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XPS’s Chief Investment Officer Simeon Willis reviews the near collapse of 
Credit Suisse on defined benefit pension schemes and highlights some key 
considerations for trustees and corporate sponsors of UK pension schemes.
On Monday, it was announced that UBS agreed to buy Credit Suisse (CS) following a loss of confidence  
in the CS’s depositor base, which had led to outflows of deposits potentially compromising its solvency.

CS was loss-making prior to the recent turmoil. UBS, a more highly rated Swiss bank, took the opportunity 
to buy CS at a discount. The banks will operate independently until the deal is complete and both are  
able to continue all business activities, although the value of some of CS’s specialist debt (Additional 
Tier 1 capital) has been written down to zero in the process. Additional Tier 1 capital is also known as 
AT1, Contingent Convertibles or CoCos, and are a type of convertible debt that pay an investor a coupon 
unless the bank runs into financial trouble, in which case the debt can be converted to equity or written 
off. As part of the deal UBS will receive a credit line from the Swiss National Bank.

This development follows the unrelated collapse of Silicon Valley Bank in the US a week ago following 
losses resulting primarily from an economic mismatch between its assets and liabilities, and the failure of 
Signature bank due to losses on crypto assets.

A desire to manage any negative impact from higher and rising interest rates on banks has created an 
incentive for the Bank of England to temper its rate raising plans. The current market expectations are still 
for a rise but not by as much as before. The market is split on whether the Bank of England’s Monetary 
Policy Committee will increase rates by 0.25% or keep them the same at this Thursday’s announcement.

This market view has been reflected in a fall in gilt yields in the last few days with 20 year gilt yields now 
around 3.8%. However this level is by no means extreme, it is about the level of yields in September 2022 
before the ill-fated ‘mini-budget’. Yields also dipped this low in February this year so is not particularly 
unusual given the extent of fluctuations we have become accustomed to of late.
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Counterparty exposure
Credit Suisse is a well know counterparty for Liability Driven Investment managers. As a 
package has been arranged with UBS there is no disruption in this market. That said, if CS 
had defaulted, the implications for pension schemes in terms of losses would likely have 
been very modest given the extensive safeguards that are built into collateral arrangements. 
These include counterparty diversification, high quality collateral, over collateralisation 
(i.e. haircuts), and daily rebalancing of capital so that potential losses only relate to market 
movements over 1 day.

Losses on CS bonds and equity
Most CS debt holders will not have been ‘zero’d’ by the market activity as both CS senior 
bond holders and equity holders are expected to be compensated by the deal with UBS, 
although the financial value of these assets will have changed. Holders of CS’s AT1 debt 
will have lost the value of that investment; these assets may be held within specialist fixed 
income portfolios.
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Important information: Please note the information and opinions expressed herein do not take into account the circumstances of individual pension 
funds and accordingly may not be representative of the circumstances affecting your fund. This note, and the work undertaken to produce it, is compliant 
with TAS 100, set by the Financial Reporting Council. No other TASs apply. The note has been written on the basis that decisions will not be based on 
its contents. Appropriate advice should be obtained before any decisions are made. The information expressed is provided in good faith and has been 
prepared using sources considered to be reasonable and appropriate. While information from third parties is believed to be reliable, no representations, 
guarantees or warranties are made as to the accuracy of information presented, and no responsibility or liability can be accepted for any error, omission  
or inaccuracy in respect of this. This document may also include our views and expectations, which cannot be taken as fact. The value of investments and 
the income from them can go down as well as up as a result of market and currency fluctuations and investors may not get back the amount invested.  
Past performance is not necessarily a guide to future returns. The views set out in this document are intentionally broad market views and are not  
intended to constitute investment advice as they do not take into account any client’s particular circumstances.

Please note that all material produced by XPS Investments is directed at, and intended solely for the consideration of, professional clients within the 
meaning of the Financial Services and Markets Act 2000 (FSMA). Retail or other clients must not place any reliance upon the contents.

This document should not be distributed to any third parties and is not intended to, and must not be, relied upon by them. Unauthorised copying  
of this document is prohibited.

© XPS Investment 2023. XPS Pensions Consulting Limited, Registered No. 2459442. XPS Investment Limited, Registered No. 6242672. XPS Pensions Limited, Registered  
No. 3842603. XPS Administration Limited, Registered No. 9428346. XPS Pensions (RL) Limited, Registered No. 5817049. XPS Pensions (Trigon) Limited, Registered No. 12085392.  
Penfida Limited, Registered No. 08020393. All registered at: Phoenix House, 1 Station Hill, Reading RG1 1NB. XPS Investment Limited is authorised and regulated by the Financial Conduct 
Authority for investment and general insurance business (FCA Register No. 528774).
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For further information, please get in touch with Simeon Willis or speak to your  
usual XPS contact.

Wider bond market performance
More broadly, investment grade corporate bond spreads have widened over the last week or so and 
now offer an increased yield of 2% above government bonds. That said, the level is only back where  
it was in November and some way off the recent peaks of over 2.5% seen in October.

Bank account security
The concerns in the banking sector highlights the importance of avoiding having large allocations 
in trustee bank accounts. Whilst the deposits at SVB US had their deposits guaranteed by the US’s 
equivalent of the UK’s Financial Services Compensation Scheme (FSCS), this is not assured and in the 
UK where guarantees are limited to £85,000 per client in the event a bank goes under. A far safer place 
for large amount of trustee cash assets would be a money markets fund. These invest in a diversified 
pool of short term money market instruments – which earns a cash return with very low levels of 
exposure to any one bank.

General equities performance
Equity markets-wise, the banking sector in particular is suffering and global equities more generally 
have given back most of the gains in January and February and are now close to where they started 
the year. This will have negatively affected pension funding positions in general over March so far.  
The extent of performance impact will depend on exposure to equities but in the main this impact  
will be modest for most schemes when looking since the start of the year.

Changes in liabilities
Long term bond yields have fallen steeply during March, whilst inflation expectations have only  
dipped modestly and as such a typical scheme’s liabilities will have increased in March so far, by about 
5-6%, and so funding levels are likely to have dipped depending on the level of hedging. A typical 
scheme’s funding position will have deteriorated by around 3% since the start of March, and reduced  
by about 2% since the start of the year.
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