
CACIB SYNDICATE INVESTOR SURVEY

Little consensus on fall market direction, but...

Investors primed for SNP 

How are investors positioned and what do they want going into the autumn reopening? Such 
questions were central to an inaugural survey by Crédit Agricole CIB syndicate conducted in the wake 
of unprecedented action to tackle failing banks and ahead of key central bank decisions. It found an 
increasingly discerning buyside ready to absorb supply, but lacking direction. Neil Day reports.
Senior non-preferred is the instrument most cited by investors as the type of bank credit risk they intend to increase by year-end, 
according to a Crédit Agricole CIB survey, which found little evidence that pre-summer bank resolutions will have a negative 
impact, but conflicting expectations around spreads.

Fifty-two investors participated in the survey, conducted by Crédit Agricole CIB FIG syndicate from 2-21 August, with almost 
a third having more than EUR10bn of assets under management dedicated to investments in financial institutions (see below for 
more on survey participants).

Asked which type of bank credit risk 
they intend to increase overall by year-
end, 45% of investors chose senior non-
preferred (SNP) — just ahead of forerun-
ner HoldCo senior, on 43%.

This is despite almost half (49%) of 
those surveyed saying senior non-pre-
ferred are expensive versus senior pre-
ferred notes, with just 19% believing cur-
rent levels to be correct. According to 
38% of respondents, senior non-preferred 
should rather be called “Tier 3” and be 
priced closer to Tier 2.

Some 14% expect spreads on outstand-
ing senior non-preferred to underperform 
on the back of primary market supply in 
existing and new jurisdictions — Spain 
and Belgium have been establishing their 
legislation and issuers from such countries 
are expected to enter the market in the au-
tumn. However, one investor noted that 
valuations should tighten as issuers’ layers 
of senior non-preferred (and any further 
subordinated buffer) grow.

“Investor sentiment expressed through 
the survey is very promising for the Euro-
pean expansion of the SNP segment,” says 
Vincent Hoarau, head of FIG syndicate at 
Crédit Agricole CIB. “The survey confirms 
investors have cash to put to work at current 

Source: Crédit Agricole CIB 

Considering the end of the year 2017, which type of bank credit risk
do you intend to increase overall? (multiple answers possible)
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How has your investment behaviour been influenced by the recent
bank resolutions/failures in Spain and Italy? (multiple answers possible)
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Higher rating constraints

Reducing appetite for Tier 2/expecting greater 
spread as compensation for PoNV

Lower appetite for SNP, higher spread 
expected

Expecting widening of Tier 2 relative to 
AT1 instruments

They did not impact my appetite for 
subordinated debt. Those are isolated cases.
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valuations given the limited amount of attrac-
tive alternatives away from the FIG world.”

A widespread risk-on attitude is reflected 
by 35% of respondents intending to add Ad-
ditional Tier 1 (AT1), the third-most pre-
ferred option. A significant minority, 22%, 
will nonetheless either not add bank credit 
risk (16%) or reduce it (6%).

The survey was conducted in August, in 
the wake of the resolution of Spain’s Banco 
Popular and the winding up of Italy’s Banca 
Popolare di Vicenza and Veneto Banca in 
June. A muted market reaction and suc-
cessful new Spanish bank capital issues sug-
gested investors were sanguine in the face of 
the tests of Europe’s post-crisis regulatory 
regime, and the survey confirms this.

Asked how the pre-summer developments had influenced their investment behaviour, 43% of respondents saw the events as 
isolated cases, with their appetite for subordinated debt unaffected. Only 6% said that they had resulted in higher rating constraints.

However, the price issuers have to pay for Tier 2 relative to other instruments could rise, with 57% of those surveyed citing 
reduced appetite for Tier 2 and/or expecting higher spreads — notably versus AT1 — to compensate for revised PoNV considera-
tions after Popular Tier 2 was wiped out alongside its AT1.

“Appetite not affected,” said one investor. “Been mainly involved in national champions.
“We are getting lots of questions from clients, however, as to why we would not own AT1 over T2.”

QE: a risk in tapering, or underpinning tight levels? 
Compared with the enthusiasm for increasing holdings of senior non-preferred, HoldCo senior and AT1, only 25% of respondents 
intend to raise exposure to Tier 2 this year.

Recent events have also had a spillover 
effect on the senior non-preferred sector, 
with 29% of respondents expressing lower 
appetite for the instrument and/or requir-
ing greater compensation in light of the 
Spanish and Italian experiences.

Just 25% of respondents also intend to 
increase senior preferred exposure, and 
only 14%, covered bonds.

Comparing the two asset classes, 45% of 
investors believe senior preferred to be too 
expensive versus covered bonds, while 43% 
consider them correctly valued. To 15%, 
whether issuers are national champions or 
second tier names remains important, with 
a couple of investors rather investing in the 
senior non-preferred of national champions.

