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Bank Loan investors enjoyed nothing short of an epic year in 2009. This 
statement is best evidenced by returns of 50.14% on the S&P/LSTA 
Leveraged Loan Index and 43.62% on the Credit Suisse Leveraged Loan 
Index,1 through the close of business on December 18, 2009, which 
represented the year’s last full week of trading. As we have discussed 
in prior commentaries these returns were driven by a recovery 
from 2008’s technical collapse and significant improvement in the 
fundamental environment which has once again fueled investor appetite 
for risk based credit assets. Rather than revisiting the details of 2009 
we refer investors to our prior commentaries and will instead focus on the 
outlook and themes for 2010. While there is no way that 2010 can match 
the returns of 2009, bank loans remain a compelling story for three 
reasons:

1.	 Income Producing Inflation Hedge: 	 YTM2= LIBOR3 + 748 bp
2.	 Still Trading Cheap to Historic Levels: 	 Price4 = $.867
3.	 Relative Value to Other Credit Products: 	 Swaps5 = T + 831 bp

Each of these concepts is discussed in more detail below along with risks 
to our thesis.

Gregory Stoeckle
Managing Director 
 
Invesco Senior Secured  
Management, Inc.
1166 Avenue of the Americas
New York, NY 10036
212 278 9208

1.	 Contact Invesco’s Bank Loan team for a discussion of index comparisons, methodologies and limitations.
2.	 Based on the S&P/LSTA Leveraged Loan Index and a 4 year maturity.
3.	� LIBOR or (London Interbank Offered Rate) is a floating base rate of interest that resets on a 30, 60 or 

90 day basis. For purposes of this commentary we use the 90 day rate which is the defacto standard for 
bank loans.

4.	 Based on the S&P/LSTA Leveraged Loan Index.
5.	 Floating to Fixed Swap vs 4 Year Treasuries.

All Data as of December 2009, unless otherwise stated. Source: Invesco, unless otherwise stated. All 
references to Invesco refer to Invesco Senior Secured Mangagment, Inc. 
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Income producing inflation hedge

With the average price of the S&P/LSTA Index at $.867 the bank loan market trades to an all-in four year 
annualized yield to maturity of LIBOR + 748 bp. At today’s LIBOR rates this equates to a 7.7% annual yield 
but this does not take into account the forward LIBOR curve. Recall that the LIBOR component of bank loan 
interest payments is reset when the contracts roll — typically between 30 and 90 days — so investors should 
benefit from any future increases in interest rates with little or no corresponding price exposure. This is one 
of the unique features of the bank loan asset class and provides investors with a hedge against rising interest 
rates/inflation. Although there is much debate about the timing and extent of future interest rate action by 
the FED there is general agreement that rates must eventually move in an upward direction. The interest 
rate outlook is best reflected in the forward LIBOR curve and if we apply this to the bank loans, the expected 
annual yield for the asset class jumps to 10.31%.

Bank Loan Income Components1 U.S. 3-Month Forward Rate1

Current Income Contribution

(Libor + Credit Spread) / Price 3.86%

Capital Appreciation

((Par – Cost) / Avg. Maturity)/Price 3.87%

Total Return LIBOR + 748 bps

 

Impact of Forward LIBOR on Current Income1

Date Forward Libor Credit Spread Current Income

12/23/2009 0.25% 3.10% 3.87%

03/23/2010 0.38% 3.10% 4.01%

06/23/2010 0.62% 3.10% 4.29%

09/23/2010 0.94% 3.10% 4.67%

12/23/2010 1.30% 3.10% 5.08%

03/23/2011 1.66% 3.10% 5.50%

06/23/2011 2.02% 3.10% 5.91%

09/23/2011 2.36% 3.10% 6.30%

12/23/2011 2.69% 3.10% 6.68%

03/23/2012 2.98% 3.10% 7.02%

06/25/2012 3.26% 3.10% 7.35%

09/24/2012 3.52% 3.10% 7.64%

12/24/2012 3.75% 3.10% 7.91%

03/25/2013 3.82% 3.10% 7.99%

06/24/2013 4.05% 3.10% 8.26%

09/23/2013 4.28% 3.10% 8.52%

12/23/2013 4.26% 3.10% 8.50%
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1.	 Source: Bloomberg. 
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Still trading cheap to historical levels

