The Elusive Recession

Commentary by Crescent Capital Markets

OVERVIEW

* Credit market bearishness is pervasive while economic data is resilient
* Fixed income yields are at their highest level in over a decade

* The highest quality segments of the credit market have lagged, providing investors with an
attractive entry point

* High yield bonds and bank loans have historically performed well following a Fed pause

THE ELUSIVE RECESSION

Everyone seems to be bearish these days. Just about every economist is betting higher interest rates will cool the
economy, resulting in a spike in corporate defaults and wider credit spreads. More than a year and 500 basis points
into the central bank’s rate-hiking program, an investor might reasonably expect to see a potential recession looming.
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Pessimistic positioning on the scale we see today can often be a contrarian indicator. When bullish or bearish
sentiment reaches an extreme level, sooner or later the market moves in the opposite direction. One may wonder, is
it possible economists have underestimated the lagged effect of low interest rates, $5 trillion of pandemic stimulus
spending, and a greater than 40% drop in oil prices from the recent peak are having on consumer consumption?

Another sign of strength can be seen in the May employment data. The headline number — a payroll gain of 339,000 —
vastly exceeded estimates, and sectors with the strongest gains were some of the hardest hit by the pandemic,
including leisure, healthcare and hospitality. In fact, the unemployment rate today is only 0.1% higher than when the
Fed first started hiking rates last year. This suggests the labor market will likely remain strong for months to come as
the labor force participation rate has yet to return to pre-pandemic levels.
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It could take several quarters before the labor market cools and the economy shows signs of slowing. Meanwhile, yields
on U.S. high yield bonds, bank loans and CLO debt tranches are at the highest levels in a decade and are providing
equity-like returns, with investors earning nearly 9% in high yield bonds, more than 10% in syndicated bank loans (see
graph below), and 9.0-13.5% in CLO debt (Source: J.P. Morgan CLOIE Index). Income will once again be the primary driver
of return given the high carry offered by these asset classes, with yields sitting in the 90th percentile rank of the post-

GFC period according to Goldman Sachs.
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Despite all of the bearishness, the best performing segment of the credit market this year has counterintuitively been
the lowest quality tier. Triple-C rated bonds and loans have outperformed the double-B rated cohort by a factor of
nearly two times year-to-date. That makes the double-B rated bond and bank loan cohorts look most appealing to us,
as the current market opportunity for entering those bonds and loans is among the best we have seen in recent years.

We are often asked what to expect if the Fed pauses and holds interest rates steady. JP Morgan examined the
performance of high yield bonds and bank loans following a Fed pause. Over the past 30 years, there have been five
instances of Fed policy transitioning to a pause, which notably lasted an average of 10 months until the onset of the
first rate cut. Historically, high yield bonds and bank loans performed well following a pause with an average 12-
month forward total return of +12.3% for high yield and +7.5% for bank loans.

HIGH YIELD & BANK LOAN FORWARD PERFORMANCE
POST A PAUSE IN FED POLICY HIKES

Bank Loan Forward

Month of Last Hik Fed Funds Terminal HY Forward Return Return
onth of Last Hike
Rate 12 months 12 Months

December 2018 2.50% 14.08% 8.64%
June 2006 5.25% 11.83% 7.54%
May 2000 6.50% 3.33% 6.22%
March 1997 5.50% 15.72% 7.62%
February 1995 6.00% 16.51% -
Total Average 12.30% 7.51%

Source: JP Morgan

We see two key factors as contributing to this solid performance over time. First, the fundamentals following a policy
pause remained favorable and not weak enough to elicit a rate cut. And secondly, rates were a tailwind for
performance with 5-year U.S. Treasury yields declining an average 101 basis points over the next year. The current
backdrop has caused credit markets to reprice, setting the stage for potentially strong performance for the balance of
the year should a recession remain elusive.
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About Crescent Capital

Crescent Capital Group is headquartered in Los Angeles with offices in Boston, Chicago, London, and New York. With
more than 100 investment professionals and over 210 employees, the firm invests at all levels of the capital structure,
with a significant focus on below investment grade credit through strategies that invest in senior bank loans,
unitranche loans, high yield debt, mezzanine debt, and other private debt securities. As of March 31, 2023, Crescent
Capital Group managed over $41 billion of privately-originated debt investments as well as marketable securities. For
more information about Crescent Capital Group, please visit www.crescentcap.com.

Legal Information and Disclosures

This document expresses the views of the author as of the date indicated and such views are subject to change
without notice. Neither the author nor Crescent Capital Group LP (“Crescent) has any duty or obligation to update the
information contained herein. Further, Crescent makes no representation, and it should not be assumed, that past
investment performance is an indication of future results.

Crescent makes this document available for educational purposes only and should not be used for any other purpose.
The information contained herein does not constitute and should not be construed as an offering of advisory services
or an offer to sell or solicitation to buy any securities or related financial instruments in any jurisdiction. Nor is the
information intended to be nor should it be construed to be investment advice. Certain information contained herein
concerning economic trends and performance may be based on or derived from information provided by
independent third-party sources. The author and Crescent believe that the sources from which such information has
been obtained are reliable; however, neither can guarantee the accuracy of such information nor have independently
verified the accuracy or completeness of such information or the assumptions on which such information is based.

This document, including the information contained herein, may not be copied, reproduced, republished, or posted in
whole or in part, in any form without the prior written consent of Crescent.
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