

“There could be a poor last minute 
deal on Greece,” said Vincent Hoarau, 
head of FIG syndicate at Crédit Agricole 

CIB, “and then investors will focus on 
the other problem: the backlog in the 
euro primary market and how much it 
can digest.

“It has been extremely difficult to 
print as investors again and again do 
not like the shape of the market even if 
they like the deal and are cash rich. So 
there are tonnes of deals that have been 
announced but not executed, and as a 
result there are many just waiting for an 
issuance window.”

Among names to have completed 
Tier 2 roadshows but not yet tapped 
the market are Banco Popolare, Belfius, 
DekaBank, Ibercaja and Pohjola.

“New issue premiums are at historic 
highs and windows have become tiny,” 
said Hoarau. 

“But, as ABN Amro has shown, when 
you get it right on timing and strategy, 
with a responsible attitude and generous 
new issue concession, you can get away 
with big size.” 
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SWEDEN

LF Bank in tight Skr1.2bn AT1 debut
Länsförsäkringar Bank (LF Bank) sold its inaugural Addi-
tional Tier 1 issue on 2 June, a Skr1.2bn (Eu128m) per-
petual non-call fi ve issue that achieved tight pricing relative 
to international markets and also LF’s Swedish peers in the 
domestic market.

LF Bank announced its deal the week before launch and 
with lead manager SEB then held investor meetings in Swe-
den the two days before execution, as well as an investor call 
for other Nordic accounts, before launching the transaction 
on the Tuesday.

LF was able to price the Skr1.2bn fl oating rate note —
which, like most Swedish AT1, is structured with a temporary 
write-down mechanism — at 325bp over three month Stibor 
on the back of an almost twice oversubscribed order book. A 
syndicate banker away from the deal noted that this was the 
same level at which SBAB sold its fi rst AT1 issue in March, 
although this has since tightened.

“For LF, this is a fairly tight print,” he said, “particularly 
given that they have a smaller buffer to trigger.”

Martin Rydin, head of treasury at LF Bank, said that the 
overall execution represented a strong result, noting that the 

market had not been in as good shape as when SBAB issued 
in March, and also that the pricing was just 10bp wider than 
where Nordea issued AT1 in Swedish kronor before SBAB.

“We can be very pleased with the result,” he said.
The deal was driv en by Swedish demand, according to 

Rydin, although some other Nordic investors participated.
LF chose to issue in Swedish kronor, he said, because 

the size it required was more suited to the domestic market, 
and because the pricing available was equivalent to some 
75bp inside where dollar AT1 paper from the larger Swedish 
banks has been trading.

“There is currently a big pricing advantage in the domes-
tic market,” he said.

Rydin said that, like its peers, the issuer launched its inau-
gural AT1 issue to optimise its capital structure and to make 
sure it is able to meet requirements such as the leverage 
ratio with a good margin. 

He said that the Skr1.2bn issue meets all the bank’s AT1 
needs for the foreseeable future.

“We communicated to investors that this is their only 
chance to buy LF Bank AT1 in the next few years,” he said. 

BIHC7_MarketNews_5.indd   5 01/07/2015   09:50:21
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Santander UK sold an inaugural pub-
lic £750m (Eu1.03bn) AT1 at the group 
holding company level at the end of May 
in conjunction with a tender o� er for a 
variety of its operating company’s capital 
instruments, in a move an o�  cial at the 
issuer described as ground-breaking for 
the UK group.

� e liability management exercise in-
cluded three sterling and one dollar in-
struments and some £308m equivalent of 
outstandings were accepted when the ten-
der closed in early June. Meanwhile, San-
tander UK Group Holdings plc had on 28 
May issued its £750m perpetual non-call 
seven permanent write-down 7%, CET1 
trigger securities a� er a roadshow.

Leads Bank of America Merrill Lynch, 
Barclays, Morgan Stanley, Santander and 
UBS attracted over £5bn of demand for 
the trade and were able to tighten pricing 
from initial price thoughts of 7.5%-7.75% 
to a coupon of 7.375%. On top of the £5bn 
book, parent Santander SA had pre-com-
mitted to buy £100m of the issue, which 
was rated Ba2/B+/BB+.

� e capital transaction is the � rst pub-
lic issuance out of the group’s UK holding 
company.

“Going forward, for Santander UK all of 
our capital instruments will be issued from 
our holding company,” said Tom Ranger, 
director of funding and collateral manage-
ment at Santander UK (pictured). “It’s im-
portant that as a UK bank with a holding 
company, which is our single point of en-
try, we start to optimise as much as possible 
our capital structure and therefore start is-
suing new debt out of the holding company 

and at the same time try to minimise any 
existing ine�  cient capital instruments we 
have out of the operating company.

“� e other rationale was that in the 
UK the direction of travel for the leverage 
ratio has moved to a point in excess of 4% 
and, although that’s still a few years away, 
a very important part of that journey is to 
issue AT1. If you look at our leverage ra-
tio, which we are very happy with, it was 
3.7% at the end of Q1 and this issuance 
gets us well on the way to being around 
the 4% number.”

Ranger said that the transaction also 
put down an important and successful 
marker for the UK arm of Santander.

“� e overriding takeaway that we have 
is that investors and the market really 
seem to take comfort from our business 
model,” he said. “For the last two years 
we’ve had many discussions internally 
about the fact that we have to do a per-

manent write-down security because we 
don’t have public equity out there, so to 
some extent this was a pretty ground-
breaking transaction.

“It is a high trigger, fully-loaded, per-
manent write-down instrument – we did 
a lot of research and a lot of � ne tuning 
on this – so it was really pleasing when 
you look at the pricing that we were not 
penalised for the structure and that peo-
ple looked through and saw the underly-
ing strength of our balance sheet. It wasn’t 
an issue of what happens when you get to 
the triggers, which is incredibly unlikely, 
but more a question of accepting the way 
we’re run and thus the remoteness of get-
ting close to the triggers.”

� e choice of the non-call seven struc-
ture was based on “resounding” investor 
feedback a� er meetings with over 140 in-
vestors and also Santander having issued 
two non-call � ve year AT1 transactions last 
year, he added, with the choice of currency 
re� ecting Santander UK’s balance sheet.

Ranger acknowledged the issuer had 
been somewhat fortunate in its timing, 
issuing before volatility resurfaced, and 
with the sterling market being somewhat 
insulated from the Eurozone’s problems.

“I guess the very interesting thing, 
which goes against everything you learnt 
at school, is that in such volatile markets, 
the less volatile product is the higher risk 
product,” he added. “To a certain extent, I 
would probably have more faith in issuing 
a hybrid capital instrument today than a 
triple-A covered bond, which makes no 
sense from everything I learnt, but that is 
the life we’re in.” 

Santander in £750m UK HoldCo AT1 fi rst

Visit us
 online at 

bihcapital.com
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Bank of Ireland sold its first Additional 
Tier 1 issue in the second week of June, 
a Eu750m perpetual non-call five issue 
that was more than seven times over-
subscribed even as high rated issuers 
struggled to cope with a deteriorating 
market.

� e deal is only the second AT1 from 
Ireland, a� er Permanent TSB sold a 
Eu125m club-style deal in April.

Leads Bank of America Merrill Lynch, 
Credit Suisse, Davy, Deutsche, Morgan 
Stanley and UBS took more than Eu5bn 
of orders for the Eu750m deal and were 
able to tighten pricing from initial price 
thoughts of the 7.625% area to 7.375%. 
Almost all, 98%, of the paper was placed 
internationally.

“� is is yet another milestone in 
the bank’s evolution,” said Sean Crowe, 
group treasurer, Bank of Ireland. “� e 
signi� cant international demand for this 
transaction underlines the continued in-
vestor con� dence in the bank’s progress.”

� e transaction, rated B2/B-, has tem-
porary write-down loss absorption at a 
5.125% CET1 trigger.

� e Irish success came on the � urs-
day of a week that, a� er a promising 
opening, had become increasingly dif-
� cult for execution across the spectrum 
of bank instruments, with a deteriorating 
market progressively a� ecting the pric-
ing and book sizes of deals from covered 
bonds to AT1.

Landesbank Baden-Württemberg  had 
hopefully opened the subordinated euro 
market on the Tuesday with the � rst Tier 
2 issue since mid-April, going out with a 
10 year bullet. However, with market con-
ditions starting to deteriorate the Eu500m 
deal was priced � at to IPTs, at 240bp over 
mid-swaps.

According to Jörg Huber, head of 
funding and investor relations at LBBW, 
the issuer had been looking to issue — 
in either dollars or euros — since April, 
but only came to market a� er getting a 
variety of preparations out the way, such 

as updating its EMTN programme, an-
nouncing its Q1 results, and roadshow-
ing — and navigating a variety of public 
holidays.

“Early on in the process, the mar-
kets were still quite receptive, such that 
a transaction was easily doable,” he said. 
“We did quite an intensive roadshow in 
Asia and Europe, and received positive 
feedback.”

However, a� er the roadshow a further 
technical hurdle then had to be overcome 
before issuance, and Huber said that in 

the meantime sentiment worsened and 
investors became more hesitant.

“We already got some kind of vibe 
that they are a bit more cautious and that 
in the volatile market they would expect 
a higher new issue premium, which is 
normal,” he said. “And then we had to 
take the decision what we would do: are 
we prepared to pay a bit of a higher new 
issue premium, or wait until markets are 
calming down?

“And we came to the decision that, 
OK, we were prepared to pay the addi-

tional new issue premium which would 
be necessary because with a pipeline 
building it was quite clear that markets 
and levels would certainly not develop 
in a more favourable environment again 
for the time being. But we were also 
prepared to postpone the transaction if 
things deteriorated completely.”

But despite checking on Monday that 
investors would still be on board, de-
mand fell short of expectations as the 
deal hit the market on the Tuesday.

“On Tuesday morning nothing had 
changed in comparison with the day 
before and the feeling was that with the 
feedback we had and with IPTs of 240bp 
it would be attractive enough for all the 
investors to come in, and even to get 
a bit of momentum to perhaps price a 
transaction inside the 240bp area,” said 
Huber. “But it turned out that what we 
been told didn’t come through and this 
was one of the somewhat rare days when 
the feedback and intelligence you have 
changes exactly at the time that you go 
forward.

“� e transaction was subscribed, but 
we didn’t have enough interest in the or-
der book to have momentum and bring 
the pricing down a bit. And it turned 
out that it was one of the last transac-
tions that could be done at decent levels, 
because the market more or less turned 
sour and shut down.”

Indeed when BNP Paribas launched 
a long-awaited debut AT1 the next day, 
a Eu750m perpetual non-call seven deal, 
it also priced its issue in the middle of 
IPTs, at 6.125%, on the back of an order 
book modest by AT1 standards, while in 
the senior market Credit Suisse dropped 
a proposed 10 year tranche from a senior 
HoldCo o� ering, instead pricing only a 
Eu1bn three year FRN.

Others chose to steer clear of the mar-
ket altogether, with Pohjola, for example, 
delaying a Tier 2 deal it had announced 
on the Monday and which had been ex-
pected that week. 

Bank of Ireland in AT1 debut despite turmoil

‘The market more or 
less turned sour and 

shut down’

BIHC7_MarketNews_5.indd   7 01/07/2015   09:50:23



MARKET

8   BANK+INSURANCE HYBRID CAPITAL   MAY/JUN 2015

 Aviva reopened the European market 
for not only insurance company subor-
dinated debt but more generally finan-
cial institutions sub debt after a six week 
hiatus on 28 May with a dual tranche 
Eu900m and £400m Tier 2 offering that 
was followed by a flurry of insurance 
deals as issuers took advantage of the 
market window.

� e UK insurer’s deal was the � rst 
subordinated FIG trade in European 
markets since mid-April but it was soon 
joined by others from the sector: Pru-
dential, SCOR, KLP and Swiss Life.

Aviva’s trade came a� er it closed its 
acquisition of Friends Life in mid-April 
and, according to Susan Sharrock Yates, 
deputy group treasurer at the insurer, the 
issuer was keen to go on the road to pre-
sent its story to investors and lock in the 
prevailing low rates. It therefore held a 
roadshow, from 21 May, and considered 
the market therea� er.

“And then we thought, well, markets 
are volatile, but we can’t see that improv-
ing over the short term at all, and we 
were keen to get something done before 
the summer,” said Sharrock Yates. “For-
tunately, once we were ready to go we 
saw a slightly easing of volatility, and to 
be honest given our banking group and 
given our story, and the feedback that we 
had received from investors on the road, 
we were con� dent that we would be able 
to get something done.”

The issuer was able to attract Eu5bn 
equivalent of demand for the combined 
3.375% 30 non-call 10 euro and 5.125% 
35 non-call 15 sterling tranches, the 
latter being added instead of a long-
dated euro tranche, with pricing of 
255bp over mid-swaps and 290bp over 
Gilts, respectively.

“We are very happy indeed,” said 
Sharrock Yates. “� e pricing is histori-
cally the lowest rate we have issued at. 
And given the market backdrop I was 
very pleasantly surprised by the size and 
quality of the order book, which was al-

most Eu5bn equivalent, and we managed 
to tighten pricing 10bp inside the initial 
price thoughts.

“Just two weeks later book sizes were 
falling and price tightening of that order 
became very challenging, so we were for-
tunate in getting a bit of a sweet spot in 
the market before Greece and other con-
cerns started rearing their heads.”

Other insurance companies also man-
aged to do so. Prudential sold a £600m 
40 non-call 20 the following week in ster-
ling at 260bp over Gilts following IPTs of 
the 265bp area. On the same day in eu-
ros KLP tapped the market (see separate 
article) and SCOR SE priced a Eu250m 
32 non-call 12 issue. SCOR’s issue was 
more than three times oversubscribed 
with over 100 accounts in the book, al-
lowing the issuer to tighten pricing from 
the 240bp area to 225bp over mid-swaps.

“We moved 15bp from IPTs to land-
ing, which not many transactions have 
done recently,” said Robert Chambers, 
FIG syndicate at joint bookrunner Crédit 
Agricole CIB. “� at’s re� ective of, � rstly, 
the interest in the credit and, secondly, 
the deal size being smaller, which meant 
that given the oversubscription levels we 
could move in a bit further.

“We saw the NIP at 15bp, which is a 
touch inside some of the other subs, and 
it tightened a healthy 5bp on the break. 
So on the face of it a very good result, es-

pecially ahead of the latest ECB meeting 
and Greek repayment date.”

Swiss Life rounded o�  the series of in-
surance sub debt issues with a Eu750m 
4.375% perpetual non-call 10 issue the 
following week, on 8 June, launched a� er 
a roadshow. � e deal was priced in the 
middle of IPTs, at 330bp over mid-swaps, 
with the books twice oversubscribed.

“In spite of the volatility we managed 
to issue what was the maximum amount 
we considered, and I would say this is 
a sign that investors have con� dence in 
our credit,” said Luca Pescatore, head 
of capital management at Swiss Life. “I 
think it worked out well.

“Again, the issuance window was very 
short, and already the day a� er we issued 
the markets started getting tougher, with 
widening credit spreads, so I think we is-
sued with the right pricing.”

Indeed, no further European insur-
ance sub debt emerged in the following 
weeks. Uniqa Insurance Group had on 1 
June announced a roadshow for a poten-
tial Eu500m dated subordinated o� er-
ing, but, like many � nancial institutions’ 
subordinated projects, this remained in 
the pipeline as volatility and uncertainty 
increased. 

Please see our individual Q&As in this is-
sue with representatives of Aviva, SCOR 
and Swiss Life for further insights.

Aviva ends sub drought, peers hit window
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Kommunal Landspensjonskasse (KLP) 
sold a Eu600m 30 year non-call 10 Tier 2 
transaction on 2 June that, according to an 
o�  cial at the issuer, is its � rst bond issue 
in nine years and the largest ever from a 
Norwegian life insurance company in the 
international markets.

KLP — Norway’s largest life insurance 
company with a 70% market share — last 
tapped the international markets in May 
2006, with a Eu300m perpetual bond. � e 
issuer therefore went on a roadshow ahead 
of its new issue a� er the mandate was an-
nounced on 20 May.

“We are a rare issuer, so there was a bit of 
educational work to be done on the credit,” 
said Oliver Siem, director, � nance, at KLP. 
“We found the investor meetings extremely 
useful and we see that re� ected in our book 
as well: the investors we spoke to were also 
the main participants in the deal.”

Credit markets had been volatile in 
mid-May but settled down in the week in 
which KLP announced its mandate.

“Volatility is always a concern, but to-
wards the end of that week it was fairly sta-
ble compared to the volatility we had seen 
in the previous weeks,” said Siem. “Rates 
were stable, swaps were stable, and we were 
ready with all the documentation, so we 
felt there was an opportunity for a KLP 
transaction and we felt we were well pre-
pared to speak to investors.”

KLP was seeking Eu500m-Eu600m, ac-
cording to Siem, given the two drivers of 
the transaction.

“Firstly, we have had extraordinary 
growth over the last three years, with 
Nkr45bn in new premiums from new 
clients,” he said. “And also we have two 
outstanding loans that have call dates in 
2016 and 2017. So you could say half of 
this is a re� nancing, and half is due to 
growth in assets.”

A banker at one of leads Citi, Danske, 
Natixis and UBS noted that KLP has ex-
perienced extraordinary growth in 2013-
2015 with the withdrawal of two of its main 
competitors from the market.

� e leads went out with initial price 
thoughts of the mid-swaps plus mid-300s 
area for the 30 year non-call 10 issue the 
Tuesday a� er the roadshow � nished. � e 
book grew to above Eu800m within two 
hours, according to the lead banker, and 
a� er the spread was � xed at 340bp orders 
grew to a total of over Eu1bn, comprising 
more than 100 accounts, allowing KLP to 
hit its maximum Eu600m size.

“We are very pleased that we were able 
to do the deal on Tuesday as we have seen 
rates moving quite signi� cantly today,” 
noted Siem.

A syndicate o�  cial away from  the leads 
said that it was good for KLP to have got-
ten its deal away, but noted that the spread 
was “juicy” compared with similarly rated 
paper from better known issuers such as 

Axa, citing a 2043 non-call 2023 from the 
French company trading at around 160bp 
over mid-swaps.

Siem said that discussions around the 
appropriate pricing had been lengthy.

“It’s hard to compete with the largest 
insurance companies in Europe, who are 
much more frequent than us,” he said, 
“but we were prepared to give a little bit of 
a new issuance premium and we felt that 
the price was fair, particularly given the 
volume of orders coming in — investors 
were willing to play at this level but I’m 
not sure that we could have gone much 
tighter for what is almost an inaugural 
transaction.”

Robert Chambers, FIG syndicate at 
Crédit Agricole CIB, noted at the time that 
insurance paper had been relatively un-
scathed by the recent market moves.

“� e good news is that it has been a 
lot more stable than bank AT1 paper, for 
example,” he said. “And whereas there has 
been some widening in senior spreads, all 
of the subordinated � nancial paper has 
been holding up reasonably well.”

KLP has no further plans for subordi-
nated issuance, according to Siem.

“We have a facility to capitalise the com-
pany by calling in equity from the owners, 
and we call in small portion of equity eve-
ry year to cover organic growth,” he said. 
“� is transaction is more about extraordi-
nary growth and the redemptions.” 

Norway’s KLP in rare Eu600m Tier 2
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SCOR, Paris
Photo: Nathalie Oundjian

SCOR successfully executed a Eu250m 32NC12 
Tier 2 issue on 2 June and here Marco Circelli, 

head of group capital and treasury management, 
SCOR SE, explains the thinking behind it.
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Q&A: SCOR

What was the rationale behind 
this transaction? Do you have any 
solvency issues, particularly under 
Solvency II?
 
Marco Circelli, SCOR: We wanted 
to benefit from exceptional market 
conditions with low rates and attrac-
tive credit spreads. SCOR’s solvency 
is very strong, and the contemplated 
debt issuance has nothing to do with 
our solvency position and Solvency II. 
It will be positive for our solvency ra-
tio, since part of the proceeds will be 
used to refinance debts which had no 
capital credit in Solvency II.

Why did you not hold a road-
show? Was there any other marketing ahead of the 
transaction?

Circelli, SCOR: SCOR actively meets credit investors dur-
ing conferences and roadshows, on an ongoing basis. Over the 
past few years we have been able to build a strong reputation 
in the credit and financial markets. For this transaction, we 
decided to launch a global investor call, which was put online 
a day before issuance. The feedback from investors was very 
positive – they appreciated being updated on the status of our 
company before launching the trade.

You issued into a relatively volatile market. How did 
the current volatility in interest rates and the Greek 
turmoil affect your decision to issue? How, if at all, did 
the market conditions ultimately affect execution?

Circelli, SCOR: In a volatile credit market, it is very impor-
tant for us to act fast. In addition, we were also anticipating 
coming ahead of a heavy insurance issuance pipeline. So, we 
monitored the market very closely and found an optimal win-
dow the day before the ECB rate announcement in June. Due 
to SCOR’s reputation and our proposed structure, our trans-
action was very well received by investors.

Were you satisfi ed with the level you achieved, the 
quality of the order-book, and the performance in the 
secondary market?

Circelli, SCOR: Yes, we were very satisfied. The order book 
was largely dominated by insurance companies and invest-
ment managers. We also believe that we priced the transac-
tion at the right level, facilitating a decent performance in the 
secondary market despite ongoing market volatility.

This was the fi rst fully-compliant Solvency II Tier 2 of-
fering from a French issuer since the end of the grand-

fathering period. How did it affect 
the structuring of the transaction?

Circelli, SCOR: Obviously it affected 
the structuring of the transaction a lot. 
Solvency II Level 2 texts have been in 
force since January 2015, therefore any 
issuance conducted from this time on-
wards cannot benefit from the transi-
tional arrangement under Solvency II. 
Any future debt structure, qualified as 
capital, by insurance companies needs 
to be compliant and to follow Solvency 
II rules.

Why did you choose a 32NC12 
structure?

Circelli, SCOR: Firstly, it fits perfectly into our overall debt 
maturity/call date table, and secondly, we chose it due to the 
rather flat swap rate and credit spread curve between years 10 
and 12. For the additional two years we just paid 25bp more. 
Last, but not least, over the past two years there have been 
a large number of issues with a call date in 2025, so we an-
ticipate significant refinancing from insurance companies for 
this period.

Interest rates are currently extremely volatile. To what 
extent does this affect your capital requirement/capital 
planning?

