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Market Overview 
An economic rebound and long-term interest rates were the 
story of the first quarter. The Treasury curve steepened at 
near record pace in first quarter as the middle and back-end 
portion of the curve began to account for anticipated 
economic growth and inflationary concerns. The steepening 
in rates resulted in negative total returns for portions of the 
fixed-income market, breaking records that stood for nearly 
40 years. 

Building upon the pent-up demand and reopening momentum 
seen at the close of 2020, economic growth expectations are 
increasing. Many expect 2021 GDP growth to be in excess of 
7%. The last annualized GDP growth number in excess of 7% 
was seen in 1984 (7.2%), nearly four decades ago. The 
Institute for Supply Management (ISM) reported that the 
manufacturing index grew in March, marking the 10th 
consecutive month of growth, ending the quarter at 64.7% (a 
reading over 50 indicates an expansionary period). Notably, 
of the 18 manufacturing industries, 17 reported growth in 
March. Reflecting this growth, the unemployment rate 
dropped to 6% at the end of the first quarter, down from 
6.7% to start 2021 (and down from peak levels near 15% in 
April 2020). 

During an unprecedented 2020, the S&P 500 Index returned 
18.39%, a staggering number when considering the 
pandemic-induced recession. However, risk markets were 
heavily supported by immense liquidity injections from 
Congress and the central bank. Carrying the risk-on trade 
into 2021, the S&P 500 returned 6.17% in the first quarter. 
Risk remained well supported by an accommodative 
monetary and fiscal policy, which is expected to continue in 
the coming months. The investment-grade market 
(represented by the US Bloomberg Barclays Aggregate Bond 
Index) suffered amid rising rates, returning -3.37% in the first 
quarter, reflecting the worst quarterly return in four 
decades. The high-yield market (represented by Bloomberg 
Barclays US Corporate High Yield index) returned 0.86%. 
The short end of the yield curve, as represented by the 

two-year U.S. Treasury note, steepened slightly by 3 basis 
points, ending the period at 16 basis points (one basis point 
equals 0.01%). Meanwhile, the long end of the curve, as 
represented by the 30-year U.S. Treasury bond, steepened 
significantly by 76 basis points, ending at 2.41%. The 10-year 
U.S. Treasury yield ended the quarter at 1.74%, higher by 81 
basis points from the start of 2021.

Asset Class Overview
The floating-rate loan asset class, as measured by the Credit 
Suisse Leveraged Loan Index, returned 2.01% during the first 
quarter of 2021. Of all corporate-credit asset classes, 
floating-rate loans experienced the strongest total return by 
a wide margin. The combination of accommodative fiscal and 
monetary policy, optimism surrounding vaccine distribution, 
the reopening trade, and a rise in Treasury rates led 
investors seek an asset class that has historically provided 
insulation from increasing rates. Retail flows into loan 
mutual funds and ETFs ballooned during the quarter to over 
$13 billion (according to Lipper), marking the strongest 
positive flows seen in the asset class since the first quarter 
of 2017. From a technical perspective, issuance has been 
robust to start the year, both in the primary and CLO 
markets. Per J.P. Morgan, leveraged-loan issuance totaled 
$300.5 billion ($72.3 billion net of refi/re-pricing) in the first 
quarter, resulting in gross and net leveraged-loan issuance 
being up 51% and 54% year-over-year, respectively. 
Additionally, the $300.5 billion of loan issuance in the first 
quarter was the second most on record behind only the 
first quarter of 2017 ($331 billion). Per Leveraged 
Commentary & Data (LCD), the first quarter of 2021 saw 
total CLO issuance in excess of $39 billion, which was the 
strongest start to a year since the Global Financial Crisis 
(GFC) and the highest quarterly CLO issuance in the CLO 
2.0 era. The average price of Credit Suisse Leveraged Loan 
Index increased to $97.46, up from $95.73 at the start of 
2021 (and now exceeds the average price of $96.63 seen at 
the start of 2020). Akin to high-yield fixed-rate bonds, 
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lower-quality loans were well supported and outperformed 
higher-rated credits. The quarter saw BB, B, and CCC rated 
issuers return 0.71%, 1.54%, and 7.49%, respectively. 
Performing loans, (above $90 price) returned 1.51%, while 
distressed loans (up to and including $90 price) returned 
10.68%. Distressed loans within the index (trading less than 
$80) comprise only 1.19% of the index (versus the average 
from 2008 being 8.30%). Since the GFC, this percentage has 
only been lower in June 2014 at 1.19%. For a fourth 
consecutive quarter, all major sectors within the index 
posted positive total returns. The best performing sectors 
included energy (7.37%), gaming/leisure (3.59%), consumer 
non-durables (3.41%), and metals/minerals (3.25%). The 
lowest-returning sectors included utility (0.25%), financials 
(1.16%), food and drug (1.30%), and media/telecom (1.33%). 
According to J.P. Morgan, the loan par-weighted default rate 
ended March at an 11-month low of 3.34%, down 61 basis 
points year-to-date, and up 144 basis points from 1.90% in 
March 2020. Given the likelihood of continued fiscal 
stimulus, strong economic data, orderly markets, and global 
vaccine distribution, J.P. Morgan revised its 2021 expected 
U.S. loan default rate lower to 2% from current levels.

