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Loan funds still 
appealing in ’18 
as Fed is seen 
increasing rates
By Lynn Adler, Reuters

•	 Retail investors look to leveraged-loan funds
•	 Net inflows in ’17 more than a third higher than ’16
•	 Fed seen raising rates to combat inflation

Retail investors are expected to keep 
pouring money into leveraged loan funds 
this year as they continue to show a clear 
preference for floating-rate assets in a ris-
ing interest rate environment, portfolio 
managers said.

Net inflows of nearly $13 billion in 2017 
were 34% higher than in 2016, despite mod-
erate outflows in most weeks since early 
August, according to Thomson Reuters 
Lipper.

Rising inflation is expected to push 
interest rates higher and eat into the 
returns of fixed-income securities, which 
will fire up demand for loan mutual 
and exchange-traded funds as the year 
progresses.

The strength of demand for floating-rate 
funds contrasts starkly with the $22 billion 

withdrawn from high-yield bond funds last 
year, which eclipsed the $9.75 billion of 
inflows to high-yield funds in 2016.

“Floating-rate loans provide the oppor-
tunity to escape the negative effect of 
rising rates on most other bond posi-
tions — whether it’s emerging markets or 
high yield, or investment grade,” said Chris 
Remington, institutional portfolio manager 
at Eaton Vance.

The Federal Reserve is expected to lift 
rates three times this year, as it did last 
year, based on an upbeat economic outlook, 
a Reuters poll of Wall Street banks found.

U.S. consumer prices in December post-
ed the biggest increase in 11 months. The 
increase, along with a $1.5 trillion package 
of tax cuts signed into law  in December 
by President Donald Trump, reinforces the 
view that inflation will accelerate this year, 
Reuters reported.

“Retail demand definitely has room to 
pick up in this asset class in 2018 because 
valuations are pretty extended lots of other 
places. And you have rising rates, a pickup 
in inflation expectations, lots of reasons 
why someone might land in this neigh-
borhood” of loan funds, Remington said. 
“Floating over Libor is a good place to be.”

Loan investors generally show a herd 
mentality, which produces one-direction-
al flows with many months of unbroken 

inflows or outflows before reversing. The 
market has been seeing outflows since 
midsummer, which is expected to usher in 
months of inflows when it reverses, based 
on recent patterns.

The next catalyst for consistent net 
inflows is expected to be the Fed rate rises, 
which are anticipated in March and June.

Bank-loan yields of around 5% are cur-
rently more attractive than high-yield 
bonds at 5.75%, according to Adam Brown, 
senior portfolio manager and co-head of 
high yield at Macquarie Investment Man-
agement, Americas.

“You’re only getting paid 75 to 100 basis 
points to move down the capital structure 
from the senior secured level of bank loans 
down to the mostly unsecured level of 
high-yield bonds,” said Brown.

Loans are senior and secured, unlike 
high-yield bonds, and rank higher in capi-
tal structures, which typically provides for 
better recovery rates in default situations.

Traditionally, the spread differential 
would be wider, often 150 basis points, 
Brown said, to better compensate bond 
investors for increased risk.

“We would make the argument that you 
are not getting paid appropriately to move 
from loans to high yield, and be impacted 
by higher levels of volatility that you could 
see in the high-yield market.”

LEVERAGED LOANS

Ratings Wrap-Up (January 4, 2018 - January 23, 2018)
The following table lists select ratings actions on the debt of an LBO-backed company by either Moody’s Investors Service or Standard & Poor’s.

Date Company: Sponsors: Arrow: Action: Highlight: Rating 
Service

1/18/18 Altamont 
Capital Partners

Tacala LLC ? S&P assigned Tacala a 'B-' corporate credit 
rating. The outlook is stable.

Tacala should have stable credit metrics over the 
next year but has a small position in a niche market.

S&P

1/12/18 Clayton, Dubilier & 
Rice

David's Bridal Inc. = S&P lowered the corporate credit rating 
on David's Bridal to 'CCC' from 'CCC+'. The 
outlook is negative.

The company is expected to pursue a distressed 
exchange for its capital structure in the next year.

S&P

1/11/18 CVC Capital Partners; 
Canadian Pension 
PlanInvestment Board

Petco Holdings 
Inc. = S&P dropped Petco's corporate credit rating 

to 'B-' from 'B'. The outlook is negative.
Due to increasing costs and competition, Petco saw 
eroding cash flow and profits.

S&P

1/16/18 H.I.G. Capital PGX Holdings Inc. 
(dba Progrexion) = S&P lowered the corporate credit rating on 

PGX to 'B-' from 'B'. The outlook is negative.
PGX is experiencing pressured operating 
performance and narrowing covenant cushion.

S&P

1/16/18 Ontario Teachers' 
Pension Plan; TA 
Associates

Flexera Software 
LLC ? S&P downgraded Flexera's corporate credit 

rating to 'B-' from 'B'. The outlook is stable.
Flexera has a risky financial profile but should 
generate positive free cash flow in the next year.

S&P

1/17/18 Platinum Equity Transworld 
Systems Inc. = S&P dropped Transworld's corporate credit 

rating to 'CCC-' from 'CCC'. The outlook is 
stable.

Transworld has a deteriorating liquidity profile 
and is expected to make an upcoming distressed 
exchange.

S&P

1/19/18 Sycamore Partners Nine West 
Holdings, Inc = Moody's dropped Nine West's Corporate 

Family Rating to Ca from Caa3. The outlook 
is negative.

Nine West faces a very high potential of defaulting 
or partaking in a distressed exchange.

Moody's

1/23/18 Vista Equity Partners Marketo Inc. ? S&P assigned a 'B-' corporate credit rating to 
Marketo. The outlook is stable.

Marketo has high debt leverage but adequate 
liquidity and free cash flow. 

S&P

Source: Standard & Poor’s, Moody’s Investors Service and Buyouts