Circelli, SCOR: We are closely monitoring interest rates and 
their impact on our solvency. Since the duration of our liabili-
ties is much longer than the duration of our assets, and our 
business focuses mainly on traditional underwriting, exclud-
ing saving products and other types of business that depend 
on financial performance, the interest sensitivity on our sol-
vency is relatively low. A decrease of 100bp would negatively 
impact our solvency ratio by 9 points, whereas an increase of 
100bp would improve our solvency ratio by 10 points. Both 
scenarios would keep SCOR’s solvency position in the optimal 
zone of 185%-220%, as defined by the company under its cur-
rent three year strategic plan “Optimal Dynamics”.

Would you like to comment on how you are preparing 
your issuance plans for the rest of the year or for 2016, 
as we understand that you have limited funding needs?

Circelli, SCOR: Indeed, SCOR’s refinancing needs are re-
mote. We already pre-financed the refinancing of the Eu350m 
(outstanding amount Eu257m) subordinated debt that is call-
able in 2016, a year ago. The other debt of Sfr650m, callable in 
2016, is a retail placement on the Swiss market. Together with 
our management team we closely monitor the market and de-
cide on our financing plan, subject to market conditions. 

Marco Circelli, SCOR SE
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Germany has been an early adopter of 
the Bank Recovery & Resolution Direc-
tive (BRRD) within the EU. It � nished 
its original parliamentary implementa-
tion process in November 2014, and the 
BRRD and bail-in tool took e� ect on 1 
January 2015. In Moody’s view, this early 
introduction of the bail-in regulation — 
one year before the 1 January 2016 dead-
line — sent a clear signal that the German 
government intends to limit government 
support for banks and to share potential 
losses with owners and creditors.

Even so, some details of the precise im-
plementation remain in � ux, in particu-
lar the proposed amendment of Article 
46f of the German Banking Act (KWG), 
as outlined in a dra�  law (Abwicklungs-
mechanismusgesetz) that the German 
Finance Ministry published on 30 April. 
If amended as proposed, KWG-Article 
46f would introduce a legal distinction 
within the senior unsecured class that 
creates a separate layer of senior unse-
cured bonds containing “tradable” capi-
tal market securities that would absorb 
losses ahead of other senior unsecured 
debt, whether in insolvency or in bail-in. 
It remains uncertain which instruments 
would form the tradable debt layer, but 
we expect that the majority of senior un-
secured debt would be included. 

A direct consequence of this proposal 
would be that German bank liability 
structures would contain an additional 
building block immediately senior to 
Lower Tier 2 debt, but subordinated to 
operating debt and wholesale deposits, 

because no form of “grandfathering” is 
foreseen for outstanding issuances. For 
large parts of the German banking sector, 
this would imply a head-start in the quest 
to build su�  cient amounts of Minimum 
Required Own Funds & Eligible Liabili-
ties (MREL) and Total Loss Absorbing 
Capacity (TLAC). � is would not only 
buy German issuers additional time to 
build an adequately tranched debt struc-
ture compliant with regulatory bail-in 
amount requirements, but the TLAC and 
MREL-compliant status of senior debt 
would furthermore broaden the issuance 
options of banks beyond the range of in-
struments eligible for regulatory capital 
purposes.

� at being said, the dra�  law is sub-
ject to the ongoing parliamentary process 
in Germany. It has already undergone 
one important change since the � rst min-

isterial proposal, as the proposed tranche 
of future subordinated senior debt has 
been broadened to include promissory 
notes and registered bonds in addition 
to bearer bonds. Initial feedback from 
both houses of the German Parliament 
suggests that the envisaged priority treat-
ment of issued certi� cates with variable 
payment promises will be subject to in-
tense parliamentary scrutiny. 

If enacted, depositors would — in 
insolvency as well as in bail-in — ben-
e� t from the subordination of senior 
unsecured debt instruments, reducing 
further the loss severity or, in the words 
of Moody’s new bank rating methodol-
ogy, the “loss-given-failure” (LGF) ex-
pectations for deposits. In contrast, the 
subordination of senior unsecured debt 
instruments would increase the LGF ex-
pectations for senior debt instruments, 
o� ering lower protection for senior 
bondholders. 

In Moody’s ratings for German banks, 
this proposed depositor preference has 
been re� ected since 19 June with mostly 
positive rating outlooks for bank deposit 
ratings and for the most part negative 
outlooks for the same entities’ senior un-
secured ratings. According to Moody’s 
estimates, the average pari passu ranking 
volume per bank for senior unsecured 
instruments would decline by � ve per-
centage points, while it would increase 
the subordination volume for deposits by 
15 percentage points, driving the poten-
tially diverging future LGF notching out-
comes for debt and deposits. 

German BRRD implementation
Ahead of partners, but 
important details to be decided
In spite of a clear, early signal of its direction of travel, the German goverment has yet to fi nalise 
implementation of the BRRD, in particular details as to how and just which senior unsecured 
creditors will be subordinated. Here, Moody’s analyst Bernhard Held, assistant vice president in 
the fi nancial institutions group, assesses the state of play and possible ratings impact.

Bernhard Held, Moody’s 
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Joint Forum releases report on credit 
risk management across sectors: � e 
Joint Forum of the Basel Committee on 
Banking Supervision, the International 
Organisation of Securities Commissions 
(IOSCO) and International Association 
of Insurance Supervisors (IAIS) on 2 June 
released a report on credit risk manage-
ment (CRM) across banking, securities 
and insurance sectors following a survey 
it conducted. Following its analysis of the 
responses and subsequent discussions 
with � rms, the Joint Forum made the fol-
lowing recommendations:

 Supervisors should be cautious 
against over-reliance on internal 
models for credit risk management 
and regulatory capital.
 Supervisors should be alert to the 
growth of risk-taking behaviours in 
the current low interest rate envi-
ronment, con� rming the need for 
� rms to have appropriate risk man-
agement processes.
 Supervisors should be aware of the 
growing need for high-quality liquid 
collateral to meet margin require-
ments for OTC derivatives sectors.
 Supervisors should consider 
whether � rms are accurately captur-
ing central counterparty exposures as 
part of their credit risk management.

 FSB

FSB publishes review on Supervisory 
Frameworks and Approaches for SIBs: 
� e Financial Stability Board (FSB) on 26 
May published a thematic peer review on 
supervisory frameworks and approaches 
for Systemically Important Banks (SIBs). 
� e review, which was conducted in col-
laboration with the Basel Committee on 
Banking Supervision, assesses progress 
towards enhancing supervisory frame-
works and approaches for SIBs since the 
� nancial crisis, in particular for Global 
Systemically Important Banks (G-SIBs).

� e peer review found that national 
authorities have taken signi� cant steps to 
enhance supervisory e� ectiveness within 
their institutional frameworks, including 

broader and more sophisticated supervi-
sory tools and an expansion of the scope 
of supervision. � e 13 G-SIBs surveyed as 
part of the peer review noted an increase 
in the intensity of supervision, particular-
ly with regard to capital and liquidity. � e 
report sets out a number of recommen-
dations from the � ndings of the review 
where further work is needed. It recom-
mends that supervisory authorities:

 Clearly de� ne their supervisory 
strategy and priorities, establish a 
formal process for evaluating super-
visory e� ectiveness against the stated 
strategy and priorities, and make fur-
ther progress in attracting and retain-
ing skilled supervisory resources.
 Further strengthen their engage-
ment with banks, particularly at the 
board level and with senior manage-
ment, with the objective of inform-
ing supervisory risk assessments 
through enhanced understanding of 
G-SIBs’ business models.
 Press banks to improve their in-
formation technology and manage-
ment information systems to pro-
vide robust and timely information 
on the institutions’ risk on an enter-
prise-wide basis.
 Continue to ensure that data re-
quests are e� ectively targeted and 
evaluated for purpose and intent, 
including via coordination between 
home and host authorities. 

FSB launches second peer review 
on resolution regimes: � e FSB on 
13 April launched the second review of 
resolution regimes in FSB member ju-
risdictions, following the � rst review, in 
April 2013. � e review aims to examine 
the range and nature of resolution pow-
ers that are available in FSB jurisdictions 
for the banking sector, and to take stock 
of any requirements for recovery and 
resolution planning for domestically in-
corporated banks in FSB jurisdictions 
that could be systemically signi� cant 
or critical in failure. � e FSB is inviting 
feedback from � nancial institutions, in-
dustry and consumer associations as well 
as other stakeholders on the implemen-
tation of reforms to resolution regimes 
in the areas covered by the review. � is 
could include comments with regard to:

 the adequacy and nature of na-
tional resolution regimes for banks 
in FSB jurisdictions, including the 
institutional arrangements for reso-
lution authorities and the role of the 
court in the resolution process;
 the scope and design of guidance 
by the authorities for entry into res-
olution and for the exercise of bank 
resolution powers;
 factors that may a� ect the way 
that resolution powers may be exer-
cised in di� erent resolution regimes 
and their implications for the e� ec-
tiveness of those powers; and

 BANKING

Global bodies review risk frameworks

FSB chair Mark Carney
Photo: Bank of England
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These updates are split into bank and insurance, and after the initial 
updates listed according to the relevant body, with the most recent fi rst.

 experiences and challenges with 
undergoing recovery or resolution 
planning and resolvability assess-
ments.

� e deadline for submission of feed-
back was 8 May.

 BASEL COMMITTEE

Basel Committee consults on inter-
est rate risk in the banking book: � e 
Basel Committee on Banking Supervision 
(BCBS) on 8 June issued a consultative 
document on the risk management, capital 
treatment and supervision of interest rate 
risk in the banking book (IRRBB). � e 
document expands upon and is intended at 
ultimately replacing the Basel Committee’s 
2004 “Principles for the Management and 
Supervision of Interest Rate Risk”.

� e Committee’s review of the regu-
latory treatment of interest rate risk in 
the banking book is driven by two objec-
tives. First, to help ensure banks have ap-
propriate capital to cover potential losses 
from exposures to interest rates changes. 
Second, to limit capital arbitrage between 
the trading book and the banking book, 
as well as between banking book portfo-
lios that are subject to di� erent account-
ing treatments. � e proposal presents 
two options for the capital treatment of 
interest rate risk in the banking book:

A Pillar 1 approach: the adoption 
of a uniformly applied Pillar 1 meas-
ure for calculating minimum capital 
requirements for this risk would 
have the bene� t of promoting great-
er consistency, transparency and 
comparability, thereby promoting 
market con� dence in banks’ capital 
adequacy and a level playing � eld 
internationally.
An enhanced Pillar 2 approach: a 
Pillar 2 option, including quantita-
tive disclosure of interest rate risk 
in the banking book based upon the 
proposed Pillar 1 approach, would 
better accommodate di� ering mar-
ket conditions and risk management 
practices across jurisdictions.

� e Basel Committee is seeking com-
ments on the proposed approaches, 
which share a number of common fea-
tures. � e deadline for submission of 
comments is 11 September.

The BCBS publishes its 8th progress 
report on adoption of the Basel regu-
latory framework: � is report sets out 
the adoption status of Basel II, Basel 2.5 
and Basel III regulations for each Basel 
Committee member jurisdiction as of 
end-March 2015. � e EU’s and the US’s 
adoption status regarding Basel II, Basel 
2.5 and Basel III risk-based capital and 
Leverage Ratio is “adoption completed”, 
whereas Basel III Liquidity Coverage Ra-
tio (LCR) is still rated “adoption in pro-
cess” for both jurisdictions. Canada and 
Switzerland have completed the adoption 
of all Basel components.

Basel Committee removes selected 
national discretions: � e Basel Com-
mittee agreed to remove a number of 
national discretions from the Basel II 
capital framework on 21 April. � e re-
moval of certain national discretions was 
carried out in order to improve compa-
rability across jurisdictions and reduce 
variability in risk-weighted assets. � e 
relevant discretions relate to:

 Treatment of past-due loans; 
 De� nition of retail exposures; 
 Transitional arrangements for 
corporate, sovereign, bank and retail 
exposures; 
 Rating structure standards for 
wholesale exposures; 
 Internal and external audit; and 
 Re-ageing.

In addition, the national discretion 
with regard to the internal ratings-based 
treatment of equity exposures will expire 
in 2016. � e Basel Committee intends to 
continue monitoring national discretions 

and considering further removals from 
the framework.

Basel III implementation assessments 
of Hong Kong, Mexico and others: 
On 16 March, the Basel Committee 
published reports assessing the imple-
mentation of the Basel risk-based capital 
framework and the LCR for Hong Kong 
SAR and Mexico. Overall, the assessment 
outcomes for both Hong Kong SAR and 
Mexico are positive and re� ect various 
amendments to the risk-based capital 
and LCR rules undertaken by the author-
ities during the assessment. � e Basel 
Committee noted that several aspects of 
the domestic rules in both countries are 
more rigorous than required under the 
Basel framework.

� e Committee also published over-
views of post-assessment follow-up ac-
tions by Brazil, China, Japan, Singapore 
and Switzerland. � ese � ve jurisdictions 
were assessed in 2012 and 2013 for their 
regulatory implementation of the risk-
based capital standards. � e follow-up 
reports summarise where the jurisdic-
tions have taken, or plan to take, further 
actions to address � ndings raised in the 
Regulatory Consistency Assessment Pro-
gramme (RCAP). � e follow-up reports 
are based on self-reporting and have not 
been evaluated by the Basel Committee. 
� e next post-RCAP monitoring report 
will be published in 2016 and will cover 
jurisdictions that were assessed in 2014.

 EUROPEAN COMISSION

European Commission extends tran-
sitional period for CCP exposures: � e 
European Commission (EC) on 4 June 
adopted an implementing act that will 
extend the transitional period for capital 
requirements for EU banking groups’ ex-
posures to central counterparties (CCPs) 
under the Capital Requirements Regula-
tion (CRR). � e CRR introduced a capi-
tal requirement for the exposures of EU 
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banks and their subsidiaries to a CCP. 
� e transitional period was set to expire 
on 15 June, although as the authorisa-
tion and recognition processes for exist-
ing CCPs serving EU markets will not be 
fully completed by that date, the EC has 
adopted an implementing act that will 
now extend the transitional phase to 15 
December 2015. � e extension period is 
intended at smoothing implementation 
for CCPs that are still in the process of 
reauthorisation under the EC’s new rules.

 EBA

EBA issues amended technical stan-
dards on Leverage Ratio disclosure 
and reporting: � e European Banking 
Authority (EBA) on 15 June published its 
updated Implementing Technical Stand-
ards (ITS) on disclosure and supervi-
sory reporting of Leverage Ratio for EU 
institutions. � e ITS include changes to 
templates and instructions to update the 
Leverage Ratio disclosure and report-
ing framework following the European 
Commission’s adoption of the Delegated 
Act on the Leverage Ratio on 10 October 
2014. � ese ITS aim to harmonise report-
ing and disclosure of the Leverage Ratio 
across the EU by providing institutions 
with uniform templates and instructions. 
� e EBA � nal dra�  ITS include all items 
relevant for Leverage Ratio disclosure. 
� e disclosure framework set out in the 
ITS consists of four templates:

 A table reconciling the � gures 
of the Leverage Ratio denominator 
with those reported under the rel-
evant accounting standards
 A table providing a breakdown of 
the Leverage Ratio denominator by 
exposure category
 A table providing a further break-
down of the Leverage Ratio denomi-
nator by group of counterparty 
 A table with qualitative informa-
tion on leverage risk 

Compared to the version submitted 
to the European Commission on 5 June, 
the amended version has been updated 

to re� ect the changes introduced by the 
Commission’s Delegated Act on the Lev-
erage Ratio while ensuring consistency 
with the reporting templates. In addi-
tion, the review of the existing reporting 
templates structure has been made in line 
with the new requirements in the Dele-
gated Act. � e amendments will, on ag-
gregate, lead to a reduction in size, with a 
lower number of cells as a result. Valida-
tion rules, Data Point Model (DPM) and 
XBRL taxonomies re� ecting the amend-
ed templates are being � nalised and will 
be published in the near future. � e dra�  
ITS will become applicable as of the day 
following their publication in the O�  cial 
Journal of the European Union.

EBA issues technical advice on con-
tributions to the Single Resolution 
Fund: � e EBA on 10 June issued tech-
nical advice to the European Commis-
sion on the criteria and principles to 
be used in determining the uniform 
level of contributions by banks in the 
participating EU Member States to the 
Single Resolution Fund (SRF). � e core 
objective of the advice is to ensure that 
the SRF has su�  cient means to support 
resolution measures in the participating 
EU Member States. � e advice provides 
a number of recommendations on which 
safeguards should be in place to ensure 

that the target level of the SRF (at least 
1% of the amount of covered deposits of 
all credit institutions authorised in all 
of the participating EU Member States) 
is achieved by the end of the initial pe-
riod. � is means by the end of eight years 
from 1 January 2016 or from the date on 
which this provision is applicable. Con-
tributions may, to the extent possible, ex-
ceptionally take into account pro-cyclical 
e� ects, and vary accordingly instead of 
being spread out evenly over the initial 
period. � e EBA’s advice recommends 
a number of indicators for determining 
the phase of the business cycle and the 
risk of pro-cyclical e� ects and speci� es 
constraints for the variations of the con-
tribution level. � e advice also speci� es 
the criteria for determining the contribu-
tion level a� er a signi� cant amount of the 
fund has been used to support resolution 
measures and the SRF needs to be replen-
ished. In this case, similar considerations 
as for the initial build-up of the fund ap-
ply. However, the process may be sped up 
quite signi� cantly to ensure that the tar-
get level is achieved as soon as possible, 
which could result in contributions of up 
to twice the amount of the contributions 
made in previous years. Pooling � nancial 
resources into this common fund will be 
crucial for a successful implementation of 
the Banking Union. � e technical advice 
will inform a delegated act to be adopted 
by the Commission on the initial period 
for the contributions to the SRF. 

EBA publishes fi nal draft standards 
on assessment methodologies to use 
Advanced Measurement Approaches 
for operational risk: � e EBA on 5 
June published its � nal dra�  Regulatory 
Technical Standards (RTS) specifying 
the qualitative and quantitative criteria 
that competent authorities need to con-
sider before permitting institutions to 
use Advanced Measurement Approaches 
(AMAs) for calculating their capital re-
quirements for operational risk. � ese 
RTS also set out criteria for the super-
visory assessment of the key methodo-
logical components of the operational 

BIS, Basel
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risk measurement system, ensuring this 
methodology e� ectively captures banks’ 
actual and potential operational risk, is 
reliable and robust in generating AMA 
regulatory capital requirements, and is 
comparable across institutions. � e RTS 
also provide common standards for the 
supervisory assessment of a bank’s op-
erational risk governance with respect to 
the role and responsibilities of the opera-
tional risk management function and the 
reporting system, and establish criteria 
for the supervisory assessment of banks’ 
data quality and IT systems, the require-
ments and terms for an institution to use 
its AMA in the running of its business, 
and the terms and scope of audit and 
internal validation of the AMA frame-
work. � e revised RTS take into account 
feedback received during the public con-
sultation period in 2014. In particular, 
clari� cations and amendments have been 
introduced to clarify the scope of oper-
ational risk, as well as the scope of op-
erational risk loss, the treatment of fraud 
losses in the credit area, and the perime-
ter of conduct risk events. � ese RTS will 
be part of the Single Rulebook aimed at 
enhancing regulatory harmonisation in 
the banking sector across the EU.

EBA consults on passport notifi ca-
tions for mortgage credit interme-
diaries: � e EBA on 4 June launched a 
consultation on the dra�  guidelines for 
passport noti� cations for mortgage cred-
it intermediaries under the Mortgage 
Credit Directive (MCD). � e guidelines 
seek to ensure that information about 
credit intermediaries carrying out busi-
ness in one or more Member States is 
exchanged consistently between the na-
tional authorities of the home and host 
Member States. In line with the MCD, 
passport noti� cations will need to be 
exchanged between national authorities 
competent for the registration and/or 
supervision of mortgage credit interme-
diaries across Member States. � is will 
ensure that information on the provi-
sion of services and the establishment 
of branches, as well as on the transmis-

sion of noti� cations, the registrations, 
and the noti� cations of changes is shared 
consistently across the EU. � is public 
consultation period runs until 4 July. � e 
EBA expects to be able to deliver the � nal 
guidelines in Q3 2015, which would ap-
ply from 21 March 2016, the transposi-
tion date of the MCD.

EBA updates risk dashboard for EU 
banking sector: � e EBA on 3 June 
published the periodical update of its risk 
dashboard. � e risk dashboard is part of 
the regular risk assessment carried out by 
the EBA and complements the semi-an-
nual risk assessment report. It is based on 
Q4 2014 data and takes into considera-
tion the evolution of a set of key risk in-
dicators from 55 EU banks that the EBA 
has been collecting on a quarterly basis 
since 2009. � e risk dashboard notes the 
following:

 EU banks’ capital remained strong 
in Q4 2014, with a CET1 ratio of 
12.1%; 
 the quality of banks’ loan portfo-
lios is largely unchanged; 
 pro� tability showed a mildly 
positive trend on a year over year 
comparison, but return on equity 
remained subdued and materially be-
low banks’ average cost of equity; and 
 the EU average loan-to-deposit 
ratio decreased in Q4 2014.

EBA publishes equivalence ques-
tionnaire: The EBA on 2 June pub-
lished a questionnaire to guide its assess-
ment of non-EU countries’ equivalence 
with the EU prudential supervision and 
regulatory requirements specified in 
the Capital Requirements Regulation 
(CRR) and Directive (CRD). The ques-
tionnaire, which will be sent to selected 
countries in a number of rounds, will 
facilitate data collection and allow the 
EBA to provide technical advice on their 
supervisory regimes 

EBA publishes guidelines on contri-
butions and payment commitments 
to deposit guarantee scheme: � e 
EBA published on 28 May its � nal guide-
lines on contributions to deposit guar-
antee schemes (DGSs) and on payment 
commitments. � e guidelines assist in 
ensuring consistent application of the 
new funding mechanisms provided for 
in the new Deposit Guarantee Schemes 
Directive (DGSD). � e DGSD aims to 
increase the resilience of DGSs and im-
prove depositors’ access to compensa-
tion. All DGSs in Europe will now have 
to be pre-� nanced by credit institutions. 
Depositors will be compensated quicker 
and in case of failure at a branch of a 
bank established in a di� erent Member 
State, will bene� t from the assistance 
of their own local DGS acting as a one-
stop-shop.

