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And some things that should not have been forgotten were lost.* 

 

 
*Lord of the Ring 
 

March in the credit markets  
 
Spring is coming in Paris!  
 
The beginning of March is the time when trees show their first blossom, making it a month of expectation.  It was a pleasure 
seeing the first blooms, coming out faster than inflation, and daylight extends as has the retirement age. The streets were 
quickly over-flowing with garbage together with the stigma of weekly riots as the markets were momentarily overwhelmed 
by the sudden flux of bankruptcies in the banking sector; with what seemed like nostalgia from the GFC. 
 
Let’s have a look at what happened in IG credit markets. 
 

Fig. 1: iTraxx main 5Y spread (High-Close-Low) 

 
 
The 5Y benchmark IG credit index (iTraxx Main) started the month around ~80bps ; where it was to eventually close. In 
between we reached highs of ~108bps (and 110+bps intraday). The main driver of volatility was of course the banking sector. 
We have witnessed something which could be either the first warning of a deeper financial crisis, or on the contrary another 
illustration that regulators can save us from anything. Indeed, since the GFC they have been the markets’saviour, relying 

Executive Summary 
 

- Bank-run continue to be a crucial economic thread, which we may have forgotten. 
- Despite a rapid recovery, financials names remain under pressure, in the US but also, surprisingly, in Europe. 
- Different seasonal technicals make April an historical good month. 
- Bond Basis touched a low level, showing cheapening of Bonds against Synthetic credit index. 

 
"Every season is one of becoming, but not always one of blooming.” B Oakman 
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heavily on trust. But “trust is like the air we breathe. When it's present, nobody really notices. […] When it's absent, everybody 
notices…“ (Warren Buffet) 
 
 
What happened: 
 
Set under the Californian technology sun for more than four decades, Silicon Valley Bank (“SVB”) went from Investment 
Grade to bankrupt in hours. It all started with rumors of losses linked to long-term US treasuries positions; such positions 
weren’t formerly considered speculative in a zero rate environment. But with the rise in interest rates, 10Y duration can be 
quite harmful.  
 
It is difficult to stop rumors and the truth evenmore. In hours, SVB was facing a bank-run. This event contaminated other 
regional US banks (Signature Bank and Silver Gate were bailed out by the FDIC). Now that everyone is familiar with the laws 
of medical and financial pandemic, it wasn’t a surprise to see contagion extending to Europe, ignoring swiss neutrality and 
bringing down a 170y-old financial institution in a couple of days. Credit Suisse was digested, over a week-end all you can eat 
feast by UBS - its rival since 1862 – with strong FINMA support.  
 
Spreads of the whole financial sector have widened in sympathy but the rapid and strong responses form regulators managed 
to contain additional contagion. It was so well contained that it shall be remembered as AT1 crisis only. 
 
 

Fig. 2: iBoxx capital structure comparaison 

 
Source: Selwood AM France, Bloomberg. 
 
Take-away: 
 
When SVB went down in the US a lot of research indicated that regional banks in the US benefited from lighter capital 
requirements and such events could not affect large financial institutions – especially in Europe. The Credit Suisse affair was 
a roaring demonstration of the opposite, while suffering from different factors. In our view, what this showed is that financial 
institutions, however large, are currently incapable of facing “bank-runs”. While a global financial crisis is not our main 
scenario, it is sensible to be cautious on sectors with higher sensitivity to interest rates, like High Yield, Real Estate. 
 
 

Special Spring Focus : Is April the cruellest month? 
 
One of the most famous poems of TS Eliot starts by the following affirmation : April is the cruellest month. We tried to crunch 
some numbers to see if such a prophetical voice could found some echo in financial markets. 
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A brief glance at the graph (Fig.3) below reveals a solid trend in the months after the end of each quarter, except January, 
with December often exhibiting a significant end-of-year rally. 
 

 
 
 
 

Fig. 3: iTRaxx Main 5Y return sesonality. 

 
Source: Selwood AM France 
 
 
We can identify five primary explanations for seasonality: 
 

i. Economic cycles: economic activity and financial market performance are often impacted by business cycles. This 
might result in a seasonal pattern of returns, with various sectors doing better at different times of the year. 

 
ii. Weather patterns: Some businesses, such as agriculture, tourism, and energy, are impacted by weather patterns. 

