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“Lonely at the top: Super Senior tranches offer record carry relative to iTraxx Main.” 

 
 
 
 
 
 

1.  An Unprecedented Shift in the Distribution of Credit Risk Across iTraxx Main Tranches 
 
The distribution of expected losses across iTraxx Main tranches has undergone a significant transformation in recent years, with 
an increasing share of the index's total expected loss being allocated to the Super Senior (12–100%) tranche, at the expense of 
both Equity (0–3%) and Mezzanine (3–6%) and (6%-12%) tranches. 
 

 
Source: Selwood AM France, Bloomberg [Oct 2006 – 13 Oct 2026] 
 
From 2023 begun a sustained decline in Mezzanine share of expected losses. From early 2024 onwards, the trend extended to 
Equity tranches, as credit conditions improved, spreads tightened significantly, and several weaker constituents migrated to 
high yield and were subsequently removed from the iTraxx Main index. With fewer immediate default candidates and attractive 
premia, Equity tranches became increasingly appealing to investors seeking higher returns, resulting in sustained buying 
interest, tighter spreads and a declining share of expected losses. 
 

Source: Selwood AM France, Bloomberg [Oct 2006 – 13 Oct 2026] 

Executive Summary 
 

- Super Senior Tranches spreads capture a historically high proportion of the Index expected loss. (Fig. 1, 2, 3) 
- European Core Govies yields are at an attractive level due to inflation expectations and fiscal trajectories. (Fig. 4) 
- Govies constitute in most adverse scenario a protection at this level of yield, but stagflation scenario. 

 
 



 

 
 

 

Selwood Asset Management (France) 
October 2026 – Credit Market Update 

The September index roll further reinforced this trend, with a significant improvement in the overall credit quality of iTraxx Main 
(IG) constituents encouraging investors to move down the capital structure towards more junior tranches. As a result, fewer 
actors are willing or able to absorb the Super Senior risk that dealers are seeking to offload, exacerbating the supply-demand 
imbalance and contributing to increasingly attractive pricing for the (12–100%) tranche. 
 

Source: Selwood AM, Bloomberg, iTraxx Europe Main 5Y tranches [Oct 2006 – 13 Oct 2026] 
 

2. European Government Bonds – Attractive Yields Driven by Inflation and Fiscal Pressures 
 
Following Russia's invasion of Ukraine in 2022 and the subsequent disruption to oil and gas supplies, inflation surged across 
Europe, forcing the European Central Bank to embark on a monetary tightening cycle, raising its deposit facility rate from -0.50% 
to 4.00%, before gradually easing it back to 2.00% by early 2026. More recently, the conflict involving Iran has once again put 
significant pressure on energy supplies from the Middle East, disrupting oil transportation through the Strait of Hormuz and 
pushing Brent crude above $100 per barrel. With the experience of 2022 still fresh, central banks have reacted more swiftly to 
renewed inflationary pressures, adopting a more hawkish stance, with the ECB's policy rate now standing at 2.50%. 
 

 
Source: Selwood AM France, Bloomberg, ECB Data portal [Oct 2007 – 16 Oct 2026] 
 
In parallel, deteriorating fiscal trajectories across developed markets have added further upward pressure on sovereign yields, 
including in countries traditionally perceived as the safest borrowers. Germany's announcement in March 2025 of a massive 
fiscal stimulus and infrastructure programme of approximately €600 billion marked a significant shift in its fiscal policy, 
contributing to a repricing of German government bonds. More broadly, the traditional perception of government bonds as risk-
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free assets is increasingly being challenged, as investors demand additional compensation for sovereign credit and fiscal risks. 
While this repricing is particularly visible across the French yield curve, it is also evident in core European sovereign markets 
through the widening spread between government bond yields and corresponding Overnight Index Swap (OIS) rates. As a result, 
European government bonds, particularly in the five-year segment, now offer what we believe to be attractive yields, reflecting 
both higher interest rate expectations and an increased sovereign risk premium. 
 

3. Conclusions 
 
While iTraxx Europe Main 5Y spread around 65bp (as of 16/10/2026) may not be particularly attractive, the combination of 
elevated Super Senior premia, favourable credit roll-down and attractive sovereign bond create what we believe to be an 
interesting carry and roll-down opportunity, with the Super Senior component currently offering historically high levels of spread 
relative to the Main index (i.e., Super Senior Tranche spread / Main spread), a position that leverages the Super Senior tranche 
and mix it with an European basket of government bonds can offer a carry and roll down level similar to those seen in March 
2020 (~ 600 bp) and October 2022 (~ 800 bp), as clearly shown in Fig 6.   
 

 
Source: Selwood AM, Bloomberg, iTraxx Europe Main tranches, 5Y/4Y government yields [Nov 2018 – 13 Oct 2026] 
 

 
Source: Selwood AM, Bloomberg, [Nov 2018 – 13 Oct 2026] 
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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 inc lude 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. 
 
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 consequential 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 40 rue du Colisee – 75008 – Paris; and is 
authorised and regulated by the Autorité des Marches financiers (AMF) (GP- 21000006). 
 
© Copyright 2025 Selwood Asset Management (France) SAS. All rights reserved. 
 

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. 