EBA, London
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 DGS contributions: � e guide-
lines con� rm that contributions will 
be risk-based, re� ecting the risk-
pro� le of each credit institution and 
not only the amount of guaranteed 
deposits it has collected, therefore 
encouraging risk discipline and ad-
dressing moral hazard. Under the 
guidelines, calculations will include 
risk indicators covering aspects such 
as capital, liquidity, asset quality, and 
business model and asset encum-
brance. � ese obligatory indicators 
will represent 75% of the risk-as-
sessment, meaning that authorities 
and DGSs are able to allocate the 
remaining 25%, either by increasing 
the weights of some core indicators 
above the minima, or by introducing 
additional risk indicators, to take 
into account the speci� cities of cred-
it institutions. However, any new in-
dicator or increase in the weight of 
an existing obligatory indicator may 
not exceed 15%, except for qualita-
tive indicators in the risk category 
“business model and management”, 
where full � exibility is allowed in 
order to properly re� ect the diverse 
characteristics of institutions. 
 DGS payment commitments: � e 
guidelines on payment commit-
ments further specify the option for 
DGSs to authorise credit institutions 
to contribute up to 30% of the re-
quired contributions in the form of 
secured commitments to pay upon 
request. � e unfunded commitment 
will have to be collateralised with 
low risk assets that could be eas-
ily mobilised in case the institution 
was unable to meet its commitment. 
� e guidelines also outline that that 
these assets should as much as pos-
sible be uncorrelated to events that 
might result in a bank failure, hence 
a risk of compensation payment by 
the DGS. Collateral will be subject 
to regular marking to market and 
precautionary haircuts in order to 
cater for possible losses at the point 
of failure.

Institutions will have to contribute to 
DGSs at least annually from the transpo-
sition deadline on 3 July. � e implemen-
tation of the guidelines by DGSs and des-
ignated authorities is scheduled before 
the end of 2015. Whilst a full review of 
DGSs by the EBA is scheduled by 3 July 
2017, the EBA is to assess progress in 
the convergence of national practices in 
calculating contributions to DGSs before 
that date.

EBA publishes guidelines on triggers 
for resolution: � e EBA on 26 May pub-
lished its � nal guidelines on the circum-
stances under which an institution shall 
be considered as “failing or likely to fail”. 
Although determining whether an insti-
tution is failing or likely to fail remains 
the discretionary assessment of the rel-
evant authority, the guidelines outline 
broad elements on the basis of which this 
judgment should be based. � e guide-
lines aim to promote convergence of EU 
supervisory and resolution practices in 
order to ensure a consistent approach 
to triggering resolution, especially for 
cross-border groups. � e guidelines are 
addressed to supervisors and resolution 
authorities and will apply from 1 January 
2016 following the implementation of the 
EBA guidelines on common procedures 
and methodologies for the supervisory 
review and evaluation process. 

EBA issues guidance on resolution 
tool implementation: � e EBA on 20 
May published three sets of � nal guide-
lines that aim to facilitate the implemen-
tation of resolution tools in the EU bank-
ing sector. � e three sets of guidelines 
comprise of:

 Guidelines on the sale of business 
tool: these guidelines specify that 
authorities may deviate from stand-
ard marketing requirements for the 
sale of the business of an institution 
under resolution on the grounds 
that the failure of the institution 
represents a material threat to � nan-
cial stability and there is a con� ict 

between the e� ectiveness of the tool 
and the marketing requirements; 
 Guidelines on the asset separa-
tion tool: these guidelines outline 
the three steps involved in analysing 
assets for the purposes of transfer-
ring them under the “asset separa-
tion tool” to an asset management 
vehicle (“bad bank”). � e three steps 
consist of assessing the market situ-
ation for the assets concerned, the 
impact that their liquidation may 
have on markets, and the e� ects that 
may result on � nancial stability; and 
 Guidelines on the minimum list 
of services: these guidelines de� ne a 
minimum list of necessary “critical” 
services that resolution authorities 
may require under resolution. � e 
guidelines stem from the Bank Recov-
ery & Resolution Directive (BRRD) 
and intend to promote convergence 
on resolution matters by giving de-
tailed guidance to resolution authori-
ties regarding the circumstances they 
should assess when taking resolution 
decisions. � e guidelines are ad-
dressed to competent authorities and 
will apply from 1 August. Competent 
authorities will be required to con-
� rm their compliance status within 
two months of the publication of the 
translated guidelines, which will be 
disclosed on the EBA website.

EBA consults on derivatives valuation: 
� e EBA on 13 May launched a public 
consultation on its dra�  RTS de� ning 
the valuation of derivative liabilities for 
bail-in in resolution. � e standards were 
developed within the BRRD framework 
and use a statutory valuation method-
ology based on the costs or gains that 
would be incurred by the counterparty in 
replacing the contract. Derivative coun-
terparties can provide evidence of com-
mercially reasonable replacement trades 
and determine the close-out amount 
within a certain deadline; and, if they 
do not, resolution authorities will apply 
their valuation based on mid-market 
prices and bid-o� er spreads. � e consul-
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tation also covers timings of valuations 
and potential exemptions from the re-
quirement. � e framework proposed in 
the EBA standards will allow resolution 
authorities and independent evaluators 
to e� ectively conduct a reliable valuation 
in a short timeframe. � e consultation 
runs until 13 August.

EBA updates list of closely correlated 
currencies: � e EBA on 13 May updated 
the list of closely correlated currencies 
under Article 354 of the CRR. � e list 
was � rst published in December 2013 as 
part of the ITS that were dra� ed for the 
purposes of calculating capital require-
ments for foreign-exchange risk accord-
ing to the standardised rules. � e list was 
updated according to the procedure and 
methodology laid down in the ITS. 

EBA consults on specialised lend-
ing exposures: � e EBA on 11 May 
launched a consultation on RTS on spe-
cialised lending exposures. � e proposed 
RTS seek to specify how institutions 
should take into account several factors 
when assigning risk weights to special-
ised lending exposures (project � nance, 
real estate, object � nance, and commodi-
ties � nance) and how they should treat 
these factors. � e consultation runs until 
11 August, with a public hearing taking 
place at the EBA premises on 6 July.

EBA publishes fi nal Guidelines on 
triggers for use of early intervention 
measures: � e EBA published on 8 May 
its � nal Guidelines on triggers for the use 
of early intervention measures following 
its public consultation. � e Guidelines 
aim to promote convergence of super-
visory practices for the application of 
early intervention measures provided for 
in the BRRD. � e Guidelines establish 
a link between the ongoing supervision 
conducted by the competent authorities 
according to the CRD and the early in-
tervention powers set out in the BRRD. 

EBA issues fi nal guidance on recovery 
indicators: Following consultation in 

September, the EBA on 6 May published 
its � nal guidelines on the minimum list 
of qualitative and quantitative indicators 
that credit institutions and investment 
� rms across the EU should include in 
their recovery plans and will function 
as triggers for the recovery plans, as pre-
scribed by the BRRD. � e list comprises 
indicators grouped into di� erent catego-
ries such as capital, liquidity, pro� tabil-
ity, asset quality and macroeconomic/
market-based indicators (where relevant 
to the characteristics of the speci� c in-
stitution). � ese indicators will serve to 
identify the points at which appropriate 
recovery measures should be considered. 
� e guidelines are addressed to compe-
tent authorities and will enter into force 
on 31 July. 

EBA consults on a revised data tem-
plate for the identifi cation of G-SIIs: 
the revision is prompted by the tem-
plate introduced by the Basel Commit-
tee on Banking Supervision in January. 
� e consultation proposes amendments 
to EBA’s (i) RTS for identifying Global 
Systemically Important Institutions (G-
SIIs), (ii) ITS on special disclosure rules 
applicable to G-SIIs, and (iii) � nal guide-
lines on special disclosure rules for large 
institutions. � e consultation ran until 
20 May.

EBA updates its report on the moni-
toring of AT1 instruments: On 4 May, 
the EBA published an update of its report 
on the monitoring of Additional Tier 1 
(AT1) instruments. � e � rst report was 
published in October 2014. � e EBA has 
now reviewed the terms and conditions 
(T&Cs) of 15 AT1 instruments (from 9 
in the � rst report) for a total amount of 
Eu21.4bn.

� is monitoring, based on Article 80 
of the CRR on the continuing review of 
quality of own funds, will necessitate 
several iterations. As such, future AT1 is-
suances may in� uence the EBA’s conclu-
sions. Furthermore, the EBA will develop 
standardised T&Cs for AT1 issuances 
that will cover the prudential parts of 

the terms and conditions. � is update 
contains some � nal conclusions on issues 
previously � agged as being under inves-
tigation. Below, a summary of the main 
changes/new point addressed from the 
� rst report: 

 Disapplication of the mandatory 
interest cancellation: not allowed. 
Although the EBA acknowledges 
the bene� ts of debt accounting (e.g. 
hedging) under IFRS permitted by 
this feature, the EBA recommends 
disallowing this type of contingent 
clause.
 Shareholder claw-back right: � e 
EBA has changed its stance and now 
agrees that this feature is acceptable.
 Relationship between instruments 
with di� erent triggers (e.g. 5.125% 
and 7%): losses corresponding to 
the amount required to go back to 
5.125% should be absorbed by both 
the low trigger and the high trigger 
instruments on a pro rata basis. Loss-
es above 5.125% will only be support-
ed by the high trigger instruments. 
 Tax gross up clauses: EBA clari-
� es that the clause gets activated by 
a decision of the local tax author-
ity of the issuer, not of the investor; 
increased payments should only 
be possible if they do not exceed 
distributable items; gross up cases 
should be allowed only in relation to 
dividend/coupon withholding tax.
 Regulatory call: Partial derecog-
nition from AT1 capital owing to 
write-down or conversion will not 
be considered as an eligible trigger 
for a regulatory call. 
 Potential changes in the regula-
tory assessment cannot be consid-
ered as valid triggers for regulatory 
or tax calls.
 AT1 issuances by group subsidi-
aries: the instruments issued by an 
institution controlled by a holding 
company should include a trigger 
event on the basis of the consoli-
dated CET1 of the parent � nancial 
holding company or parent mixed 
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� nancial holding company to ensure 
the recognition of the AT1 at the 
holding company level.

� e updated report was initially pub-
lished as a dra�  � nal report and a� er a 
public hearing on 18 May the EBA pub-
lished the � nal version with no changes 
from the dra� .

EBA reviews EU colleges of supervi-
sors for cross-border banking groups: 
� e EBA on 16 April published its annual 
assessment of EU colleges of supervisors, 
responsible for the oversight of cross-
border banks. � e report reviews how 
colleges functioned during 2014 and also 
identi� es key activities for the e� ective 
oversight of EU cross-border banking 
groups in 2015. � e report introduces 
items for supervisory attention in 2015, 
including conduct risk, information 
technology risks, and the need for e� ec-
tive decisions on recovery plans. In 2015, 
close monitoring of capital plans, as part 
of their regular assessments, will also be 
vital as a follow-up to last year’s stress 
tests. � is is to ensure that EU banks 
preserve their strong capital positions 
and facilitate investigations of potential 
future weaknesses. In addition, supervi-
sors will closely monitor credit risk man-
agement and undertake benchmarking of 
internal model outcomes.

EBA publishes fi rst annual report on 
supervisory convergence: On 9 April, 
the EBA published its � rst annual report 
to the EU Parliament and the Council on 
the convergence of supervisory review 
practices in the EU banking sector. � e 
report follows a three year assessment 
and focuses on Supervisory Review and 
Evaluation Process and assessment of 
risks (SREP), supervisory stress testing, 
ongoing review of internal models, and 
supervisory measures and powers. � e 
report highlights that while supervisory 
authorities across the EU have made sig-
ni� cant progress in improving the con-
vergence of their supervisory practices 
since 2011, further steps are needed in 

order to reduce di� erences in method-
ologies, practices and supervisory meas-
ures. � e EBA will provide training and 
use monitoring tools to assess implemen-
tation in the next report on supervisory 
convergence in 2016.

EBA publishes equivalence recom-
mendation: The EBA published on 1 
April a recommendation regarding the 
confidentiality regime of several non-
EU supervisory authorities to facilitate 
their participation in supervisory col-
leges overseeing international banks, 
led by EU supervisors. The paper looks 
at the conditions that need to be met in 
terms of confidentiality requirements 
and gives an overview of equivalence 
to EU standards. The work aims to har-
monise the application of Article 116(6) 
of the CRD in the composition of su-
pervisory colleges. The authorities in-
cluded are from Bosnia & Herzegovina, 
Brazil, Canada, China, FYR Macedonia, 
Mexico, Montenegro, Serbia, Singapore, 
Switzerland, Turkey, and the US. Com-
petent authorities were requested to no-
tify the EBA as to whether they comply 
or intend to comply by 2 June.

EBA consults on exposures to shad-
ow banking: According to Article 
395(2) of CRR, the EBA has a mandate 
to develop guidelines to set limits on 
EU institutions’ exposures to shadow 
banking entities. The consultation was 
launched on 19 March and closed on 19 
June. There is no definition of shadow 
banking entities in the CRR. Therefore 
the EBA proposes that all funds would 
be considered as falling in the scope of 
the definition of shadow banking enti-
ties except if they are non-MMF (money 
market funds) UCITS. The guidelines 
foresee two approaches for setting lim-
its. Under the principal approach, the 
limits will be set using criteria based on 
sufficient information about counter-
parties. Where the level of information 
is insufficient, the fallback approach will 
be used and sets a limit of 25% of the 
eligible capital. 

The EBA advises on resolution pro-
cedures for EU banks: On 6 March, the 
EBA issued advice to the European Com-
mission on the resolution framework for 
EU banks, covering the de� nition of criti-
cal functions and core business lines, as 
well as rules for the exclusion of liabilities 
from the application of the bail-in tool. 
� e EBA advice on critical functions is 
based on its work on rules for recovery 
planning and on a comparative analysis of 
the recovery plans of 27 European cross-
border banking groups, which identi� ed 
key strengths and weaknesses in banks’ 
approaches. � e EBA delivered advice that 
will inform delegated acts on the BRRD.

Technical advice on the delegated 
acts on critical functions and core 
business lines: the substitutability 
of a function for the real economy, 
risk of contagion and loss of mar-
ket con� dence should be taken into 
consideration by national authori-
ties, which should evaluate the po-
tential impact that the resolution 
of an institution can have on � nan-
cial markets and the real economy. 
Such analysis should be based on 
the analysis carried out by the con-
cerned institution and complement-
ed by a critical review by competent 
authorities and resolution authori-
ties. � is work is based on the EBA’s 
work on rules for recovery planning 
and its “Comparative report on the 
approach to determining critical 
functions and core business lines in 
recovery plans”.
Technical advice on the delegated 
acts on the circumstances when 
exclusions from the bail-in tool are 
necessary: the EBA pointed out that 
the characteristics of an institution 
(e.g.: size, interconnectedness or 
complexity) should not automati-
cally justify such exemptions. � ese 
should in fact be considered on a 
case-by-case basis, rather than by 
considering the speci� c nature of 
concerned institutions in isolation. 
� e advice also recommends that 
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exclusions should be used restric-
tively, as they are exceptions to the 
principle of equitable treatment of 
creditors of the same class and with 
a view to the no-creditor-worse-o�  
principle the resources for absorbing 
losses despite exclusions are limited.
Technical advice on delegated acts 
on the deferral of extraordinary 
ex-post contributions to � nancial 
arrangements: regarding the defer-
ral of ex post contributions to the 
“resolution fund” provided by the 
BRRD and to which all EU institu-
tions have to contribute, the EBA 
recommended that national authori-
ties analyse the impact on solvency 
and liquidity of institutions before 
allowing for ex post contributions, 
which should only be applied in ex-
ceptional cases

EBA delivers benchmarking package: 
EBA on 2 March published a set of pa-
pers for benchmarking the internal ap-
proaches used to calculate own funds 
requirements for credit and market risk 
exposures. � e EBA � nal dra�  RTS and 
ITS specify in detail the framework for 
EU institutions and competent authori-
ties to carry out the annual supervisory 
benchmarking foreseen by the CRD. � e 
EBA also issued its response to a call for 
advice by the European Commission on 
the benchmarking process. � is work is 
part of the EBA’s e� orts to address pos-
sible inconsistencies in the calculation of 
risk-weighted assets across the EU Single 
Market. � e � rst benchmarking exercise 
conducted under the ITS and RTS frame-
work will be based on data referred to 
Q4 2015 observations. Institutions shall 
report the information by 11 April 2016.

 NATIONAL AUTHORITIES

Austrian FMSB recommends systemic 
risk buffer of up to 3%: On 1 June, the 
Austrian Financial Market Stability Board 
(FMSB) recommended to the Austrian 
Financial Market Authority (FMA) the 
introduction of a systemic risk bu� er of 
up to 3% over the 8% minimum SREP-

ratio for large Austrian banks by 1 July 
2016, with a transition period of one year 
until 20 June 2017 to comply with the 3% 
bu� er. � e 3% comprises a 1% bu� er to 
take account of the systemic vulnerability 
of Austrian banks and a bu� er of up to 2% 
to address systemic risk concentration.

Denmark seeks inclusion in the EU 
Banking Union: � e Danish govern-
ment supports a plan to join the EU 
Banking Union. According to the Minis-
try of Justice, the parliament will be able 
to vote on Denmark’s participation in the 
Banking Union without a Referendum. It 
would be the � rst non-Eurozone country 
to submit its banking sector to European 
Central Bank supervision.

Swedish FSA proposes to amend 
countercyclical capital buffer regula-
tions: Finansinspektionen, Sweden’s � -
nancial supervisory authority, on 26 May 
made a proposal to amend regulations 
on the countercyclical capital bu� er. 
Finansinspektionen made the decision 
in September to set a countercyclical 
capital bu� er for Sweden at 1.0% (FFFS 
2014:33), which shall apply from 13 Sep-
tember 2015. Finansinspektionen is now 
proposing that the countercyclical capital 
bu� er for Sweden should be set at 1.5% 
from 27 June 2016, given the present eco-
nomic conditions. � e proposal is based 
on a qualitative assessment that takes ac-

count of quantitative factors, including 
the bu� er guide. Comments regarding 
the proposal were accepted until 8 June.

UK PRA not to take forward IRB pro-
posals: On 10 March, the UK Prudential 
Regulation Authority (PRA) announced 
that it would not take forward at this time 
proposals to amend SS11/13 “Credit risk 
– Internal ratings-based (IRB) approach-
es” on which it consulted in CP12/14 
“CRD IV: updates for credit risk mitiga-
tion, credit risk, governance and market 
risk”. � e PRA has considered feedback 
received on its consultation and the Basel 
Committee’s announcement of its inten-
tion to develop speci� c policy proposals, 
and will consider this issue further, par-
ticularly in light of international develop-
ments, and may revert in due course.

HKMA announces D-SIBs designa-
tion: � e Hong Kong Monetary Author-
ity (HKMA) on 16 March announced the 
designation of � ve authorised institu-
tions as Domestically Important System-
ic Banks (D-SIBs). Each of the authorised 
institutions designated as a D-SIB will be 
required to include a Higher Loss Absor-
bency (HLA) requirement into the calcu-
lation of their regulatory capital bu� ers 
within a period of 12 months. In line 
with the phase-in arrangements in the 
frameworks issued by the Basel Commit-
tee for assessing D-SIBs and G-SIBs, the 
full amount of the HLA requirement will 
be phased-in from 2016 to 2019 in par-
allel with the capital conservation bu� er 
and countercyclical capital bu� er. Ulti-
mately, the HLA requirement applicable 
to a D-SIB (which is expressed as a ratio 
of an authorised institution’s Common 
Equity Tier 1 capital to its risk-weighted 
assets as calculated under the Banking 
(Capital) Rules) will range between 1% 
and 3.5% (depending on the assessed lev-
el of the D-SIB’s systemic importance). 
However, under the phase-in, the levels 
of HLA for 2016 will be within a range of 
0.25% to 0.875%. � e HKMA intends to 
update the list of D-SIBs and their appli-
cable HLA requirement annually. 

HKMA, Hong Kong
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 RATING AGENCIES

S&P applies its ALAC criteria to UK, 
German, Austrian, and Swiss banks: 
On 9 June Standard & Poor’s took various 
rating actions on several systemically im-
portant banks domiciled in the UK, Ger-
many, Austria and Switzerland on the back 
of the � rst implementation of its Additional 
Loss-Absorbing Capacity (ALAC) criteria.

S&P had published the � nal ALAC 
criteria on 28 April. ALAC is a new rating 
component that can provide extraordinary 
external support for banks and hence po-
tentially mitigate the expected removal of 
government support currently embedded 
in banks’ Issuer Credit Ratings (ICRs). � e 
� nal criteria contained some important 
changes and clari� cations compared to the 
request for comment (RFC) published in 
November 2014: 

 ALAC upli� : A bank with an SACP 
of “a-” may receive two notches of 
ALAC upli� . In the RFC, the ALAC 
upli�  was limited to one notch for 
banks in the whole “a” Stand-Alone 
Credit Pro� le (SACP) range. In addi-
tion, ALAC thresholds (in % of S&P 
RWA) vary by anchors (the starting 
point of a bank’s SACP). � e ratings 
of non-operating holding company 
are eligible to ALAC upli�  subject to 
certain conditions.
 ALAC-eligible instruments: Hy-
brids and common equity in excess 
of the minimum threshold needed 
to maintain a Risk-Adjusted Capital 
(RAC) ratio consistent with S&P’s 
capital and earnings score (e.g. Ade-
quate for 7% RAC ratio). Excess com-
mon equity was not eligible as ALAC 
in the RFC. � e eligibility of excess eq-
uity will reduce ALAC needs to retain 
current ratings.
 Adjustments to ALAC thresholds: 
S&P has clari� ed the nature of up-
ward/downward adjustments criteria 
to ALAC thresholds. For example, any 
concentration of maturities or lack 
of ALAC fungibility within a group 
may lead to higher ALAC thresholds. 
ALAC threshold may be lower for a 

bancassurance group because S&P 
may restate the impact of insurance 
capital in S&P’s RWA. S&P may also 
take into account the bene� t a pre-
funded resolution fund.
 Transition period: For a bank 
whose ramp-up of ALAC in response 
to regulatory requirements will con-
tinue beyond the two year projection 
period, S&P may consider the po-
tential for extraordinary government 
support to make up for a shortfall in 
ALAC, relative to the level required 
for the � rst notch of upli� . In this situ-
ation, the potential for extraordinary 
government support provides a maxi-
mum of one notch of upli�  over the 
SACP and may be considered over a 
projection period of only three to four 
years. � is is particularly relevant to 
G-SIBs subject to TLAC requirements 
expected to be implemented in 2019.