Fund Performance 
Pacific Funds Floating Rate Income (Advisor Class) returned 
1.41% versus the Credit Suisse Leveraged Loan Index return of 
2.01%.

Portfolio Review 
For the first quarter of 2021, the fund underperformed the 
benchmark due to sector allocations and a broad underweight to 
the distressed area of the loan market. The primary driver of the 
fund’s underperformance was the limited exposure to distressed 
issuers (those less than $90 price). For the quarter, loans below 
$90 returned 10.68% versus loans over $90 returning 1.51%. The 
fund entered the quarter with 2% in loans under $90 versus 7% 
for the benchmark. The fund focuses on the performing segment 
of the bank-loan market. Sector allocations through underweights 
to distressed issuers in energy and gaming/leisure detracted from 

performance. The fund held limited to no exposure to the 
distressed segments of these sectors. Security selection in the 
chemicals and metals/minerals sectors contributed to relative 
performance. Credit-quality allocations were beneficial given an 
overweight to B rated versus BB rated issuers. But the fund’s 
underweight to distressed CCC-rated securities detracted given 
the outperformance of lower quality loans. The fund’s CCC 
exposure is focused on performing second-lien issues. The fund’s 
focus on larger and more liquid issuers, generally greater than $1 
billion in facility size, detracted from performance. Facility/issue 
sizes greater than $1 billion returned 1.55% versus facility/issue 
sizes less than $300 million returning 4.27%.

Manager Outlook
The loan recovery that started in April 2020 continued into 
the first quarter 2021, albeit at a more muted pace. The 
4-year discount margin of the benchmark ended the first 
quarter at 434 basis points, representing an effective yield of 
4.54%. Implied annual default rates using a measure of 
historical average excess spread and average recoveries stand 
at approximately 5% versus expectations of a low-to-mid 
single-digit default rate for 2021. CLO issuance remains 
robust, and loan retail mutual flows turned decidedly positive 
in the first quarter amid a backdrop of rising rates, providing 
a supportive environment for loans. 