Lower enthusiasm among some investors and for some bank instruments may be explained by concerns over a possible global 
correction in financial institutions credit spreads: 39% of those surveyed expect such a scenario. Responses also correspond with 
the intended weighting in favour of subordinated bank debt: 24% expect high beta instruments to outperform low beta, and only 
11% vice versa.

However, there is no clear consensus on the outlook, with 31% agreeing technical supports are strong and that current spreads 
could remain the status quo for a while because of QE.

“Short term it seems the market is long and we could have a correction,” said one respondent, who nonetheless echoed the 
mixed outlook by adding the caveat: “Spreads could return to tightening after that.”

Perhaps unsurprisingly, a variety of outwardly discordant opinions on spreads co-exist: 16% of those surveyed expect conver-
gence across bank instruments to continue, while 25% expect greater differentiation amongst names in AT1 and Tier 2.

Source: Crédit Agricole CIB 
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I expect low beta instruments (CB/SP) to outperform 
higher beta instruments (SNP/Tier 2/AT1)

I expect high beta instruments (SNP/Tier 2/AT1) to 
outperform lower beta instruments (CB/SP)

I expect spreads in outstanding SNP to 
underperform on the back of primary market supply

Spread convergence across FI instruments will 
continue

I expect a greater differentiation amongst names in 
Tier 2 and AT1

Technical supports are strong and current spreads 
could remain the status quo for a while given QE

I expect a global correction of FI credit spreads

Which of the following statements seems the most appropriate to
describe the potential evolution of credit spreads in FIs by the end of

2017? (multiple answers possible)
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The number one cloud hanging over the market is ECB tapering, according to investors’ responses when asked what is the number 
one risk factor into year-end 2017. However, geopolitics is widely cited as being at the forefront of respondents’ minds, with a combus-
tible combination of Trump, North Korea and China among risks cited, alongside more typical EU concerns, such as Italian elections.

“The survey suggests that a (healthy) correction is due,” says CACIB’s Hoarau, “while technical and fundamentals are strong 
enough to continue supporting rich valuations until taper tantrums gain momentum.”

Forget jurisdiction — it’s all about the name
When asked in more detail about the relative importance to SNP pricing of various metrics, respondents were given the chance 
to provide different answers for core and non-core European jurisdictions. However, investors’ answers suggest that there is little 
divergence between their approaches across markets — the top metrics across both core and non-core are any capital shortfalls, 
senior and Tier 2 pricing levels, and business profile. 

“People are focusing on the issuer’s profile and name-specific metrics,” says Hoarau, “not jurisdiction. A year ago, investing in 
Italian banks may have been a no-go for some investors regardless of size, for example, but now it’s all about the whether they like 
the credit or not, and that’s very good news.

“Investors are pricing fixed income instru-
ments based on the risk specific to a name, but 
they should not ignore broader drivers.”

Investors’ views on senior non-preferred 
pricing should be tested by banks from Spain 
and Belgium after the two countries followed 
France in establishing a legal framework for 
the instrument. The survey clearly suggests 
that the pricing approach of choice is to ap-
ply a percentage of the distance between the 
issuer’s outstanding senior preferred and Tier 
2, with 57% of respondents saying this is most 
sensible. And in line with the above findings 
on the diminishing importance of different 
jurisdictions, just 10% selected an option of 
playing relative value versus French and con-
tractual Spanish SNP levels.

The survey further asked investors what the 
percentage distance between senior preferred 
and Tier 2 should be for senior non-preferred 
in Spain, Belgium and also Italy. Again, there was little divergence between jurisdictions: the average percentage distance for Bel-
gium was around 45%, and for Spain and Italy 50%. For Spanish non-investment grade, diverse responses nevertheless centred 
around 60%, while for Italian non-investment grade over half of respondents believe the percentage should be more than 60%.

Investors were also asked what basis point premium senior non-preferred should offer versus senior preferred for the different 
classes of issuer. This generally came out at 20bp-50bp for Belgium, 30bp-70bp for IG Spain, and 40bp-80bp for IG Italy. There was 
little consensus on sub-investment grade Spain and Italy, with premiums of anything from 30bp to over 150bp selected.

Rank each metric in terms of importance from 1 (very important) to 5
(least important) in the pricing paradigm for SNP
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Considering the emergence of the SNP legal framework for the following countries, what is the premium expected 
between Senior Preferred (SP) and SNP in bp and/or the % of the distance between Senior Preferred and Tier 2?

Results show percentage of respondents who selected each range.