Key takeaways of the S&P rating actions 
on systemically important banks in the 
aforementioned countries included:

 In Germany, Austria and the UK, 
S&P considers that government sup-
port is now “uncertain”, meaning that 
S&P now includes no such upli�  in the 
ratings of systemic banks domiciled 
in these countries. For some banks, 
the ALAC bu� er has mitigated the 
removal of government support (e.g. 
Barclays, Nationwide, Lloyds, HSBC 
and Standard Chartered in the UK).
 For Deutsche Bank, S&P includes 
no notches of ALAC upli� . Proposed 
changes in German law will likely 
subordinate certain senior unsecured 
bonds but S&P does not expect to in-
clude these senior unsecured bonds in 
ALAC.
 In Switzerland, the outlook on 
Credit Suisse AG, UBS AG and their 
core subsidiaries was revised to stable 
from negative. � is re� ects S&P’s view 
that the banks’ sizeable and growing 
bu� ers of ALAC are likely to o� set 
any decline in the prospect of extraor-
dinary government support.

 Of note, S&P has adjusted upwards 
(25bp or 50bp) the ALAC thresholds 
where it considers that loss-absorbing 
capacity may be positioned in a way 
that would make it challenging for 
them to deploy it � exibly in a stress sce-
nario (e.g. HSBC, CS, UBS, SC). Lloyds 
bene� ts from a lower threshold (4.5%) 
because of the adjustment for the por-
tion of Lloyds’ insurance operations 
expected to be outside the scope of re-
quired bail-in capitalisation.

Fitch downgrades European bank 
ratings on sovereign support: Fitch 
downgraded the Long Term Issuer De-
fault Ratings (IDRs) of around 45 EU 
banks and their subsidiaries on 19 May. 
� e rating actions include revisions to 
Fitch’s assessment of sovereign support 
for banks globally and follow peer rating 
reviews in several European countries and 
sectors. For US IDRs, the review includes 
considerations of the relative ratings of 
operating companies and holding com-
panies. In line with Fitch’s expectations 
announced in March 2014, it believes 
legislative, regulatory and policy initia-
tives have signi� cantly reduced the likeli-
hood of sovereign support for commercial 
banks in the US, Switzerland, the EU and 
Hong Kong. Fitch believes this develop-
ment is being balanced to a large extent 
by stronger balance sheets and bu� ers 
to senior debtholders at banks, with this 
progress re� ected in Fitch’s rating actions. 
For banks with long term, strategic state 
ownership, Fitch has conducted bespoke 
analysis of the likelihood of continued 
support for the individual banks given the 
increased regulatory and legal constraints.

Moody’s publishes new bank rating 
methodology: Moody’s on 16 March 
published its updated methodology for 
rating banks globally, which incorporates 
several new components:

 a Loss Given Failure (LGF) analysis;
the introduction of a Macro Pro� le 
into the elements that Moody’s con-
siders when it assigns a bank’s base-
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line credit assessment (BCA);
 a BCA scorecard that now incorpo-
rates not only � nancial ratios but also 
a broader range of metrics and quali-
tative considerations; and
 a Counterparty Risk Assessment 
(CR Assessment).

� e LGF analysis addresses expected 
loss and assesses the impact a bank’s failure 
would have on its various debt instruments 
and deposits in the absence of any support. 
For banks subject to operational resolution 
regimes, the LGF analysis will incorporate 
the cushion against loss that each creditor 
class derives from the amount of debt sub-
ordinated to it in a resolution. � e notching 
will be based on:

(1) the likely bank-wide loss rate in 
failure;
(2) the amount of subordination be-
low a given instrument class; and 
 (3) the volume of a given instrument 
class itself.

 EUROPEAN COMISSION

The European Commission adopts its 
fi rst third-country equivalence deci-
sions under Solvency II: On 5 June, the 
European Commission (EC) published the 
delegated acts on equivalence under Sol-
vency II for the following jurisdictions:

 Switzerland: granted full equiva-
lence in all three areas of Solvency II: 
solvency calculation, group supervi-
sion and reinsurance. Equivalence is 
granted for an inde� nite period.
 Australia, Bermuda, Brazil, Canada, 
Mexico and the US: granted a provi-
sional equivalence covering solvency 
calculation for a period of 10 years.

A� er receiving equivalence, EU insur-
ers can use local rules to report on their 
operations in third countries, while third-
country insurers are able to operate in the 
EU without complying with all EU rules.

European Commission discusses a 
possible proposal for an EU recovery 
and resolution regime for insurance: 
On 5 March, the Expert Group on Bank-
ing, Payments and Insurance (EGBPI) held 
a meeting to discuss a working document 
on a possible proposal for an EU recovery 
and resolution regime for insurance. � e 
key topics discussed in this document are:

 Rationale for an insurance recovery 
and resolution regime: In the absence 
of a resolution regime, the document 
points out the possible risks to � nan-
cial stability as well as social risks as-
sociated with the winding-up of an in-
surer. A resolution regime should seek 
to address these risks. It is also noted 
that the absence of an EU recovery 
and resolution framework may also 
limit policyholders’ trust and freedom 
of choice.
 Scope and tools of a possible EU re-
covery and resolution framework: � e 
scope of an EU resolution proposal 
could be (i) limited to the systemic (re)
insurers that have been designated by 
the FSB only, (ii) include all cross-bor-
der insurers, or (iii) include all insur-
ers. � e following tools could form the 
core of a possible proposal: transfer of 
portfolios of insurance contracts, crea-
tion of a bridge institution, suspending 
policyholders’ rights to withdraw from 
their contracts, and restructuring of 
any liabilities (including guarantees to 
policyholders and bene� ciaries). � e 
document states that additional capital 
and minimum loss-absorbing capac-
ity requirements (akin to the TLAC or 
MREL rules in banking) do not appear 
to be necessary in the context of insurer 
resolution.
 Insurance guarantee scheme (IGS): 
� ere is currently no speci� c EU IGS 
legislation and the existing IGS mod-
els vary extensively across Member 
States. � e document discusses vari-
ous options relating to the timing and 
the scope of intervention.
 Interplay with the Solvency II 
framework: � e Solvency II Directive 

contains a title on the reorganisation 
and winding up of (re)insurance un-
dertakings, but does not address re-
covery and resolution.

 EIOPA

EIOPA issues opinion on internal 
model applications: EIOPA on 14 April 
published an opinion on internal models 
directed at National Competent Authori-
ties (NCAs). � e opinion provides the fol-
lowing recommendations:

 NCAs should require the risks re-
lated to sovereign exposures to be 
appropriately taken into account in 
internal models;
 Guidance for NCAs to assess ap-
plications prepared in the absence of 
some related formal decisions, includ-
ing decisions on granting equivalence 
to third countries; and
 NCAs should carry out comparative 
studies at the NCA level and contrib-
ute to and make use of corresponding 
studies on the EU level coordinated by 
EIOPA. EIOPA believes that it is good 
practice that NCAs gain insights from 
the comparison of di� erent internal 
models.

EIOPA plans to continue monitoring 
the approval processes of internal models 
and working on their convergence to en-
sure a common union supervisory culture 
and consistent supervisory practices.

 UK

PRA sets expectations on EIOPA Set 
1 Guidelines: � e Prudential Regulation 
Authority (PRA) on 22 April published a 
supervisory statement (SS22/15) on apply-
ing EIOPA’s Set 1 Guidelines on Solvency 
II to PRA-authorised � rms. � e statement 
con� rms the PRA’s expectation that � rms 
comply with all of the Set 1 Guidelines in 
a proportionate manner. It also provides 
further commentary on certain guidelines 
where additional considerations, largely 
set out in previous PRA supervisory state-
ments, should be taken into account by 
� rms. � e further commentary concerns 

INSURANCE
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ancillary own funds; classi� cation of own 
funds; ring-fenced funds; treatment of 
related undertakings, including participa-
tions; loss-absorbing capacity of technical 
provisions and deferred taxes; and group 
solvency calculation. 

PRA publishes supervisory statement 
on volatility adjustment: PRA on 1 June 
published a supervisory statement on the 
approval for the use of the volatility adjust-
ment (VA). � e statement provides the fol-
lowing clari� cations: 

 Items that should be included in an 
application to use the VA, including 
various risk management related as-
sessments
 � ree statutory conditions for ap-
proval to use the VA:

(1) the VA is correctly applied to 
the relevant risk-free interest rate 
term structure in order to calcu-
late the best estimate 
(2) the � rm does not breach a rel-
evant requirement as a result or 
consequence of applying the VA
(3) the application of the VA does 
not create an incentive for the 
undertaking to engage in pro-
cyclical investment behaviour

 Interaction with other Solvency II 
approval processes. � e PRA will con-
sider matching adjustment (MA) and 
VA applications in parallel, if requested 
to do so by a � rm. Firms must make 
clear in their applications which is the 
preferred measure, and which is the al-
ternative measure in the event that the 
preferred measure is not approved.

The PRA consults on the consistency of 
UK GAAP with the Solvency II direc-
tive: On 10 April, the PRA published a con-
sultation paper setting out its expectations 
of � rms in relation to the valuation of some 
assets and liabilities using the UK GAAP for 
Solvency II purposes. � is derogation stems 
from Article 9 (4) of the Delegated Acts sub-
ject to the following conditions:

 UK GAAP is consistent with Article 

74 of the Solvency II directive
 � e valuation is proportionate of 
the nature, scale and complexity of the 
� rms’ business
 � e use of IFRS principles would 
impose disproportionate costs

� e consultation is addressed at � rms 
reporting under UK GAAP rather than 
IFRS and closes on 10 July.

PRA consults on the treatment of sov-
ereign debt in internal models: On 31 
March, the PRA published a consultation 
paper on the treatment of sovereign debt 
in internal models (CP14/15) under Sol-
vency II. � e purpose of the PRA state-
ment is to ensure that � rms using an in-
ternal model take into account material 
risks associated with sovereign debt. � e 
statement expands on the PRA’s general 
approach as set out in its insurance ap-
proach document. � e paper addresses 
the following points:

Defi nition of sovereign debt: 
Bonds and loans issued or guaran-
teed by counterparties including but 
not limited to central banks, central 
governments and supranational or-
ganisations.
Compliance with Solvency II re-
quirements: � e PRA considers that 
sovereign debt as an asset class can 
give rise to market risk and credit risk. 
� e PRA also expects � rms to consid-
er a particular basis risk that arises un-
der Solvency II when sovereign bonds 
are used to back liabilities. � is is be-
cause the spread between sovereign 
bond yields and the “risk-free rate” 
(used to discount liabilities) can � uc-
tuate, thereby leading to assets and li-
abilities mismatches. If a � rm does not 
include these risks, where material, in 
its internal model, the model will not 
ful� l the requirements.

PRA issues policy statement on Sol-
vency II implementation: � is docu-
ment, published on 20 March, provides 
feedback on the responses received in 

relation to the following consultations to 
implement Solvency II: CP16/14: Trans-
position of Solvency II: Part 3; CP22/14: 
� e PRA’s approach to with-pro� ts in-
surance business; CP23/14: Solvency II 
approvals; CP24/14: Solvency II: fur-
ther measures for implementation; and 
CP3/15: Solvency II: transitional meas-
ures and the treatment of participations. 
In this document, the PRA comments on 
the most signi� cant issues raised by re-
spondents and introduced the following 
notable changes:

 Transitional measures: Amendments 
re� ecting recent changes to statutory 
legislation which has simpli� ed the ap-
proach.
 � ird-country branches: deletion of 
the proposed � ird-Country Branches 
13.2 concerning restrictions in calculat-
ing worldwide � nancial resources from 
the � nal rules. � e PRA intends to con-
sult in the summer of 2015 on the adop-
tion of EIOPA’s Guidelines for branch 
supervision.
 With-pro� ts: amendments to the 
de� nitions of “with-pro� ts fund” and 
“with-pro� ts policy liabilities”, and to 
the supervisory statement in order to 
clarify the material regarding a� ordable 
and sustainable distribution strategies.

 FRANCE

Update on Solvency II implementa-
tion in France: � e order transposing 
the Solvency II directive in France was 
published in the O�  cial Journal on 3 April. 
Separately, on 1 April, the Autorité de con-
trôle prudentiel et de résolution (ACPR) 
communicated on the use of the matching 
adjustment. � is measure is not compat-
ible with the transitional arrangements 
relating to interest rates nor the volatility 
adjustment. 

Michael Benyaya, Jonathan 
Blondeau, Julian Burkhard, 

Cyril Chatelain, Victor Laidler 
DCM Solutions

Crédit Agricole CIB
Capital.Structuring@ca-cib.com
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DATA

AT1, Tier 2 CoCos

Launch Issuer Issue ratings Currency Amount 
(m)

Coupon Maturity date First call date Principal loss 
absorption

Trigger Price I-Spread Yield 
to call

11-Jun-15 BKIR B2/-/- EUR 750 7.375% Perpetual 18-Jun-20 TWD 5.125% 99.31 714 7.51

10-Jun-15 BNP Ba1/BB+/BBB- EUR 750 6.125% Perpetual 17-Jun-22 TWD 5.125% 99.55 551 6.21

27-Apr-15 IPMID -/-/- EUR 125 8.625% Perpetual 01-Apr-21 CE 7.000% 100.04 799 8.61

19-Feb-15 NYKRE -/BB+/BB+ EUR 500 6.250% Perpetual 26-Oct-20 TWD 7.125% 101.25 550 5.97

13-Feb-15 UBS -/BB/BB+ EUR 1,000 5.750% Perpetual 19-Feb-22 PWD 5.125% 99.00 518 5.93

11-Feb-15 DANBNK -/BB+/BB+ EUR 750 5.875% Perpetual 06-Apr-22 TWD 7.000% 99.50 528 5.96

10-Feb-15 BBVASM Ba2/-/BB EUR 1,500 6.750% Perpetual 18-Feb-20 CE 5.125% 99.00 672 7.00

05-Feb-15 POPSM Caa1u/-/- EUR 750 8.250% Perpetual 10-Apr-20 CE 7.000% 99.25 823 8.44

15-Jan-15 RABOBK Baa3/-/BBB- EUR 1,500 5.500% Perpetual 29-Jun-20 TWD 7%/5.125% 99.50 518 5.62

11-Dec-14 DEKA Baa3/-/- EUR 177 6.000% Perpetual 20-Mar-22 TWD 5.125% 101.00 505 5.81

13-Nov-14 AARB -/-/BB- EUR 300 7.625% Perpetual 30-Apr-20 TWD 7.000% 97.75 770 8.20

10-Sep-14 HSBC Baa3/-/BBB EUR 1,500 5.250% Perpetual 16-Sep-22 CE 7.000% 100.00 449 5.25

03-Sep-14 UCGIM -/-/BB- EUR 1,000 6.750% Perpetual 10-Sep-21 TWD 5.125% 96.75 686 7.41

02-Sep-14 SANTAN Ba1/-/- EUR 1,500 6.250% Perpetual 11-Sep-21 CE 5.125% 96.25 650 7.00

03-Jun-15 ABBEY Ba2/-/BB+ GBP 750 7.375% Perpetual 24-Jun-22 PWD 7.000% 99.50 565 7.47

25-Jul-14 VIRGMN -/-/- GBP 160 7.875% Perpetual 31-Jul-19 CE 7.000% 102.01 587 7.30

19-Jun-14 COVBS -/-/BB+ GBP 400 6.375% Perpetual 01-Nov-19 CE (*) 7.000% 95.75 599 7.53

13-Jun-14 BACR -/B+/BB+ GBP 698 7.000% Perpetual 15-Sep-19 CE 7.000% 97.50 624 7.69

20-May-14 DB Ba3/BB/BB+ GBP 650 7.125% Perpetual 30-Apr-26 TWD 5.125% 95.50 545 7.75

01-Apr-14 ACAFP -/-/BB+ GBP 500 7.500% Perpetual 23-Jun-26 TWD 7%/5.125% 98.25 565 7.74

20-Mar-14 LLOYDS -/BB-/BB+ GBP 1,481 7.000% Perpetual 27-Jun-19 CE 7.000% 100.25 550 6.93

20-Mar-14 LLOYDS -/BB-/BB+ GBP 1,494 7.625% Perpetual 27-Jun-23 CE 7.000% 103.25 517 7.09

20-Mar-14 LLOYDS -/BB-/BB+ GBP 750 7.875% Perpetual 27-Jun-29 CE 7.000% 105.75 501 7.22

04-Mar-14 NWIDE -/BB+/BB+ GBP 1,000 6.875% Perpetual 20-Jun-19 CE (*) 7.000% 98.75 575 7.24

09-Apr-15 INTNED Ba1/BB-/BB+ USD 1,000 6.000% Perpetual 16-Apr-20 CE 7.000% 98.50 469 6.36

09-Apr-15 INTNED Ba1/BB-/BB+ USD 1,250 6.500% Perpetual 16-Apr-25 CE 7.000% 95.88 475 7.09

26-Mar-15 STANLN Ba1/BB/BBB USD 2,000 6.500% Perpetual 02-Apr-20 CE 7.000% 100.38 473 6.40

23-Mar-15 HSBC Baa3/-/BBB USD 2,450 6.375% Perpetual 30-Mar-25 CE 7.000% 100.75 394 6.27

19-Mar-15 DNBNO -/BBB-/- USD 750 5.750% Perpetual 26-Mar-20 TWD 5.125% 96.83 477 6.54

05-Mar-15 NDASS -/BBB/BBB USD 550 5.250% Perpetual 13-Sep-21 TWD 8%/5.125% 95.75 406 6.09

18-Feb-15 SHBASS Baa2/BBB/BBB USD 1,200 5.250% Perpetual 01-Mar-21 TWD 5.125% 96.54 404 5.98

13-Feb-15 UBS -/BB/BB+ USD 1,250 7.000% Perpetual 19-Feb-25 PWD 5.125% 101.50 434 6.78

13-Feb-15 UBS -/BB/BB+ USD 1,250 7.125% Perpetual 19-Feb-20 PWD 7.000% 103.38 452 6.25

12-Feb-15 SWEDA -/BBB-/BBB- USD 750 5.500% Perpetual 17-Mar-20 CE 8%/5.125% 97.65 442 6.08

18-Nov-14 DB Ba3/BB/BB+ USD 1,500 7.500% Perpetual 30-Apr-25 TWD 5.125% 98.75 520 7.68

06-Nov-14 SEB Ba1u/-/BBB- USD 1,100 5.750% Perpetual 13-May-20 TWD 8%/5.125% 97.85 457 6.27

16-Sep-14 NDASS Ba1u/BBB/BBB USD 1,000 5.500% Perpetual 23-Sep-19 TWD 8%/5.125% 99.50 408 5.63

16-Sep-14 NDASS Ba1u/BBB/BBB USD 500 6.125% Perpetual 23-Sep-24 TWD 8%/5.125% 100.63 374 6.03

11-Sep-14 ACAFP Ba2u/BB/BB+ USD 1,250 6.625% Perpetual 23-Sep-19 TWD 7%/5.125% 97.75 576 7.25

10-Sep-14 HSBC Baa3/-/BBB USD 2,250 6.375% Perpetual 17-Sep-24 CE 7.000% 100.50 401 6.30

10-Sep-14 HSBC Baa3/-/BBB USD 1,500 5.625% Perpetual 17-Jan-20 CE 7.000% 99.75 407 5.69

AT1 performance monitoring (as at 19/6/15)

Principal loss absorption: CE = conversion into equity; TWD = temporary write-down; PWD = permanent write-down; *Converts into Core Capital Deferred Shares (CCDS)

T2 CoCo performance monitoring (as at 19/6/15)

Source: Crédit Agricole CIB 

Launch Issuer Issue ratings Currency Amount 
(m)

Coupon Maturity date First call date Principal loss 
absorption

Trigger Price I-Spread Yield 
to call

08-Mar-12 CS -/-/BBB- CHF 750 7.125% 22-Mar-22 22-Mar-17 CE 7.000% 106.55 396 3.20

08-Jun-15 ZKB -/A/- EUR 500 2.625% 15-Jun-27 15-Jun-22 PWD 5.000% 99.22 195 2.75

23-May-14 NYKRE -/BBB/BBB EUR 600 4.000% 03-Jun-36 03-Jun-21 PWD 7.000% 98.48 365 4.29

06-Feb-14 UBS -/BBB/BBB+ EUR 2,000 4.750% 12-Feb-26 12-Feb-21 PWD 5.000% 105.16 311 3.72

11-Sep-13 CS -/BBB/BBB+ EUR 1,250 5.750% 18-Sep-25 18-Sep-20 PWD 5.000% 111.15 284 3.39

08-May-14 UBS -/BBB/BBB+ USD 2,500 5.125% 15-May-24 - PWD 5.000% 99.00 294 -

12-Sep-13 ACAFP -/BBB-/BBB- USD 1,000 8.125% 19-Sep-33 19-Sep-18 PWD 7.000% 110.00 345 4.75

01-Aug-13 CS -/BBB/BBB+ USD 2,500 6.500% 08-Aug-23 - PWD 5.000% 110.25 277 -

15-May-13 UBS -/BBB/BBB+ USD 1,500 4.750% 22-May-23 22-May-18 PWD 5.000% 100.75 322 4.47

03-Apr-13 BACR -/BB+/BBB- USD 1,000 7.750% 10-Apr-23 10-Apr-18 PWD 7.000% 108.77 321 4.38

17-Jan-13 KBC -/BBB-/- USD 1,000 8.000% 25-Jan-23 25-Jan-18 PWD 7.000% 108.50 339 4.48
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Latest bank Tier 2, insurance hybrids 
Latest Tier 2 performance monitoring (as at 19/6/15)

Launch Issuer Issue ratings Currency Amount (m) Coupon Maturity date First call date I-Spread Yield to call