We continued to reduce the yield underweight of the 
portfolio relative to the benchmark. The portfolio’s risk 
positioning as measured by effective yield was neutral to the 
index at the end of the first quarter. This was accomplished 
by maintaining our overweight to B-rated performing loans, 
adding performing second-lien exposure and selectively 
buying new issues. Our overweight to B-rated issuers has 
largely been focused on performing companies such as 
financials (insurance brokers) and information technology 
(software). New issues remain attractive as many came with 
50 to 75 basis points London inter-bank offered rate 
(LIBOR) floors, which offer significant value given LIBOR’s 
current level. The average price of the portfolio is $98.49 
compared to $97.46 for the benchmark as we continue to 

Ratings are measured on a scale that generally ranges from AAA (highest) to D (lowest).
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hold limited exposure to distressed issuers. As a result, we expect our portfolio to perform well versus the benchmark to the 
extent market volatility arises. The strategy focuses on large-facility issuers and the performing segment of the loan market, 
seeking to avoid deteriorating credits and bankruptcies. The strategy holds a large overweight in loans over $90 price and loan 
facilities over $1 billion.

We remain overweight in manufacturing, housing (building products), and forest products/containers (packaging) while 
remaining underweight in media/telecom, energy, food/tobacco, chemicals, and transportation. We continue to favor many 
issuers within financials (insurance brokers) and information technology (software). Insurance brokers continue to exhibit an 
ability to perform well in both good and bad economic environments. Software companies continue to benefit from the stability 
of their subscription-based business models, as well as a favorable tailwind from the recent work-from-home dynamic. We 
emphasize fewer cyclical industries and businesses with domestically focused revenues. We are underweight distressed CCC 
rated loans with our CCC exposure concentrated in performing second lien loans. We are selective, holding positions in less 
than 10% of the benchmark issuers.

Net annual operating expenses for Advisor Class are 0.78% and total (gross annual) expenses are 0.92%. Returns reflect reinvestment of 
dividends and distributions. The Fund’s annual operating expenses shown above are effective 8/1/20 through 7/31/21. Gross Expense Ratio 
reflects the total annual operating expenses paid by the Fund. Net Expense Ratio reflects waivers, reductions, reimbursements, and the limitation of certain 
“Other Expenses.” Expense caps and/or fee waivers are reevaluated annually. There is no guarantee that the investment adviser will continue to cap expenses 
after the expiration date. Please see the current prospectus for detailed information. 

Indexes are unmanaged and cannot be invested in directly. Further, they hold no cash and incur no expenses. All share classes may not be available at all 
firms and not all investors may be eligible for all share classes. 

For performance data current to the most recent month-end, call Pacific Funds at (800) 722-2333 or go to PacificFunds.com/
Performance. Performance data quoted represents past performance, which does not guarantee future results. Current performance 
may be lower or higher than the performance quoted. The investment return and principal value of an investment will fluctuate 
so that shares, when redeemed, may be worth more or less than the original cost. 
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Top-10 Holdings Maturity Weight (%) 

Applied Systems, Inc. 9/19/2024 1.79

Finastra Group Holdings 6/13/2024 1.43

Core & Main LP 8/01/2024 1.37

Gainwell Acquisition Corp. 10/01/2027 1.35

Bass Pro Group LLC 3/06/2028 1.28

Nature's Bounty Co. 9/26/2025 1.21

SPDR Blackstone Senior Loan 
ETF -- 1.17

Uber Technologies, Inc. 4/04/2025 1.14

Athenahealth, Inc. 2/11/2026 1.13

Sunshine Luxembourg VII 10/01/2026 1.04

Total 12.91
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Definitions

One basis point equals 0.01%. 

The Bloomberg Barclays US Aggregate Bond Index is composed of investment-grade U.S. government bonds, 
investment-grade corporate bonds, mortgage pass-through securities, and asset-backed securities, and is commonly used to 
track the performance of U.S. investment-grade bonds.

The Bloomberg Barclays US Corporate High Yield Bond Index measures the USD-denominated, high yield, fixed-rate 
corporate bond market

The Bloomberg Barclays US High-Yield 2% Issuer Capped Bond Index measures the performance of high-yield bonds 
with a 2% maximum allocation to any one issuer.

The Credit Suisse Leveraged Loan Index is designed to mirror the investable universe of the U.S. senior secure-credit 
(leveraged-loan) market.

