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Speaker 1: The Investment Podcast, brought to you by M&G. 

Speaker 2: This podcast is for investment professionals only. The value of investments will fluctuate, which will cause prices 
to fall as well as rise and investors may not get back the original amount they invested. Past performance is not a guide to 
future performance. The information and views expressed should not be taken as a recommendation, advice or forecast.  

Romil Patel: Hello and welcome to this instalment of the Investment Podcast, brought to you by M&G Investments. Today's 
topic is mortgage and consumer loans, an ancient and important financial services tool that continues to serve and facilitate 
our everyday necessities from housing to transport and education. Indeed, the mortgage and consumer loan market stands 

at a gargantuan $29 trillion across Europe and the US. 

Following the global financial crisis in 2008, banks have no longer been able or willing to keep every loan that they originate 
from their balance sheet. The regulatory change has opened up an opportunity for asset owners to invest in an area 
traditionally dominated by banks, but what room is there for growth in this market and what safety can it offer? I'm your 
host, Romil Patel. Joining me to discuss the lending landscape is Jerome Henrion, Head of Specialty Finance at M&G 

Investments. Welcome, Jerome. It's great to have you on today's podcast. 

Jerome Henrion: Hello, Romil, thanks for having me. 

Romil: Thanks indeed for joining us. Now, Jerome, consumer lending is a substantial and diverse asset class with trillions of 

dollars in loan balances across residential mortgages, auto loans, unsecured consumer loans, and so on, but what new route 
of access can asset managers now offer to what is already an established asset class? 

Jerome: Thanks, Romil. Well, as you say, this asset class has been in existence for decades and that's obviously very 
comforting because it means we have the legal framework and all the data available to a very mature asset class. What's new 
as you said is that it's finally available to institutional investors that want to get access to these assets. Post-financial crisis, 
banks have not been able to hold onto all these loans as they used to in the past due to regulatory changes. 

Whether it's buying loans from banks or in partnership with non-bank origination platform, or indeed corporates such as 

auto manufacturers or mobile phone airtime providers, we've been able to acquire some of these loans and provide access 
to those loans to our investors. 

Romil: Thanks for that, Jerome. Now, rising inflation is a big theme with central banks taking action by tightening monetary 
policy and consumers feeling the pinch globally, but mortgage loans is an asset class that can benefit from inflation. Jerome, 
can you guide us through this as well as the diversification benefits of this asset class? 

  

Jerome: Thanks, Romil. I guess there's two points to your question here. Taking maybe the second one first, most investors 
have a lot of exposure to government bonds, corporate bonds, maybe infrastructure, hedge funds, private equity funds, but 
very few investors have exposure to consumer assets. Our transactions are diversified in nature because every time we 

acquire a pool of loans, it's hundreds, if not thousands of loans. I think the largest we bought was 705,000 loans, but also 
diversifying for most investors who, as I said, generally don't have much consumer exposure. 

With regards to inflation, most of the mortgages that we buy are fixed-rate, and a typical mortgagee would pay between 30% 
or 40% of his net income to repay that mortgage. With inflation going up, you would anticipate nominal wages to go up as 
well. Not necessarily one for one, but there will be some positive correlation between the two. In the example of the 

mortgagee having 40% of the expenditure used to repay his mortgage, if that expenditure is fixed, as long as his nominal 
wage increase by 60% or more, he will actually be better off with inflation than without. 

Romil: Thank you, Jerome. That's very interesting. Now this is a heavily data-intensive asset class, and I understand that we 
have over a billion historical data points, but how do you put these to use in a forward-looking context in order to model 
future scenarios and indeed to mitigate risk? 
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Jerome: That's right, Romil. That's indeed a very important point. This is a very data-intensive strategy. Extracting all this 
information modelling it, analysing it, making sense of it is critical. We use all these historical data points and by data we 
mean getting a lot of information on each of the borrower and the loans and the monthly payments over time and not just 

on the pool that we acquire, but whenever we acquire some loans from an originator, we get all the data history on the 
broader origination of that originator and that enables us to see how all these loans perform in any economic environment 
and therefore, predict how they will behave in the future. 

Romil: Jerome, there are so many data points out there and this all seems terribly complicated. How do you make sense of 
it? 