09-Jun-15 LBBW Baa2/-/BBB- EUR 500 3.625% 16-Jun-25 - 280 -

05-Jun-15 SOCGEN -/BBB/A- JPY 27,800 FRN 12-Jun-25 - 156 -

05-Jun-15 SOCGEN -/BBB/A- JPY 13,300 1.888% 12-Jun-25 12-Jun-20 161 1.87

27-May-15 BPCEGP Baa3/BBB/A- USD 130 5.350% 01-Jun-45 - 288 -

26-May-15 SOCGEN Baa3/BBB/A- CNY 1,200 5.200% 03-Jun-25 03-Jun-20 189 5.01

22-May-15 SOCGEN Baa3/BBB/A- AUD 125 5.500% 02-Jun-27 02-Jun-22 253 5.53

15-May-15 BNP Baa2/BBB/A CHF 100 1.750% 05-Jun-25 - 134 -

13-May-15 VENBAN -/-/- EUR 40 6.944% 15-May-25 15-May-20 704 7.54

16-Apr-15 ISPIM Ba1/BB/BBB EUR 500 2.855% 23-Apr-25 - 273 -

08-Apr-15 SOCGEN Baa3/BBB/A- USD 1,500 4.250% 14-Apr-25 - 273 -

08-Apr-15 BPCEGP Baa3/BBB/A- USD 400 4.625% 17-Apr-35 - 266 -

02-Apr-15 DB Ba1/BBB-/A- CNY 1,410 5.600% 10-Apr-25 10-Apr-20 239 5.59

27-Mar-15 DB Ba1/BBB-/A- USD 1,500 4.500% 01-Apr-25 - 277 -

18-Mar-15 BPCEGP Baa3/BBB/A- CNY 750 5.750% 26-Mar-25 26-Mar-20 286 5.99

12-Mar-15 CRDEM -/-/BBB EUR 200 3.125% 13-Mar-25 13-Mar-20 312 3.59

12-Mar-15 BPCEGP Baa3/BBB/A- EUR 375 2.250% 12-Mar-25 - 184 -

09-Mar-15 ACAFP Baa3/BBB/A- USD 1,500 4.375% 17-Mar-25 - 248 -

09-Mar-15 ACAFP Baa3/BBB/A- EUR 2,000 2.625% 17-Mar-27 - 218 -

05-Mar-15 SYDBDC Baa3/-/- EUR 100 2.125% 11-Mar-27 11-Mar-22 225 3.00

04-Mar-15 KBCBB -/BBB-/BBB+ EUR 750 1.875% 11-Mar-27 11-Mar-22 203 2.79

04-Mar-15 SANTAN Baa2/BBB-/BBB+ EUR 1,500 2.500% 18-Mar-25 - 218 -

03-Mar-15 BNP Baa2/BBB/A CNY 1,500 5.000% 17-Mar-25 17-Mar-20 176 4.88

19-Feb-15 SOCGEN Baa3/-/A- EUR 1,250 2.625% 27-Feb-25 - 226 -

13-Feb-15 ZKB -/A/- CHF 185 1.000% 02-Sep-25 02-Sep-20 146 1.20

10-Feb-15 BNP Baa2/BBB/A EUR 1,500 2.375% 17-Feb-25 - 198 -

09-Feb-15 DB Ba1/BBB-/A- EUR 1,250 2.750% 17-Feb-25 - 239 -

30-Jan-15 BPCEGP -/BBB/A- JPY 27,200 2.047% 30-Jan-25 - 159 -

30-Jan-15 BPCEGP -/BBB/A- JPY 7,900 1.943% 30-Jan-25 30-Jan-20 158 1.83

30-Jan-15 BPCEGP -/BBB/A- JPY 13,200 1.704% 30-Jan-25 - N/A -

12-Dec-14 RABOBK A3/BBB+/A JPY 50,800 1.429% 19-Dec-24 - 81 -

19-Nov-14 ERSTBK -/BB+/BBB USD 500 5.500% 26-May-25 26-May-20 467 6.38

18-Nov-14 KBCBB -/BBB-/BBB+ EUR 750 2.375% 25-Nov-24 25-Nov-19 169 2.12

14-Nov-14 STANLN A2/BBB/A+ EUR 500 3.125% 19-Nov-24 - 214 -

14-Nov-14 YBS Baa2/-/BBB+ GBP 250 4.125% 20-Nov-24 20-Nov-19 235 3.95

29-Oct-14 LLOYDS Baa2/BBB-/A- USD 1,000 4.500% 04-Nov-24 - 218 -

06-Oct-14 BNP Baa2/BBB/A USD 1,000 4.250% 15-Oct-24 - 205 -

Insurance performance monitoring (as at 9/6/15)

Source: Crédit Agricole CIB 

Launch Issuer Issue ratings Currency Amount (m) Coupon Maturity date First call date New issue 
spread

I-Spread

08/06/2015 SLHNVX -/BBB+/- EUR 750 4.375% Perpetual 16-Jun-25 330 373

02/06/2015 SCOR -/A-/A- EUR 250 3.250% 05-Jun-47 05-Jun-27 220 206

02/06/2015 PRUFIN A3/A-/BBB+ GBP 600 5.000% 20-Jul-55 20-Jul-35 - 301

02/06/2015 KOMLAN Baa1/-/- EUR 600 4.250% 10-Jun-45 10-Jun-25 340 351

28/05/2015 AVLN Baa1/BBB/- EUR 900 3.375% 04-Dec-45 04-Dec-25 255 297

28/05/2015 AVLN Baa1/BBB/- GBP 400 5.125% 04-Jun-50 04-Jun-30 - 328

16/04/2015 ZURNVX A2/A/- USD 300 4.250% 01-Oct-45 01-Oct-25 - 259

30/03/2015 ALVGR A2/A+/A EUR 1,500 2.241% 07-Jul-45 07-Jul-25 165 222

26/03/2015 AGSBB -/BBB/BBB+ EUR 400 3.500% 30-Jun-47 30-Jun-27 288 342

20/03/2015 SRENVX -/A/- EUR 750 2.600% Perpetual 01-Sep-25 - 246

04/03/2015 STBNO -/BBB/- NOK 1,000 4.450% Perpetual 17-Mar-20 - N/A

18/02/2015 VIGAV -/A-/- EUR 400 3.750% 02-Mar-46 02-Mar-26 294 291

28/01/2015 ACHMEA -/BBB/- EUR 750 4.250% Perpetual 04-Feb-25 355 382

08/01/2015 ACAFP -/BBB-/- EUR 1,000 4.250% Perpetual 13-Jan-25 350 386

11/12/2014 LAMON -/BBB-/- EUR 768 5.050% Perpetual 17-Dec-25 405 397

10/12/2014 ISPVIT -/-/BBB- EUR 750 4.750% Perpetual 17-Dec-24 - 404

09/12/2014 SOGESA -/BBB/- EUR 800 4.125% Perpetual 18-Feb-26 315 380

18/11/2014 BNP -/BBB-/- EUR 1,000 4.032% Perpetual 25-Nov-25 293 361

06/11/2014 ASSGEN Ba1/-/BBB- EUR 1,500 4.596% Perpetual 21-Nov-25 350 420

12/11/2014 CNPFP -/BBB+/- EUR 500 4.000% Perpetual 18-Nov-24 310 352

06/11/2014 AXASA Baa1/BBB/BBB EUR 984 3.941% Perpetual 07-Nov-24 290 303
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League tables
Bookrunners all fi nancials (euros) 
01/01/2015 to 19/06/2015

Managing bank or group
No of 
issues

Total 
EUR m

Share 
(%)

1 Deutsche Bank 41 10,611 8.6

2 BNP Paribas 36 10,107 8.2

3 UBS 23 9,427 7.6

4 Crédit Agricole CIB 19 7,727 6.2

5 Société Générale CIB 25 7,225 5.8

6 Goldman Sachs 20 6,659 5.4

7 Morgan Stanley 25 5,906 4.8

8 Natixis 16 5,501 4.4

9 Barclays 31 5,185 4.2

10 HSBC 28 5,022 4.1

11 JP Morgan 31 4,893 4.0

12 Citi 20 4,887 3.9

13 UniCredit 23 3,726 3.0

14 Credit Suisse 17 3,347 2.7

15 Lloyds 5 3,022 2.4

Total 223 123,838

Includes banks, insurance companies and fi nance companies. 
Excludes equity-related, covered bonds, publicly owned institutions.

Why not visit us online at 
Nordic-FI.com

every week for the latest on Nordic banks? 

Bookrunners all European FI hybrids (all currencies) 
01/01/2015 to 19/06/2015

Managing bank or group
No of 
issues

Total 
EUR m

Share 
(%)

1 Deutsche Bank 16 5,029 10.9

2 Crédit Agricole CIB 6 4,946 10.7

3 UBS 7 4,890 10.6

4 HSBC 12 3,663 7.9

5 BNP Paribas 9 3,475 7.5

6 JP Morgan 15 3,106 6.7

7 Société Générale CIB 12 2,599 5.6

8 BAML 7 2,251 4.9

9 Goldman Sachs 12 2,017 4.4

10 Barclays 9 1,973 4.3

11 Citi 9 1,759 3.8

12 Credit Suisse 6 1,104 2.4

13 Rabobank 5 963 2.1

14 Morgan Stanley 3 785 1.7

15 Natixis 6 777 1.7

Total 66 46,145

Source: Dealogic, Thomson Reuters, Crédit Agricole CIB

BIHC7_Leagues_2.indd   27 01/07/2015   09:58:30



Q&A: SWISS LIFE

28   BANK+INSURANCE HYBRID CAPITAL   MAY/JUN 2015

What was the rationale for your 
transaction and for the timing?

Luca Pescatore, Swiss Life: We have an 
outstanding hybrid bond that is callable 
in November of this year; the main goal 
of the new transaction was to re� nance 
this instrument. Due to the positive feed-
back from the roadshow and the room 
for additional hybrid we have within our 
capital structure, we went for a larger size 
— with that we also further optimised 
our capital structure.

Were there any particular messages 
about Swiss Life and your strategy 
that you emphasised on your road-
show? What was the response from 
investors?

Pescatore: Yes, there are certain points 
that we emphasised. One is that the com-
pany has been successfully improving 
the resilience of its business model in 
the past years, which is particularly im-
portant in the current environment that 
is challenging for life insurers, with very 
low interest rates. 

On one hand we managed to keep a 
fairly stable investment result despite in-

terest rates that have strongly decreased.
On the other hand we worked on the 

liability side, reducing the average guar-
anteed technical interest rates. We did 
that, for instance, through strengthening 
the reserves and through improvements 
to the business mix.

� is has had the e� ect of securing, 
in this challenging environment, our 
already strong interest rate margin, i.e. 
the di� erence between the investment 
result and the guaranteed technical in-
terest rates. � is message was very well 
received.

How does the hybrid fi t in with your 
target capital structure?

Pescatore: We have a target capital 
structure comprising 70%-75% equity 
(excluding unrealised gains or losses 
from bonds), 25% hybrid and 0%-5% 
senior. � at target is calibrated to be in 
line with, for instance, our leverage ra-
tio target and our � xed charge coverage 
target, which are important from a rat-
ings perspective. At the end of 2014 the 
share of hybrids was 21%, which is below 
the 25% target share we have, so the new 
transaction � ts very well into the capital 
structure.

And it also � ts very well into our ma-
turity pro� le, because we didn’t have any 
call dates in 2025.

Did any other considerations play into 
the maturity structure?

Pescatore: We know that in euros cur-
rently the spread di� erence between 
perpetual and dated is relatively small. 
But the main rationale why we decided 
to issue in a perpetual format is that we 
wanted to keep the quality of capital un-
changed, and the instrument we plan to 

Swiss Life on 8 June hit a short issuance window to sell a Eu750m perpetual non-call 10 
hybrid on the back of a twice oversubscribed order book before conditions again deteriorated 
and insurance sub debt issuance dried up. Here, Luca Pescatore, head of capital management 

at Swiss Life, discusses the background to the transaction and its execution.

Swiss Life
Last hurrah

Luca Pescatore, Swiss Life
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call in November is also perpetual.
It also re� ects a particularity of the 

Swiss regulatory framework, in which 
we have two hybrid buckets, “upper ad-
ditional capital” and “lower additional 
capital”, and the main di� erence between 
the two is perpetual versus dated, so this 
perpetual instrument � ts in the upper 
additional capital bucket. 

Regarding the call date a� er 10 years, 
as mentioned earlier, that is because it 
� ts well in our capital structure. And 10 
years allows you to be compliant with 
all the various regulatory and rating 
frameworks.

Besides the fact that it is a perpetual, 
it is really a Solvency II Tier 2 structure, 
which investors are already familiar with.

Markets have been very volatile. Did 
this backdrop affect the timing or ex-
ecution of the transaction?

Pescatore: You are right, the market has 
been volatile, but to say we were con-
cerned is overstating it. We were able to 
use this short issuance window in the 
week following our roadshow. In spite of 
the volatility we managed to issue what 
was the maximum amount we consid-

ered, and I would say this is a sign that 
investors have con� dence in our credit.

One more thing that I think really 
helped us is that just two weeks before the 
transaction Standard & Poor’s upgraded 
the � rm’s rating by one notch from A- to 
A. � at was also very well received by in-
vestors — seeing a life insurance compa-
ny get upgraded in this environment was 
a signal of the soundness of Swiss Life.

How did you feel the pricing worked 
out?

Pescatore: I think it worked out well. 
Again, the issuance window was very 
short, and already the day a� er we issued 
the markets started getting tougher, with 
widening credit spreads, so I think we is-
sued with the right pricing. 

Were you happy with the quality of 
the order book?

Pescatore: Yes, especially because it was 
well diversi� ed. What we saw, which I 
thought was interesting, was strong sup-
port from Swiss investors, stronger than 
is usual in euro deals. � ey were second 
in geographical terms in the order book 

a� er the UK. � at was particularly no-
table in this transaction and I think this 
shows that the name Swiss Life is strong 
in the domestic market.

Interest rates are extremely volatile. 
To what extent does this affect your 
capital requirement and planning?

Pescatore: We have for many years al-
ready had a very disciplined asset-liabil-
ity management, and for many years we 
have had a duration gap that is under 1%. 
� is of course helps us to reduce inter-
est rate sensitivity in economic terms. So 
from that point of view I would say our 
disciplined asset-liability management is 
really one of our strengths.

Do you have any similar transactions 
earmarked for the rest of this year or 
2016?

Pescatore: As you can imagine, I cannot 
comment much on future re� nancing 
plans. However, if you look at our matu-
rity pro� le you will see that we have our 
following optional call date in October 
2016, which is a Swiss franc hybrid bond 
placed mainly with retail investors. 

Swiss Life, Zurich
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VOLATILITY

Mario Draghi
3 June press conference

Source: ECB
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VOLATILITY

Filippo Alloatti, senior credit analyst, fi nancials, 
Hermes Fund Managers

Dierk Brandenburg, senior credit analyst, Fidelity

Mariano Goldfi scher, global head credit trading and 
syndicate, Crédit Agricole CIB

Craig Guttenplan, global credit analyst, 
Rogge Global Partners

Vincent Hoarau, head of FIG syndicate, 
Crédit Agricole CIB

Raphael Robelin, co-CIO, BlueBay Asset Management

Julien de Saussure, fund manager, Edmond de 
Rothschild Asset Management (France) (EDRAM)

Charles Sanford, co-head of investment grade 
corporate credit, Babson

Enrico Scarin, portfolio manager, 
Generali Investments Europe

Moderator: Neil Day, managing editor, 
Bank+Insurance Hybrid Capital

Markets have experienced a historical 
reversal in outright yields combined 
with an increased level of volatility – 
how do you explain this turnaround 
and its magnitude?

Dierk Brandenburg, Fidelity: I would 
say the main driver is the fact that the in-
vestors went long across all � xed income 
asset classes a� er the ECB announced QE, 
including government bonds as well as 
AT1. � e trade unwound as expectations 
on growth and in� ation changed. On top 
of that there were renewed concerns about 
Greece that a� ected risk premiums. � ese 
price moves were then exacerbated by 
the increasing regulatory constraints on 
market-makers that contribute to poor 
secondary market liquidity.

Enrico Scarin, Generali: � e turna-

round we have been seeing in core real 
rates has been triggered by a sudden re-
pricing of growth and in� ation expecta-
tions. However, we believe this funda-
mental factor was only the trigger for a 
correction that went well beyond inves-
tors’ expectations, if not for the absolute 
movement, for its extreme rapidity. We 
can only explain such a spectacular drop 
in � xed income prices with the concur-
rent unwind of what we can label “the QE-
trade”, that is the fact that many investors 
had positioned short euro, long duration, 
long European risky assets in anticipation 
of the ECB monetary policy.

Filippo Alloatti, Hermes: � e recent re-
pricing in euro area government bonds can 
be explained by a number of factors: mar-
ket levels reconnecting with history/funda-
mentals, as some quarters were expecting 

ECB sovereign QE to depress sovereign 
yields for ever; rising in� ation expecta-
tions, with the in� ation swap � ve year now 
at 1.7%; a modest euro area CPI in� ation 
surprise; the cyclical recovery gaining mo-
mentum; and a less-than-optimal liquidity 
environment exacerbating the moves.

Raphael Robelin, BlueBay: � e best 
analogy for what happened in all markets 
that I can think of is an elastic band that 
you keep pulling and pulling, and even-
tually it snaps — extreme valuations that 
had gone so far they eventually proved un-
sustainable. � ere are then two interesting 
observations one can make about what 
happened.

Firstly, there wasn’t a particularly ob-
vious catalyst for the sell-o� . You didn’t 
have, for example, a particularly surpris-
ing economic data release, or a change of 

Volatility

Bond markets have since mid-April been hit by unprecedented volatility – and, in the words of 
European Central Bank president Mario Draghi, everyone had better get used to it. Here, investors 
and Crédit Agricole CIB representatives share their views on what has been driving markets, how 

they have been coping with the turmoil, and what to expect in the months ahead.

Getting used to it

Participants kindly dedicated their time to responding to these questions in the week leading up to Friday, 26 June 
– the day the surprise Greek referendum was announced. 
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tune by the central bank, or anything ma-
jor that could explain a fundamental shi�  
in the market assessment.

� e other interesting observation is 
about yields. Nominal yields really have 
two components: you have the real yield 
you are being paid, and then the in� ation 
expectation. Now we have a pretty ef-
� cient way to measure the latter because 
you have an in� ation-linked market in 
the Eurozone that is quite liquid, so we 
know how to decompose a nominal yield 
between the real yield demanded by the 
market and the in� ation expectation over 
the corresponding period. And what is 
quite interesting to me is that in� ation 
expectations have not really moved dur-
ing this sell-o� . So it is really the real yield 
demanded by the market that went from 
very extreme negative levels to still nega-
tive but less extreme levels, and it is this 
change in term premium or in the real 
yield demanded by market participants 
that really explains the back-up in yields. 
� e way I think about this is that, look-
ing at other jurisdictions where QE was 
implemented, the market eventually be-
comes more con� dent that QE can work, 
and that the central bank will be some-
what successful at � ghting the de� ation 
risk and engineering a bit more in� ation 
in the system. Even though bonds are 
the very asset class that is being used by 
the central bank to ensure this outcome, 
nevertheless, because there is a higher 
conviction that over time the economy is 

going to be OK and maybe de� ation will 
be avoided, that typically leads to a some-
what higher yield — that was the case in 
the US during the QE period and it was 
somewhat the case in Japan, as well.

Vincent Hoarau, Crédit Agricole CIB: 
Markets have gone too far and too fast 
and got ahead of themselves in anticipa-
tion of the full scale QE. � e situation was 
not sustainable anymore and this became 
obvious when yields were negative nearly 
everywhere in low beta instruments at 
the front end of the curve. Draghi o� ers 
a quasi-unlimited backstop bid in second-
ary and, driven by regulatory constraints, 
many market participants got engaged at 
outrageous levels in low betas believing in 
easy capital gains in negative yield territo-
ry. Elsewhere, everyone was long duration 
while convergence was going on in senior 
and in the subordinated spaces.

� e catalyst for the sharp correction 
emerged in April. In� ation � gures re-
leased in Europe were much higher than 
expected, implying the de� ation scenario 
was o�  table and (low) growth around 
the corner. � is triggered shi� s in direc-
tional positions and the reversal of “QE 
trades”. At the very same time US GDP 
� gures showed evidence of a slowdown 
in the recovery and the US dollar sold-o�  
versus the euro. � ere was a clear change 
in the perception of the macroeconomic 

environment and this caught everyone by 
surprise. It marked the start of the strong 
back-ups in rates combined with the re-
turn of great volatility. � e resurgence of 
the headlines on Greece — which were 
even foreseeable — just exacerbated the 
situation. To cut a long story short, people 
don’t trade on liquidity parameters any-
more but fundamentals. � is is a major 
change.

How do you manage the current situ-
ation and what are the greatest risk 
factors ahead of us?

Scarin, Generali: Even if one had rightly 

anticipated a correction in rates, the abil-
ity to e� ectively position in that sense has 
always been limited, especially for insti-
tutional investors with absolute return 
mandates or legal liabilities to cover, who 
struggled to satisfy their targets and had 
no choice other than balancing higher du-
ration, higher credit and liquidity risk. Ef-
fectively what helps you as an investor in 
these cases is the ability to diversify your 
sources of yield enhancement, and the re-
cent episode was no di� erent in that sense.

Going forward, key risk factors are 
Greece and growth dynamics in Europe; 
I would also add that another strong leg 
down in � xed income prices could trig-
ger some out� ows out of the asset class 
towards equities and less interest rate-
sensitive assets such as credit, where risk 
premia are attractive only in speci� c sub 
buckets.

Robelin, BlueBay: � e � rst point to make 
is that we have had a negative bias on the 
outlook for interest rates and therefore the 
beta in core � xed income for a while now. 
We really felt that valuations had become 
very arti� cial and that we almost had a gi-
ant Ponzi scheme developing: you can’t re-
ally buy a 10 year Bund at 0.1% and think 
that you’re making a sound investment; 
the only reason you’d buy it is either be-
cause you’re forced to for regulatory rea-
son or as a more mark to market focussed 

investor because you believe that you’re 
going to be able to sell it to someone else 
at a higher price.

And so we have been great believers at 
BlueBay that the kind of beta opportunity 
in core � xed income is being challenged, 
and so over the last few years we’ve been 
launching kind of next generation � xed 
income funds for our clients that really try 
to generate some absolute return without 
much beta risk. So we really try to identify 
market ine�  ciencies and investment op-
portunities in the market without having 
a bias towards having a lot of beta, and so 
certainly with very little if any interest rate 
duration exposure because we felt that the 

Key risk factors are 
Greece and growth dynamics in Europe

Raphael Robelin, BlueBay 
‘We almost had a giant Ponzi 

scheme developing’
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value proposition in core rates was indeed 
very, very poor.

