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Lux Nordic Financial Opportunities Fund 

PERFORMANCE 
Our fund delivered +0.8% for the full year 2020 corresponding to 
+79.7% since inception (November 2010). European banking 
stocks (Stoxx600Banks) fell -24.5% and Additional Tier 1 (AT1) 
bonds fell -0.4%. 

2020 A YEAR MANY WANTS TO FORGET?  
This time last year, reports had started to emerge of a new virus 
detected in provincial China, which was linked to an increasing 
number of deaths. Few people at the time took it seriously. 
Three months’ later governments around the world had taken 
the unprecedented step of mandating large swathes of the 
economy to close, shutting boarders to all but essential travel 
and imposing previously unthinkable restrictions on the freedom 
of citizens to go about their normal lives.   

THOUGHTS FOR 2021 
Covid-19 will still be on top of investors mind this year, but we 
are entering the year with a bit more optimism due to vaccine 
rollout. There will be setbacks in the markets and we expect 
some volatility going forward, but we believe in a more normal 
day to day life in the middle of the year. Analysts expect the 
strongest level of global growth since the Great Financial Crisis, 
with a nearly 6.5% growth year over year. Central banks are 
expected to continue to add liquidity while policy-makers have 
extended furlough schemes to support any nascent recovery 
until it builds its own momentum, carefully closing the gap 
between now and a developed vaccination program. The key risk 
though is a further downturn linked to covid-19.    

 

 

 

 

This document is provided for information purposes only and should not be interpreted as investment advice, as an 
offer or a solicitation to buy and sell securities or offer to invest in any fund. While the information contained in this 
document has been prepared in good faith, no representation or warranty, express or implied, is given by Lux Nordic 
Wealth Management S.A. or any of its directors or employees. Past performance is not a guide to future performance 
and investors may not recover the full amount invested. The value of shares can fluctuate and is not guaranteed. 
Performance is calculated in EUR. 

 
 

 
 

 
 

 

 
 

Fund data and facts

Share class                       BI (accumulating)

ISIN LU0560186115

Bloomberg ticker NDISEBI LX

Depository Bank BIL Luxembourg

Domicile Luxembourg

Lock-up No

Subscriptions/redemptions Daily/Bi-monthly

Base currency EUR

Minimum investment (EUR) 125,000

Annual management fee 1.00%

Performance fee 20%, hurdle rate 5%

AUM (EURm) 29.7

Number of holdings 28

Portfolio Manager Lux Nordic

Launch date 30.11.2010

Performance data

Net asset value per share 179.70

Since inception 79.7%

YTD 0.8%

1 year 0.8%

3 year 1.6%

5 year 5.3%
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Net Asset Value

Returns, net of fees - EUR
Jan Feb Mar Apr May Jun Jul Aug Sep Oct Nov Dec YTD

2010 -3.1% -3.1%

2011 2.3% 3.1% 1.4% 3.2% -0.9% -7.4% -3.7% -11.2% -11.9% 6.1% -10.5% 5.0% -23.8%

2012 18.1% 14.6% 4.1% -4.1% -6.9% 2.4% 3.4% 6.3% 6.3% 3.2% 3.7% 5.3% 69.8%

2013 2.6% -3.5% 0.9% 5.2% 3.3% -4.7% 2.7% 1.3% 3.4% 4.9% 3.9% 1.2% 22.8%

2014 1.4% 2.0% 2.0% 3.2% 4.9% 1.4% -3.4% -1.2% -2.0% -2.4% 1.2% -4.8% 1.9%

2015 -5.6% 8.8% 0.2% 3.8% -0.4% -3.4% 1.3% -2.6% -0.7% 7.9% 0.6% -0.5% 8.8%

2016 -7.6% -3.3% 4.6% 2.7% 1.6% -5.0% 2.5% 2.2% -1.9% 2.6% -1.3% 0.8% -2.7%

2017 3.0% -0.2% 1.3% 0.3% -1.0% -2.1% 0.8% 0.4% -0.4% 3.3% -0.2% 1.1% 6.5%

2018 1.5% -0.4% -2.2% 1.5% -2.6% -0.6% 1.4% -0.4% -0.3% -1.8% -2.3% -2.1% -8.2%

2019 1.9% 2.1% 0.2% 3.2% -1.1% 0.7% 0.2% -0.9% 0.8% 0.7% 1.0% 0.5% 9.7%

2020 0.6% -1.3% -10.5% 3.9% 1.3% 1.0% 0.4% 1.7% -0.4% 0.1% 4.1% 0.7% 0.8%
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ONE YEAR FOR THE HISTORY BOOKS 

