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Central Banks were once again the main focus of market attention as we kicked off the penultimate month of the year. The
Federal Reserve rate decision on 1st November was as expected, a non-event with rates left unchanged, although expectation
of a hike at the next FOMC on 13th December is now almost fully priced in. Here in the UK the Bank of England provided a
much more interesting story, the emergency rate cut that followed the UK referendum on EU membership was reversed on 2nd
November as expected, but Governor Carney followed up that decision by saying “two more 25bps rate hikes will be needed over
the next three years”. This was a surprisingly candid comment given the amount of uncertainty that faces the UK economy with
the “Brexit” divorce to be negotiated, with a fragile government clinging onto power and an opposition waiting in the wings with a
radically different set of policies. The Brexit negotiations themselves took a step forward, with the apparent willingness of the UK
Government to improve its offer on the “divorce bill”. However, just as progress was being made, the prospect of a snap general
election in Ireland began to increase and the Irish border question took great prominence as Michel Barnier, the EU negotiator,
stated that “those who wanted Brexit” should find a solution.

In Europe, the ‘Jamaican coalition’ in Germany failed to reach a working agreement, subsequently raising the prospect of
a second election. While Angela Merkel ruled out the prospect of trying to rule with a minority government; surprisingly the
market reaction was relatively muted. The ECB president, Mario Draghi, also hit the headlines with a dovish speech, highlighting
that inflation was still subdued and labour market slack remained significant despite strong economic recovery. He also cautioned
that the Non-Performing Loan problem in the EU had not been solved and that further work was required.

In the US, the Federal Reserve prepared to bid farewell to Janet Yellen, who announced that she would be stepping down from
the Board of Governors in February 2018, when the new Chair Jerome Powell takes over. Since taking over from Ben Bernanke,
Yellen has avoided a recession and guided the US through a period of stable growth, where full employment has been achieved.
She has also raised rates four times without causing too much market volatility and has started on the road to reducing the
Fed's balance sheet. If Powell’'s term is as successful, market participants will be very contented, albeit surprised, as avoiding
recession during his tenure is likely to be challenging. As we reached month end, there was both positive and negative news for
President Trump. On the upside it looks likely that he is going to gather enough support to pass his tax reform bill, although more
negotiations were required. Conversely, it is rumoured that former top aide Michael Flynn, could plead guilty to lying to the FBI,
which could bring further pressure on the White House.

Away from the Central Banks, the markets began the month with a softer tone which developed into a meaningful correction, with
both mutual funds and US HY ETFs seeing outflows and heightened valuations began to worry cash investors. The investment-
grade part of the ABS market continued to be well supported, while sub-investment grade CLO spreads gapped wider in sympathy
with broader markets and against a backdrop of a strong primary pipeline. The correction was not a huge surprise as the dealer
community began to lock their profits in before year-end. November proved to be extremely busy, with a pick-up in secondary
trading and a vibrant primary market that away from CLO’s, presented diversification opportunities in Germany and Italy and the
first CMBS transaction in twelve months.

Portfolio Commentary

November was an active month with trading being value based and more opportunistic than in recent months. The CLO
market was a good example of this where the recent trend of picking up a healthy new issue market premium started to fade
temporarily with a spate of tight prints being seen in the BBs in particular. By the end of the month, the weight of primary
pipeline reversed this trend and a manager premium also offered relative value for the portfolio managers to reposition. Fund
diversification was enhanced through rare opportunities in both Germany and Italy both with healthy yields. The portfolio
managers maintained a short credit duration and credit risk stance by reducing some longer UK non-conforming exposures.
Liquidity remains strong and the portfolio managers will persist in holding an adequate buffer through liquid and primary
senior bonds where the new issue premium has been a useful source of additional value. The fund returned 0.68% (Class | Acc
Gross) for the month with 3yr volatility at 5.41%.
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Activity in the month of December is typically muted as markets approach the traditional holiday period, however there are
a number of macro events that are keeping investors occupied. The dealer community is expected to adopt cautious footing
before year-end, the resulting lack of lack of technical support could result in increased volatility.

In the US, President Trump is battling to get his tax reforms approved, although the signs appear to be encouraging and a
successful passage through the various houses would represent his biggest achievement to date. These tax reforms would
also provide a boost the markets, although whether this would extend the economic cycle or prove to be inflationary, is up for
debate.

The US will also, probably, be the source of the last big central bank announcement of the year, with the Federal Reserve on
13th December expected to announce its 4th rate hike of the year. It would mark a significant achievement to achievement to
deliver four hikes during a period where risk assets remained very stable and where the yield for 10yr Treasuries could well
end the year below the 2017 starting yield of 2.45%.

In the UK, the Brexit negotiations are entering a very important period, with both sides appearing optimistic that the current
logjam can be broken. It remains to be seen if significant progress can be made and there are a lot of hurdles to overcome,
but any advancement towards an agreement would likely be positive for UK credit, however, if talks were to stall again, then
investors could begin to position for a hard Brexit. Investors will be following developments closely and this could increase
volatility in credit and currencies as year-end approaches.

The Portfolio Managers have maintained the balanced positioning of the fund, with a strong focus on liquidity and shorter

credit duration investment adding greater flexibility. As a result, this gives the Portfolio Managers the ability to capitalise on
any relative value opportunities that materialise into year-end.
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Further information on fund charges and costs are included on our website at www.twentyfouram.com
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