Jerome: Well, actually, when you think of it these are very simple and common products. Most people will borrow money to 
buy a house. A lot of people will borrow money to buy a car and a lot of people will borrow money to go to university or to 

buy a mobile phone. All of us are exposed to these loans in the everyday life for most of their lives. At the heart of it, th ese 
are very common and simple products. 

Romil: As you say, with so much exposure to these loans, how resilient are the returns in this asset class? 

Jerome: This asset class has a history of resilient returns as cash flows have proven to be resilient in the past. If you think of 
it, these are loans that are short-dated in nature, very high cash flowing and for the most part, these loans are – in particular 
houses and car loans obviously – secured on collateral, which for houses, again, are appreciating assets. 

Romil: Jerome, what are some of the key risks that you're looking at, at present and how are these historical data points 
helping you? 

Jerome: Yes, so the main drivers of value are default rates, recovery rates, and prepayment rates, and analysing the data that 
we receive as I just mentioned, enables us to assess and predict what those default rate, recovery rates and prepayment 

rates will be. If you look at the current environment we're in, we're probably in an environment where unemployment is 
towards its lowest. With the rise of inflation, with the rise of cost of living, you would expect those default rates to increase 
going forward and that is clearly what we are assuming. 

 

Any loan pool that we analyse right now, we are obviously not assuming that we are  going to have the same benign 
environment that we've experienced over the last few years, but that we are entering into a more difficult period where 
some borrowers might struggle a bit more to repay some of their loans. As long as the actual performance is equal or better 

than what we are modelling, which is a conservative assumption to what we expect it to be then the performance will be 
good to strong. 

Romil: Finally, before we go, Jerome, we're sitting here in Europe where investing in loans is not as established as it is across 
the pond in the US. What can we learn from the US market? 

Jerome: There are big differences between the US and Europe, which partly explained the very big difference in performance 
that we've observed over the years, in particular in the global financial crisis in terms of performance. If I can just name a 
couple as an example in the US, a lot of the origination is an originate and distribute model where the companies originating 

the loans were immediately selling them on and didn't really care how those loans would perform going forward. 

[It’s] not at all the case in Europe, which is very much a bank-driven market where banks originate on their balance sheet 

with a view to keep the loans for themselves. The second big difference would be for mortgages specifically in the US. You 
make a loan to someone who wants to buy a house, if at some point during the life of the mortgage the value of the property 
goes below the value of the loan, the borrower can just hand back the keys and walk away – not at all the case in Europe 
where borrowers are on the hook regardless of what the value of the collateral is. 

Maybe a third difference worth mentioning is [that] in Europe, you don't have anywhere near the negative complexity that 

you have in the US. What I mean by that is in the US, you tend to have also fixed rate loans but with the ability to repay at 
any time without paying any interest rate penalty if rates go down. If rates go down, you lose your loan because the 
customer repays, if the rate goes up when you may prefer for the loan to disappear so that you can reinvest at a higher rate 
somewhere else, the loan tends to stick around. 

[It’s] not the case in Europe as prepayment penalties permit borrowers to repay anticipatively without paying the lender 
some compensation. In terms of the ability to get the data, analyse its source, the collateral finance of those loans, there is a 

lot to learn from what's happening in the US. 
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Romil: Well, that's all we have time for in today's episode of The Investment Podcast. Jerome, thanks very much indeed for 
sharing your expert insights with our audience. 

Jerome: Thanks for having me. 

Romil: Thanks to you, our audience, for tuning in. Until the next episode, it's goodbye for now. 

Speaker 2: This podcast is for investment professionals only. For further information, please see the notes which accompany 
this episode. 
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For Investment Professionals only. Not for onward distribution. No other persons should rely on any information contained within. This 

guide reflects M&G’s present opinions reflecting current market conditions. They are subject to change without notice and  involve a 

number of assumptions which may not prove valid. The distribution of this guide does not constitute an offer of, or solicitat ion for, a 

purchase or sale of any investment product or class of investment products, or to provide discretionary investment management services. 

These materials are not, and under no circumstances are to be construed as, an advertisement or a public offering of any secu rities or a 

solicitation of any offer to buy securities. It has been written for informational and educational purposes only and should not be considered 

as investment advice, a forecast or guarantee of future results, or as a recommendation of any security, strategy or investme nt product. 

