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Recently, we have seen a number of
Requests for Proposals targeting
investments in private or opportunistic
credit strategies.
We believe that adding structured products
and specialty finance (ABS, ABLs, RMBS,
CMBS, CLOs, CSOs and the like) to such
mandates can significantly enhance a
strategy’s risk-return profile.
Much like basketball’s “sixth man,”3 the
addition of structured products to a broader
fixed income portfolio can both reduce risk
and enhance returns.
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As of March 22, 2019. This article represents our
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undertake to update the article if and when our views
may change.
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In this article, we discuss the versatility and
benefits of structured products within a
fixed income portfolio.
In particular, we focus on two key points
about structured products in the context of
a broader fixed income mandate. First,
structured products offer diversification
benefits that can help ameliorate portfolio
risk; and second, structured products
present an opportunity to increase portfolio
returns.
In addition, we explore portfolio
optimization by examining varying riskreturn profiles within structured products.
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For those of our readers who do not follow U.S.
basketball, “sixth man” refers to a player who is not
one of the starting five but is substituted in so often
that he may play as many minutes of a game as a
starter.
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Diversification
Structured products offer investors
exposure to a multitude of underlying
collateral types.
The broad menu of structured product
collateral includes residential real estate,
commercial real estate, consumer and
commercial loans (auto loans, student loans,
installment loans, equipment loans,
container loans, etc.) and corporate credit,
among others.
Many of these collateral types are further
stratified into even finer sub-sectors. For
example, Legacy RMBS offer investment
opportunities in prime, alt-A and sub-prime
credit grades. Similarly, auto collateral is
tiered into prime and sub-prime. CRE
collateral is segmented into conduit, agency,
bridge and small balance.
Each of these gradations has different credit
characteristics and may respond differently
in various economic scenarios.
Diversification benefits can be sought by
carefully constructing a structured products
portfolio, within a broader fixed income
mandate. This diversification, if properly
implemented, can mute portfolio volatility
and enhance the portfolio’s risk-return
profile.
A recent episode illustrates this point. From
late 2014 to early 2016, the price of oil
dropped by over 50%. This decline was felt
most severely in the oil and mining sectors,
but also severely affected broader corporate
credit. The iShares iBoxx $ High Yield Corp
Bond ETF dropped by about 20% during this
period while many structured product
sectors held up better, due to tight post4

ZAIS analysis of data provided by Standard & Poor’s
Ratings Direct in the following publications: “U.S. CLO
1.0 Chapter To Close with Minimal Defaults”, August
2, 2018; “2017 Annual U.S. Corporate Default Study
And Rating Transitions”, April 5, 2018; and “Twenty

crisis underwriting and strong underlying
fundamentals.
Shifting correlations enable investors to
reshape their portfolios with an eye toward
risk mitigation.
Investors can tailor their risk preferences via
well-informed portfolio construction,
including decisions about sector and subsector allocations, interest rate and credit
spread duration, floating rate versus fixed
rate products and where to position within a
given capital structure.

Return Enhancement
Today, many investors looking for a wider
set of opportunities beyond core fixed
income are considering an “opportunistic
credit” allocation to enhance portfolio yield.
We believe “opportunistic credit” has
become somewhat of a catchall phrase that
captures investors’ desire to enhance
portfolio returns, while at the same time
capturing the risk moderating benefits of
diversification.
In our view, a risk premium (related primarily
to complexity and illiquidity) is embedded in
many structured products, and so structured
products tend to offer higher yields per unit
of risk compared to investment grade or
high yield corporate credit.
For example, an average CLO BB rated
tranche, as of this writing, offers about 300
basis points more yield than a BB high yield
bond, but, according to S&P research, has a
much lower historical incidence of default.4
Greater price volatility within the CLO BB
sector explains some of the yield premium
these instruments offer. However, the
ability to differentiate between transitory
Years Strong: A look Back at U.S. CLO Ratings
Performance from1994 through 2013, January 31,
2014.
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Figure 1: Visualizing Portfolio Optimization

Source: ZAIS analysis based on five year return data for the BAML HY Index, HFRI ABS Index and J.P. Morgan CLOIE
BB Index as of February 28, 2019.

bouts of price volatility and more pernicious
fundamental credit deterioration presents
investment opportunities.
Specialized product expertise in conjunction
with a disciplined investment approach and
thoughtful portfolio allocation are required
to extract these risk premiums reliably over
time in seeking the path to achieving
superior risk-adjusted returns in the long
run.
It is also important to consider the relative
value trading opportunities presented by
such a broad range of products. The ability
to analyze these factors and continually
reposition the portfolio toward
opportunities that, in our view, offer

superior risk-return profiles can result in
outperformance.

