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Market Commentary

COVID-19 updates continued to dominate news flow as the number of cases globally 
topped 15 million, with nearly half of those in the US, Brazil and India (which also have 
around 40% of the fatalities). With cases in the US spiking again, some states had to 
pause their planned re-openings or introduce local lockdowns, which became a trend 
mirrored in parts of Europe as well, such as the UK and Spain. However, despite 
fears of a second wave, the strong technical picture kept markets on a firm footing 
and periods of weakness were very short-lived. Globally governments kept up their 
accommodative stances, with many increasing stimulus and support. In the US, the 
government looked for approval from congress for a further $1tr of stimulus, largely 
aimed at supporting individuals, while in the EU, leaders finally approved the €750bn 
EU recovery fund, which consisted of €390bn of grants and €360bn of low interest 
loans for member states. In the UK, Rishi Sunak, the Chancellor of the Exchequer, 
issued a summer statement announcing several measures to support businesses 
and individuals.  The biggest event in July for most market participants was the start 
of the Q2 earnings season, with US banks leading the way. Bellwether JP Morgan 
was first out and while Q2 profits were down due to loan loss provisions, the drop 
was smaller than analyst estimates and the bank set a record for trading activity 
with its FICC revenues up 120% year-on-year (YoY), starting a tread for blockbuster 
trading results. In the post-earnings call, CEO Jamie Dimon painted a slightly bearish 
picture, stating that there is still much uncertainty ahead regarding the US recovery, 
though most analysts focused on the positive performance and US banks in general 
exceeded analyst expectations. European banks reported later in the month, with 
fairly similar results; provisions were mostly increased, but capital ratios and buffer 
levels also grew and most banks look resilient in the face of what is sure to be rising 
NPLs and defaults going forward. ABS markets in July saw a marked increase in 
the number of primary transactions following the market’s reopening last month. 
Although issuance was skewed mainly towards UK RMBS from non-conforming 
and Buy-to-Let originators, there were also several CLO deals, a Dutch consumer 
deal, a retained Italian Auto deal, Spanish credit cards and the first CMBS for several 
months. The majority of the deals were pre-placed with a limited number of investors 
prior to pricing, and while this is understandable given it gives the issuer certainty of 
execution against a wider uncertain backdrop due to COVID-19, it does suggest an 
overly cautious approach from syndicate desks; it can lead to a lack of transparency 
in the book build process in terms of size and pricing, and it closes out accessibility to 
a wider number of investors, which it could be argued would aid secondary market 
liquidity when included.  It’s been clear from the reopening of the market in June that 
there is a very strong supply-demand technical, as all primary transactions have been 
multiple times oversubscribed and pricing at the tighter end of guidance, suggesting 
the market is ready to move back to the traditional book building process and there 
should be more conviction around the asset class. In fact, the one issuer to buck the 
public/private trend was Coventry Building Society with its inaugural Master Trust 
issue of £350m in 2.5-year Prime UK RMBS. This was a public book build which saw a 
subscription level of 3.6x and the deal was priced at S+47, the same pre-COVID level 
at which Nationwide priced a three-year equivalent bond in February. The demand 
for high quality European ABS remains strong, perhaps unsurprisingly given it offers 
positive yield and is arguably one of the most defensive fixed income instruments. 
Secondary market activity also remained buoyant with healthy demand, seeing 
spreads continue to grind tighter through the whole month, especially in rarer euro 
denominated mezzanine bonds from consumer deals and Dutch RMBS. Despite the 
strong supply seen in UK primary, secondary bonds remained firmly bid, with BTL 
and non-conforming AAA spreads tighter by around 15bp on the month despite 
elevated BWIC supply as investors rotated into primary issuance. In other sectors, 
Irish and French RMBS tightened 5-10bp and mezzanine German Auto paper by 10-
15bp. There was also a pick-up in CMBS activity leading to better liquidity following 
the primary last-mile logistics deal, where the senior bonds priced at 165bp and 
were subscribed at 1.4x. A basis remains In CMBS between more COVID-insulated 
names and weaker sectors such as hotel and retail exposure. The secondary supply 

was digested mainly by investors, though it was evident that dealers were also 
positioning bonds, further emphasising the ongoing positive sentiment in ABS. 
The last week of July saw a large volume of CLOs trade, around €400m with the 
majority being in BBB and BB rated classes. Participation from real money investors 
and hedge funds led to good execution, despite the size, with spreads being a touch 
firmer into month-end.

Portfolio Commentary

The increase in primary market activity in July gave the portfolio managers 
the opportunity to add several new positions. A primary Dutch consumer 
deal with mezzanine bonds was purchased at an attractive yield, together 
with some mezzanine near-prime from a seasoned issuer also adding some 
incremental yield for the sector. Further investments were made in senior Auto 
and mezzanine new issues as the portfolio managers steadily reduced the cash 
position in the Fund towards month-end. This is in anticipation of several call 
redemptions which were announced and will take place in August and, with 
primary and secondary markets typically quiet during this period, it is challenging 
to find suitable bonds. Two secondary CLO positions from preferred managers 
in strongly performing deals were also added. Purchases were funded from 
rotation out of shorter duration assets which have seen good price performance. 
Liquidity in the market remains good and the portfolio managers will maintain 
appropriate levels of liquidity in the Fund. Fundamentals in ABS remain robust, 
with investment grade ABS continuing to benefit from strong subordination 
levels and the team will continue to maintain high levels of due diligence on the 
underlying portfolio. The fund returned 2.22% (NAV Per share) for the month 
with monthly 3 yr volatility at 11.16%.