Duration is often used to measure a bond’s or fund’s sensitivity to interest rates. The longer a fund’s duration, the more 
sensitive it is to interest-rate risk. The shorter a fund’s duration, the less sensitive it is to interest-rate risk.

Effective yield 

The Institute for Supply Management Manufacturing Purchasing Managers’ Index (PMI) is an indicator of the 
economic health of the manufacturing sector and is based on five major indicators: new orders, inventory levels, production, 
supplier deliveries and the employment environment.

LIBOR is the benchmark interest rate that banks charge each other for loans. It serves as the benchmark reference rate for 
debt instruments, including government and corporate bonds, mortgages, student loans, and credit cards. 

Option adjusted spread (OAS) is the measurement of the spread of a fixed-income security rate and the risk-free rate of 
return.

The S&P 500 index is a market capitalization-weighted index of 500 widely held stocks often used as a proxy for the U.S. 
stock market.

Yield to worst is the lowest potential yield that can be received on a bond without the issuer actually defaulting.



PACIFIC FUNDS 
FLOATING RATE INCOME
COMMENTARY

Mailing address:
P.O. Box 9768, Providence, RI 02940-9768
(800) 722-2333  •  www.PacificFunds.com

MARCH 31, 2021

MFC0662-0321W
5 of 5

About Principal Risks
All investing involves risks including the possible loss of the principal amount invested. Corporate bonds are subject to issuer risk in that their value 
may decline for reasons directly related to the issuer of the security. Not all U.S. government securities are checked or guaranteed by the U.S. 
government, and different government securities are subject to varying degrees of credit risk. Mortgage-related and other asset-backed securities 
are subject to certain rules affecting the housing market or the market for the assets underlying such securities. The Fund is subject to liquidity risk 
(the risk that an investment may be difficult to purchase, value, and sell particularly during adverse market conditions, because there is a limited 
market for the investment, or there are restrictions on resale) and credit risk (the risk an issuer may be unable or unwilling to meet its financial 
obligations, risking default). High-yield/high-risk bonds (“junk bonds”) and floating-rate loans (usually rated below investment grade) have greater risk 
of default than higher-rated securities/higher-quality bonds that may have a lower yield. The Fund is also subject to foreign-markets risk.

This commentary represents the views of the portfolio managers at Pacific Asset Management LLC as of 3/31/21, and are presented for informational 
purposes only. These views should not be construed as investment advice, an endorsement of any security, mutual fund, sector or index, or to predict 
performance of any investment. Any forward-looking statements are not guaranteed. All material is compiled from sources believed to be reliable, but 
accuracy cannot be guaranteed. The opinions expressed herein are subject to change without notice as market and other conditions warrant. Sector 
names in this commentary are provided by the Fund’s portfolio managers and could be different if provided by a third party.

Pacif ic Life Insurance Company is the administrator for Pacif ic Funds. It is not a fiduciary and therefore does not give advice or make recommendations regarding 
insurance or investment products.

You should consider a fund’s investment goal, risks, charges, and expenses carefully before investing. The prospectus 
and/or the applicable summary prospectus contain this and other information about the Fund and are available from 
your financial advisor or PacificFunds.com. The prospectus and/or summary prospectus should be read carefully before 
investing.
Pacific Funds and Pacific Asset Management are registered service marks of Pacific Life Insurance Company (“Pacific Life”). S&P is a registered trademark 
of Standard & Poor’s Financial Services LLC. All third-party trademarks referenced by Pacific Life, such as S&P, belong to their respective owners.

References of third party trademarks do not indicate or signify any relationship, sponsorship or endorsement between Pacific Life and the owners 
of referenced trademarks.

Pacific Funds are distributed by Pacific Select Distributors, LLC (member FINRA & SIPC), a subsidiary of Pacific Life Insurance Company 
(Newport Beach, CA), and are available through licensed third parties. Pacific Funds refers to Pacific Funds Series Trust.

Diversification does not assure a profit, nor does it protect against a loss in a declining market.