SP/SNP premium in bp 20 30 40 50 60 70 80 90 100 125 150 >150
Belgium 25% 8% 21% 38% 0% 4% 0% 4% 0% 0% 0% 0%
Italy (IG) 0% 13% 13% 8% 17% 25% 13% 0% 13% 0% 0% 0%
Italy (Non IG) 0% 5% 9% 5% 5% 9% 9% 9% 14% 0% 9% 27%
Spain (IG) 4% 21% 13% 17% 25% 13% 4% 0% 4% 0% 0% 0%
Spain (Non IG) 0% 5% 5% 10% 10% 14% 10% 10% 10% 5% 14% 10%

% of SP-Tier 2 distance 30% 40% 50% 60% >60%
Belgium 32% 14% 39% 11% 4%
Italy (IG) 11% 14% 50% 14% 11%
Italy (Non IG) 0% 7% 22% 15% 56%
Spain (IG) 11% 19% 52% 11% 7%
Spain (Non IG) 0% 12% 24% 32% 32%

Source: Crédit Agricole CIB
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Survey participants: open and flexible
Of the 52 accounts participating, 73% of respondents are asset managers, 16% insurance companies, 6% banks investing on their 
own behalf, 4% family offices, and 2% hedge funds. The survey took in a cross-section of European accounts as well as a significant 
minority (18%) of investors further afield.

Sixteen of the accounts surveyed (33%) have more than EUR10bn of asset under management (AUM) dedicated to investments 
in financial institutions, four (8%) have EUR5bn-EUR10bn, 18 (37%) EUR1bn-EUR5bn, and 11 (22%) less than EUR1bn.

Senior preferred is the FIG asset class to which the most accounts are open to invest in, at 96% of those surveyed, followed by 
senior HoldCo (94%) and Tier 2 (92%), with 88% of respondents investing in the new senior non-preferred instruments. Two-
thirds invest in AT1, while 71% take covered bonds and 33% asset-backed securities (ABS).

37% of those indicating their current holdings of senior non-preferred hold more than EUR100m of the asset class, with 28% 
holding EUR50m-EUR99m and 28% EUR1m-EUR49m. Two said they do not hold any senior non-preferred paper, while another 
noted they have sold down most of their initial purchases and now, for example, no longer hold any euro SNP.

FRNs, tenors and calls: options expand
The FRN format has taken hold in senior non-preferred, with 72% of respondents buying floating rate paper, but 28% do not. 
Among those that take FRNs, for 67% these constitute less than 15% of their senior non-preferred holdings, while for 15% it is 
around a quarter of their holdings, for 11% around half, and for 7% around three-quarters.

Private placements are a possibility for 31% of respondents, but not for the other 69%.
Five years is the preferred tenor for senior non-preferred, chosen by 58% of respondents, followed by seven years (37%), three 

years (23%), 10 years (15%), and shorter than three years (10%).
Issuance with a call one year before maturity has become an increasing feature of the senior HoldCo market and investors 

appear ready to accept the structure in senior non-preferred format: 87% of respondents said they would buy such callable SNP 
paper, and only 14% not. 46% of accounts view the fair value of such a call at around 10bp, with 24% opting for around 15bp and 
8% for 5bp.

IG in focus, but ample rating and regional capacity
While 40% of respondents are restricted to investment grade-rated financial institutions securities, the same proportion face 
either no rating constraints or limits that kick in at a lower, sub-investment grade level — although several of these cited a bias 
towards IG-rated instruments. Two accounts are limited at crossover credits, while others said constraints vary across mandates 
or did not answer.

Investors face few geographic constraints on their financial institutions investments: some two-thirds did not cite any restric-
tions, with a further 10 accounts only restricted to OECD or developed market economies. While a handful cited a regional focus 
or restrictions for technical reasons such as indices, the only stand-out exclusion was Greece, with three investors still declaring 
it a no-go jurisdiction.

Green accommodated, but not yet prioritised
Despite having expanded into Tier 2, the burgeoning green bond market does not 
yet encompass senior non-preferred issuance — indeed regulatory questions over 
the potential for such instruments remain open. However, 82% of those surveyed 
would consider buying green SNP notes, even if only 58% said they invest in green 
bonds — a quarter do not consider the green feature of issuance to be relevant, 
although a few expect to grow their participation. Of those who do invest in green 
bonds, these typically constitute only less than 5% of their investments — and 
many declared themselves ignorant of the significance of such holdings. l

Source: Crédit Agricole CIB 

What type of investor are you?

 

Asset Manager
73%

Bank
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Family Office
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Hedge Fund
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Insurer
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What is your jurisdiction?

 

Austria 2% Denmark 2%

France 14%

Germany 14%

Italy 10%

Netherlands 8%Norway 2%

Spain 14%

Sweden 2%

UK 14%

Americas 2%

Asia/Pacific 14%

Other 2%

For further information, please contact: 

Vincent Hoarau
vincent.hoarau@ca-cib.com

Doncho Donchev
doncho.donchev@ca-cib.com

Christian Haller
christian.haller@ca-cib.com

How much of your AUM in fixed income is 
dedicated to financial institutions (EUR bn)?

 

<1
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1-5
37%5-10

8%

>10
33%
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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.

© 2017, CRÉDIT AGRICOLE CORPORATE AND INVESTMENT BANK. All rights reserved.
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