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• The Fund invests in equities listed on
European exchanges. 

• The Fund deploys a systematic
screening of fundamental company
specific data and general market data. 

Quarterly Review 

This quarter turned out to be a real roller 

coaster. Not due to surprises in the inflation 

figures that the marked was obsessed with 

in December and January, but a totally 

unexpected full blown banking crisis. That 

it was unexpected can easily be seen 

when looking at spread pricing ahead if 

the event. From a macro perspective 

however, it was not unexpected that 

something in the financial system would 

break when interest rates were hiked as 

much and as fast as they were in 2022.

Rapidly rising Fed Funds rates, impacting 

the bond markets, has significantly 

deteriorated banks balance sheets. 

• We are keeping the Fund well diversified
at all times according to the UCITS rules. 

• We are benchmark agnostic and build a
true bottom-up portfolio based on
individual company qualifications.

Investment Approach  

Since regulators during the last few years 

encouraged banks, sometimes quite heavy 

handedly, to increase their holdings of risk-

free government bonds, the banks asset 

side is now to a large extent compiled of 

these securities.

After the 2008 subprime crisis regulators 

forced banks to reduce credit risk as bad 

credits was indeed the origin of the crisis. 

Regulators, like Generals, always seems to 

fight the last war and prevent the last crisis. 

Hence, the US banks did not blow up due 

to credit losses this time but good old 

interest rate risk.
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True, US Treasuries is a safe asset from a 

credit point of view, at least as Uncle Sam 

does honor his obligations, but with a 5-

fold raise in interest rates they are far from 

safe when marked to market. This 

apparently came as a surprise to some of 

the 4300 banks in the USA, when they had 

to liquidate some of their UST positions at 

prices far below where they bought them.

Interestingly, the widening cracks in the US 

financial system which became visible 

due to central bank actions, and 

admittedly some bad risk management 

on some banks side, now seems to stop 

the Feds hiking cycle. 

However, we should be happy with the 

swift and innovative response from the 

Fed and Treasury this time around. Their 

reactions were certainly a big 

improvement from the 2008 trial and error 

approach. The blanket depository 

insurance for clints in the troubled banks 

complemented with the Feds 

acceptance of UST collateral at face 

value stabilized the situation. 

But one cannot help being a bit amused 

about the fact that by totally disregarding 

the market price of UST, the Fed nullifies 

the effect on the bond market of their 

monetary tightening. 

The financial markets tried to keep up with 

the unfolding situation of new rules and 

interventions from central banks and 

regulators.

Copyright © Neox Capital, 2023

LMM Europe Equity Select Fund

Large price swings and choppy liquidity 

were the result during the quarter. But 

interestingly, risk asset faired surprisingly well 

given the grave event risk that we came so 

close to, had rescue plans not been 

launched so quickly. 

Big indexes like S&P 500, Nasdaq, EuroStoxx

and DAX all ended the quarter well above 

where they started, and even close to the 

February highs. Investors are obviously 

betting on that the banking crisis will be 

contained and that the Fed will be less 

hawkish for the rest of the year as a result 

of it. 

Is it 2008 revisited?

Three differences can be noted between 

2008 and 2023. First, it was now banks with 

significantly smaller balance sheets that 

were affected. This means that if they were 

to go down, not as many counterparties 

would have been affected, and the 

volume of unsafe collateral would have 

been smaller. Thus, the domino effect in 

the global financial system would be more 

limited. That is, the American banks that 

were in trouble now in 2023 are simply not 

systemically critical.

Second, the central banks acted quickly, 

wise from the 2008 experience. Liquidity 

lines were quickly put in place, depositors 

got government guarantees and facilities 

were opened at the Fed lending with UST 

as collateral at face value. During the 

subprime crisis, it took months and various 

attempts were made to stabilize the 

system.



            

Third, the cause of the crisis in these mid-

sized US banks was not an uncertain value 

of subprime bonds held by the bank, as it 

was in 2008, but a mark-to-market effect 

of rising interest rates eroding the price of 

long government bonds. The Fed got 

around the problem by offering to lend 

against these long Treasuries at par. The 

value at maturity of the "problem assets" 

this time is known as long as the US 

government honors its commitments. The 

subprime loans, on the other hand, were 

worth around 20% of book value at 

maturity.

There are thus very few similarities 

between the banking crises of 2008 and 

2023.

Credit contractions

Due to the relaxed regulations for smaller 

(50-250bn) US banks that was introduced 

in 2018, capital requirements were not up 

to standard, which became obvious in 

2023.
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This is quite likely to be changed on the 

back of the current banking crises, and 

banks will probably be required to reduce 

their leverage and keep a larger capital 

buffer. 

