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In a series of articles, we discuss and present in-

vestment opportunities we actively use in our build-

ing blocks to form our absolute return portfolios. So 

far, we discussed various topics including “Struc-
tured Credit”, “Direct Lending” or “Secured Lend-

ing”. In series VIII we describe how we address the 

challenge faced by many investors: Cash balances 

that are subject to negative interest rates. For our 

clients we have established our “Cash Plus” solu-
tion, which combines the aspects of positive yielding 

assets, lowest risk and daily liquidity. 

Bank accounts with negative interest rates 

UBS announced that it will charge clients negative 

interest from July 2021 if cash balances exceed CHF 

250’000. Many other banks have followed suit and 

are also charging negative interest on CHF and EUR 

cash balances. This measure is dictated by current 

money market rates, which are severely negative 

as demonstrated in Chart 1 for EUR rates. 

Chart 1: Rates are negative since more than 5 years 

 
Source: Bloomberg / Alpinum Investment Management 

Institutional and corporate clients with cash depos-

its in Swiss francs have already been bearing the 

cost of negative interest rates for several years. 

Now, individual and business customers experience 

the same penalty. Credit Suisse, for example, 

charges its clients -0.75% p.a. on cash balances 

above CHF 2m. 

Rates remain low for longer 

Despite the recent steepening of the yield curve, 

short-term interest rates in Europe are expected to 

remain low for longer. The European Central Bank 

(ECB) is committed to keeping financial conditions 

extremely accommodative. In March, the ECB reit-

erated its stance and decided to leave its key refi-

nancing rate at record low levels. It has even accel-

erated its emergency bond purchases to prevent a 

potential tightening of financing conditions. 

The market is also pricing in a very dovish stance 

by the ECB for a multi-year period, as the implied 

policy rate in Chart 2 illustrates well. 

Chart 2: No near-term rate hike in sight 

 
Source: Bloomberg / Alpinum Investment Management 

Providing investors positive returns when interest 

rates are negative requires a well thought-through 

concept. Even more so if risk is minimized and li-

quidity maximized. We identified a practicable solu-

tion that combines additional yield income with an 

active and disciplined risk management approach. 

Our approach to generate positive returns 

Our approach is to focus on high-quality short-term 

bonds with a remaining maturity of 1-3 years. This 

characteristic offers two main advantages. First, in-

terest rate sensitivity for early maturing bonds is 
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minimal. This is very beneficial during times of ris-

ing rates as the portfolio is geared to benefit from 

climbing short-term rates. Second, shorter bond 

maturities mean less credit risk. Due to the short 

maturity, the bonds probability of default is on av-

erage lower. A third advantage of short-term bonds 

is the non-linear decline of the return, as the yield 

of a bond benefits from the “roll-down” effect, what 

results in an extra return. 

Chart 3: Disproportional rise of default probability 

 

Source: Alpinum Investment Management 

Chart 3 illustrates the moderate yield increase for 

longer maturity bonds (1), while the probability of 

a bond default rises disproportionally over time (2), 

manifesting that short-term bonds provide a much 

better risk-/return relationship. 

Chart 4: Cumulative default rates spike with time 

 
Source: Moody’s (Global Corporate Bonds 1981-2017) 

The behavior of return and default probability is 

best illustrated by historical data from Moody’s 
(Chart 4). For instance, it exemplifies that an aver-

age AA-bond portfolio held over 6 years faces a sim-

ilar default probability as compared to a BBB 2-year 

bond portfolio. At the same time, the compensation 

(credit spread) of a BBB 1-3 years bond index is 

much higher with currently 0.60% p.a. as compared 

to an AA 5-7 years bond index with only 0.36% p.a. 

These “price anomalies” are caused in part by mar-

ket segmentation and investor behavior. This offers 

tremendous alpha opportunities for credit and bond 

selection experts. 

Reality check – We are live and tested 

Putting theory into practice: We successfully run a 

portfolio taking advantage of these anomalies. It is 

the strategy’s mandate to generate constant a pos-

itive absolute return over a 12-months rolling pe-

riod, while putting highest emphasis on risk disci-

pline via the implementation of a strict risk budget-

ing framework. Further key elements of our concept 

are: 

1) Active allocation process through combining 

money market instruments and high-quality 

short-term bonds with low probability of default 

and minimal interest rate sensitivity. 