Portfolio Optimization
The addition of structured products to a
broader fixed income portfolio can provide
investors with the opportunity to achieve
lower levels of risk while enhancing portfolio
returns.
As presented in Figure 1, altering the
proportion of structured products to High
Yield can create various risk-return profiles
that can ultimately be tailored to meet the
various objectives of specific investors.
Investors also can target specific structured
product asset classes based on risk
parameters, regulatory constraints or
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internal investment guidelines, to meet their
specific needs.

corporate, consumer and real estate
sectors.5

Figure 1 examines the impact on return and
volatility of combining structured products
portfolio with a high yield index in varying
proportions.

This platform provides us with a broad view,
enabling us to identify those sectors and
securities that we believe offer the best riskadjusted returns across securitized products
and private credit.

In Figure 1 we see that a 100% allocation to
the BAML HY index over the past five years
would have yielded a lower return with
higher volatility than the mixed structured
products portfolio we analyzed.
In conclusion, we believe an actively
managed structured products portfolio can
enhance core fixed income portfolios
through diversification and higher returns,
while mitigating certain risks.
Managers such as ZAIS that specialize in
structured products can help investors tailor
exposures to seek to meet their specific
investment goals.
ZAIS has a vertically integrated platform,
through which we invest in a broad array of
loans and securitized products across the

IMPORTANT INFORMATION
Source of Information. Unless otherwise noted, the
source of information for the charts, graphs, and other
materials contained herein is ZAIS. The charts, tables,
and graphs contained in this document are not
intended to be used to assist the reader in determining
which securities to buy or sell or when to buy or sell
securities. Additional information is available upon
request.
Nature of Information Provided. This information has
been prepared solely for informational purposes and 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 which may or may
not be made available. Any such offer of securities
would, if made, be made pursuant to definitive final
private offering documents, which would contain
material information not contained herein (including
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Since its inception in 1997, ZAIS has invested
approximately $13 billion across 4,000+ positions in
CLOs, predominantly BBB’s through equity, and over

Further, we can tailor these exposures to
meet the needs of particular investors.
ZAIS has been investing in structured
products for more than 20 years, through
many market environments. Our
investment team has deep asset and loanlevel expertise. We welcome you to contact
us to discuss your fixed income investment
goals.

More information
As always, we are available to discuss our
views with you. Please contact your client
relations representative at +1 732 978 9722
or zais.clientrelations@zaisgroup.com.

certain risks) or material that differs from the
information contained herein and to which current
and prospective investors are referred. Any decision
to invest should be made solely in reliance upon such
private offering documents. In the event of any such
offering, this information shall be deemed superseded,
amended and supplemented in its entirety by such
private offering documents. Information contained
herein does not purport to be complete and is subject
to the same qualifications and assumptions, and
should be considered by investors only in the light of
the same warnings, lack of assurances and
representations and other precautionary matters, as
disclosed in an applicable private offering
memorandum and subscription agreement. No
representation or warranty can be given with respect
to the terms of any offer of securities conforming to
the terms hereof. There is no guarantee that the
strategies set forth herein will be successful. The
information should only be considered current as at
the date specified herein and is subject to change at
$26 billion across 11,000+ positions in Mortgage and
Asset-Backed securities.
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any time and without notice. Statements made herein
that are not attributed to a third party source reflect
the views and opinions of ZAIS.
Opinions. Certain information contained herein
represents ZAIS's current reasonable opinion and is
based on unaudited and forecast figures which have
been derived from multiple sources and have not been
subject to specific due diligence. The information has
been provided in good faith but is not guaranteed and
is subject to uncertainties beyond ZAIS's control and
should not be relied upon for the purposes of any
investment decision. ZAIS makes no representations
or warranties and accepts no liability whether in
contract, tort or otherwise for (1) the information not
being full and complete, (2) the accuracy of any
opinion, (3) the basis on which any comparison has
been drawn or the facts selected to make such
comparison and (4) the assumptions underlying any
opinions. No opinion of this nature can be, and this
information does not purport to be, full, complete,
comprehensive or to contain all relevant information.
Statements made herein that are not attributed to a
third party source reflect the views and opinions of
ZAIS.
No Advice Provided. ZAIS does not make any
representation or warranty, expressed or implied,
regarding any current or prospective investor’s legal,
economic, tax, the Employee Retirement Income
Security Act of 1974 (“ERISA”), regulatory or
accounting treatment of the matters described herein.
ZAIS is not responsible for providing legal, economic,
tax, ERISA, regulatory or accounting advice to any
current or prospective investor. ZAIS also does not
make any representation or warranty, express or
implied, regarding the accuracy, reliability,
completeness, appropriateness or sufficiency for any
purpose of the information herein and ZAIS assumes
no responsibility therefor. Each recipient must rely
upon its own examination and analysis of matters
described herein and must rely upon its own
representatives and professional advisors. Charts,
tables and graphs contained in this document are not
intended to be used to assist the reader in determining
which securities to buy or sell or when to buy or sell
securities. The risk management practices and
methods described herein are for illustrative purposes
only and are subject to modification.
Forward-Looking Statements. These materials may
contain statements that are not purely historical in
nature but are “forward-looking statements”. In some
cases, you can identify forward-looking statements by
terms such as “anticipate,” “believe,” “could,”
“estimate,” “expect,” “intend,” “may,” “plan,”
“potential,” “should” and “would” or the negative of
these terms or other comparable terminology. These
forward-looking statements include, among other