While loan prices have made a significant recovery from all time lows set in December of 2008, the market 
has yet to return to its historical trading range at or near par. With market technicals now a positive factor 
and credit fundamentals improving on stabilized corporate earnings, the return of positive GDP growth and, 
the re-opening of capital markets, we expect loan prices will continue moving back toward historical norms as 
2010 progresses. 

Average Bid of U.S. Leveraged Bank Loans 1997 through 31-Dec-2009

 
 
Source: Standard & Poor’s LCD and S&P/LSTA Leveraged Loan Index.  Includes all loans. 31-Jan-1997 through 31-December-2009.

The case for an accelerated pull to par in 2010 is further strengthened by vastly improved credit 
performance and visibility on the market. This is best evidenced in declining corporate default rates which 
started out in the first quarter of 2009 at an annualized rate of 19.5% and have since steadily declined to an 
annualized rate of 7.6% in the fourth quarter. Most market participants believe that the current credit cycle 
was “front-end loaded” and that an improving corporate earnings outlook along with renewed access to the 
capital markets will drive the default rate below 5% in 2010. This means that credit losses should have less 
of an impact on returns in 2010 and underscores that the market remains cheap relative to historic norms. 
Using the S&P/LSTA Performing Index as a proxy for the market, today’s gross yields are 240 bp wider than 
historical averages. If we risk adjust this excess yield to account for prospective credit losses there is still a 
solid 190 bp pick-up to historical levels:

S&P/LSTA Performing Loan Index*

Date Price YTM Credit Losses Net Yield

12-18-09 $.892 L + 653 bp Forecast 150 bp L + 503 bp

Jan ’97 to Dec ’09 $.953 L + 413 bp 90 bp L + 322 bp

* �Note that we use the Performing Index as a Proxy for the market as this data set reaches back to 1997. The broader index which is 
more widely quoted and the basis for all other current figures in this commentary only reaches back to 2006. Source: Bloomberg.
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Average Bid of U.S. Leveraged Bank Loans
31-Dec 2008 through 31-Dec-2009
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Relative value to other credit products

The risk return of Bank Loans coupled with a floating base rate that helps to hedge inflation risk creates a 
compelling relative value story when compared to other corporate asset classes. This story becomes even 
more commanding against the backdrop of an improving credit environment where risk assets would typically 
outperform. In short, Bank Loans will see positive current income gains on any future interest rate increases 
and minimal price exposure since LIBOR adjusts up and risk based credit spreads are usually inversely 
correlated to rate movements. 

Yield Swapped Yield Yield At Forward LIBOR

5 Year Treasuries 2.27%

10 Year Treasuries 3.33%

I.G. Credit 4.67%

H.Y. Bonds 9.06%

Bank Loans L + 7.48% T + 8.31% 10.31%

Source: Bloomberg/Invesco as of 12-18-09

Are bank loans too good to be true?

2009’s returns were propelled by a reversal of the market’s unprecedented technical collapse following the 
Lehman bankruptcy in the fall of 2008 and a realization that fundamental risk was heavily over-sold on 
uncertainty about the direction of the economy/financial markets. With market visibility steadily improving 
throughout 2009 it appears that both technicals and fundamentals are well in-hand as we head into 2010. 
There are several key themes that support our view on visibility, what we believe is a manageable risk profile 
for the market and, ultimately an expectation for positive returns. 

• Technicals: 

	 - $50 billion or 8.3% contraction of market supply during 20091

	 - �New investors continue to emerge as 2009 market performance garnered the attention of a wide range of 
institutional investors. There appears to be an increased willingness of investors to look at bank loans both 
opportunistically and as an alternative to traditional fixed income allocations.