This time last year, reports had started to emerge of a new virus detected in provincial China, which 

was linked to an increasing number of deaths. Few people at the time took it seriously. Three months 

later governments around the world had taken the unprecedented step of mandating large swathes 

of the economy to close, shutting boarders to all but essential travel and imposing previously 

unthinkable restrictions on the freedom of citizens to go about their normal lives.  

The impact of this pandemic could be deep and long lasting. It has caused us to fundamentally change 

the ways in which we live and work, and in the process led to massive disruption to businesses across 

the globe. First quarter 2020 GDP growth fell to levels not seen since the Great Depression, and 

Governments and Central Banks responded by pumping money into their economies, driven by the 

desire to avert a lengthy depression and associated mass unemployment.  

Crisis normally force politicians to make decisions that they find difficult, and the EU (finally) managed 

to agree on a big step closer to a fiscal union. This could potential be a game changer for the EU. The 

EU Commission will issue on behalf of the EU long-term AAA rated bonds. It will then distribute to 

member states a huge part of these funds in the form of grants and provide another part in loans 

(Recovery Fund). The bulk of the funds are expected to go to the regions and sectors most affected by 

covid-19. Italy and Spain will therefore receive sizeable grants and loans. Some of the funds will be 

used to invest in green and digital priorities across the EU and to facilitate additional lending by the 

European Investment Bank. The recovery fund is envisaged as a one-off rather than a permanent 

feature, but this is a step towards further fiscal integration and there are good reasons to believe it is 

tool that is likely to remain as part of the toolkit for either crisis management or spending of common 

interest. 

The US election and the Brexit end game, who both 

would normally be potetential market movers were 

ignored by markets. The historical unprecedent 

situation where the sitting US President lost the 

election and blaimed massive election fraud for his 

loss, which lead to an attach by his voters on the US 

Parliament, didn’t spook markets either.    

The recent news of Covid vaccines, first from Pfizer, 

then Moderna, gives us the right to hope that at some 

point in the not too distant future, life will return to 

normal. Both companies announced in November that 

their vaccines have an efficiency rate of over 90%. Later 

in November, AstraZeneca and University of Oxford announced that their vaccine had an average 

efficiency rate of 70%. However, the vaccine was only 62% effective in a group that got two full doses, 

but the efficiency rate rose to 90% if the dosage was first half and then the second full. In time of 

writing, all three vaccines have received emergency approval in several countries and vaccination 

programs are rolling out. Despite delays, this holds out the prospect of a return to normality sometime 

this year. 
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Markets 

The velocity of market moves in March were the highest on record and the S&P500 index managed to 

move from an all-time high level to a bear market (as defined by a 20% drop) in only 22 days, which is 

less than half the time of the previous fastest decline and less than 10% of the time it has taken on 

average in the previous 9 bear markets. It is fair to say that the sell-off was disorderly and that financial 

markets were in total disarray. The US market had three consecutive days with moves in excess of 9% 

and a three-day rally of 18%. Neither has happened since 1929-1933. 

Credit markets did somewhat better in absolute terms but saw a major spread widening as funds 

received massive redemptions. After the financial crisis, banks are holding less positions on their own 

books. Funds have taken over their role as liquidity provider for the markets. In March all funds 

received redemptions, and liquidity dried up. This was the main reason for the large drop in prices and 

caused several high yield funds to close for redemptions. In a liquidity squeeze, funds sell what they 

can sell which led to more liquid and solid issuers dropping in price as well. The situation was contained 

by Central Banks as they continued and increased bond purchasing programmes for corporate bonds.  

