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Market Commentary

February was an eventful month for markets with government bonds at the 
forefront of the volatility. US Treasuries were the main mover as expectations of a 
strengthening economy grew, inflation expectations increased and better-than-
expected economic data spurred fears of the Fed withdrawing stimulus sooner than 
expected. The bellwether 10-year UST finished the month just off its wides at 1.41% 
after touching an uncomfortable intraday high of 1.60%, a level not seen since the 
COVID-driven volatility in early 2020. Other sovereign bonds followed suit. Fed 
speakers tried to steady the ship, with chair Jerome Powell reiterating the board’s 
stance that they were in no rush to pull back on stimulus given excess capacity in the 
labour market. In Italy, the recent political turmoil abated as the much-respected 
technocrat and former ECB president Mario Draghi took the helm as prime minister, 
with the 10-year BTP yield tightening to 46bp before the broader rates volatility 
took hold. Central bank activity was light with just the Bank of England’s monetary 
policy committee meeting for the first time in 2021, leaving policy unchanged, while 
the Fed and ECB released minutes from their January meetings.

The primary ABS market had a strong February, with supply from a large variety of 
issuers across Europe. Most notably we saw two deals representing the final sales 
from the UK Asset Resolution fund (UKAR), set up after the global financial crisis to 
manage the mortgage portfolio assets of Northern Rock and Bradford and Bingley. 
Both deals were mainly pre-placed but had a slightly different marketing approach; 
the first had large anchor orders across the capital stack and the second saw all 
the AAA bonds placed and the mezzanine bond underwritten by an investment 
bank, which is expected to market these tranches in the near future. Both deals saw 
strong demand from the market having been widely anticipated, and this essentially 
successfully closes a chapter in the UK RMBS legacy market. Aside from these 
non-conforming UK deals there were deals in UK BTL from established lenders, 
consumer loans from Belgium, and Spanish and UK CMBS. The UK deal was mainly 
logistics and saw very healthy demand, illustrating investor interest in COVID-
insulated assets. Further issuance was seen from German and UK Auto ABS, also 
with strong oversubscription levels. The CLO market saw several new deals priced 
by established managers with AAA spreads now in the low 80bp area vs. Euribor, 
but the market was completely dominated by resets and refinancings of existing 
deals with a notional volume of around €10bn. All this activity brought year-to-date 
cumulative supply to around €14bn, split between ABS/RMBS at €10bn and CLOs 
at around €4bn. Thus far, all new issuance has been comfortably absorbed by the 
market and been priced at the tighter end of initial guidance.

The tone in the market remained positive throughout the month, as ABS markets 
so far remain immune to wider credit market volatility and the current themes 
around rates yields and inflation. Secondary spreads understandably continued 
to grind broadly tighter over the course of the month on the back of the primary 
activity, and a fairly limited number of BWICs saw good levels of demand for both 
senior and mezzanine, with strong levels of liquidity seen from bank trading desks 
as dealers competed to add assets. The curve in the UK market flattened a little with 
UK prime RMBS tightening modestly into the S+low-20bp area and Senior AAAs 
moving into S+50-70bp area. The mezzanine sector in the UK tightened another 
20bp as the hunt for yield continues. The UK market also saw the call notice for a 
very large 2.0 UK RMBS transaction within the expected window, which will increase 
appetite from investors for both primary and secondary.  In European bonds Auto 
ABS remained very well bid with some shorter ECB eligible bonds now trading in 
single figure spreads with new issues pricing in the mid-teens. Dutch RMBS remains 
well bid, though the pace slowed a little in February having led the charge over the 
last few weeks. CMBS too continues to see outperformance in many sectors as the 
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market gets a better handle on the likely performance of these deals post-COVID, 
and also having lagged the rest of the market for the last few months. CLOs saw good 
demand across the capital stack with spreads continuing to grind tighter, particularly 
in sub-IG, though we do see some dispersion between managers and deals creeping 
into the market. 

Portfolio Commentary

February proved to be a busy month for the portfolio managers. The Fund 
added two primary consumer loan deals in the mezzanine space, from a large 
established Spanish bank platform and a Belgian specialist lender launching its 
second transaction. Further purchases were made in rare mezzanine bonds 
from a large UK clearing bank, together with additions to existing positions in 
mezzanine UK non-conforming and UK and Dutch BTL transactions. In the CLO 
market several additions were made in sub-IG positions at attractive yields, 
which also increased duration a little. Secondary market liquidity remained 
robust through the month. The portfolio managers will maintain appropriate 
levels of liquidity and balanced positioning across rating and sector in the 
Fund. Fundamentals in the ABS market 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 0.90% for the month with 3yr annualised monthly volatility 
at 11.36%.

Market Outlook and Strategy 

The UK budget on March 3 should give further clarity on the likely direction 
of the various different support measures currently in place for consumers, 
and what any potential extensions might be. While we do not anticipate any 
knee jerk announcements which would be detrimental to borrowers, we are 
also mindful that the support mechanisms in place will likely run in tandem with 
the vaccine rollout progress, and the anticipated gradual return to a degree 
of normality. So while we would see a gradual tapering potentially of some 
support measures at some stage later this year, it is interesting to see the 
Treasury proactively developing schemes such as the government guaranteed 
95% LTV mortgages reportedly set to be extended under the Help To Buy 
Scheme for all eligible borrowers.

Despite there being a strong increase in the overall volume of Primary RMBS 
last month, this is unlikely to be replicated in the near future in the UK market. 
These deals were very specifically related to legacy UKAR asset sales, they were 
well anticipated and concluded a process that was initiated several months ago. 
On this basis and given the ongoing demand for primary issuance it is likely that 
spreads will continue to be supported and the strong technical is here to stay 
in the near future. The reset and refi situation in the CLO market is expected 
to continue in the foreseeable future while investors continue to support the 
volumes in the pipeline. Wider volatility and concerns around rising rates tend 
to be supportive for ABS markets thanks to their floating rate nature, their 
generally shorter maturities and the amortizing nature of the asset class.



•    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. 
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