	 - �TRS (Total Return Swap) desks are ramping up again and providing leveraged investors with funding well 
below L + 200 bp (positive arbitrage). This is likely to create new demand albeit we acknowledge that  
de-leveraging had been a major source of volatility in 2008. 

	 - �Headlines are speculating on the return of the CLO in 2010. Performance across the CLO space has 
indeed materially improved and we are aware of new issue discussions at both the arranger and investor 
level. Based on this we expect some, albeit modest, new issue in 2010.

1	 Source: Standard & Poor’s Leveraged Commentary & Data, as of December, 2009. 
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• Fundamentals: 

	 - �Risk of a double-dip recession seems to be waning albeit there are lingering concerns around housing, 
employment and, the health of second tier/regional financial institutions which are important to the 
middle market. While any of these could stall a broad economic recovery we see corporate earnings 
performance having hit bottom in Q3 2009.

Sequential U.S. GDP Growth Sequential Performance for Large Public Loan Issuers

Revenue EBITDA

Q4 ‘08 -5.4% Q4 ‘08 -6.47% -14.63%

Q1 ‘09 -6.4% Q1 ‘09 -6.53% -3.72%

Q2 ‘09 -1.0% Q2 ‘09 5.04% 16.91%

Q3 ‘09 2.2% Q3 ‘09 5.12% 9.99%

Source: Bloomberg Source: Bloomberg

To conclude, we believe that visibility on bank loan market performance should continue to improve into 
2010. Taking this in tandem with both absolute and relative return profiles and the added benefit of an 
inflation hedge tied to a floating base interest rate warrants a pure-play allocation into the bank loan  
asset class.

For institutional investor or professional client use only and not for public use.  See Disclaimer for important information.
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Disclaimer  
Important Information 
This market update contains general information only and does not take into account individual objectives, taxation position or finan-
cial needs. Nor does this constitute a recommendation of the suitability of any investment strategy for a particular investor. It is not an 
offer to buy or sell or a solicitation of an offer to buy or sell any security or instrument or to participate in any trading strategy to any 
person in any jurisdiction in which such an offer or solicitation is not authorised or to any person to whom it would be unlawful to market 
such an offer or solicitation. It does not form part of any prospectus. While great care has been taken to ensure that the information 
contained herein is accurate, no responsibility can be accepted for any errors, mistakes or omissions or for any action taken in reliance 
thereon. 

Where Gregory Stoeckle has expressed views and opinions, these may change and are not necessarily representative of Invesco views. 
The views expressed herein do not refer to any specific Invesco product.

The value of investments and any income will fluctuate (this may partly be the result of exchange rate fluctuations) and investors may 
not get back the full amount invested. Past performance is not a guide to future returns. Current tax levels and reliefs may change.  
Depending on individual circumstances, this may affect investment returns. As with all investments, there are associated inherent risks. 
Please obtain and review all financial material carefully before investing. Asset management services are provided by Invesco in accor-
dance with appropriate local legislation and regulations.

This document may contain statements that are not purely historical in nature but are “forward-looking statements.” These include, 
among other things, projections, forecasts, estimates of income, yield or return or future performance targets. These forward-looking 
statements are based upon certain assumptions, some of which are described herein. Actual events are difficult to predict and may 
substantially differ from those assumed. All forward-looking statements included herein are based on information available on the date 
hereof and Invesco assumes no duty to update any forward-looking statement. Accordingly, there can be no assurance that estimated 
returns or projections can be realised, that forward-looking statements will materialise or that actual returns or results will not be materi-
ally lower than those presented.

Restrictions on Distribution
Australia
This document has been prepared only for those persons to whom Invesco has provided it. It should not be relied upon by anyone else 
and must not be distributed to retail clients in Australia. Information contained in this document may not have been prepared or tailored 
for an Australian audience. You may only reproduce, circulate and use this document (or any part of it) with the consent of Invesco.

You should note that this information:
- May contain references to dollar amounts which are not Australian dollars;
- May contain financial information which is not prepared in accordance with Australian law or practices;
- May not address risks associated with investment in foreign currency denominated investments;
- May not address Australian tax issues.