Other small and medium sized banks who 

survived the turmoil, is likely to become 

more cautious with who they lend to, and 

what kind of projects they want to support. 

Banks Loan-To-Value ratios are also 

expected to fall during the coming 

quarters. 

Both these effects will reduce the amount 

of credit in the system. And as we all know 

there is a high correlation between credit 

growth and economic growth in an 

economy. Some analysts are estimating 

the economic cool down effect from the 

coming credit contraction to be in the 

order of a 50-75bp rate hike from the Fed.

So, is it over now? A few bank collapses in 

the US and a Swiss shot gun wedding, and 

that’s it? Well, judging from some previous 

bank crisis, the answer is, no. It took more 

than a year from the first tremors in Bear 

Sterns and some asset managers to the 

crescendo collapse of Lehman Brothers in 

2008. It also took many months from the 

crisis in Nippon Credit Bank until the height 

of panic when LTCB imploded in 1990. 

Performance review 

The Fund developed in tandem with the 

market and rose 8,74% during Q1. Royal 

Unibrew +22%, Nemetcheck +18% and 

Elmos +16% were the top performes, while 

Man Group -11%, Sofina -13% and Talgo -

13% were the laggards during the quarter.

Graph 1. This time around, the flow into Money 

Market Funds has been extreme compared to earlier 

Fed hiking cycles. In a just few months 600 bn USD 

has been parked in these funds.

Source; FRB, ICI, Bloomberg, Apollo academy
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Table 2. Fund statistics since inception.

Graph 3. Since inception, the Fund delivered a 

return of 7,78% while the benchmark did 10,66%.

Source: FactSet, RBC

Measures
Europe 

Benchmark

LMM Europe Equity 
Select Class X

Annualised 
Return 3.17% 2.34%
Stdev 20.10% 21.44%
Beta 1 0.80
Period Return 10.66% 7.76%
Risk Free Rate 2.00% 2.00%
Sharpe Ratio 0.06 0.02
Portfolio Alpha 0 -2.88
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Graph 5. Fund allocation

Source: Neox Capital, FactSet 

        

           

           

          

          

          

          

       

               
                   
              
         
             
              
                  
             
            
             
            
           

         

             

           

           

            

           

      

                  

                   

                  

                          

                          

             

                            

                      

           

      

      

      

      

    

     

     

     

     

     

                                                                      

                        

                                                 

    

    

    

    

    

     

     

                                                  

                        

                                                 

Graph 2. The fund rose 8,74% over the quarter while 

the benchmark appreciated 7,82%.

Source: FactSet, RBC

Measures
Europe 

Benchmark

LMM Europe Equity 
Select Class X

Annualised 
Return N/A N/A
Stdev 13.92% 17.08%
Beta 1 0.70
Period Return 7.82 8.74%
Risk Free Rate 2.00% 2.00%
Sharpe Ratio 2.46 2.28
Portfolio Alpha 0 1.45

Table 1. Fund statistics Q1 2023. 



            

Disclaimer

This document is intended as general information only.

This document has been prepared without taking into account your objectives, financial situation

or needs. You should consider these matters before acting on any information. If investors are

unsure if this product is suitable for them, they should seek advice from a financial adviser.

Persons into whose possession this document may come are required to inform themselves about

and to comply with any relevant restrictions. This does not constitute an offer or solicitation by

anyone in any jurisdiction in which such an offer is not authorised or to any person to whom it is

unlawful to make such an offer or solicitation. Persons interested in any of Neox Capital's products

or services should inform themselves as to (i) the legal requirements in the countries of their

nationality, residence, ordinary residence or domicile; (ii) any foreign exchange controls and (iii)

any relevant tax consequences. The Neox Capital’s services are available only in jurisdictions

where its promotion and sale are permitted. Where securities are mentioned in this document,

they do not necessarily represent a specific portfolio holding and do not constitute a

recommendation to purchase, hold or sell. No responsibility or liability is accepted for any errors

or omissions or misstatements however caused.

Past performance is no guarantee of future results, and future results of the portfolio discussed

herein are likely to differ from past performance. Because the portfolio contains a limited number

of stocks, the returns will be more volatile than a portfolio investing in a higher number of

securities. The portfolio involves risk and may lose money. Investor returns may differ.

It should not be assumed that investors will experience returns in the future, if any, comparable to

those shown or that any or all of Neox Capital Investments’ investors experienced such returns.

The information shown is historic and should not be taken as any indication of future

performance. Comparisons to indices are provided for illustrative purposes only. Broad indices

are shown only as an indication of the general performance of the equity markets during the

periods indicated.
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Available fund classes:

Class A LU1972727835

Class B LU1972727918

Class I LU1972728213

Class X LU1972728304


	Slide 1
	Slide 2
	Slide 3
	Slide 4
	Slide 5

