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as well as traditional, rate sensitive fixed income products such as
U.S. Treasurys and the Barclay’s U.S. Agg Index in periods of rising,
falling and flat interest rate environments over the last 27 years.
The data and analysis, those necessary counterweights to opinion,
show strong positive returns for loans in every rate environment. In
fact, loans have demonstrated their ability to deliver positive
returns not only in different rate environments but also in the
varying macroeconomic and market backdrops that tend to
accompany those periods, including low growth and slightly
recessionary conditions.

Introduction

How Do Interest Rates Impact Loan And Bond Returns?

In this case study we will take a close look at the large, liquid and
mature $1.2 trillion U.S. senior secured corporate loan market. In
this study, we present our case for loans in every rate
environment. A decade of headlines have been written offering
unknowledgeable opinions, selective facts and ultimately, an
incomplete picture of the loan asset class. This is at a time when
investors are rightfully seeking more information and solutions on
how to navigate an unprecedented landscape of historically low
interest rates and yields. The availability of income producing
assets continues to dwindle as the headwinds of secular challenges
grow. One of the key messages that has been inaccurately
communicated to investors time and time again is that senior
secured loans, given their floating rate nature, only perform when
interest rates are increasing. As is often the case, opinion and
emotion are ubiquitous while facts and analysis can be difficult to
find.

An observation from our study is that loans do enjoy a tailwind
from rising interest rates, generally outperforming traditional fixed
income because as interest rates rise, so do floating rate coupons.

Floating-Rate Loans in Rising, Flat, and Falling Rate
Environments

However, that is only part of the story. What drives this
performance? As a reminder, the coupon rate or yield on loans is
derived from a current, short term reference rate, usually 1-month
or 3-month LIBOR (the rate banks charge to lend money to each
other) plus a spread or risk premium for lending money. As rates
rise, the reference rate adjusts periodically to reflect the changing
conditions and generates a higher coupon payment to an investor.
Traditional corporate bonds have a reference rate too, usually the
“risk-free”, longer term, 5-year or 10-year U.S. Treasury. Bonds
likewise possess a risk premium spread. As the name implies, these
instruments fix their coupon rate for a longer term. This coupon
does not adjust no matter what happens to interest rates. This is
the rate sensitive part of traditional fixed income and one that
exposes investors to duration. Duration is defined as the risk that
the value of a bond will decline or rise as a result of a change in
interest rates. Specifically, when yields rise, a bond’s price will fall by
an amount approximately equal to the change in the yield, multiplied
by the duration of the bond. For example, if the yield on a bond
with a duration of five years rises by 100 basis points (e.g. from 3%
per annum to 4% per annum) the price of the bond could be
expected to fall by 5% (e.g. from $100,000 per bond to $95,000 per
bond). It is important to remember that yields and prices move in
opposite directions so as yields fall bond prices rise and vice versa.

Clearly, rising interest rates create a headwind for traditional fixed
income investors, who would now be able to obtain a theoretical
To illustrate our case, consider the chart above which
demonstrates the performance of senior secured corporate loans,

“Our case study data suggests positive returns for loans in
every rate environment.”

1. Source: Credit Suisse and Bloomberg Barclays Indices. “Rising” indicated by an increase of more than 50 bps. “Falling” indicated bya decrease of more than 50 bps. Data reflects rolling 12-month
periods from January 1993 through December 2018.
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higher rate of return elsewhere, than the one they locked in at
purchase. On the other hand, a front-end asset class such as senior
secured loans practically eliminate the risk of duration, given their
short-term nature. Additionally, loans possess base rate floors. This
means loans cannot generate a negative yield like bonds can at
times.
So, what happens when interest rates are falling? Or are flat? Loans
keep paying coupon income just like bonds. In fact, we do not have
to go far back in history for a case study on loan performance in a
decreasing rate environment. Throughout 2019, the Federal
Reserve carried out three interest rate cuts, reducing its policy rate
by a cumulative 0.75% from 2.50% to 1.75%. Against this backdrop,
and much as the above chart would suggest, loans generated a
positive return of over 8%.
“We are in an unprecedented economic environment and the
traditional fixed income landscape presents unique challenges
for investors”