People’s Republic of China (the “PRC”)
The document contains general information only. The Interests as mentioned in this document may not be offered or sold directly or 
indirectly within the People’s Republic of China (which, for such purposes, does not include the Hong Kong or Macau Special Administra-
tive Regions or Taiwan) (the “PRC”) and this document or any information contained in this document constitute general information 
only and will not constitute an offer to sell any securities within the PRC. This document, any information contained in this document 
or the Interests as mentioned in this document have not been, and will not be, approved by, verified by or registered with any relevant 
governmental authorities in the PRC and thus may not be supplied to the public in the PRC or used in connection with any offer for the 
subscription or sale of the Interest in the PRC. This document or any information contained or incorporated by reference herein relating 
to the any Interest does not constitute an offer to sell or the solicitation of an offer to buy any securities in the PRC. The Interest as men-
tioned in this document may only be offered or sold to the PRC investors that are authorised to engage in the purchase of the Interest of 
the type being offered or sold.

Investors are responsible for obtaining all relevant governmental approvals, verifications, licences or registrations from all relevant PRC 
governmental authorities, including but not limited to, the State Administration of Foreign Exchange, the China Securities Regulatory 
Commission, the China Banking Regulatory Commission, the Ministry of Commerce, the National Development and Reform Commission 
and other relevant regulatory bodies, and complying with all relevant PRC regulations, including but not limited to, any relevant foreign 
exchange regulations and/or overseas investment regulations.

Continental Europe and the UK 
Strategies mentioned are not offered or distributed by way of public offer in any jurisdiction mentioned above.  Marketing materials may 
only be distributed without public solicitation and in compliance with the private placement rules set forth in the laws, rules and regula-
tions of the jurisdiction concerned.  If investors are unsure if a strategy is suitable for them, they should seek advice from an advisor.

This publication is issued:
– �in Australia by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, Melbourne,  

Victoria, 3000, which holds an Australian Financial Services Licence number 239916.
– in Austria by Invesco Asset Management Österreich GmbH, Rotenturm straße 16-18, A-1010 Wien.
– in Canada by Invesco Trimark Ltd., 5140 Yonge Street, Suite 900, Toronto, Ontario, M2N 6X7.  
– �in Dubai, by Invesco Asset Management Limited. PO Box 506499, Building 5, Level 6, The Gate Precinct, Dubai, UAE. Regulated by the 

Dubai Financial Services Authority.
– �in France by Invesco Asset Management S.A., 18, rue de Londres, F-75009 Paris, which is authorised and  

regulated by the Autorité des marchés financiers in France.



– �in Germany by Invesco Asset Management GmbH, An der welle 5, D-60322 Frankfurt am Main, which is  
authorised and regulated by the Bundesanstalt für Finanz dienst leistungsaufsicht.

– in Hong Kong by Invesco Hong Kong Limited, 32nd Floor, Three Pacific Place, 1 Queen’s Road East, Hong Kong.
– �in Japan by Invesco Asset Management (Japan) Limited, 25th Floor, Shiroyama Trust Tower 3-1, Toranomon 4-chome Minato-ku, 

Tokyo 105-6025, Japan, which holds a Japan Kanto Local finance Bureau Investment advisers licence number 306.
- �in PRC for investors are permitted by law to receive the document  only by Invesco Hong Kong Limited, 32nd Floor, Three Pacific 

Place, 1 Queen’s Road East, Hong Kong. 
– in Singapore by Invesco Asset Management Singapore Limited, 6 Battery Road #15-02, Singapore 049909.
– in Switzerland by Invesco Asset Management (Schweiz) AG, Genfer strasse 21, CH-8002 Zürich 
– �in the UK by Invesco Asset Management Limited 30 Finsbury Square, London, EC2A 1AG, which is authorised and regulated by the 

Financial Services Authority in the UK.
– �in the United States of America by Invesco Senior Secured Management, Inc., 1166 Avenue of the Americas,  

New York, New York 10036.
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