
Market Commentary
At a macro level, September was a “nearly” month, where a lot almost happened but ultimately not much did. 

In the US, the Trump Presidency continues to underachieve, in terms of immigration control, healthcare reform, and more 
recently tax reform. The release of the long awaited plan had led to a renewed focus on the “Trump Trade” but was instead 
revealed to be a short-form framework with little in the way of detail. The ongoing situation in North Korea occupied fewer 
headlines towards the end of the month, but remains a significant tail risk event for markets.

In Europe, there has been a lot of noise, particularly around Brexit and the future of the EU, but again with little actually being 
achieved. Prime Minister May attempted to reset the dialogue for the Brexit negotiations with her speech in Florence, but 
whilst the tone of the speech seemed to set a new approach and was welcomed in Brussels, the resultant rhetoric from the EU 
once again laboured the point that talks to date have not progressed to a position where the post-Brexit relationship can be 
discussed. At the same time, there has been further focus on the unity of the Government’s approach to Brexit with Foreign 
Secretary Johnson forcefully outlining alternative approaches via the media.

The focus within continental Europe was on the elections in Germany, where chancellor Merkel’s CDU/CSU coalition won 
the most seats (but lost ground) with the big success being the far right AfD party. We await a resulting coalition, however 
chancellor Merkel is undoubtedly weakened as a result.

Central banks also demanded attention during the month. Speculation increased that both the ECB and the Bank of England 
would look to tighten policy by either tapering asset purchases or, via unusually specific guidance, by increasing rates in the 
UK. The only real action was in the US (despite rates being left unchanged), with the announcement that the Fed would start 
cutting it’s $4.5tn balance sheet in October. All the main sovereign bond markets saw significant volatility as a result.

The European ABS market, saw little to concern participants during the month, instead focussing on a welcome active primary 
market. Around €10bn of new ABS/RMBS came to the market across a wide range of asset classes, including several UK and 
German auto loans, an unusual Norwegian Krone consumer loan deal and a prime Italian RMBS deal amongst others. Most 
interesting was the re-emergence of some UK prime RMBS issuance. With the cheap and voluminous funding afforded by 
the Term Funding Scheme coming to an end early in 2018, both Virgin Money and Santander came back to the market for the 
first time in almost 18 months; both issuing two tranche AAA-only deals. It will be interesting to see whether other similarly 
absent issuers start to follow suit as the cheap alternative funding dissipates and whether they venture below AAA issuance. 
Most deals placed during the month saw good appetite from investors, with books oversubscribed and pricing at the tighter 
end of initial guidance. This also included a debut RMBS deal from Together (an established specialist UK lender which has 
not appeared in the public markets before) and which notably was able to take advantage of the strong investor demand 
sentiment to mix both owner-occupied and buy-to-let mortgages in one pool, while also mixing 1st and 2nd lien loans in both 
asset classes.

Portfolio Commentary 
After a slow first week in September, the remainder of the month proved to be very busy with focus on multiple primary 
transactions, mainly in the UK RMBS and CLO sectors. The portfolio managers rotated various positions to pick up some new 
issue premium and took profits in Portuguese RMBS, following the sovereign upgrade to BBB- by S&P. Late in September, 
the fund added small positions in longer-dated UK buy-to-let RMBS, aiming to benefit from a continued strong technical, as 
the primary pipeline for Mezzanine RMBS remains light. Performance in September was strong across the board, but most 
pronounced in German consumer ABS, peripheral RMBS and CLOs. The fund returned 1.15% for the month with 3yr volatility 
at 5.42%.
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Market Outlook and Strategy
Despite a strong primary market in September, the cupboard looks relatively bare at the start of October. One notable new 
entrant is an inaugural deal from Belmont Green/Vida Homeloans, a relatively recent entrant to the UK specialist mortgage 
lending market. This deal also mixes owner-occupied and buy-to-let mortgages, and furthermore incorporates the ability to 
add new mortgages into the pool up until the first coupon date. The mixed collateral and the pre-funding are not standard 
features, and so for a new issuer it will be interesting to see whether they receive a similar warm welcome that markets gave 
to the deal from Together.

With current expectations of issuance volumes for the rest of the year being below our expectations of market demand, it is 
anticipated that the foreseeable future should see a continued grind tighter in spreads.
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