That being said, we were somewhat 
taken aback by the rapidity of the sell-off. 
We were also somewhat surprised by the 
fact that during the last ECB press con-
ference Mr Draghi basically told market 
participants that the ECB was happy to 
look through the period of volatility, and 
that to them volatility was a kind of pretty 
rational consequence of the very low rate 
environment and that market participants 
basically had better get used to it — even if 
many market participants, like us, felt that 
it was counterproductive in going against 
the central bank’s aims under QE.

Regarding the consequences for credit, 
you know, the more volatility you have, 
in particular rates volatility, the more risk 
premium you should demand. So while we 
started the year with a pretty bullish view 
for credit spreads, it has been our opinion 
over the last two months that — what with 
the heightened interest rate volatility, the 
uncertainties around Greece, and the un-
certainty around the timing of the first US 
rate hike — when credit spreads in Europe 
reached 90bp and when the CoCo index 
was at more than 6% over the first four 
months of the year, we came to the conclu-
sion that a lot of the upside was now gone 
and that the right thing to do was to book 
some profits and move our portfolios to a 
more neutral position. So that is something 
that we did over the course of the second 
half of April and the month of May.

Mariano Goldfischer, Crédit Agricole 
CIB: Overall the level of volatility has 
increased significantly in the Eurozone 
not only due to the Greece situation but 
also due to the repricing of the “risk free” 
curve in government bonds (Bunds). On 
top of that, the regulatory changes and 
associated capital cost have an impact on 
the dealers’ ability to warehouse inven-
tory, impacting the liquidity of the market 
and the ability of investors to shift risk. We 
strongly believe that some of the structur-
al changes in the market are here to stay, 
and that the lack of liquidity as we used 
to know it will be the major impact on the 
market. In this environment, allocations 
of scarce resources will be fundamental to 
service the client base.

Brandenburg, Fidelity: To put it simply, 
our funds held more cash and thus didn’t 
buy as many securities as we would oth-
erwise have done. That view may change 
if volatility in government bond yields re-
cedes and the Greek situation is resolved.

How long can the market afford to 
wait for clarity on Greece? Are you 
prepared for Grexit?

Alloatti, Hermes: At the time of writing, 
the market is paying quite a bit of atten-
tion to the headlines tennis — deal/ no 
deal — around the protracted Greek ne-
gotiations. We have observed a few deals 
in the financial space being pulled in the 
last few weeks, some — and understand-
ably so — in the subordinated space.

We tend to think a “rational outcome” 
would call for an agreement to be found 
somewhere in the middle. We are cog-
nisant of the counterparties’ different red 
lines and the need for a new DSA (debt 
sustainability analysis) from the IMF. 
We never thought the road to an agree-
ment was going to be smooth. Assuming 
a compromise of some sort is reached, 
the market may remain Greek-headline-

dependent for a while longer. This would 
be a kick-the-can-down-the-road type 
scenario implying a day-by-day market. 
Other scenarios include a self-explanatory 
nuclear one, and an excellent one (sadly 
unlikely) where everything is sorted.

The direct effect of a worst case sce-
nario should be limited to Greek banks — 
which by the by were not the cause of the 
country’s difficulties. The second-order 
effect is nigh on impossible to calculate 
in advance. Sub financials and peripheral 
banks are for good and bad reasons often 
associated as transmission mechanisms 
for contagion.

Scarin, Generali: The situation in Greece 
will continue to create volatility and un-
certainty because there is no parallel in 
financial markets’ history of a currency 
union breaking down in a developed mar-

ket such as the European one. As such, I 
do not believe someone can effectively feel 
“prepared” for such an event.

On the positive side, an accident on the 
Greece front is not unexpected anymore, 
and the effects should be more contained 
than one could have feared some months 
or years ago. Moreover, it is very impor-
tant to distinguish between short term 
market volatility and longer term market 

reaction. One cannot exclude that the 
euro area effectively comes out stronger 
than before after the “existential crisis” the 
Greek situation is causing.

Brandenburg, Fidelity: Yes, we are fairly 
optimistic that politicians will want to 
avoid a big negative market event such as a 
Grexit. However, the economic weakness 
and political uncertainty in Greece will 
persist for some time.

Is the time right for the reopening of 
the market?

Brandenburg, Fidelity: Yes, absolutely. 
We have seen it with new Lower Tier 2 
and bank senior issuance this week, so 
that’s already happening, and we expect 
more. We anticipate a last wave of supply 
before the summer.

Enrico Scarin, Generali
‘There is no parallel in financial 
markets’ history’

Some of the structural changes in the 
market are here to stay
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Because of the volatility in the market 
supply was rather less than we had expect-
ed. I think there were other banks actively 
looking at AT1, such as RBS, so we still 
expect those to come.

Robelin, BlueBay: If we look again at the 
three key risks I mentioned — the rise in 
interest rate volatility, the Fed, and Greece 
— I would de� nitely say that since we de-
cided to reduce the credit risk in our port-
folios valuation have clearly moved wider 
and the compensation re� ecting these 
risks is in our opinion more appropri-
ate than was the case in early April. And 
each one of these risks we would argue has 
somewhat receded.

� e Fed obviously was in our opinion 
quite meaningfully more dovish at its lat-
est meeting — not only somewhat delay-
ing the likely timing of the � rst rate hike, 
possibly to September, more likely to De-
cember. And they were also very vocal in 
saying that not only will they take time be-
fore the � rst rate hike, but they also intend 
to be extremely gradual in the way they 
will raise rates when they start raising. 
So it is di�  cult to foresee much chance 
of a big surprise in terms of the pace of 
rate hikes from the Fed and the timing of 
the � rst hike. So that is one concern that, 

while not taken out of the equation, is cer-
tainly somewhat delayed.

And if you look at rates volatility, you 
have this Fed outlook but also valuations 
are now far more appropriate — around 
90bp for the 10 year Bund. You’ve got your 
� ve year-� ve year swap rate in the Euro-
zone at about 2% now, which we think is 
not cheap but maybe a fairer valuation, 
and therefore one that will provide some 
kind of valuation anchor to interest rates 
in the Eurozone, which we didn’t have 
100bp ago. And so we do expect interest 
rate volatility to somewhat come down 
over the summer.

And then in Greece, it was our strong 
view based on our meetings with the 
Greek government that there was almost 
an even chance of a Greek default and cap-
ital controls being implemented in Greece 
over the summer. With Prime Minister 
Tsipras’s decision to call for a referen-
dum, and the expected announcement 
of restrictions on capital � ows, we expect 
Greece to remain a source of volatility in 
the short term.

Notwithstanding the uncertainty 
around Greece, we remain positive on the 
medium term outlook for European credit 
spreads, given sound credit fundamentals, 
reasonably attractive valuations, and our 
expectation that demand for credit will 
remain strong in a low interest rate envi-
ronment where investors need incremen-
tal spread. However, we are happy to be 
patient and wait for opportunities to buy 

bonds at attractive levels, either from dis-
tressed sellers in the secondary market or 
via new issues. We know there is plenty 
of supply looming, and we believe that 
this supply will have to come at attrac-
tive levels — the � rst ABN Amro Tier 2 
was a good re� ection of that and we had 
HSBC coming to market with a decent 
concession as well. � at is one of the other 
reasons we were quite comfortable selling 
cash bonds in April and May, because we 
were convinced that with the amount of 
supply waiting on the sidelines that – even 
if we were wrong about the outlook for 

spreads and even if they didn’t widen — 
we could put this cash back to work in the 
primary market on pretty good terms.

Would a last minute solution on 
Greece change your view on the evo-
lution of the subordinated markets?

Charles Sanford, Babson: � at’s a 
tricky one. Because it is just as easy to see 
those instruments strongly bene� tting 
from reduced uncertainty — see the price 
action on AT1s on better headlines on 
Monday and the solid appetite for those 
structures earlier this year — as it is to see 
a wave of issuance � ooding the market. 
However, our view on the subordinated 
market remains driven by supply and 
regulatory developments rather than the 
situation in Greece. Most national regula-
tors and banks are yet to determine their 
preferred option when it comes to MREL/
TLAC compliance; senior unsecured eli-
gibility is also very much an open ques-
tion, and those are likely to be among the 
main drivers for the subordinated market 
in the next few quarters. We have indeed 
seen a reduction of issuance since April, 
but the market is not closed either de-
spite concerning Greek headlines. It’s also 
worth noting that before the sharp rise of 
volatility of the past two months we saw 
a fair amount of second/third tier names 
announcing roadshows for potential Tier 
2/AT1 transactions, and we think that we 
should see a more diversi� ed range of is-
suers in this market.

Scarin, Generali: Yes in the short term, 
not much in the long term. In recent 
weeks high beta assets such as subordi-
nated bonds have been signi� cantly im-
pacted by the Greece saga, especially due 
to higher liquidity risk and inability to 
attract marginal buyers in the secondary 
market or in the primary one for second 
tier issuers. � e disappearance of mar-
ginal buyers, however, is more a technical 
than a fundamental factor and therefore it 
should reverse when the situation stabilis-
es. As such, in the longer term the primary 
risk factors impacting the outlook of sub 
bonds will be regulation, supply and is-
suers’ fundamentals, especially for deeply 
subordinated securities.

Supply was rather less than 
we had expected

Mariano Goldfi scher, CACIB 
‘What will be critical for the market 
is the pace of the subsequent hikes’
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Goldfi scher, CACIB: A last minute deal 
in Greece will not change investors’ view 
of the subordinated space. What it will 
change investors’ view on is a reduction 
of volatility and a con� dence that there 
is a well-functioning secondary market. 
Investors want to be able to sell positions 
if they want without having to pay a sig-
ni� cant bid-o� er. Contrary to that, new 
issue premiums will increase as investors 
will need to price some cost of exiting po-
sitions in secondary market.

Julien de Saussure, EDRAM: Contrary 
to 2011, banks and insurance companies 
have limited and manageable exposures 
to Greece or Greek corporates. Based on 
the data available, a bad outcome would 
be manageable for most issuers. So a 
last minute deal would not dramatically 
change our long term view of the subordi-
nated markets either.

Our long term view is mainly driven by 
regulatory changes and the creation of the 
European Banking Union. In this respect, 
the asset quality review, in particular of 
Greek exposures, is already demonstrat-
ing its merits.

A failure to strike a deal with Greece 
could, however, have an impact on the 
long term construction of the European 

Banking Union. But conversely, a weak 
deal with Greece, with perceived con-
cessions from the Troika, could spread 
anti-Europe sentiment in other countries 
with elections/referendums in the coming 
years, namely Spain or the UK.

In the short term, however, a deal with 
Greece, even though most investors are 
aware it would not represent a lasting so-
lution to the sustainability of Greek debt, 
would bring con� dence in risky assets and 
the subordinated market would continue 
its expansion.

Craig Guttenplan, Rogge: Greece not-
withstanding, there is a fairly clear path 
the subordinated markets should take over 
the intermediate term – though pending 
a few important developments, notably 

around � nal TLAC/MREL rules and pro-
posed changes to bank creditor hierarchies 
in national insolvency laws. For most is-
suers, the bene� ts of issuing AT1 equal to 
1.5% of risk-weighted assets is quite obvi-
ous, while it is becoming increasingly clear 
that Tier 2 materially above 2% is not the 
concern it once was when the initial TLAC 
proposal was published as banks without 
holding companies are likely to issue either 
German-style senior or else Tier III. � e 
question of Greece and volatility in general 

speaks more to the timing of such issuance, 
but over a multi-year period we think is-
suance needs are now largely well-known 
and digestible – absent unforeseen changes 
to TLAC/MREL rules.

What are your views on the develop-
ments in US monetary policy and a 
potential rate hike before year-end? 
What consequences do you foresee?

Goldfi scher, CACIB: � e Fed rate hike 
that is priced in for later this year will not 
be a material event for the market on a 
standalone basis. What will be critical for 
the market is the pace of the subsequent 
hikes. In this environment, we believe that 
High Yield products will outperform In-
vestment Grade products.

Scarin, Generali: � e � rst potential rate 
hike before year-end should not come as 
a surprise, and market participants are 
anticipating that well. However, it is very 
important to distinguish between a single 
rate hike — that will come soon — and a 
signi� cantly less accommodative mone-
tary policy in the US, which is miles away 
from the very rational and prudent Fed-
eral Reserve’s behaviour and utility func-
tion. A strong and unexpected shi�  in US 
monetary policy would cause an immedi-
ate sell-o�  in risky assets � rst, with sub-
sequent impact on consumer con� dence 
and growth expectations, thus frustrating 
all the e� orts made in the last six years to 
stabilise the economy and � nancial mar-
kets; we assign a close to zero probability 
to such an event.

� e much more likely scenario of a 
smoother exit from the Fed stimulus 
would not derail US � nancial markets and 
growth prospects, even if a dollar appre-
ciation should become the key risk factor 
for the emerging market assets � rst, where 
the higher level of US dollar-denominated 
debt reached in the last years is a source 
of concern, and higher default rates could 
suddenly reverse the � ows dynamics and 
the relative cost of funding.

Brandenburg, Fidelity: Well, we have 
already seen a rise in US yields. Longer 
duration Lower Tier 2s underperformed 
relative to AT1s recently, so from that per-
spective I thought the AT1 market reacted 
very well to the back-up in rates. It under-
lines the fact that the market for USD de-
nominated AT1 appears much deeper in 
terms of the groups of investors that are 
involved.

Hoarau, CACIB: � e impending Fed in-
terest rate hike — the � rst since 2008 — 
is a risk to global markets as the process 
could become disorderly. � e move will 
likely happen a� er the summer break. 
� e exact timing still depends largely on 
the economic outlook. Markets say they 
are prepared, but when the rate hike actu-
ally come to pass it could have very di� er-
ent consequences than in the past simply 
because the world is really in a di� erent 
place. Liquidity today is just outrageously 
poor although vital to absorb the shocks 

The impending Fed interest rate hike is 
a risk to global markets

Filippo Alloatti, Hermes
‘It looks like the ECB is intending to 
stay the course’
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implied by such a material change in 
monetary policy. Banks have to scale back 
their “market-making” capabilities to 
please regulators. When the market gets 
the shock of the e� ective start of a round 
of rate hikes, potentially violent price 
swings, which a disfunctional secondary 
market can’t smooth out, may lead to an-
other round of price correction. So keep 
your seatbelt fastened: volatility in � xed 
income products is not over and changes 
in currency equilibrium may exacerbate 
the situation.

How do you cope with the return of 
volatility? What adjustments have 
you made to the way you approach 
investments, in primary as well as in 
secondary markets?

De Saussure, EDRAM: � e main adjust-
ments have been to increase cash balances 
and reduce exposure to long duration in-
surance bonds, which are more sensitive 
to curve steepening.

Our appetite for duration and periph-
eral exposure at the portfolio level has 
always been moderate and we have not 
changed our view in this regard.

As far as primary markets are con-
cerned, we have continued to invest in 
bank primary deals with decent new issue 
premiums, considering that spread is a 
decent protection against rising yield. On 
the insurance segment, we tend to consid-

er that syndicates have been slightly push-
ing deals while rates had already started 
to rise. We believe it is primarily a re� ec-
tion that the decision to issue is based on 
spread levels for a bank, while insurance 
consider the all-in yields. As a result, hav-
ing seen the impact of very low yields on 
their solvency position in Q1 2015, some 
insurers were quite keen to issue cheap 
regulatory capital ahead of coming calls 
and the 2016 start of Solvency II.

Guttenplan, Rogge: Volatility clearly 
holds up the primary market but can 
make for interesting opportunities in the 

secondary when we believe that valua-
tions have overshot fundamentals due to 
perceived contagion or other technical 
factors – though timing the entry point is 
obviously the tricky part. We are particu-
larly wary of the current dearth of liquid-
ity, especially during periods of volatility, 
so try to position for it when we anticipate 
volatility picking up.

Scarin, Generali: Higher volatility in 
what are theoretically low risk assets is 
something investors should be prepared 
for, as highlighted also by Mr Draghi in 
one of his recent press calls. When you 
are not compensated at all for assum-

ing a certain risk (duration), you should 
normally expect small triggers to have 
signi� cant impacts. In general, the main 
sources of protection you have in such 
an environment come from the e�  cient 
management of your cash balance (some-
times with high opportunity cost) and, 
most importantly, diversi� cation. As real 
money asset managers, mainly covering 
insurance-related portfolios, we have stra-
tegically increased our e� orts towards in-
vestments with a strong fundamental re-
search backing, especially in the primary 
market. In the secondary market, we kept 
on with the usual strategy of keeping high 

book-yield bonds, avoiding dismissing 
high quality assets in a way that we know 
would be quite ine�  cient.

Sanford, Babson: In addition to height-
ened rate volatility, idiosyncratic risk has 
de� nitely returned to the credit market. 
We have addressed this by diversifying 
our investments and allocating our risk 
budget across a wider range of securities. 
Given our reliance on fundamental credit 
analysis to generate investment ideas, 
we tend to focus more on the secondary 
market to source investments. While li-
quidity has been challenging in general, 
our strong relationships with the sell-side 
have allowed us to take advantage of spe-
ci� c opportunities our analysts have iden-
ti� ed. � at being said, there have been 
some great opportunities in the primary 
market as well.

What’s your strategy to cope with the 
rise of outright yield levels?

Sanford, Babson: We have run a series 
of scenarios that encapsulate our views 
on potential rate and spread movements 
across industry sectors and tenors to 
help us determine our duration and 
curve positioning.

Guttenplan, Rogge: In general, we tend 
to hedge our interest rate exposure when 
allowed and focus solely on the spread 
component.

Alloatti, Hermes: High yielding assets 
such as subordinated � nancial paper dis-
play less hard duration characteristics. On 
average, AT1, for instance, are closer to 
par, with 50 bonds wrapped around a mid 
price of 102 at the time of writing. Also 
most of them reset at the swap rate. � e 
asset class is much closer to equity hence 
sizing of position and implied volatility 
are paramount.

Scarin, Generali: � e direct e� ect of a 
rise in yield levels is clearly a mark-to-
market one. However, higher yields also 
implies better reinvestment opportunities, 
especially for big insurance companies 
with legal liabilities to cover, and that is a 
very important point. For sure, what had 

Idiosyncratic risk has defi nitely returned to 
the credit market

Dierk Brandenburg, Fidelity
‘The market for USD denominated 

AT1 appears much deeper’
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begun as a pure rates repricing is now hav-
ing some e� ects on spread levels across 
di� erent credit products and on liquidity 
conditions in the secondary market. In-
vestors will have to take a closer look to 
these dynamics and decide which logic 
is best to apply for their purposes. Since 
2008, 10 year Bund yield has collapsed 
from 4.50% to basically zero. Prudent 
portfolio managers always adopt a medi-
um term perspective in their positioning, 
and higher yields will prove to be bene� -
cial to the market as a whole when short 
term volatility will have been absorbed.

We have full-scale QE in place and 
yet assets sell-off across the board. Is 
this contradictory? Would you say that 
the strategy of the ECB is delivering 
the expected effects?

Scarin, Generali: � eoretically that is 
contradictory, but in practice we have al-
ready seen in the past many episodes of 
market prices anticipating central banks’ 
announced actions, so that should not 
come as a big surprise. We believe it is 
de� nitely too premature to judge the ECB 
strategy. European � nancial markets were 
pricing a prolonged de� ationary environ-
ment with no hope of solving the bank 
lending situation in the periphery mar-
ket, especially for SMEs. Summing up this 
fundamental factor with the extensively 
discussed technicality of negative net sup-
ply in the European government bonds 
market, the resulting squeeze had prob-
ably come to an unsustainable level. Mar-
kets had to correct and so they did.

De Saussure, EDRAM: � e ECB QE 
seems to have averted de� ationary pres-
sure for now, which was one of its goals. 
Anchoring in� ation expectations is a 
good thing in that sense.

Guttenplan, Rogge: QE and sell-o� s 
are not contradictory as markets can get 
ahead of themselves (as we saw with the 
recent rate correction) and/or legitimate 
crises can dwarf the positive impact (as 
with the ongoing Greek saga). ECB ac-
tions including both QE and the TLTROs 
are helping to modestly boost the real 
economy by lowering borrowing costs and 

making exports more attractive, but it will 
take signi� cant time and more structural 
reforms to put the Eurozone on track for 
solid and sustainable growth.

Sanford, Babson: It does indeed feel like 
the ECB QE impact is now exhausted and 
that the big squeeze in credit will not hap-
pen, with IG credit spreads now largely 
back to their pre-QE levels. But the sell-o�  
is not too surprising in itself if you consider 
that the past few months have been fairly 
eventful (Greece, Russia/Ukraine) and 
that we saw higher-than-expected issuance 
fuelled by corporates domiciled outside of 
Europe. Add to this a sharp rise in Bund 
yields (and volatility), which you could 
view as a consequence of higher oil prices 
and in� ation expectations, and it seems 
only fair to see the recent repositioning. 
Still, compared to other asset classes, credit 
has not done too badly, partly thanks to a 
steady stream of in� ows in the asset class 
— and the ECB is not done buying. So we 
would not be surprised to see some retrace-
ment in spreads in the next few months. 
What’s more worrying for us is the current 
state of liquidity…

Alloatti, Hermes: It looks like the ECB 
is intending to stay the course. � e jury is 

still out, but the willingness to � ght any 
risk of de� ation is de� nitely there. And 
the market shouldn’t underestimate this 
factor.

What would you say are the main 
risks in the subordinated markets at 
the moment?

Sanford, Babson: � ere are several, but 
supply and liquidity are probably the � rst 
ones coming to our mind.

When it comes to supply, the � nal rules 
on TLAC and MREL play a big role, but 
are not expected until the month of No-
vember. � e � nal decision around the 
eligibility of the outstanding senior unse-
cured debt will notably play a signi� cant 
role in determining � nal issuance needs. 

A lot could in fact depend on how nation-
al regulators will react to those rules: Will 
more countries follow Germany and make 
OpCo senior unsecured debt TLAC-eligi-
ble? Will we see a new “Tier 3” type of debt 
emerge? Or, will most TLAC needs be met 
via Tier 2? Some banks have already in-
dicated they will wait for the � nal rules 
before � lling their MREL-TLAC bu� -
ers, but others may choose to strengthen 
capital bu� ers before the � nal � gures are 
released. French banks have already in-

dicated, for instance, their preference for 
Tier 2 debt in order to protect senior un-
secured creditors, which could put pres-
sure on this part of the capital structure. 
Supply risk appears particularly plausible 
if you think that investors tend to expect 
issuers to comply with new requirements 
as early as possible. Another risk for sup-
ply that we see is the increasing issuance 
from non-European issuers in the euro 
market, as seen earlier this year, if you ex-
pect continued US dollar strength.