After the selloff in March, most economists and 

strategists believed that markets should continue 

to fall but the combination of massive stimuli 

from Governments and Central Banks, and 

gradual opening of economies led to a fast 

recovery. In addition, Central Banks announced 

that they will change the inflation target by 

looking at average inflation, in order to help the 

economies back to sustainable levels. We expect 

low interest rates and stimuli for a long period of 

time, long after all restrictions are lifted. We have 

experienced a decoupling of economic reality and 

market movements, which still prevails but the 

gap is expected to close when restrictions are 

lifted. With the positive vaccine news we can see an end to the current situation (and restrictions) 

sometimes in 2021. On the back of this many equity indices reached new all time highs during the 

year, while bonds still were lagging.  

The table on the next page shows the performance for different asset classes for the 1st quarter of 

2020, and for the full year 2020. 

 

 

 

 



LUX NORDIC FINANCIAL OPPORTUNITIES FUND                                                                   31 December 2020 

Page 4 of 14  Tel: +352 27 20 20, Email: info@luxnordic.lu 

 

Source Bloomberg 

 

Financial sector 

The financial sector continues to be a macro trade, as it is sensitive to sudden shocks, to change in 

growth expectations and recessions. No surprise that this sector was one of the worst performing 

sectors in first quarter 2020 and for the full year. European banks are in a better condition than 2008 

as they have built balance sheet, capital and operational resilience over the last decade. However, 

recession and lockdown hits bank earnings with low interest rates for longer and increased provisions 

for bad debt. With common equity tier 1 (CET1) ratios of 12%-14% the sector has buffers to absorb 

this pressure. In addition, Central Banks are easing capital requirements and adding liquidity. 

While equities performed poorly in 2020, bonds within the capital structure performed much better, 

yet did not fully recover. The Stoxx600 European Bank index was down -24.5%, while the AT1 Index 

was down -0.4% for 2020.   

AT1’s, which is the riskiest part of the debt in a bank’s capital structure, traded above 15% yield to call 

in March. Cash prices dropped between 15-30 figures. Most of the correction was liquidity driven. This 

was a perfect storm with funds receiving massive redemptions and with lack of other buyers in the 

P/L end March P/L 2020

DAX -25,0% 3,5%

S&P 500 -20,0% 16,3%

OMX -16,3% 5,8%

Oslo Børs -24,1% 4,6%

Eurostoxx50 -25,6% -5,1%

FTSE 100 -24,8% -14,3%

IBEX35 -28,9% -15,5%

MSCI World -21,4% 14,1%

Banks 600 Europe -38,7% -24,5%

MSCI Asia -19,8% 17,1%

Shanghai A shares -9,8% 13,9%

Gold 3,9% 25,1%

Brent oil -65,5% -21,5%

US Government Bonds 8,2% 8,0%

EU Government Bonds 0,3% 5,0%

AT1 index -19,9% -0,4%

European investment grade -5,4% 2,6%

European high yield -9,2% -3,1%

EURUSD -1,6% 8,9%

EURNOK 16,7% 6,5%

EURSEK 4,1% -4,3%

GBPEUR -4,8% -5,4%

GBPNOK 11,0% 0,6%

GBPSEK -0,9% -9,5%

GBPUSD -6,3% 3,1%

USDNOK 18,4% -2,3%

USDSEK 5,8% -12,1%

CHFNOK 19,3% 6,9%
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market. This led to Central banks relaunching several liquidity and quantitative measures which 

stabilized credit markets and provided a significant backstop.  

Non calls and new issuance 

In 2020 only three banks chose not to call their AT1’s at first call, and that was Deutsche Bank, Aareal 

Bank and Lloyds. All banks had their first call closer to March, when the market turmoil was at its 

worst. The primary market was a bumpy ride in 2020. New issuance was nearly impossible in March 

and April, while later in the year some issuance was done at pre-covid-19 levels. In the table below 

you will see the actual issuance versus maturities for 2020 (EUR).  