things, projections, forecasts, estimates or
hypothetical calculations with respect to income, yield
or return, future performance targets, sample or pro
forma portfolio structures or portfolio composition,
scenario analysis, specific investment strategies or
proposed or pro forma levels of diversification or
sector investment. These forward-looking statements
are based upon certain assumptions, some of which
are described herein. Prospective investors are
cautioned not to place undue reliance on such
statements. No representation is made by ZAIS as to
the accuracy, validity or relevance of any such
forward-looking statement and the recipient agrees it
is solely responsible for gathering its own information
and undertaking its own projections, forecasts,
estimates and hypothetical calculations. Actual events
are difficult to predict, are beyond ZAIS’s control, and
may substantially differ from those assumed. All
forward-looking statements included herein are based
on information available on the date hereof or such
date specified and ZAIS does not assume any duty to
update any forward-looking statement contained
herein. Some important factors which could cause
actual results to differ materially from those in any
forward-looking statements include, among others,
the actual composition of the investment portfolio,
any defaults to the investments, the timing of any
defaults and subsequent recoveries, changes in
interest rates, changes in currency rates and any
weakening of the specific obligations included in the
portfolio. Accordingly, there can be no assurance that
estimated returns or projections can be realized, that
forward-looking statements will materialize or that
actual returns or results will not be materially lower or
higher than those presented. The value of any
investment, and the income from it, may fall as well as
rise. Accordingly, there can be no assurances that an
investor will receive back all or any of the original
capital invested. Further, the eligible investments may
be leveraged and the portfolio of eligible investments
may lack diversification thereby increasing the risk of
loss.
Performance. In considering any performance
information contained herein, you should bear in mind
that past or projected performance is not necessarily
indicative of future results, and there can be no
assurance that any entity or strategy referenced
herein will achieve comparable results or that return
objectives, if any, will be met. Performance variance
among certain investors may occur due to various
factors including timing of investments, redemptions
and applicable management and performance fees.
Past performance is not a guarantee, prediction, or
indicator of future returns. No representation is made
that any investor will or is likely to achieve results
comparable to those shown or will make any profit or
will be able to avoid incurring losses, which may be
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substantial. All investments involve risk including the
loss of principal.
Benchmarks. Any financial benchmarks and indices
presented herein are used for comparison purposes
only and are not meant to be indicative of the asset
composition or volatility of a portfolio of securities
and other investments managed by ZAIS. Such
financial benchmarks or indices are unmanaged,
assume reinvestment of income, cannot be invested in
directly and do not reflect the impact of any
management or performance fees. Instruments traded
by ZAIS are not limited to the instruments comprising
any index. There are limitations in using financial
indices for comparison purposes and because such
indices may have different volatility, diversification,
credit and other material characteristics (such as
number or type of instrument or security).
There is no guarantee that ZAIS will be successful in
achieving any strategy’s investment objectives. Any
investment contains risks, including the risk of
complete loss. Please refer to the risk factors set forth
in the relevant offering materials, if an offer is made.
Regulatory Registrations and Authorizations. ZAIS
Group, LLC’s registrations with the Securities and
Exchange Commission (the “SEC”) and the Commodity
Futures Trading Commission (the “CFTC”), and ZAIS
Group (UK) Limited’s authorization by the United
Kingdom’s Financial Conduct Authority (“FCA”), does
not imply a certain level of skill or training.

Rating Agency Ratings. Information about ratings
assigned by rating agencies is provided solely for your
information and convenience. Presentation of these
ratings does not mean they should be relied on in
making investment decisions, nor does it warrant that
the agency or agencies rating particular instruments
brought to bear judgment that was independent,
objective or free from conflicts of interest when the
ratings were assigned.
ZAIS Group (UK) Limited. ZAIS Group (UK) Limited is a
company registered in England with number
08908933 and whose registered office is c/o Dixon
Wilson, 22 Chancery Lane, London WC2A 1LS, United
Kingdom. ZAIS Group (UK) Limited is authorized and
regulated by the Financial Conduct Authority in the
United Kingdom. ZAIS Group (UK) Limited’s
authorization by the FCA does not imply a certain
level of skill or training. Investors will not benefit from
the rules and regulations made under the Financial
Services and Markets Act 2000 for the protection of
investors, nor from the Financial Services
Compensation Scheme in the United Kingdom.
Nothing herein excludes any liability which ZAIS is not
permitted to exclude by applicable law.
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