2) Comprehensive bond selection with deep funda-

mental analysis. Taking advantage of mispriced 

bonds to build an efficient portfolio in terms of 

its risk-/return relationship.  

3) No compromise on liquidity. All investments are 

highly liquid. Mandate provides daily liquidity. 

Chart 5: Cash Plus Solution performed well (in EUR) 

Index: EONIA Total Return Index 
Peer: iShares Ultrashort Bond ETF (50%) & JPM Ultra-Short Income ETF 
(50%). No benchmark, serves only as a reference. 

Source: Bloomberg / Alpinum Investment Management 

We gain access to high quality bonds in established 

and liquid markets, which are often overlooked by 

a number of institutional investors in their search 

for market size combined with their rather passive 

investment style. This allows us to capture a struc-

tural inefficiency premium and enables us to gener-

ate an extra yield. Furthermore, our opportunistic 

investment style enables us to achieve higher “up-
side” participation during times of market strength. 

Our tested “Cash Plus Solution” serves investors 

seeking a positive yielding substitute for cash or 

near-cash investments. If you like to learn more 

about our concept, please contact us under: 

info@alpinumim.com. 

For more market insights and our monthly “Credit 

Letter” please reach out to our website on: 

www.alpinumim.com. 
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Disclaimer 

This document does not constitute an offer to anyone, or 

a solicitation by anyone, to make any investments in se-

curities. Such offer will only be made by means of a per-

sonal, confidential memorandum. This document is for 

the intended recipient only and may not be transmitted 

or distributed to third parties 

Past performance is not a guide to future performance 

and may not be repeated. You should remember that the 

value of investments can go down as well as up and is 

not guaranteed. The actual performance realized by any 

given investor depends on, amongst other things, the 

currency fluctuations, the investment strategy invested 

into and the classes of interests subscribed for the period 

during which such interests are held. Emerging markets 

refer to the markets in countries that possess one or 

more characteristics such as certain degrees of political 

instability, relative unpredictability in financial markets 

and economic growth patterns, a financial market that is 

still at the development stage, or a weak economy. Re-

spective investments may carry enhanced risks and 

should only be considered by sophisticated investors. 

Nothing contained in this document constitutes financial, 

legal, tax, investment or other advice, nor should any in-

vestment or any other decisions be made solely based on 

this document. Although all information and opinions ex-

pressed in this document were obtained from sources be-

lieved to be reliable and in good faith, no representation 

or warranty, express or implied, is made as to its accu-

racy or completeness and no liability is accepted for any 

direct or indirect damages resulting from or arising out of 

the use of this information. All information as well as any 

prices indicated is subject to change without notice. Any 

information on asset classes, asset allocations and in-

vestment instruments is only indicative. Before entering 

into any transaction, investors should consider the suita-

bility of the transaction to their own individual circum-

stances and objectives. We strongly suggest that you 

consult your independent advisors in relation to any legal, 

tax, accounting and regulatory issues before making any 

investments. 

This publication may contain information obtained from 

third parties, including but not limited to rating agencies 

such as Standard & Poor’s, Moody’s and Fitch. Reproduc-

tion and distribution of third-party content in any form is 

prohibited except with the prior written permission of the 

related third party. Alpinum Investment Management AG 

and the third-party providers do not guarantee the accu-

racy, completeness, timeliness or availability of any in-

formation, including ratings, and will not be responsible 

for any errors or omissions (negligent or otherwise), or 

for the results obtained from the use of such content. 

Third-party data are owned by the applicable third parties 

and are provided for your internal use only. Such data 

may not be reproduced or re-disseminated and may not 

be used to create any financial instruments or products, 

or any indices. Such data are provided without any war-

ranties of any kind. 

If you have any enquiries concerning the document 

please contact your Alpinum Investment Management AG 

contact for further information. The document is not di-

rected to any person in any jurisdiction which is prohib-

ited by law to access such information. All information is 

subject to copyright with all rights reserved. Any commu-

nication with Alpinum Investment Management AG may 

be recorded. 

Alpinum Investment Management AG is incorporated in 

Switzerland and is FINMA licensed and regulated. 

Contact Information:  

Alpinum Investment Management AG 

Talstrasse 82 

CH-8001 Zurich 

Tel:  +41 43 888 79 33 

Fax: +41 43 888 79 31 

alpinumim.com 

http://www.silverhornalpinum.com/