We’re also painfully aware, as are many 
others, of the lack of liquidity in our mar-
kets and of the swings in prices this has 
triggered. Price volatility is proving par-
ticularly true for the subordinated mar-
kets, and shows that a strong domestic 
investor base matters.

Craig Guttenplan, Rogge
‘QE and sell-offs are not 
contradictory’

We’re also painfully aware, as are many 
others, of the lack of liquidity in our markets
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Scarin, Generali: I would say the main 
risks for sub bonds at the moment are 
Greece and the worsening liquidity situ-
ation of risk assets causing wider credit 
spreads. We should not forget that sub-
ordinated bonds o� en trade in cash price 
and as such they should outperform sen-
ior unsecured bonds — that tend to trade 
in spread — in the � rst stages of a higher 
yield environment. However, Greece and 
liquidity are two risk factors with no 
clear parallels in � nancial market histo-
ry, and that is preventing investors from 
taking excessive risk. If you sum up the 
two with the signi� cant expected supply 
of bonds in the subordinated space, it is 
quite normal to see the current cautious 
stance going on.

Goldfi scher, CACIB: � e main risk is 
the saturation of the market. Regulation is 
pushing for a lot of expected supply across 
European banks, and if everyone wants to 
be “ahead of the curve” we can face a bit 
of what happened late last year when the 
primary has far too many deals in a short 
period of time.

Alloatti, Hermes: Apart from rates vola-
tility, oil price vagaries, spill-over from 
bond repricing and macro developments 
(read Chinese slowdown), complacency 

and lack of di� erentiation between issuers 
are the main risks at the moment.

Brandenburg, Fidelity: I would say — 
and this applies to AT1 as well as other 
markets — it is around the question of 
secondary market volatility and the lack 
of capacity to trade the product.

� e question with liquidity is whether 
this is purely a pricing issue, or whether 
there are fundamental problems around 
secondary market structure. A lot of it has 
to do with regulatory interventions at the 
banks, more than anything else.

De Saussure, EDRAM: Political risks are 
going to weigh at least until the end of the 
year and the elections in Spain.

Further interest rate shocks could also 
weigh on longer dated bonds.

And � nally, as we move into 2016, 
MDA restrictions will kick in and could 
create some risks on speci� c AT1 issues.

Guttenplan, Rogge: � e main risks in 
Europe are clearly geopolitical (Greece, 
Russia, oil) and economic (particularly in 
the Eurozone). Regulatory risk also plays 
a role for subordinated � nancials as the 

quantity and quality of bank capital is be-
ing scrutinised and harmonised both at 
the regional and global levels, with regula-
tors still focused on making the industry 
safer and more transparent — which in 
the long term should be positive for the 
sector as a whole.

� e lack of liquidity from dealers hold-
ing less inventory is also a major concern 
for subordinated � nancials, particularly 
for smaller-sized and lower-rated issues.

Hoarau, CACIB: We are all focused on 
the Greece situation and headlines are 
driving sentiment. A weak deal will be 
closed at the last minute and therea� er 
the focus in European debt markets will 
switch to the issuance pipeline. Additional 

funding needs implied by MREL/TLAC 
compliance and subsequently heavy sup-
ply in subordinated debt may weigh on 
sentiment at some point. � e primary 
market has been very, very slow in Q2. 
ABN and HSBC took the advantage of 
� rst mover advantage and got it right on 
timing for their recent Tier 2s. � ere are 
tonnes of subordinated deals that have 
been announced but not executed yet 
and the summer is looming. So Septem-
ber is going to be buoyant, with a risk of 
indigestion. July may see negative head-
lines increasing around the situation on 
Ukrainian debt, but the major event until 
year-end remains the timing and the ap-
proach taken by the Fed towards hike US 
rates. Elsewhere, there is a lot of uncer-
tainty surrounding Spain’s general elec-
tion in November. As we speak the risks 
to markets look contained. But populist 
movements in Europe are gaining im-
portance and the way Tsipras battles the 
Troika at the moment tells us not to un-
derestimate the signi� cance of this event.

What’s your view in terms of spread 
evolution and issuance volume in AT1 
and Tier 2 during the second half of 
the year?

Hoarau, CACIB: Given the number and 
nature of the risk factors ahead of us, I 
can’t see any serious catalyst for a sus-
tainable change in global spread direc-
tion before year-end. Discipline, anxiety, 
sensitivity to price and selectivity will 
predominate while premia will remain 
elevated in a rising interest rate environ-
ment. Supply prospects are high and vol-
atility — as � agged by Draghi — is set to 
remain at an elevated level. Non-repeat 
issuers from core regions will continue to 
outperform, but globally I doubt we will 
be back to the levels seen at the end of 
the � rst quarter. Only evidence of strong 
economic recovery in Europe can be a 
game-changer.

Guttenplan, Rogge: � e subordinated 
debt market will be interesting to watch 
in the second half as we await two key 
decisions in the fall that could materially 
impact issuance volume and potentially 
spreads — � nal TLAC/MREL rules and 

The main risk is the saturation of 
the market

Charles Sanford, Babson
‘Our base case remains for 

manageable issuance for the 
second half’
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approval of the German senior bond sub-
ordination law. Material changes to which 
instruments are eligible for TLAC/MREL 
could have signi� cant implications for 
such issuance volumes, while approval of 
the senior subordination law, � rst in Ger-
many and then possibly in other coun-
tries in Europe, will also dictate whether 
any incremental debt issuance is required 
above the existing stock of senior and if so 
in what form.

We are also wary of the large backlog 
of issuers in the Tier 2 space as well as the 
narrow windows for issuance given the 
typical summer lull as well as blackout pe-
riods for much of October.

Alloatti, Hermes: As we get more clarity 
regarding TLAC and MREL between Sep-
tember and the G20 summit in November 
we expect the supply of Tier 2 bank paper 
to gain momentum. Also, barring any ca-
tastrophe, it is fairly possible to see in the 
remainder of the year the same quantum 
of AT1 supply we have experienced so far 
this year.

Scarin, Generali: � at is extremely dif-
� cult to predict. � e Tier 2 market is more 
mature and diversi� ed in terms of issuers 
(di� erent fundamentals), structures (cou-
pon deferability, perpetual versus dated) 
and sectors (banks and insurance), and 
it ranks higher in the capital structure 
so investors are more con� dent in taking 
that kind of risk even in volatile markets. 
However, issuance levels are possibly less 
predictable than Tier 1 in light of TLAC 
regulation and Solvency II developments. 
Spread levels are currently widening in 
Tier 2 also because of the quite tight levels 
it had reached.

� e AT1 market is instead very di� er-
ent in nature. It is not a mature one, and 
many investors are still prevented from 
participating in it due to regulatory con-
straints (not always clear due to equity 
conversion and write-down features) and 
tail risk of zero coupon perpetuity. Clearly, 
spread levels are more attractive here and 
there are some relative value opportuni-
ties to exploit, precisely because it is still a 
dislocated market. In terms of expected is-
suance, initial calculations of 100bn in the 
next three years have to be adjusted down-

ward, considering the lower risk appetite, 
the higher yield levels and the regulatory 
constraints.

Sanford, Babson: � is will depend 
partly on the situation in Greece and on 
the volatility going forward. We’re closely 
monitoring supply and liquidity in the 
subordinated space, but our base case re-
mains for manageable issuance for the sec-
ond half, supported by banks focusing on 
meeting their 2% Tier 2 and 1.5% buckets 
rather than building TLAC bu� ers ahead 
of � nal rules. As a consequence, we cur-
rently expect subordinated levels to grind 
tighter in the second half, but continue to 
expect a certain amount of volatility in the 
markets, which could mean a market only 
open to the largest issuers.

Robelin, BlueBay: We do expect a fair 
amount of issuance over the next few 
months, which could be a bit of a headwind 
for the overall spread direction, because 
deals will have to be priced reasonably 
cheaply. On the back of that, having a lot 
of dry powder to take advantage of the new 
issues but being quite neutrally positioned 
in � nancial sub debt right now makes per-
fect sense, and indeed our intention — as 

long as the Greek story continues to play 
out as we now expect — is to be patient and 
disciplined in the way we will use our dry 
powder and put cash to work.

You are invested across formats in 
subordinated debt. Where do you see 
most value in the market, considering 
bank AT1, Tier 2 and insurance sub?

Robelin, BlueBay: Well you have to keep 
in mind that it is a very di� erent investor 
base for AT1 and Tier 2. I think that Tier 2 
bonds are truly going to behave like bonds 
going forward. � ey have a � xed maturity 
date, they have must-pay coupons, so the 
only risk you face when you buy a Lower 
Tier 2 bond is the risk of default. � ese 
instruments are typically rated investment 
grade as well, so to us they are perfectly 

suitable investments for a kind of plain 
vanilla classic investment grade corporate 
bond fund.

If you look at AT1 securities, I think 
they are attractive, and I would argue 
they are attractively priced versus Tier 
2s, but that being said, they are really hy-
brid capital and I would argue in particu-
lar that with the new regulation and the 

new type of instrument — with the op-
tional coupon payments, with the ability 
to pay dividends on equity and not pay 
the coupons, with the ability for some 
structures to fully write down while the 
bank is still a going concern entity — you 
could argue that, for some structures at 
least, these instruments are actually sub-
ordinated even to equity. And so on our 
side, because our investment philosophy 
at BlueBay has always been to make sure 
that all funds do what it says on the tin 
and invest in a way that is consistent with 
the mandate we have been given by cli-
ents, we have refrained from these AT1 
securities for our benchmarked invest-
ment grade funds. We have launched 
a dedicated CoCo fund, and we do buy 
AT1s for our next generation absolute 
return funds, because the mandate we 

We are also wary of the 
large backlog of issuers in the Tier 2 space

Vincent Hoarau, CACIB
‘I doubt we will be back to the 
levels seen at the end of the 
fi rst quarter’
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have been given by clients is consistent 
with buying these more equity-like in-
struments, but we really think that the 
investor base for Lower Tier 2 instru-
ments and AT1 securities is di� erent. 
And therefore because the investor base 
is narrower for AT1, you indeed need 
valuations to be attractive to justify mak-
ing that investment because there is more 
of a question mark above the size of the 
real, underlying dedicated investor base, 
versus the amount of supply that we ex-
pect over the next few years.

� at being said, to be honest, I have 
been very impressed by the resilience 
and the liquidity demonstrated in the 
AT1 bond market during the last few 
weeks, as the concerns around Greece 
grew. And I think that this has gone a 
long way to making investors more com-
fortable about the asset class. Perversely, 
one could argue that this will increase the 
risk that more investors who are not ded-
icated AT1 investors will engage in this 
market — what we call the famous o� -
piste investors, if you will, the “tourist” 
investors — and therefore the next time 
we have a bit of volatility, maybe AT1 will 
be a bit more vulnerable because there 
will be more tourist money that will de-
cide to get out.

Brandenburg, Fidelity: AT1 has been 
relatively cheap recently, so I think if deals 
come now people are going to look at 
them. However, we need to protect our-
selves so we are demanding higher new 
issue premiums, and we expect that to 
continue.

De Saussure, EDRAM: We still like leg-
acy bank and insurance Tier 1 with short 
calls as a carry play with close to zero in-
terest rate sensitivity.

We see value in AT1 and continue to 
believe that a well-priced deal with decent 
spread can o� er a decent protection in an 
environment with yields rising moderately.

Long dated subordinated insurance 
bonds are penalised by longer duration 
and their IG status. � ey have been used 

by IG funds as a risk-on play as well as a 
duration play. � erefore they have proven 
the most sensitive to the reversal in both 
spreads and interest rates. Now, moderate-
ly rising yields are fundamentally positive 
for insurance companies as they reduce 
the gap between reinvestment yields and 
guaranteed yields, which is heavily penal-
ised in Solvency II. So while these long 
duration bonds need to see interest vola-

tility come down to perform in the long 
run, we tend to see unwarranted spread 
widening in this segment.

Guttenplan, Rogge: Absent an exog-
enous shock, at the moment we like the 
value in strong peripheral bank Tier 2, 
recovering core bank Tier 2, and strong 
core bank AT1. We believe there is a bur-
geoning fundamental recovery in the pe-
riphery (more entrenched in Spain and 
Ireland while Italy’s is more nascent albeit 
becoming increasingly tangible) which 
will bene� t bank credit pro� les including 
building high quality capital. In the core, 
we see several clear recovery plays in the 
Tier 2 space and also think AT1 of certain 
strong banks o� er attractive carry given 
what we perceive to be very remote trig-

ger and coupon deferral risk in the near 
term in light of large capital cushions as 
well as lower risk business models and 
credit exposures.

Sanford, Babson: Despite the supply 
risk mentioned above, we continue to 
like the Tier 2 space as we feel that the 
new issuance to year-end will remain 
manageable in most European jurisdic-
tions — most banks should wait for � nal 
rules and national regulators’ guidance to 
announce plans for TLAC issuance. � e 
space should also bene� t from a growing 
CET1 capital base and improving credit 
pro� les, but still o� ers a good pick-up 
versus senior curves. At the end of the 
year the technical picture could, however, 
change signi� cantly.

� e AT1 space also appears attractive 
at the moment, and we feel that post-wid-
ening a number of AT1s issued by strong 
credits o� er adequate compensation for 
the risk embedded in those structures. 
Taking into account the di� erence in 
structures, European AT1s also compare 
favorably to AT1s issued out of the EM 
space. However, despite the growing size 
of the market there still isn’t any natural 
investor base for this market in our view, 
and we prefer to be opportunistic in the 
AT1 space.

We are active in the sub insurance 
space but invest in it more opportunisti-
cally. We look at the senior/sub spread 
relationship of a given credit as well as 
how it is priced relative to BB securities. 
Currently, this sector seems tight relative 
to how it has been priced on both meas-
ures over the past one and three year time-
frames. Securities with low back ends have 
had very poor excess returns recently as 
investors anticipate rising rates and price 
in extension risk.

Scarin, Generali: When we balance all 
risk factors, we tend to believe subordinat-
ed insurance bonds o� er the best relative 
value. More standardised structures, bet-
ter company fundamentals and a bond-
holder-friendly stance. Solvency II should 
also prevent companies from undertaking 
excessive asset risk, which has historically 
been the � rst driver of spread evolution in 
insurance bonds. � e key mark-to-market 

We tend to believe subordinated insurance 
bonds offer the best relative value

Julien de Saussure, EDRAM
‘We still like legacy bank and 

insurance Tier 1 with short calls’
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risks here come from the higher duration 
and the signi� cant supply of bonds the 
market has absorbed so far, with subse-
quent risk of indigestion.

Alloatti, Hermes: At the current junc-
ture we � nd the sub insurance space to be 
one of the most attractive in terms of risk/
rewards. � e insurance industry broadly 
maintains that Solvency II will not be cap-
ital-raising while conceding this new re-
gime could a� ect the timing of cash� ows.

Robelin, BlueBay: If you look purely at 
valuations, the insurance sector has re-
ally underperformed lately, and arguably 
it looks very, very cheap versus bank sub 
debt. � at said, it is important to recog-
nise that there is a very clear improving 
trend in banks’ credit fundamentals on 
the back of the new regulatory develop-
ments that to us justify the positive trend 
in bank spreads and an expectation that 
bank spreads will tighten over time.

Against that, if you look at insurers, 
I would argue that the new regulation 
doesn’t particularly make them less risky 
going forward. � e combination of new 
regulation and super low levels of rates 
actually brings existential issues for the 
insurance sector, we believe, and a greater 
risk of consolidation in insurance values 
in the future. We all remember the famous 
Equitable Life in the UK and the way 
guaranteeing high returns to your poli-
cyholders can become highly problematic 
as interest rates fall. And so I would argue 
— and this is something that is quite obvi-
ous to us — that the dramatic fall in inter-
est rates, and the risk that they could stay 
low for a very prolonged period of time, 
is to some degree an existential threat to a 
number of insurers in a number of juris-
dictions, and increases uncertainty.

So while you have a clear improvement 
in the underlying credit pro� le of banks, it 
is actually the opposite for insurers. And 
as much as a snapshot credit pro� le of a 
particular sector or a particular issue mat-
ters, markets tend to anticipate the direc-
tion of travel and price spreads accord-
ingly. So I can’t really say we are surprised 
to have seen insurance spreads underper-
form bank spreads because of these oppo-
site dynamics in credit fundamentals.

� at being said, it feels like the re-
cent move has probably been somewhat 
excessive and certainly for the strongest 
insurers, or those with a good speci� c 
bottom-up story. So, for example, it is our 
expectation that Groupama sub debt will 
be upgraded to investment grade over the 
next few weeks. We feel that valuations 
have probably cheapened up too far and 
we are happy to re-engage in sub-insur-
ance as well.

Would you say that the AT1 market is 
closed for non-core issuers?

Alloatti, Hermes: With regards to the 
peripheral issuers, we think the market is 
not always closed to them. But the clear-
ing price might be somewhat higher than 
the banks’ expectations.

Scarin, Generali: I would not say so, but 
one has to adjust this judgment in light of 
the current non-standard investors’ base. 
If the AT1 market were a developed one, 
with a diversi� ed pool of investors within 
it, in the current volatile market it would 
likely be closed for non-core issuers. How-
ever, tha t is really not the case. We had 
new issues recently from peripheral issu-

ers or second tier banks in general, with 
structures and sizes probably designed to 
satisfy the increasing demand from Asian 
private banks or dedicated mandates. 
Also, the currency played a crucial role in 
that sense. But such a situation could pos-
sibly change.

De Saussure, EDRAM: No, not neces-
sarily. A well � agged deal like Bank of 
Ireland AT1 was priced while volatility 
had already started to increase, because 
they have a widespread audience of funds 
closely following the name and already in-
vested in the either the 2016 CoCo or the 
10.24% Baggot securities.

Most traditional AT1 issuers would 
probably want to wait until volatility 
comes down before they issue. Some issu-
ers have re� nancing deadlines or speci� c 

milestones that could explain issuing now, 
but we believe there is an investor base 
for these deals o� ering potentially an in-
creased new issue premium.

Guttenplan, Rogge: Recent issuance by 
the Irish banks, in particular the heav-
ily oversubscribed Bank of Ireland deal, 
which is one of the lowest rated and wid-
est trading AT1s, shows that there is de-
mand for the right name and structure. 
Second tier banks still need to be oppor-
tunistic and � nd the right investor base, 
but the range of issuers that have come to 
market over the past two years shows that 
there can be demand even for o� -the-run 
names.

Sanford, Babson: We would probably 
say there is a price at which investors will 
look at peripheral issuers in the AT1 mar-
ket and strong business pro� les in non-core 
countries that will meet investor demand, 
including in di�  cult market conditions. 
Earlier this month, and in a context of 
widening spreads, we saw Bank of Ireland 
successfully sell Eu750m of an attractively 
priced low-trigger AT1. � e bond was 
more than seven times oversubscribed and 
has proven resilient in the current volatil-

ity. We could easily imagine other top tier 
peripheral names issuing in the AT1 space 
with a similar outcome if they o� er a suf-
� cient premium for volatility.

� e AT1 market is maturing and inves-
tors are getting a better grasp of the risks 
of this instrument. Strong capital bu� -
ers, a supportive domestic investor base, 
recurrent earnings capacity and limited 
supply needs are in our view major con-
siderations when investing in those in-
struments, and with the right premium 
for volatility the market should be able to 
absorb AT1 issuance with such features 
coming to the market, whether from core 
or non-core countries.

Brandenburg, Fidelity: No, I think the 
market will reopen for a variety of is-
suers, so that includes top tier as well as 

There is a price at which 
investors will look at peripheral issuers
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good second tier names. You saw Abbey 
National printing in relatively di�  cult cir-
cumstances, which is a good example of 
what is possible, and also Irish Life & Per-
manent, which is a tiny Irish bank.

Hoarau, CACIB: AT1 instruments have 
su� ered across the board, but I was posi-
tively surprised to see the resilience dem-
onstrated by national champions out of 
southern Europe. When it comes to sec-
ond-tier borrowers in non-core jurisdic-
tions, supply should be relatively limited 
until the end of the year and candidates 
ready to brave the market should � nd a fair 
audience providing that volatility comes 
down, market sentiment improves, and 
they are ready to pay levels higher than 
fair value to capture decent demand. In-
vestors have not gone on strike. � e cash 
is also available for weaker signatures but 
investors want to get this extra yield to 
compensate for the greater mark to market 
risk and more importantly the quasi-non-
existent liquidity available for higher beta 
names in the secondary market. Almost 
everyone here emphasised the liquidity 
challenges and in di�  cult markets you may 

not � nd any exit strategy when you invest 
in AT1 bonds issued by smaller borrowers 
unless you get out at a prohibitive price. 
So we may see more and more club deals 
from non-core issuers looking for sub-
benchmark size and bought by rare “buy 
and hold” AT1 investors. In that format 
you simply avoid the involvement of those 
opportunistic tourist investors and make 
the valuation of the bond less vulnerable 
to phases of volatility. In terms of how they 
approach primary, non-core issuers should 
not be shy but be ready to go on the road 
in di�  cult markets even if they are forced 
to wait a� er they have met investors. � ere 
is little harm in doing roadshows, then at 
least you can act quickly when the issuance 
window is there and markets stabilise.

There has been a fair bit of talk about 
Tier 3. How do you see those discus-
sions evolving?

Guttenplan, Rogge: We view the Tier 
3 approach as simply a Plan B in case the 
German subordination law fails to be ap-
proved � rst in Germany then across other 
countries in Europe. Countries and issuers 
want to keep all options open for meeting 
TLAC/MREL requirements in the most 
cost e�  cient manner and we believe that 
Tier 3 could be a more expensive form of 
debt than subordinated senior i.e. more 
in line with senior HoldCo than senior 
OpCo given where it ranks in the bail-in 
waterfall and the likely relative size in the 
capital stack.

Scarin, Generali: We could see some 
new “explorative” issues here, but we tend 
to believe the market for subordinated 
bonds has already developed signi� cant-
ly in recent years in its Tier 2 and Tier 1 
buckets. Also, one should not forget the 
strong increase in hybrids issued by non-
� nancial corporates, adding a further in-
vestment possibility in a broader diversi-
� ed portfolio. But all these opportunities 
in the subordinated space could lose some 
appeal in a normalised interest rates envi-
ronment, because many “tourist” investors 

who are currently buyers could go back to 
traditional senior unsecured investments, 
being able to satisfy their target returns 
with lower risk assets.

