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BANK LOANS

Software Selloff Leads Loans Negative for Q1

The S&P USB Leveraged Loan Index returned -0.6 percent for the first quarter, breaking the streak of 14 consecutive positive 
quarters for bank loans. Fears of AI-driven deflationary pressure on valuations drove technology and other AI-sensitive sectors 
lower for the quarter. Coupon helped to offset the 2 percent price return of the index, and the floating rate nature of loans 
insulated the asset class from rate moves that impacted more rate-sensitive asset classes. The distress ratio almost tripled 
quarter over quarter, finishing at 6.2 percent, and we remain cautious about low recovery rates, particularly in technology.

Prices are lower and spreads are wider as the market reassesses AI risk.
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Technology, at 17% of the Index, Was a Significant Drag on Loans in Q1
S&P UBS Leveraged Loan Index Technology Weight

Source: S&P UBS Leveraged Loan Index. Data as of 12.31.2025.

	� The technology sector, representing 17 percent of the index 
(software 13 percent), was a material drag on performance 
with the sector down 4.15 percent for the period. 

	� Looking at the index broadly, three-year discount margins 
widened 59 basis points, finishing at 514 basis points.  
Three-year yields rose 0.84 percent, finishing at 8.70 
percent, and the weighted average price of the index was 
down 2.1 points, closing at 93.81.  

	� The tech-driven volatility, amplified by the conflict in Iran, 
put a damper on new issuance. High quality and non-tech 
deals were able to get done, though somewhat sparingly. 
February and March saw just $33 billion each in primary 
activity, well below the 2025 average of $86 billion  
per month. 

	� On the demand front, CLO issuance did not seem all that 
impacted by the volatility, with a strong quarterly tally of 
$49 billion. Retail flows were impacted, however, with  
$7.5 billion of outflows from loan funds.

	� Credit selection was highlighted during the quarter as the 
market looks to differentiate between winners and losers in 
the AI-efficiency race. Sector and subsector dispersion was 
the highest in some time.

	� Our base case is for volatility to persist for the foreseeable 
future as the market will need to work to refinance more 
than $150 billion of the lowest rung of B-rated issuance 
maturing in 2028 and as liability management exercises 
continue to erode first lien recoveries.

	� In terms of positioning, we maintain our up in quality bias 
given the tail risk in the market and macro uncertainty. For 
businesses we view as insulated from some of these risks 
with appropriate capital structures, we will look to add to 
positions on weakness.

The technology sector, representing 
17 percent of the index (software 
13 percent), was a material drag on 
performance with the sector down 
4.15 percent for the period.
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This material is distributed or presented for informational or educational purposes only and should not be considered a recommendation of any particular security, strategy or investment product, or as 
investing advice of any kind. This material is not provided in a fiduciary capacity, may not be relied upon for or in connection with the making of investment decisions, and does not constitute a solicitation 
of an offer to buy or sell securities. The content contained herein is not intended to be and should not be construed as legal or tax advice and/or a legal opinion. Always consult a financial, tax and/or legal 
professional regarding your specific situation.

One basis point is equal to 0.01%.

This material contains opinions of the authors, but not necessarily those of Guggenheim Partners, LLC or its subsidiaries. The opinions contained herein are subject to change without notice. Forward-
looking statements, estimates, and certain information contained herein are based upon proprietary and non-proprietary research and other sources. Information contained herein has been obtained 
from sources believed to be reliable but are not assured as to accuracy. Past performance is not indicative of future results. There is neither representation nor warranty as to the current accuracy of, nor 
liability for, decisions based on such information.

Investing involves risk, including the possible loss of principal. In general, the value of a fixed-income security falls when interest rates rise and rises when interest rates fall. Longer term bonds are 
more sensitive to interest rate changes and subject to greater volatility than those with shorter maturities. During periods of declining rates, the interest rates on floating rate securities generally reset 
downward and their value is unlikely to rise to the same extent as comparable fixed rate securities. High yield and unrated debt securities are at a greater risk of default than investment grade bonds 
and may be less liquid, which may increase volatility. Investors in asset-backed securities, including mortgage-backed securities and collateralized loan obligations (“CLOs”), generally receive payments 
that are part interest and part return of principal. These payments may vary based on the rate loans are repaid. Some asset-backed securities may have structures that make their reaction to interest 
rates and other factors difficult to predict, making their prices volatile and they are subject to liquidity and valuation risk. CLOs bear similar risks to investing in loans directly, such as credit, interest rate, 
counterparty, prepayment, liquidity, and valuation risks. Loans are often below investment grade, may be unrated, and typically offer a fixed or floating interest rate. S&P bond ratings are measured on a 
scale that ranges from AAA (highest) to D (lowest). Bonds rated BBB- and above are considered investment-grade while bonds rated BB+ and below are considered speculative grade.

Guggenheim Investments represents the following affiliated investment management businesses of Guggenheim Partners, LLC: Guggenheim Partners Investment Management, LLC, Security Investors, 
LLC, Guggenheim Funds Distributors, LLC, Guggenheim Funds Investment Advisors, LLC, Guggenheim Corporate Funding, LLC, Guggenheim Wealth Solutions, LLC, Guggenheim Private Investments, LLC, 
Guggenheim Investments Loan Advisors, LLC, Guggenheim Partners Europe Limited, Guggenheim Partners Japan Limited, and GS GAMMA Advisors, LLC.
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