The “New Normal” & The Problem With “Traditional”
We are in an unprecedented economic environment and the
traditional fixed income landscape presents unique challenges for
investors. We believe this will continue for years to come. In
response to a global pandemic and in the span of a fiscal quarter the
Federal Reserve has slashed interest rates in the U.S. to effectively
zero, expanded its balance sheet by a head-spinning $3.02 trillion,
committed unlimited ammo to its quantitative easing program and
became an active risk taker in the credit markets. These historic
actions have pulled forward a key secular trend; low rates.
Pronounced investor concerns about future economic prospects
have also contributed to plummeting yields.
The zero-yield world was ushered in much faster than many
anticipated. Investors now must weigh novel risks and conundrums,
not the least of which is significantly adjusting investment return
expectations and ultimately meeting performance and income goals.
The other is discarding the perceived sense of peace of mind and
feeling of stability that has not been provided by traditional fixed
income asset classes. It is all a bitter pill to swallow after rates have
already been falling for the past four decades.
The Case For Non-Traditional Fixed Income

Historically Low Fed Funds Rate

Indeed, the “Japanization” of developed market bond markets is
upon us and appears to be here to stay. What does this mean?
Investors are simply not being paid to take on the duration risk
associated with traditional fixed income. Consider that 10-year U.S.
rates sit at around 0.60% and 5-year rates are in line with 3-month
LIBOR at 0.27%. There is little to no room left for rates to move
down to produce the necessary tailwinds needed for traditional
fixed income outperformance.
We believe that the U.S. Aggregate Bond Index will probably only
earn ~1% in the coming years and therefore investors will have to
transition more to new generation income producing alternatives,
such as senior secured corporate loans and other parts of the credit
markets to compliment and diversify their fixed income portfolios.
The days and role of traditional fixed income in an investment
portfolio have changed immensely. Investors must assess how they
need to respond to this new world.
“Investors are seeking solutions on how to navigate low rates
and yields”

From CIFC
We welcome your comments and questions. Please feel free to
contact us at IR@cifc.com. Also, we encourage you to visit our
website www.cifc.com for recent news and activities.

Thank you for your support of CIFC Asset Management.