 

 AT1 Tier1 Bail-in senior Preferred senior 

Issuance 31.3bn 29.3bn 127.2bn 80bn 

Maturities 21.4bn 21.6bn 134bn 84bn 
 Source Morgan Stanley 

The jump in regulatory capital issuance this year was primarily linked to Eurozone banks being able 

to use AT1 and Tier 2 to contribute towards Pillar 2 Requirements. The ECB Banking Supervision 

accelerated plans to allow debt capital to be used to meet up to 43.75% of Pillar 2R (up to 25% as 

Tier 2 and the balance as AT1) instead of requiring all of it to be met with CET1, to become effective 

in March 2020 after the onset of the pandemic. This offers banks an avenue to boost headroom over 

maximum distributable amount (MDA) levels without having to issue CET1 and incentivised banks to 

issue additional debt capital this year. Higher volumes of regulatory capital issuance have closed the 

distance to the 'efficient level' of AT1 and Tier 2, at which banks have the maximum volumes of debt 

capital.  

 

Regulatory changes 

It has been several regulatory changes in 2020, and below we list the most significant.   

Firstly, regulators imposed temporarily ban on dividends and share buyback for banks, which was 

amended in December: 

The ECB asked all banks to limit distributions until September 2021. Payments will be capped at 15% 

of the cumulated profit for 2019-20expected and not higher than 20 basis points of the CET1 ratio 

(whichever is lower). For banks that have made distributions already against 2019 profits, the pay-

out cap will be applied to 2020 profits. The recommendation was made in close cooperation with 

the European Systemic Risk Board. 

Banks that intend to pay dividends or buy back shares need to be profitable and have robust capital 

trajectories. Supervisory dialogue on a case by case basis will ultimately decide the pay-outs, with 

focus on sustainable business models and capital prudence. Against this backdrop we view the 

dividend cap as a 'guardrail' approach similar to that of the UK, but ultimately we would need to look 

at bank-specific factors to determine pay out likelihood.  

The recommendation will be in place until September 2021, when the ECB intends to return to 

assessing banks' distribution plans in line with the normal supervisory cycle (absent any materially 

adverse developments). In our view a commitment towards normalisation is an important step to 

help improve market perceptions and compress sector cost of equity.  
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Implied dividend yields stand at ca. 2% on average, a symbolic level for most banks. For the majority 

of institutions, the 20bp risk weighted assets cap appears to be the binding level, resulting in modest 

potential payments.  

Secondly, The European Banking Authority (EBA) finally released its long awaited report on legacy 

instruments. As we expected, AT1s must always be subordinated to Tier 2 instruments, meaning 

treating legacy Tier 1 (instruments that stops being Tier 1 post 2021) as Tier 2 creates “infection risk” 

of the remaining AT1 stack. The bank cannot use the full amount of existing AT1’s if the reclassify 

legacy Tier 1 as Tier 2. Banks have two options to address “infection risk”: (1) call bonds whenever 

possible, including regulatory par or make-whole calls, or (2) amend the Terms and Conditions of the 

bond, which we believe would require consent from bond holders. We believe most of legacy Tier 1 

bonds will be called or bought back post 2021. Our fund currently holds two legacy Tier 1’s. 

Thirdly, the European Commission has presented an important, and potentially impacting, strategy to 

deal with future non-performing loans (NPLs) in the European banking sector.  

  

The European Commission announced that it is ready to support Member States in setting up National 

Asset Management Companies which is essentially ‘Bad Banks’, in order to address an increase in 

expected NPLs, stimulated by the Covid-19 crisis. A deep and liquid secondary market for distressed 

assets gives banks the possibility to reduce their NPLs by selling them to third-party investors. Banks 

can then focus on their core activities by freeing up space in their balance sheets for new lending, 

enabling them to fund the economic recovery. The news has the potential to be very positive for the 

European banking sector, especially in the periphery, as Europe recovers from Covid-19.  

  

The Commission has reaffirmed the green-light for state-aid to be used to rescue failing banks, via 

‘precautionary public support’. The use of this method of rescue a failing bank had occurred previously 

in Italy, and it is within the law. Nonetheless, the rescue went against the principle of resolution and 

it was met with strong discontent from some factions. However, now that the European Commission 

is reminding Governments and regulators that this option is available, it is essentially a green light for 

similar taxpayer rescues to be allowed.  

