Distressed-Bond Pro Jumps Back In
The market disruption stemming from the coronavirus
pandemic has lured veteran structured-product trader John
Devaney out of retirement.
The distressed-asset specialist is jump-starting United Capital
Markets, the broker-dealer operation he founded in 1999. The
Key Biscayne, Fla., firm had been largely dormant in recent
years due to a lack of arbitrage opportunities.
“I had some investments, but I wasn’t really talking to people in the market anymore because the yields were too low,”
Devaney said. The fallout from the pandemic “has taken me off
the sidelines,” he added.
United Capital, which had no securitized products on its
books at yearend, initially aims to build an inventory of at least
$25 million of commercial MBS, residential mortgage bonds,
corporate CLOs and asset-backed securities. Its portfolio currently includes a little more than $10 million of steeply discounted bonds from the lower-rated classes of five seasoned
CMBS deals Devaney bought last week.
United Capital put the word out this week that it’s willing to
sell those positions at 60-68 cents on the dollar. The offering includes $9 million of triple-B bonds from a conduit deal floated
early last year (BANK 2019-BNK16) and $1.4 million of notes,
with ratings in the single-A range, from three conduit transactions issued in 2012. There’s also a small amount of paper from
a single-borrower hotel deal issued last year.
The offering sheet Devaney sent to traders and investors indicated that the bonds from two of the 2012 deals are among
the 25 reference securities for the single-A tranche of credit-default swaps tracked by IHS Markit’s CMBX.6 series. Those swaps
were “grossly overpriced” this week at 85-89 cents on the dollar,
Devaney said. “I’m providing transparency to the market,” he
said, noting the price United Capital paid for the 2012 notes
was in the 50-60 cent range.
The firm purchased some of the CMBS from banks that recently seized the securities from bondholders that had financed
or leveraged those investments via repurchase facilities. The recent plunge in bond prices has put buy-side shops that use such
“repo lines” in a bind if they can’t come up with sufficient cash
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or securities to meet bank demands for additional collateral.
“When I think it’s a repo liquidation, I’m on it,” Devaney said,
noting that repo lenders will sometimes unload seized collateral
at below-market prices just to get rid of it.
Devaney was a high-profile trader in the asset-backed securities market before the previous downturn, known for sponsoring
headline entertainers at industry conferences. After the crash,
United Capital continued to deal in securitized products, trading up to roughly $4 billion per year, before pulling back from
the market in 2017. The firm, which has three employees besides
Devaney, expects to hire a few traders and analysts by yearend. 
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