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 The combination of macro and geopolitical risks has driven credit market valuations year 
to date causing a material market repricing

 Some negative sentiment in the legacy debt space following comments from certain 
banks in relation to their approach to the rules has cheapened up that sub sector to very 
attractive levels

 We fully expect some further short-term volatility, but the combination of valuations and 
supportive outlook of higher interest rates for earnings leaves us with a constructive 
outlook on a 12-to-18-month basis. 

Specific thoughts on valuations and yields:

 The most credit-sensitive sectors are AT1 (c. -5 % YTD) and US Preferred Stock ( c.-9% YTD). 
However, the higher-quality Tier 2 space has also suffered, largely from rates/duration as much as 
anything. For example, UTMOST 4% Tier 2 is trading at 91/92 (with a 5% yield) and UTMOST 6.125% 
Tier 1 is trading at 94/95 (c. 7% yield). Both bonds priced at 100 in the last year. This has happened 
despite the fact that this is a sound business, with no change in its ability to pay etc.

 In terms of current valuation, mainstream AT1 debt is now back to a 5-6.5% range yield and anything 
slightly ‘off the run’ is back to a 6-7.75% range. 

 Preference shares are back to the 6.5-8% range – even for high-quality cumulative paper.

 The legacy book – that is, bonds falling out of the regulatory framework due to rule changes – has 
been under a bit of pressure. In our view, this legacy debt is now a great store of value with good 
upside potential in 2022/23.  

 The new issue (primary) market has been closed for a month, but this is just about ready to re-open, 
and we expect new issue premiums to be very generous in order for issuers to get deals away 
successfully. These will continue to provide attractive opportunities for the Fund.

 Importantly, we have no single names with anything approaching credit issues or with any question 
marks over their ability to pay on time and in full.

In summary, we believe the hybrid market to be in a similar position to the early 2019 with a lot of value 
in the market attractive yields to buy and hold, but enough uncertainty to prevent any very near-term 
catalysts for huge performance. 

However, timing that change in outlook is pretty much impossible, so we have stayed invested. We can 
see a path to 2 to 3-year annualised returns of 5-6 % p.a. in any normalisation and this includes whatever 
the Fed or Bank of England may choose to do on interest rates. Obviously, the continued extreme 
geopolitical risks will affect the timing of any returns. 
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Important information

This document is marketing material. Issued and approved by Sanlam Investments which is 
authorised and regulated by the Financial Conduct Authority. Sanlam Investments is the trading name 
for our two Financial Conduct Authority (FCA) regulated entities: Sanlam Investments UK Limited (FRN 
459237) and Sanlam Private Investments (UK) Ltd (FRN 122588), both having its registered office at 24 
Monument Street, London, EC3R 8AJ. The UCITS Management Company has the right to terminate the 
arrangements made for the marketing of funds in accordance with the UCITS Directive.

The opinions are those of the author at the time of publication and are subject to change, without notice, 
at any time due to changes in market or economic conditions. Whilst care has been taken in compiling 
the content of this document, neither Sanlam nor any other person makes any guarantee, representation 
or warranty, express or implied as to its accuracy, completeness or fairness of the information and 
opinions contained in this document, which has been prepared in good faith, and to the fullest extent 
permissible under UK law. Some parts/sections of this document may have been compiled from external 
sources. Whilst these sources are believed to be reliable, the information has not been independently 
verified and is subject to material amendment, revision and updating, therefore no representation is 
made as to its accuracy or completeness. No reliance may be placed for any purpose whatsoever on the 
information, representations or opinions contained in this document nor shall it or any part of it form the 
basis of or act as an inducement to enter into any contract for any securities, and to the fullest extent 
permissible under UK law no liability is accepted or any such information, representations or opinions. 
The comments should not be construed as a recommendation of individual holdings or market sectors, 
but as an illustration of broader themes.

Statements in this document that reflect projections or expectations of future financial or economic 
performance of a strategy, or of markets in general, and statements of any Sanlam strategies’ plans and 
objectives for future operations are forward-looking statements. Actual results or events may differ 
materially from those projected, estimated, assumed or anticipated in any such forward-looking 
statement. Important factors that could result in such differences, in addition to the other factors noted 
with forward-looking statements, include general economic conditions such as inflation, recession and 
interest rates, political or business conditions or in the tax or regulatory framework in the UK or other 
relevant jurisdictions, any of which could cause actual results to vary materially from the future results 
implied in such forward-looking statements. No assurance can be given as to the future results that will 
be achieved.

Sanlam makes no representation as to whether any illustration/example mentioned in this document is 
now or was ever held in any Sanlam Fund or Model Portfolio. Examples / Illustrations shown are only for 
the limited purpose of analysing general market, economic conditions or highlighting specific elements 
of the research process.
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