  

The Commission notes that if there are indications that the effects of the pandemic could cause 

distress to banks and pose financial stability concerns. If these concerns exceed the capacity of 

available market-based solutions, then the Union bank crisis management and State aid frameworks 

allow that, in such extraordinary circumstances, precautionary public support can be provided in order 

to enable continued lending to the real economy, support the recovery and cushion the social impacts 

of the crisis. 

  

 

 

 

 

 



LUX NORDIC FINANCIAL OPPORTUNITIES FUND                                                                   31 December 2020 

Page 7 of 14  Tel: +352 27 20 20, Email: info@luxnordic.lu 

THOUGHTS FOR 2021 

Covid-19 will still be on top of investors mind this year, but we are entering the year with a bit more 

optimism due to vaccine rollout. There will be setbacks in the markets and we expect some volatility 

going forward, but we believe in a more normal day to day life in the middle of the year. Analysts 

expect the strongest level of global growth since the Great Financial Crisis, with a nearly 6.5% growth 

year over year. Central banks are expected to continue to add liquidity while policy-makers have 

extended furlough schemes to support any nascent recovery until it builds its own momentum, 

carefully closing the gap between now and a developed vaccination program. The key risk though is a 

further downturn linked to covid-19.    

Outlook for the financial sector 

Growth is expected to rebound from second half of 2021 on the back of re-opening of economies and 

vaccine rollouts. Supporting the growth will be accommodative central banks and national budgets 

broadly maintaining policy support, providing a fiscal boost to the recovery. However, the road to 

recovery will be bumpy as delays in vaccine rollout are to be expected, and new virus mutations will 

make some vaccines less efficient. The banks are key to recovery. They need to keep lending, and both 

regulators and Governments have acknowledged that EU banks are crucial for the European recovery. 

Together with equities, AT1’s is the higher beta in the capital structure, and they will benefit the most 

from a return to normal. We are constructive on AT1’s as valuations remain relatively cheap within the 

capital structure. In dollars (USD) AT1’s is 2.7x wider than Tier 2’s, which is 262 basis points (bps) and 

above the average for last year. In euros (EUR), the absolute spread is more elevated at 2.9x which is 

234 bps. We believe AT1’s will benefit the most from broader market compression, while continuing to 

offer an attractive source of carry.  

Importantly for deeply subordinated bonds, bank fundamentals have proven remarkably resilient. The 

average CET1 ratio for AT1 issuers we follow has increased by 60bps to 14.9%, which, combined with 

regulatory forbearance, has increased the average headroom to MDA significantly by 160bps to 5%, 

reducing coupon risk concerns, which were rife earlier in 2020.  

We believe AT1’s with low cash prices will benefit the most from a bullish sentiment. Due to convexity 

around par, as cash prices rise over par, the likelihood of call rises and the improvement becomes 

circular. We believe most of these bonds will be called at first call, as we expect either the market to 

improve and/or new regulatory changes that will force a call (see Regulatory changes for AT1 below).   

The banks' positive share price reaction in November was strong, with Stoxx600 Banks up more than 

12%. While a transition to a stronger economic backdrop will be bumpy, banks look an attractive 

investment into 2021 and should be one of the primary beneficiaries of reopening, given depressed 

valuations. The sector now trades at 8.2x P/E and 0.7x P/BV for 8% ROTE in 2022expected, still offering 

a discount of 40-70% vs. the broader market. Although the long-term outlook is hampered by persistent 

financial repression from structural and macro factors, the sector has derated to such a degree that it 

now looks well placed to outperform the market into 2021.  

A look back at 3Q:  80% of banks beat low expectations, predominantly on the provisioning side, but 

we also saw stronger fees and trading for yet another quarter; structurally, net interest income (NII) is 

of most of concern, particularly in the Eurozone. Weakness is a function of lower EURIBOR, continuing 

spread compression, low/negative commercial loan originations. The targeted longer-term refinancing 

operations (TLTRO) should partially offset the negative impacts. Cost of risk almost halved quarter over 

quarter at average 70bps in Eurozone, 49bps across Europe. Despite lockdowns, banks generally guide 
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to lower provisions in 2H vs 1H, and lower for 2021. Capital is stronger at an average CET1 ratio of 

14.9%.  

