
 

 
 
Credit Opportunities: Subordinated debt as an alternative to high income strategies 

Finding attractive income from fixed income assets is one of the greatest challenges in investment 

management today. Finding it without taking huge risks is akin to discovering the Holy Grail. 

Atlanticomnium’s approach of investing in subordinated corporate debt comes quite close to that.  

 

Subordinated debt is a niche that few investors are familiar with due to its somewhat hybrid 

characteristics: Junior bonds are usually rated sub-investment-grade, meaning that many institutional 

clients cannot invest in it due to their mandate restrictions. Meanwhile, the issuing companies that 

Atlanticomnium focuses on are mostly rated investment grade. This high-quality segment is ignored by 

dedicated high-yield investors. Hence, subordinated debt literally sits between the chairs, which is one 

reason why it yields more than one would assume: The demand for it is relatively low. The second 

reason is its unique status as equity-like capital, which makes it a valuable source of funding for 

companies, in particular for banks.  

  

Since the financial crisis, banks have to cope with an ever more stringent regulatory framework aiming 

to make them safer and sounder. This includes increasing the capital buffer on their balance sheets to 

make them more robust in the event of another crisis. Subordinated debt allows them to do that at a 

much lower cost compared to issuing equity. This creates a virtuous cycle towards inherently safer 

financial sector investing. However, understanding all the implications of new regulation and the 

numerous different bond issues, and comparing them to older issues in terms of relative attractiveness, 

is a highly complex task that needs experience and specialist knowledge. 

 

Interestingly, the regulatory and financial advantages of hybrid bonds are now increasingly recognised 

by companies beyond the financial sector. One example from 2015 is the German airline Lufthansa, 

which issued a EUR 500 million hybrid bond that offers a coupon of 5.125%. Other companies that have 

issued hybrids this year include EDF, Total, BHP Billiton and Sainsbury. This trend is welcomed by 

Atlanticomnium as it broadens the opportunity set and allows further portfolio diversification. 
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