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Market Commentary

April was a strong month for risk-assets and some safe-havens as US Treasuries 
stabilised after a poor first quarter. The strong economic data from the US continued, 
with both the March Non-Farm payrolls and Retail sales beating consensus. Q1 
GDP came slightly below estimates but a strong number nevertheless, although 
CPI came in higher than consensus with the biggest monthly increase since August 
2012 partly due to a surge in energy prices. US Treasuries largely took this in their 
stride, although some volatility crept back in following announcements of proposed 
increases in US domestic tax rates, which also dampened equity markets. 

Several major central banks had policy meeting during the month: The Federal 
Reserve’s FOMC convened and made no policy changes, but Chairman Jerome 
Powell tweaked some language, which markets interpreted as slightly less dovish 
than previous pronouncements. However, overall, the FOMC maintained the same 
policy stance. The Fed continue to view the recovery as “remaining uneven and 
far from complete” while reiterating that higher inflation data would be transitory. 
Meetings of the ECB and BoE were largely uneventful. 

After a robust first quarter of primary ABS issuance, April proved to be a quieter 
month with around €2.7 billion of new supply, all strongly oversubscribed. 
Accordingly, final pricing trended tighter terms than initial guidance, with Auto 
ABS accounting for nearly 65%. An inaugural deal from a Finnish Auto issuer saw 
very strong execution for a debut deal at 17dm for their AAA tranche. Meanwhile, 
Mercedes Bank printed around €700mm AAA at an equally impressive 11dm, 
reflecting the continuing robust demand for Euro-denominated STS deals with very 
clean collateral pools. 

Elsewhere in Europe, a Spanish RMBS STS deal and an Italian STS consumer deal 
offered investors some welcome diversification into peripheral sectors that have 
been a little light this year so far. Unfortunately, with these trades acting as simply 
funding transactions for the issuers, only the most senior tranches were offered. 

In the UK, a slightly more esoteric deal from the insurance sector using a master 
trust type structure saw equally strong demand reflecting a growing investor base 
for this now established platform borrower. Meanwhile, the CLO market remained 
relatively active in primary during the month, aided by a busier levered loan pipeline, 
with YTD volumes of new issues reaching €10bn and refinancing now up to €27bn. 
Primary spreads remained relatively static at the AAA around Euribor + 1.1%. Still, 
BBB to B spreads continued to tighten steadily over the month, with market appetite 
absorbing all the supply with relative ease.

The tone in secondary markets remained constructive throughout the month due 
to lighter volumes of bonds being shown via BWICs and dealers being light on 
inventory together with a strong technical backdrop. In the UK, spreads resumed the 
grind tighter across the capital stack, following the slight supply-driven retracement 
in March, as demand outstripped supply once again. AAA NC and BTL spread 
were around 10bps tighter month on month and mezzanine around 15-20bps 
with strong demand, especially in the mezzanine sector. Euro-denominated bonds 
remained challenging to source. Even though spreads in AAA ECB eligible bonds 
are now trading at pre-COVID tights, the market remains a better holder with little 
opportunity to rotate in primary or any requirement for liquidity. 

For CLOs, secondary trading was relatively subdued over the month as refinancing 
and new issues took centre stage. The theme of curve flattening prevails. AAA 
spreads remain somewhat range bound, and increasing demand for mezzanine 
and sub-investment-grade issues translated into robust names with cleaner pools 
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tightening by 30-50 bps for BBB-B bonds. Several factors drive this demand; 
performance metrics have continued to improve over the last six months, which has 
resulted in ratings upgrades for specific deals and tranches from rating agencies. 
Additionally, the default rate for leveraged loans has continued to decrease, with 
the S&P index registering 1.8% in April (vs 2.0% in June 2020). We also note that 
CLO defaults continue to barely register. In a market that has so far lagged the move 
tighter in broader corporate bond markets, investors searching for yield continue to 
be involved at compelling relative value yields, conscious that spreads in mezzanine 
and non-investment grade remain a fair bit wider than their 2018 tights. 

Portfolio Commentary

April proved to be a relatively quieter month for the Company compared to 
the first quarter. The primary approach of migrating more senior, liquid and 
short-dated assets into positions that added greater convexity, either through 
a longer maturity profile or from a more material price discount, continued 
throughout the year. Over the month, the team made several optimisation 
trades; the Company reduced AAA and BBB holdings to rotate into lower-
rated sectors. Accordingly, allocations to non-investment grade increased, 
mainly in BB single B at 27% and 30%, respectively, following lower levels of 
market volatility. Secondary market liquidity remained robust and improved 
throughout the month with fairly low levels of BWIC activity. Fundamentals 
in the ABS market remain robust, with investment grade ABS continuing to 
benefit from strong subordination levels. The team will continue to maintain 
high levels of due diligence on the underlying portfolio.

The fund returned 0.85% (Class I Acc Gross) for the month with 3yr annualised 
monthly volatility at 11.36%.

Market Outlook and Strategy 

Fundamentals in the ABS market remain positive. The extension of UK Stamp 
Duty relief from the end of March to the end of June has resulted in a further 
increase in house prices over the month, as measured by multiple sources. The 
Nationwide survey (which reflects actual completions) reported that house 
price growth rebounded to 7.1% in April from 5.7% in March, representing the 
most significant monthly rise since 2004, thereby benefiting the performance 
metrics of existing deals. Last month also saw the implementation of the UK 
Government supported 90-95% LTV mortgage programme, further fuelling 
the ability for borrowers to get on the property ladder. Additionally, reports 
indicate that UK consumers are buoyed by excess savings accumulated over 
the last year and downward revisions to economists’ previous estimates of 
peak unemployment. Whilst this is positive for performance in the near term, 
a move to a more normal level of support for consumers and corporates as 
economies reopen will likely see deterioration in loan performance on a longer-
term view. The Portfolio Managers do not expect this to create issues for the 
funds. The Portfolio Managers have tempered some of the more negative 
cash flow assumptions used in models in 2020 to reflect actual experience. 
However, they continue to run stressed models to analyse loss thresholds and 
breaking points and remain comfortable that the portfolios are well-positioned 
even in environments similar or worse than 2020.



•    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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