We acknowledge that the financial sector, and especially equities, is sensitive to change in growth 

expectations and again further lockdowns and restrictions. However, we believe liquidity and 

quantitative measures from Central banks will act as a backstop.     

Regulatory changes for AT1 

We are still waiting for harmonization of AT1 trigger levels. The original (2009) proposal required AT1 

to be a going-concern instrument. However, most AT1 issues have a trigger level of 5.125% or 7% of 

CET1, meaning that if a bank’s CET1 ratio falls below these levels the AT1 bonds are either written 

down or equitized in order to recapitalize the bank. Back in 2009 these levels were adequate as we 

calculated BnP’s CET1 ratio to 4.8%, while now it is 12%. Today these levels are totally inadequate as 

they most likely will not be reached before a bank enters resolution. Rendering AT1 is no more useful 

than Tier 2 or bail-in debt. In our view there is clearly a need to change the trigger levels. The legislative 

bodies have already stated that some of the frame work will be reviewed this year (Basel 3 reforms), 

and although not explicitly referred to we believe this should involve a review of AT1 trigger levels. If 

triggers are changed, we would expect a grandfathering period but effectively most AT1’s will be called 

at first call and will in our view trade closer to Tier 2 instruments.  
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PORTFOLIO  

Going into 2020 we had an asset allocation of 29.9% in cash, 63.7% in bonds and 6.4% in equities. 

During January and February we decreased the equity positions to 2.6% and increased the cash 

position to 32.6%. This helped us through the massive market correction in March where our fund fell 

-10.5% while Stoxx600 Banks fell 29.5% and AT1 index fell -18.4%. We purchased several bonds in 

March and April, but with 2020 coming to en and it is clear that we should have bought more.  

Breakdown of the performance shows that our equities and bonds beat the market quite significantly. 

Below table shows the performance breakdown for 2020. 

Assets Fund performance Market performance 

Equities -10.6% -24.5% 

Bonds 3.9% -0.4% 

 

Below you will find a table showing the five most positive contributors to the performance and the 

five most negative contributors to performance.   
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Asset allocation, yields and interest rate risk 

At 31.12.2020 the fund has 25.2% in cash, 70.2% in bonds and 4.6% in equities. The yield to call 

(estimated call) is 4.4% and yield to perpetuity is 5.6%. At present the fund’s modified duration is 2.1 

years and with a credit spread of 476 bps.  

A geographical breakdown of the positions can be found in the Appendix. 

Portfolio outlook 

We are causiously optimistic for 2021 and we will use market weakness to increase our holdings. 

Several bonds trades lower than pre-covid-19 levels and we see many opportunities. We believe 

regulatory changes will have an positive impact on spread thigtning for AT1’s with trigger level of 

5.125% and 7%. We believe the trigger levels will be harmonized and increased as they are not  

sufficient at present levels. We continue to favour AT1’s as we believe they will continue to perform 

as spreads thighten. We are still a bit catious of equities as low interest rate envirnoment and low 

growth prospects gives headwind for the financial sector. However, when we see an end to the 

pandemi then this sector will start to perform. We are wathcing this closely.       

Top holdings 

The table below shows our fund’s top five holdings which comprimises 38.0% of total assets.  

 

Danske Andelskasser is located in Jutland in Denmark and is focusing on private clients, as well as 

medium sized corporate clients. The bank had problems after the financial crisis due to their large 

agriculture exposure. However, the bank has been reorganized and now runs a profitable business 

with declining non-performing loans. We have bought an AT1 bond which we find favourable 

compared to peers. This bond has already been refinanced by an equity issue and will be called at first 

call in February 2021.   

Belfius Bank is a Belgium listed Bank which provide Private Banking, insurance, loans, real estate 

financing, asset management, private equity and investment advisory services. The bank is mainly 

focusing on retail banking and high net worth individuals. They have a high CET1 ratio with low 

provisions.  

Investec is an international specialist bank and asset manager. The bank provides corporate and 

investment banking, private banking, securities trading and asset management. In August 2017 they 

issued a new AT1 which was issued with a spread premium to peers. The bond is still attractive as it 

trades at a high spread compared to peers.  