Seasonal changes in the profits of these businesses may impact the performance of their respective equities. 
 

iii. Fiscal cycles: Fiscal policies and tax laws may influence the behaviour of investors and the performance of certain 
assets. For instance, investors seeking to gain tax advantages may boost their purchasing activity towards the end 
of the fiscal year, leading to an increase in buying activity. 

 
iv. Psychological elements:, such as market sentiment, mood, Holidays coming and confidence, can impact investor 

behaviour. These variables may fluctuate throughout the year, causing seasonal variations in investment results. 
 

v. Many corporations quarterly results, and financial year ends in March: which may impact the performance of 
their stocks and debt. Seasonal changes in profits might potentially result in seasonal swings in values. 

 
What about April 2023? 
 
Now, looking at the end of 2022 and the beginning of 2023, we have had five consecutive positive months despite a well-
publicized recession! Credit ETFs and Funds also saw substantial inflows, which began to reverse around the end of 
March (presumably owing to the financial crisis). Meanwhile, the iTraxx reverted to a more neutral long positioning. On 
Credit, the March financial crisis resulted in a freeze in primary issuance, which is anticipated to resume in April, and to 
also weigh on the secondary issuance market. Financials also remain at the center of attention, having not yet fully recovered 
from the March events. 
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Conclusion: 
 

Fundamental evidence supports our continued preference for cheaper IG Synthetic credit over credit HY and IG Cash. Not 
least by also demonstrating a favourable behaviour in a stress environment, and likely a safer value in recession. Looking at 
our word cloud** (Fig.5 below), it is clear that financial names generally, Credit Suisse and US regional banks in particular 
were all impacted by news feeds in March. Despite significant volatility during the month, pivot rates and recession timing 
narratives will probably resurface in April. 

Fig. 5: March word cloud** 
 

 
** Word Cloud from Selwood Asset Management France streaming of financial news during the month. A word cloud is a visual 
representation of text data, which is used to depict keyword metadata on websites, or to visualize free form text. Tags are usually single 
words, and the importance of each tag is shown with font size or colour 

 

Bond Basis ?  

The financial crisis that occurred during the month caused a brief period of stress and hardship (for AT1 holders, especially for the unfortunate ones 
who held Credit Suisse's AT1!).  
 
As we had previously emphasized and demonstrated (during 2016 Asian, 2018 Rates and 2020 Covid Crisis), stress leads to liquidity being channeled 
towards the synthetic index and drained from bonds. Synthetic Index and iTraxx main, in particular, are generally cheaper (+16bps for iTraxx Main) 
than bond portfolio spreads, as they are used as hedge instruments by Real Money. However, during periods of stress, liquidity tends to dry up from 
specific issuers and individual bond issues. As expected, this time was no different and the basis between Synthetic Index and bond portfolio spreads 
came back to the historical median, at the climax of the crisis (Fig. 4). 
 

Fig. 4: iTRaxx Main 5y bond basis [March 2023] 
 

 
Source : Selwood AM France, Bloomberg. 
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Selwood Asset Management France,  

If you wish to know more about our #ESG credit Abs return (Article 8), #Tail Hedge, #Long Only, #Absolute Return and 
#Solvency II Solutions. 
 
Please feel free to contact us for any further information at paris@selwoodam.com or via our website 
https://www.selwoodam.fr/ 
 

 
  

This material is not intended to be relied upon as a forecast, research, or investment advice 
and is not a recommendation offer or solicitation to buy or sell any securities or to adopt any 
investment strategy. The opinions expressed by Selwood Asset Management France and 
may change without notice. 

mailto:paris@selwoodam.com
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MONTHLY LETTER DISCLAIMER 
 

Monthly Letter. Selwood Asset Management France SAS ("Selwood") is providing this monthly commentary solely at the request of and for the exclusive 
use of the recipient (the "Recipient") in its capacity as the investment manager. 

 
Purpose and Non-Reliance. The monthly letter is provided to the Recipients who are sophisticated investors, being professional clients, eligible 
counterparties, accredited investors or qualified purchasers. The monthly letter is provided to the Recipient for the limited purpose of providing the 
Recipient with information relating to the performance and the risk profile of the Fund as at the date specified therein and/or for the purposes of 
discussion with Selwood only. 
The monthly letter is not intended to provide and should not be relied upon as any form of accounting, legal or tax advice or investment 
recommendations. The Recipient should consult its own tax, legal, accounting or other advisors about the issues contained herein. The Recipient should 
refer to the risk factors set out in the Fund’s prospectus and supplement. 