Alloatti, Hermes: Tier 3 in some instanc-
es represents a contractual subordination 
and as such does not seem fully in sync 
with the statutory subordination the FSB 
is advocating.

De Saussure, EDRAM: Since the G20 in 
Brisbane and the proposed TLAC struc-
ture, structuring teams have worked hard 
on Tier 3.

� e option to issue instruments pari 
passu with Tier 2, but not treated as regu-
latory capital doesn’t seem to have trac-
tion anymore, as investors are not ready to 
price that di� erently than a Tier 2.

Introducing new layer of instruments 
ranking between Tier 2 and senior unse-

cured is now at the center of the debate. 
Most banks have already amended their 
EMTN prospectus so that, when old 
Tier 2 are extinct, they can insert that 
new layer.

By the way, we believe there is an over-
interpretation in the market of the recent 
changes in the Spanish insolvency law. 
As far as we understand it, contractually 
introducing a Tier 3 in Spain would have 
been superseded by the non-existence of 
Tier 3 in liquidation. As a result, Spanish 
banks are now on an equal footing with 
other jurisdictions and can introduce 
Tier 3, if the existing stack of Tier 2 does 
not prohibit them from doing so. Now, 
there very little amount of Tier 2 in Spain 
and therefore some Spanish banks could 
start issuing.

We have quite some sympathy with the 
so-called German option in BRRD — sen-
ior unsecured can be bailed-in and we had 
a painful consensus on that. So let’s work 
so that it can be TLAC-eligible as well. 
Obviously, making deposits “preferred” in 
liquidation may be a more desirable option 
than making senior unsecured “junior”, so 
as to avoid mandate restrictions on subor-
dinated instruments. It could have nega-
tive consequences on senior ratings, but 
we would expect most banks to continue 
to issue capital instruments in due time 
and credit-enhance their senior unsecured 
bondholders and protect their rating. But 
at least they would be more quickly TLAC-
eligible with a more limited and more 
disciplined Tier 2 issuance pipeline in the 
near term. � e European economy is still 
very intermediated and senior unsecured 
funding is a major funding tool. � erefore 
its rating will continue to matter and banks 
would still be incentivised to maintain su-
perior ratings. In more disintermediated 
economies like the US, transforming Hold-
Co senior unsecured into a bail-in-able 
instrument, i.e. a last tranche of the capital 
stack, is less of an issue. � e recent news 
that structured funding could be TLAC-el-
igible under certain conditions, contrary to 
the initial TLAC term-sheet, may pave the 
way for some of the French banks to sup-
port a “German” solution. � e exclusion 
of vanilla structured notes, heavily used by 
French banks, was indeed one of their key 
concerns a� er the initial TLAC proposal. 

We view the Tier 3 approach as simply 
a Plan B
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What are the current challenges 
posed to European insurers?
I think that the current low interest rate 
environment, together with a marginal 
deterioration of the property and casual-
ty (P&C) primary insurance market (e.g. 
commercial motor) has put pressure on 
European insurers in delivering a satisfy-
ing overall level of pro� tability for their 
shareholders. For reinsurers, the situa-
tion is even more gloomy considering the 
so�  P&C reinsurance market. Even this 
relatively weak pro� tability might not be 
sustainable in the long term. My inter-
pretation of Solvency II is that it will of-
fer European insurers a “plan B” vis-à-vis 
capital management in order to improve 
overall pro� tability. For example, man-
agement could look at increasing returns 
to shareholders via special dividends or 
buy-backs while issuing Tier 1 debt to 
maintain an adequate solvency position. 
In our view, the capital structures of Eu-
ropean insurers are far from optimal un-
der Solvency II.

Additionally, one could argue that 
interest rates will eventually rise in the 
future considering their present rock 
bottom levels. If that were to happen, we 
believe that under the current IFRS rules, 
some players will be at risk because of 
the corresponding reduction in the AFS 
reserve, a signi� cant part of an insurers’ 
shareholders’ equity. � e situation could 
be particularly critical if interest rates 
were to increase suddenly and sharply. Ul-
timately, this situation could lead to a de-
cline in the � nancial strength of insurers.

In this context, what are the trends in 
terms of investment strategy?
Over the past few years, we have identi-
� ed two trends. Firstly, some primary 
insurers — in their search for higher 
yield — increased their asset allocations 
to Italian and Spanish government bonds 
two year ago. In particular, composite or 
life insurers with a relatively high guar-
anteed rate in their liabilities had to in-
crease their return on investment in or-
der to match or minimise the interest rate 
gap. � ese insurers are predominantly 
based in Germany, Austria and Switzer-
land. One could argue that this strategy 
has had great results over the last two 
years, but with the rumblings in Greece 
ongoing, it will be put to the test again.

Secondly and more recently (i.e. over 
the last year and a half), European insur-
ers have signi� cantly increased their as-
set allocation to corporate bonds. � is 
does not come as a major surprise con-
sidering the low yield that investors re-
ceive on European sovereigns, the staple 
of an insurer’s investment portfolio. So 
far, European insurers have focused on 
high grade corporate bonds with a lim-
ited asset allocation to high yield. Pro-
spectively, I would not be surprised if the 
allocation to high yield continues to grow 
over time, considering the relatively low 
marginal cost of capital implied.

Solvency II will be implemented next 
year. Do you see any major changes 
in terms of risk profi le for European 
insurers?

A� er several delays, Solvency II will 
� nally be implemented this coming Janu-
ary. In the very short term, I do not an-
ticipate any signi� cant changes in the risk 
pro� le of European insurers, especially 
with the bene� cial transitional arrange-
ments in place. So far, we have seen some 
insurers optimising their business pro� les 
with Solvency II in mind. In particular, 
some have broadened their lines of busi-
ness and geography in order to better 
bene� t from the risk diversi� cation factor 
under Solvency II. As a matter of fact, the 
cornerstone of Solvency II is risk diversi� -
cation; the greater the risk diversi� cation, 
the lower the required capital. We see Scor 
as a good example of this approach, given 
how its business split has evolved follow-
ing its numerous acquisitions.

But the key question behind Solvency 
II is whether or not we can rely on the 
correlation factors that underpin diversi-
� cation. And to what extent? I fear that 
some insurers in search of capital opti-
misation may face � nancial issues in the 
medium term.

� e value at risk (VaR) approach is 
sensible in an environment of low volatil-
ity. In some regions, such as Japan, insur-
ers quantify their risks through scenarios 
instead of VaR. More importantly, the key 
� aw of Solvency II relates to (i) the lack 
of information to investors regarding the 
assumptions used in internal models, 
which impairs the ability to compare Sol-
vency II ratios among European insurers 
and (ii) the convexity of the 99.5% VaR. 
In other terms, I believe it would make 

European insurers
Challenges and potential
Philippe Picagne, senior analyst — insurance, at CreditSights, and University Professor, 
examines the challenges facing the European insurance sector, and explores how Solvency II 
is affecting their strategies, not least in the capital markets.
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sense to disclose the required amount of 
capital at di� erent con� dence levels.

How does Solvency II compare with 
Basel III?
From a debt perspective, Solvency II Tier 
1 and Tier 2 debt are relatively similar to 
Additional Tier 1 (AT1) and Tier 2 issued 
by European banks. � ere are a few mi-
nor di� erences that are not signi� cant, in 
my opinion. Solvency II is certainly less 
precise and stringent than Basel III.

� e key di� erence between Solvency 
II and Basel III stems from the quality 
of capital. In my opinion, paradoxically, 
Solvency II promotes a weaker quality of 
capital through the inclusion of 100% of 
an insurer’s value in force (VIF) as Tier 
1 capital, net deferred tax assets as Tier 
3 capital (which could account for up to 
15% of the company’s Solvency Capital 
Requirement (SCR)), plus letters of credit 
and reinsurance covers as Tier 2 capital. 
� e VIF can � uctuate signi� cantly due 
to the presence of high guarantee rates. 
For example, Allianz’s VIF declined from 
Eu12.5bn in 2007 to Eu2.6bn in 2008. If 
the VIF � uctuates, then the insurer’s cap-
ital will change in value, and so will its 
Solvency II ratio. Correspondingly, I be-
lieve that some insurers could be at risk.

Do you think that Solvency II will im-
prove the quality of information dis-
closed by insurers?
Yes, under Pillar 3 of Solvency II. But I 
believe insurers will still need to disclose 
more information to investors if they 
want to market their debt issuances. In 
particular, I think there is a need to edu-
cate investors on the sensitivity/convexity 
of the issuer’s SCR, especially with the loss 
absorbency mechanism in a Tier 1 bond.

Traders and asset managers will have 
to manage the “distance to trigger” for 
Solvency II Tier 1 bonds, or they risk get-
ting their � ngers burnt in the process.

Do you see substantial issuances of Tier 
1 and Tier 2 debt in the near future?
Solvency II is a playground for capital op-
timisation. In contrast to banks that need 
to have a minimum amount of sharehold-
ers’ equity under Basel III, insurers could 
virtually run their business without a mini-

mum amount of shareholders’ equity per se 
under Solvency II. � is situation is likely 
to lead some insurers to swap their share-
holders’ equity for Tier 1 debt in order to 
optimise their overall pro� tability, as meas-
ured through their return on equity. Fur-
thermore, this situation would not materi-
ally change the insurer’s Solvency II ratio 
as the total amount of Tier 1 would remain 
identical a� er the swap. � e only hurdle I 
see is maintaining their credit ratings in the 
process; bearing this in mind, rating agen-
cies do not have stringent requirements in 
terms of hard capital. If this were to hap-
pen, then their risk pro� les would dete-
riorate, to the bene� t of equity holders. In 
which case, I would rather be long equity 
and short bonds of European insurers.

From a demand perspective, we expect 
Solvency II Tier 1 bonds to be popular 
among investors. We believe most are al-
ready familiar with the loss absorbency 
mechanism via bank AT1s. Crédit Agri-
cole’s recent study on the pricing of Solven-
cy II Tier 1 bonds (anticipated spread at a 
multiple of c. 1.65x Tier 2 bonds) is consist-
ent, in our view. Although from a theoreti-
cal perspective, I challenge the pricing of 
the loss-absorbency feature of Solvency II 
Tier 1 debt as insurers rarely � le for bank-
ruptcy; instead, they are put into run-o� . 

Investors in hybrid bonds issued by 
European insurers will also bene� t from 
the issuers’ strong ratings; on average, 
European insurers are rated in the AA/A 
range. � e current rating methodologies 
of Fitch, Moody’s and Standard & Poor’s 
only assign a three notch di� erence be-

tween the senior and subordinated debt 
ratings, compared with up to six for 
banks. � is situation is rather strange as 
Solvency II Tier 1 debt characteristics 
are very similar to AT1s, and Solvency 
II is unlikely to change materially in the 
very near future. But even if rating agen-
cies were to change their methodologies 
in future, most Solvency II Tier 1 bonds 
are likely to be rated high grade, which 
will provide an extra incentive to invest 
in this asset class.

What is your view on the G-SII frame-
work?
I think it is too early to comment on this 
point based on past experiences with the 
development of Solvency II. � ere will 
likely be a few European players impact-
ed by the G-SII rules. � is “VIP member-
ship” will require additional capital and 
face greater regulatory scrutiny, which 
in theory should improve their � nancial 
strength. With the framework far from 
being � nalised, I am sure that there will 
be intense discussions and lobbying in 
order to minimise this additional layer 
of capital or to � nd alternative solutions 
such as letters of credit that would not 
imply an increase in capital.

CreditSights is a leading provider of inde-
pendent credit research and risk products. 
For additional information, contact:
ppicagne@creditsights.com.

Philippe Picagne, 
CreditSights
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Q&A: AVIVA

What was the rationale for your transaction and its 
timing? The lead managers noted at the time that it 
came after the Friends Life acquisition closed.

 Susan Sharrock Yates, Aviva: There were a number of rea-
sons. One was that over the next two years we have a number 
of opportunities to call existing subordinated debt, and we’ve 
also got a senior redemption next year. At the same time, inter-
est rates are currently at historic lows — our funding rate on 
the most recent transaction is the lowest we have ever funded 
at in subordinated debt. So, mindful of the attractiveness of 
rates and mindful of the fact that we’ve got opportunities to 
replace existing debt over the next couple of years, we thought 
it would be good to look at the market.

Over and on top of that with respect to timing, there is the 
fact that we’ve completed the Friends Life transaction and we 
were very keen — regardless, to be honest, of whether or not 
we were going to be financing — to get on the road and speak 
to debt investors, and tell them more about the combination 
and the benefits of the transaction. That was something that 
they clearly welcomed, and indeed we are going to be more 
pro-active in keeping in touch with bond investors going for-
ward because they very much appreciated getting that update.

Were there any particular messages about Aviva and 
your strategy that you emphasised?

Sharrock Yates, Aviva: We particularly wanted to empha-

sise the fact that we have managed to achieve a number of the 
objectives we set out to do when Mark [Wilson, group chief 
executive] joined a couple of years ago. We set out our “cash-
flow and growth” strategy then, including a focus on balance 
sheet strengthening. Whilst we had already made progress on 
the leverage position, the Friends Life transaction helps ac-
celerate the balance sheet transformation and leverage is now 
within our target range and in line with double-A rated peers. 
In addition, the Friends Life cashflow, including significant 
synergy benefits, will increase the strength of the Aviva group 
cashflow.

Did investors raise any particular points?

Sharrock Yates, Aviva: Not necessarily in regards to what 
we are doing, but the questions that came up in every single 
meeting were more about Solvency II, not surprisingly. And 
there are limits to what anybody can honestly say about Sol-
vency II at the moment because the music hasn’t stopped.

Markets have been very volatile. Did the macroeco-
nomic backdrop affect the timing and/or execution of 
the transaction?

Sharrock Yates, Aviva: Well to be honest we were actually 
ready to go prior to when we did go. We made sure that our 
Euro note programme was fully updated and that our regula-
tor had given the necessary clearance for us to issue the debt 

Aviva
Friendly reopener

After six weeks without any fi nancial institutions sub debt issuance, Aviva successfully 
reopened the market on 28 May with a dual tranche, Eu900m and £400m, Tier 2 offering. 

Here, Susan Sharrock Yates, deputy group treasurer, Aviva, discusses the UK insurer’s 
business and issuance strategies.
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we were proposing — it’s worthwhile getting all that done up 
front. And then once the Friends acquisition closed we were 
absolutely ready to go. But there were then a number of bank 
holidays, as well as our Q1 interim management statement, 
and we had to get them all out of the way.

And then we thought, well, markets are volatile, but we 
can’t see that improving over the short term at all, and we were 
keen to get something done before the summer. Fortunately, 
once we were ready to go we saw a slightly easing of volatil-
ity, and to be honest given our banking group and given our 
story, and the feedback that we had received from investors 
on the road, we were confident that we would be able to get 
something done.

We ideally would have liked to do something a little bit 
longer in the euro space, but given the volatility of markets 
and the lower rates, there wasn’t sufficient appetite in euros 
to go longer. But we were confident that we could issue the 
standard non-call 10 within that timeframe. And ultimately 
we were able to raise the upper end of what we were looking 
to do in terms of size.

How did the sterling tranche evolve?

Sharrock Yates, Aviva: As mentioned before, we were quite 
keen on having a longer tranche. Ideally we would have had a 
longer euro and a standard euro, so the issuance would have 
been all in euros. Because we have a large European presence 
it is quite useful to offset that with some debt on the balance 
sheet. But there wasn’t enough appetite from investors to do 
long euros — that isn’t just for our paper: generally it isn’t a 
market that supports longer maturity debt issuance.

We didn’t want to go too large on the benchmark 30 non-
call 10, but given the level of rates we wanted to take the op-
portunity to lock in for a little bit longer, so we spoke to some 
of the investors to say, OK, you don’t want to do longer euros, 
would you do longer sterling? And the answer was, yes, we do 
have appetite in sterling for that longer paper.

Another thing to note is that now that the Level 2 text for 
Solvency II is published, there is greater clarity. Issuers are not 
going to have to potentially rely on grandfathering for deals 
to qualify for capital treatment. Over the last two years the 
PRA has — in contrast to other European regulators — been 
insisting that any debt issuance is absolutely in the direction of 
travel of the regulations. When we issued subordinated debt in 
2013 and 2014 we therefore expected this to qualify directly, 
but limited the call dates to within the grandfathering period 
so that, had there been any last minute change, we would have 
grandfathering as a backstop. Now that the rules have landed 
we didn’t need to think about that backstop, that grandfather-
ing; we could actually go for longer issues callable after the 
end of the grandfathering period.

So were you satisfi ed with the pricing and with the 
quality of the order book?

Sharrock Yates, Aviva: We are very happy indeed. As I said 
before, the pricing is historically the lowest rate we have is-
sued at. And given the market backdrop I was very pleasantly 
surprised by the size and quality of the order book, which was 
almost Eu5bn equivalent, and we managed to tighten pricing 
10bp inside the initial price thoughts. Just two weeks later 
book sizes were falling and price tightening of that order be-
came very challenging, so we were fortunate in getting a bit of 
a sweet spot in the market before Greece and other concerns 
started rearing their heads.

To what extent does the prevailing interest rate situation 
affect your capital requirement/capital planning?

Sharrock Yates, Aviva: That was actually one of the ques-
tions that came up on the roadshow. Quite a few of our inves-
tors, in particular in continental Europe, asked how we were 
managing the low interest rate environment and if this was 
this a major concern for us.

Interest rate risk isn’t a risk we want to take, and we match 
our books accordingly. In our roadshow pack we had a spe-
cific slide looking at the low interest rate environment and 
the impact for us, and highlighting the fact that we’ve low-
ered or removed guarantee rates in our participating business 
throughout Europe.

Our published sensitivities, in our half year 2014 accounts, 
show that we are relatively insensitive to interest rates. For ex-
ample, for a 50bp fall in interest rates across the yield curve, 
our sensitivity on economic capital is only about Eu0.1bn.

We therefore have low interest rate exposure compared to 
a number of our peers. The biggest risks we have are longev-
ity, which is the nature of the business, and credit risk, which 
again is largely the nature of the business. However, as a com-
posite with a diverse range of risks, a number of these risks 
naturally offset each other.

So whilst it isn’t a marvellous environment at the moment, 
we feel that we are better positioned than most. 

 Susan Sharrock Yates, Aviva
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Disclaimer
This material has been prepared by Crédit Agricole Corporate and Investment Bank or one of its affiliates (col-
lectively “Crédit Agricole CIB”). It does not constitute “investment research” as defined by the Financial Conduct 
Authority and is provided for information purposes only. It is not to be construed as a solicitation or an offer to 
buy or sell any financial instruments and has no regard to the specific investment objectives, financial situation or 
particular needs of any recipient. Crédit Agricole CIB does not act as an advisor to any recipient of this material, 
nor owe any recipient any fiduciary duty and nothing in this material should be construed as financial, legal, tax, 
accounting or other advice. Recipients should make their own independent appraisal of this material and obtain 
independent professional advice from legal, tax, accounting or other appropriate professional advisers before 
embarking on any course of action. The information in this material is based on publicly available information and 
although it has been compiled or obtained from sources believed to be reliable, such information has not been in-
dependently verified and no guarantee, representation or warranty, express or implied, is made as to its accuracy, 
completeness or correctness. This material may contain information from third parties. Crédit Agricole CIB has not 
independently verified the accuracy of such third-party information and shall not be responsible or liable, directly 
or indirectly, for any damage or loss caused or alleged to be caused by or in connection with the use of or reliance 
on this information. Information in this material is subject to change without notice. Crédit Agricole CIB is under no 
obligation to update information previously provided to recipients. Crédit Agricole CIB is also under no obligation 
to continue to provide recipients with the information contained in this material and may at any time in its sole 
discretion stop providing such information. Investments in financial instruments carry significant risk, including 
the possible loss of the principal amount invested. This material may contain assumptions or include projections, 
forecasts, yields or returns, scenario analyses and proposed or expected portfolio compositions. Actual events or 
conditions may not be consistent with, and may differ materially from, those assumed. Past performance is not a 
guarantee or indication of future results. The price, value of or income from any of the financial products or ser-
vices mentioned herein can fall as well as rise and investors may make losses. Any prices provided herein (other 
than those that are identified as being historical) are indicative only and do not represent firm quotes as to either 
price or size. Financial instruments denominated in a foreign currency are subject to exchange rate fluctuations, 
which may have an adverse effect on the price or value of an investment in such products. None of the material, 
nor its content, nor any copy of it, may be altered in any way, transmitted to, copied or distributed to any other 
party without the prior express written permission of Crédit Agricole CIB. No liability is accepted by Crédit Agricole 
CIB for any damages, losses or costs (whether direct, indirect or consequential) that may arise from any use of, or 
reliance upon, this material. This material is not directed at, or intended for distribution to or use by, any person 
or entity domiciled or resident in any jurisdiction where such distribution, publication, availability or use would be 
contrary to applicable laws or regulations of such jurisdictions. Recipients of this material should inform themselves 
about and observe any applicable legal or regulatory requirements in relation to the distribution or possession 
of this document to or in that jurisdiction. In this respect, Crédit Agricole CIB does not accept any liability to any 
person in relation to the distribution or possession of this document to or in any jurisdiction. 

United States of America: The delivery of this material to any person in the United States shall not be deemed a 
recommendation to effect any transactions in any security mentioned herein or an endorsement of any opinion 
expressed herein. Recipients of this material in the United States wishing to effect a transaction in any security men-
tioned herein should do so by contacting Crédit Agricole Securities (USA), Inc. United Kingdom: Crédit Agricole 
Corporate and Investment Bank is authorised by the Autorité de Contrôle Prudentiel et de Résolution (ACPR) and 
supervised by the ACPR and the Autorité des Marchés Financiers (AMF) in France and subject to limited regulation 
by the Financial Conduct Authority and the Prudential Regulation Authority. Details about the extent of our regula-
tion by the Financial Conduct Authority and the Prudential Regulation Authority are available from us on request. 
Crédit Agricole Corporate and Investment Bank is incorporated in France and registered in England & Wales. Reg-
istered number: FC008194. Registered office: Broadwalk House, 5 Appold Street, London, EC2A 2DA.

© 2015, CRÉDIT AGRICOLE CORPORATE AND INVESTMENT BANK. All rights reserved.
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