Issuer % of portfolio Asset class 

Danske Andelskasser 9.2% Bonds 

Belfius 8.0% Bonds 

Investec 7.6% Bonds 

BIL 6.8% Bonds 

Standard Chartered 6.4% Bonds 

   

Sum 38.0%  
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Banque Internationale a Luxembourg (BIL) is a local Luxembourg bank focusing on retail business and 

Private Banking. The bank is also custodian for our fund. BIL is a solid bank with A2 rating. They issued 

their first AT1 CoCo in 2019 with a spread of swap +544.4 bp, which we find high compared to peers. 

The issue is EUR 300m.     

Standard Chartered is an international banking group operating principally in Asia, Africa and the 

Middle East. They have a legacy Tier 1 bond which they did not call in 2017. Next possible call is 2027, 

and it now trades as a floating rate note. We bought the bond at high 80’s which is a reasonable yield 

to call.    

  



LUX NORDIC FINANCIAL OPPORTUNITIES FUND                                                                   31 December 2020 

Page 12 of 14  Tel: +352 27 20 20, Email: info@luxnordic.lu 

RISK CONTROL 

The main risks are obviously related to factors that determine the value of the 

securities we buy, which we try to deal with by fundamental analysis of the 

issuers and the securities. 

Leverage: Leverage has been zero for 2019. 

Restrictions: The fund’s investment restrictions are described in the 

prospectus.  
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APPENDIX: A description of the most common banking instruments we buy. 

Basel III also known as CRD IV (Capital Requirements Directive 4) was 

implemented in most European banks from 1 January 2014, with full 

implementation of most of the new rules due by 1 January 2019.  

The main capital ratio will, as before, be calculated by dividing capital by risk-

weighted assets. In addition, a so-called leverage ratio (capital divided by 

total assets [i.e. no risk-weighting]).  

While banks under the old rules should have a capital ratio of at least 8%, the required ratios will vary 

between banks and over time. The required total ratio is the total of different elements, Common 

Equity Tier 1 ratio, Capital Conservation Buffer, SIFI (Systematically Important Financial Institutions) 

requirement, Counter Cyclical Buffer, Sectorial Capital Requirement, and Systemic Risk Buffer. For 

instance, small banks will not be subject to the SIFI Requirement, while the maximum required 

Counter Cyclical Buffer should be used when the economy is booming. 

The main element in a bank’s capital is shareholders’ capital. If we would like to invest in that part of 

a bank’s capital structure, we would typically buy the bank’s listed stocks. 

In addition, the banks can meet some of the required buffers described above by issuing Additional 

Tier 1 Capital and Tier 2 Capital. 

We can also buy Senior Bonds, secured or unsecured and bail in bonds.  They represent a funding 

source that is not part of the bank’s capital base. 

The new tier 1 and tier 2 instruments must be loss-absorbing in a going concern. How the loss-

absorption mechanism works is regulated in the prospectuses and varies between issues and between 

banks. As an example, a new tier 1 instruments could be written down to zero (or converted to shares 

at a pre-determined price) if the bank’s capital ratio falls below a certain level, while a new tier 2 

instrument could be written down, because the regulator decides that the bank is no longer viable.  

In addition to the new instruments, we buy old-style tier 1 and tier 2 instruments. These instruments 

will gradually cease to qualify as capital, based on the capital requirements’ transitional rules. In 

general, when a bank runs into trouble, investors are better protected when owning old-style 

instrument than the new ones (which is why the old instruments will no longer qualify as part of the 

banks’ capital).  
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APPENDIX: Exposure 

 

 

 

 

Disclaimer 

This document is provided for information purposes only and should not be interpreted as investment 

advice, as an offer or a solicitation to buy and sell any securities or offer to invest in any fund. While 

the information contained in this document has been prepared in good faith, no representation or 

warranty, express or implied, is given by Lux Nordic Wealth Management S.A. or any of its directors 

or employees. Past performance is not a guide to future performance. 

LUX NORDIC WEALTH MANAGEMENT S.A. 60, GRAND RUE, L – 1660 LUXEMBOURG, LUXEMBOURG.  
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