 
Carry. Any references to “carry” are intended to refer to a specific performance computation. Carry and theta would correspond to expected 
performance in a 12 months' period. Certain assumptions are used to calculate “carry”, such as no trading and all market parameters staying intact, 
which may have inherent limitations. Accordingly, the estimated carry and performance is not reliable, is not exhaustive and represents subjective 
views of Selwood. Please also refer to the Risk Factors listed in the Fund’s prospectus and the supplement. Note also that any estimates are gross and 
do not include the deduction of fees and trading costs. 

 
Accuracy of Information. The figures, estimated figures, projections, views, charts, calculations and other information (the "Information") contained in 
the monthly letter is indicative only and are provided as at the date specified therein. 

 
Information related to any net estimated returns is based on unaudited, internally prepared assessments of the performance of  the Fund's portfolio by 
Selwood and have not been independently verified or confirmed. The net estimated returns are subject to adjustment as a result of items such as 
changes or delays in Selwood's or the Fund’s administrator’s calculation of the profit and loss of the portfolio in whole or in part and/or Selwood's 
assessment of the month-end value of any one or more of the financial instruments in the Fund's portfolio. Any such adjustments could have a material 
impact on the estimated net returns, including a change from a positive monthly net return or year to date performance estimate to a negative monthly 
net return or year to date performance estimate. 

 
Market views presented herein, including any forward-looking statements, are reasonably held by Selwood as at the date hereof but are subjective and 
have not been independently verified. Market pricings assume. These are not intended to and do not constitute financial or investment advice. 

 
Selwood is not under any obligation to update or revise this monthly letter or any specific Information (including, without limitation, the estimated net 
returns or carry) contained therein or to correct any inaccuracies, whether as a result of new information, future events or otherwise. 

 
No representation, warranty or undertaking, express or implied, is given as to the fairness, correctness, accuracy or completeness of the Information or 
the models used in preparing such, opinions or any forward-looking statements contained in the monthly letter by any of Selwood, or its respective 
members, employees or affiliates (together "Selwood Parties") and no liability is accepted by such persons for the accuracy or completeness of any such 
information or opinions, and nothing contained herein shall be relied upon as a promise or representation whether as to past or future performance. 

 
Use of Models and Simulations. Certain information contained herein is derived from simulations or models. Methodologies and models used by 
Selwood are just some among alternative other methodologies that could be used, and such can produce different results. Neither the simulations, nor 
the models have been independently verified. The derived information is therefore based on certain assumptions which may be subjective and may not 
necessarily be reflective of reality. 

 

Distribution and Non-Solicitation. The monthly letter is not intended, and must not be construed, as an offer of, or a solicitation of an offer to purchase, 
any investments in any jurisdiction where such offer or solicitation would be unlawful. The distribution of the monthly letter may be restricted in 
certain jurisdictions. It is the responsibility of any person or persons in possession of this monthly letter to inform themselves of, and to observe, all 
applicable laws and regulations of any relevant jurisdiction. Please refer to the country-specific disclaimers in the prospectus and the supplements of 
the Fund. 

 
External Market Conditions. The current global market conditions are exceedingly impacted by the Russia/Ukraine conflict and the continuing 
uncertainty around COVID-19 which creates unprecedented volatility and could last for an extended period thus adversely affecting the Fund’s 
performance and liquidity. 
 
Solvency II (SCR). No representations or guarantees as to compliance with Solvency II are being made by Selwood. Prospective and existing investors 
need to complete their own analysis of Solvency II requirements. 

 
Confidentiality. Selwood is distributing this monthly letter to the Recipient only. The monthly letter is strictly confidential and may contain proprietary 
information of Selwood. It may not be reproduced, distributed or published by any Recipient for any purpose without the prior written consent of 
Selwood. 

 
Selwood. Nothing contained herein shall be deemed to create any obligations or commitment on the part of Selwood or any of the Selwood Parties. 
Selwood is acting solely as an arm's length contractual counterparty to the Fund and not as the Recipient’s financial advisor or fiduciary. To the maximum 
extent permitted by law, none of the Selwood Parties shall be liable (including in negligence) for any direct, indirect or co nsequential losses, damages, 
costs or expenses arising out of or in connection with the use of or reliance on the monthly letter. By accepting a copy of the monthly letter, the Recipient 
agrees to be bound by the foregoing limitations and conditions. 

 
Selwood Asset Management (France) SAS is registered in France (884 339 839 RCS) with its registered office at 106 Boulevard Haussmann – 75008 – 
Paris; and is authorised and regulated by the Autorité des marchés financiers (AMF) (GP- 21000006). 

 
© Copyright 2023 Selwood Asset Management (France) SAS. All rights reserved. 

 
 
 
 