Reference in this document to individual companies is included solely  for the purpose of illustration and should not be construed as a 

recommendation to buy or sell the same. Information is derived from proprietary and non -proprietary sources which have not been 

independently verified for accuracy or completeness. While M&G Investments believes the information to be accurate and reliable, we do 

not claim or have responsibility for its completeness, accuracy, or reliability. Statements of future expectations, estimates , projections, and 

other forward-looking statements are based on available information and management’s view as of the time of these statements. 

Accordingly, such statements are inherently speculative as they are based on assumptions which may involve known and unknown risks 

and uncertainties. Actual results, performance or events may differ materially from those expressed or implied in such statements. All 

forms of investments carry risks. Such investments may not be suitable for everyone. United States: M&G Investment Management 

Limited is registered as an investment adviser with the Securities and Exchange Commission of the United States of America under US laws, 

which differ from UK and FCA laws. Canada: upon receipt of these materials, each Canadian recipient will be deemed to have represented 

to M&G Investment Management Limited, that the investor is a ‘permitted client’ as such term is defined in National Instrument 31 -103 

Registration Requirements, Exemptions and Ongoing Registrant Obligations.  Australia: M&G Investment Management Limited (MAGIM) 

and M&G Alternatives Investment Management Limited (MAGAIM) have received notification from the Australian Securities & Investments 

Commission that they can rely on the ASIC Class Order [CO 03/1099] exemption and are therefore permitted to market their inve stment 

strategies (including the offering and provision of discretionary investment management services) to wholesale clients in Austra lia without 

the requirement to hold an Australian financial services licence under the Corporations Act 2001 (Cth). MAGIM and MAGAI M are 

authorised and regulated by the Financial Conduct Authority under laws of the United Kingdom, which differ from Australian la ws. 

Singapore: For Institutional Investors and Accredited Investors only. In Singapore, this financial promotion is issued by M&G Real Estate 

Asia Pte. Ltd. (Co. Reg. No. 200610218G) and/or M&G Investments (Singapore) Pte. Ltd. (Co. Reg. No. 201131425R), both regulat ed by the 

Monetary Authority of Singapore. Hong Kong: For Professional Investors only. In Hong Kong, this financial promotion is issued by M&G 

Investments (Hong Kong) Limited. Office: Unit 1002, LHT Tower, 31 Queen’s Road Central, Hong Kong. South Korea: For Qualified 

Professional Investors. China: on a cross-border basis only. Japan: M&G Investments Japan Co., Ltd., Investment Management Business 

Operator, Investment Advisory and Agency Business Operator, Type II Financial Instruments Business Operator, Director -General of the 

Kanto Local Finance Bureau (Kinsho) No. 2942 , Membership to Associations: Japan Investment Advisers Association, Type II Financial 

Instruments Firms Association. This document is provided to you for the purpose of providing information with respect to investment 

management by Company’s offshore group affiliates and neither provided for the purpose of solicitation of any securities nor intended for 

such solicitation of any securities. Pursuant to such the registrations above, the Company may: (1) provide agency and intermediary 

services for clients to enter into a discretionary investment management agreement or investment advisory agreement with any of the 

Offshore Group Affiliates; (2) directly enter into a discretionary investment management agreement with clients; or (3) solic it clients for 

investment into offshore collective investment scheme(s) managed by the Offshore Group Affiliate. Please refer to materials separately 

provided to you for specific risks and any fees relating to the discretionary investment management agreement and the investm ent into 

the offshore collective investment scheme(s). The Company will not charge any fees to clients with respect to ‘(1) and ‘(3) above. M&G 

Investments is a direct subsidiary of M&G plc, a company incorporated in the United Kingdom. M&G plc and its affiliated compa nies are 

not affiliated in any manner with Prudential Financial, Inc, a company whose principal place of business is in the United Sta tes of America 

or Prudential Plc, an international group incorporated in the United Kingdom. This financial promotion is issued  by M&G International 

Investments S.A. in the EU and M&G Investment Management Limited elswhere (unless otherwise stated). The registered office of  M&G 

International Investments S.A. is 16, boulevard Royal, L -2449, Luxembourg.M&G Investment Management Limi ted is registered in England 

and Wales under number 936683, registered office 10 Fenchurch Avenue, London EC3M 5AG. M&G Investment Management Limited is 

authorised and regulated by the Financial Conduct Authority. M&G Real Estate Limited is registered in England and Wales under number 
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3852763 and is not authorised or regulated by the Financial Conduct Authority. M&G Real Estate Limited forms part of the M&G Group of 

companies. 

 

 