Market Outlook and Strategy 

Taking stock of European ABS primary issuance ahead of the summer break, 
around €8bn was priced in July, with RMBS and CLOs the biggest sectors, taking 
the YTD total to around €40bn, which is about 30% lower than at the same 
point last year. July also saw several call announcements, most of which will 
be refinanced into new deals in the coming months, providing a future source 
of supply. However, the slowdown of mortgage, auto and consumer finance 
origination from lenders over the last few months is likely to lead to lower overall 
new issue supply in both Q3 and Q4. Fundamental performance remains strong 
and looking through the tabloid headlines we can now see positive developments 
in the transition of payment holidays, though these differ from issuer to issuer 
and on a sectoral basis. Several UK banks reported results towards the end 
on the month, with most reporting that around 70-80% of maturing payment 
holidays are reverting to making payments. Lloyds, for example, stated that 45% 
of their mortgage holidays have matured and 72% of borrowers have resumed 
payments, while 23% have sought an extension. Santander reported PH 
exposure on its mortgage book had dropped from 22% to 7% by mid-July. Early 
indications are that the suspension of UK Stamp Duty on property purchases 
under £500,000 in England and Northern Ireland until March 31st 2021, for 
both owner occupied and BTL properties, is having a sharply positive effect on 
the housing market and further fuelling the pent-up demand that was curtailed 
during the lockdown. Similar but less generous concessions have also been 
made in Wales and Scotland. Some forecasters, however, expect labour market 
conditions to weaken in the months to come as a result of government schemes 
winding down, which may have a dampening effect in the future. Factoring all this 
into the mix, together with an ongoing strong technical, it is likely that spreads 
will continue to perform steadily in the near future, though with potential for 
periods of raised volatility driven by wider macro sentiment.

This Commentary is for professional UK investors only/not for public viewing or distribution.

The performance figures shown are in GBP on a mid-to-mid basis inclusive of net reinvested income and, with the exception of share price performance figures, net of all fund expenses. Past performance is 
not a reliable indicator of future performance. Performance data does not take into account any commissions and costs charged when shares of the portfolio are purchased and disposed of.

Rolling Performance
31/07/2019 - 
31/07/2020

31/07/2018 - 
31/07/2019

31/07/2017 - 
31/07/2018

31/07/2016 - 
31/07/2017

31/07/2015 - 
31/07/2016

NAV per share inc. dividends -1.13% 3.55% 6.37% 15.15% -2.98%



•    All financial investment involves risk. The value of your investment isn’t 
guaranteed, and its value and income will rise and fall. Investors may not 
get back the full amount invested.

•     Past performance is not a reliable indicator of future performance, and the 
Fund may not achieve its investment objective. 

•     The Fund invests in structured credit products or asset-backed securities 
(ABS). The issuer of such products may not receive the full amounts owed 
to them by underlying borrowers, which would affect the value of the Fund. 
Credit and prepayment risks also vary by tranche which may affect the Fund’s 
performance.

•  The Fund has the ability to use derivatives, including but not limited to FX 
forwards, for hedging only (EPM). This may magnify gains or losses.

•  Typically, sub-investment grade securities will have a higher risk of issuer 
default, and are generally considered to be more illiquid than investment 
grade securities. 

Key Risks

THIS COMMENTARY IS FOR FINANCIAL ADVISERS AND INSTITUTIONAL/PROFESSIONAL INVESTORS ONLY. NO OTHER PERSONS SHOULD RELY 
ON THE INFORMATION CONTAINED WITHIN THIS DOCUMENT. Please note the views, opinions and forecasts expressed in this document are based on 
TwentyFour’s research, analysis and house views at the time of publication. No recommendations to buy or sell investments are implied. Tax assumptions may 
change if the law changes and the value of tax relief will depend upon individual circumstances. In making any investment in TwentyFour Income Fund, investors 
should rely solely on the Prospectus and not the summary set out in this document. The Prospectus is available at www.twentyfourincomefund.com

For definitions of the investment terminology used within this document please see glossary at: https://twentyfouram.com/glossary
 
Past performance is not an indication of future performance. Performance figures are shown in sterling on a mid-to-mid basis, inclusive of net reinvested income 
and net of the annual management charge and all other fund expenses.The value of an investment and the income from it can fall as well as rise as a result of 
market and currency fluctuations and you may not get back the amount originally invested.
 
TwentyFour Asset Management LLP is able to assist those institutional clients who require it with meeting their Solvency II obligations. In particular, TwentyFour 
Asset Management LLP will make all reasonable endeavours to comply with the Solvency II Regulations 2015 Article 256. Please contact the Compliance 
Department at compliance@twentyfouram.com for more information.
 
TwentyFour Asset Management LLP is a Limited Liability Partnership incorporated in England under Partnership No. OC335015 with its registered office at 
8th Floor, The Monument Building, 11 Monument Street, London EC3R 8AF and is authorised and regulated in the UK by the Financial Conduct Authority, 
FRN No. 481888.

Further information on fund charges and costs are included on our website at www.twentyfouram.com
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