Today, the yield curve is lower and flatter than it has ever been.
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Disclaimer
Important Information:
The information contained herein (the “Information”) contains selected confidential information about CIFC Asset Management LLC, and its affiliates (collectively, “CIFC”) and about the
assets that CIFC manages. In particular, this Information is not, and is not intended to be, an offer to sell, or a solicitation of an offer to purchase, any securities or any other interest in CIFC or
in any fund, account or other investment product or assets managed by CIFC or to offer any services. Any such offering and sale would be made only on the basis of certain transaction
documents and, as the case may be, a final offering circular and related governing and subscription documents (together, “Transaction Documents”) pertaining to such offering and sale and is
qualified in all respects and in its entirety by any such final Transaction Documents. In the event of a conflict between this Information and the Transaction Documents, the Transaction
Documents prevail.
Past performance does not guarantee future results and there can be no assurances that an investment will achieve comparable results or that the entire principal investment will not be lost.
CIFC assumes no obligation to update or otherwise revise any of the Information. The investments identified do not represent all of the investments purchased, sold, or recommended for
clients.
The views and statements expressed herein are those solely of CIFC. The Information is as of the date herein, has not been audited, and is intended solely for informational purposes. The
Information is subject to change at any time without notice and is not, and should not be assumed to be, complete or to constitute all the information necessary to adequately make an
investment decision. We have no obligation to update any or all of the Information or to advise you of any changes and no representation is made as to the accuracy or completeness of the
Information set forth herein. Certain information contained herein has been obtained or based on information from third-party sources; CIFC believes the sources of such information to be
reliable but such information has not been independently verified by CIFC. The distribution of this communication and any files transmitted with it in certain jurisdictions may be restricted by
law.
As provided in any applicable Transaction Documents, any investment in CIFC or in any fund, account or other investment product managed by CIFC is suitable only as an investment for, and
will be offered only to, persons who have, directly or through qualified representatives, the ability to evaluate the merits and risks of any such investment and the ability to assume the
economic risks involved in any such investment.
Certain information contained herein constitutes “forward-looking statements,” which can be identified by use of forward-looking terminology such as “may,” “will,” “should,” “expect,”
“attempt,” “anticipate,” “project,” “estimate,” “intend,” “seek,” “target,” “continue,” or “believe,” or the negatives thereof or other variations thereon or comparable terminology. Due to the
various risks and uncertainties, actual events or results in the actual performance of investments may differ materially from those reflected or contemplated in such forward-looking
statements.
All investments present a risk of loss of capital. Supply and demand for securities and other financial instruments change rapidly and are affected by a variety of factors. Such factors include
investment-specific price fluctuations as well as macro-economic, market and industry-specific conditions, including, but not limited to, national and international economic conditions, domestic
and international financial policies and performance, conditions affecting particular investments (such as the results of operations, financial condition, sales and product lines of corporate
issuers), national and international politics, governmental events and changes in interest rates and income tax laws. In addition, events such as political instability, terrorism, natural disasters, and
regional and global health epidemics may occur. The current COVID-19 pandemic and actions being taken by governmental authorities to address it are causing particular volatility in financial
markets. Current and future governmental and central bank action, which is inherently unpredictable and which may include intervention, directly or by regulation, may negatively impact the
price and/or liquidity of investments, funds and accounts. Funds or accounts may have only limited ability to vary their investment portfolio in response to changing economic, financial,
investment and other conditions. The market price of investments held by a fund or account may go up or down, sometimes unpredictably, and investment results may vary substantially.
The Information is confidential. Reproduction of any information, data or material, including ratings (“Content”) in any form is prohibited except with the prior written permission of the
relevant party. Such party, its affiliates and suppliers (“Content Providers”) do not guarantee the accuracy, adequacy, completeness, timeliness or availability of any Content and are not
responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or for the results obtained from the use of such Content. In no event shall Content Providers be
liable for any damages, costs, expenses, legal fees, or losses (including lost income or lost profit and opportunity costs) in connection with any use of the Content. A reference to a particular
investment or security, a rating or any observation concerning an investment that is part of the Content is not a recommendation to buy, sell or hold such investment or security, does not
address the suitability of an investment or security and should not be relied on as investment advice. Credit ratings are statements of opinions and are not statements of fact.
By retaining the Information, you acknowledge and represent to CIFC that you have read, understood and accept the terms of the Information and acknowledge and agree that the
Information is confidential, non-public and/or proprietary information. You hereby agree to return to CIFC or destroy this Information promptly upon request.
For information regarding our privacy policy and procedures, please visit http://www.cifc.com/privacystatement/.
The S&P/LSTA Leveraged Loan Index is a market value-weighted index designed to measure the performance of the U.S. leveraged loan market based upon market weightings, spreads and
interest payments.
The Barclays High Yield Very Liquid Index is designed to measure the performance of publicly issued U.S. dollar denominated high yield corporate bonds with above-average liquidity. The
Index includes publicly issued U.S. dollar denominated, non-investment grade, fixed-rate, taxable corporate bonds that have a remaining maturity of at least one year, regardless of optionality,
are rated high-yield (Ba1/BB+/BB+ or below) using the middle rating of Moody's Investors Service, Inc., Fitch Inc., or Standard & Poor's, Inc. Respectively, and have $500 million or more of
outstanding face value.
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