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Lord Abbett Credit Opportunities Fund  

First Quarter 2023 Performance Commentary 

PERFORMANCE REVIEW 

Over the first quarter of 2023, the Lord Abbett Credit Opportunities Fund (the Fund) returned +3.23%, reflecting performance 

at the net asset value (NAV) of Class I shares with all distributions reinvested. The main drivers of performance by asset 

class were select positions in U.S. and European high yield bonds, leveraged loans and commercial mortgage-backed 

securities (CMBS).  

STRATEGY OVERVIEW 

The Fund is comprised of investments that are driven and backed by deep fundamental analysis, then evaluated through a 

scenario-based framework, where the scenarios, probabilities, and weightings are adjusted by the portfolio management 

team to comport with the team's macro views. With this framework, the portfolio management team seeks to take advantage 

of market or sector dislocations and liquidity mismatches, with an eye to capturing unrealized or mispriced optionality.  

We currently view the portfolio as representing two broad investment strategies: enhanced carry in which the return is based 

primarily on income with some price appreciation, and total return investments, where our expectation is for catalyst-driven 

price appreciation to provide a higher proportion of the expected return. The enhanced carry strategy acts as the ballast to 

the portfolio, which targets higher quality investments that may offer reasonable downside protection while providing extra 

income over instruments in the broader market. These investments typically either have a lower sensitivity to macro events, 

structural protections, or collateral that protect the investment. Our investment view is typically centered around a thesis 

that the market has mispriced the credit, allowing us to potentially generate excess return vs. market expectations. We view 

total return investments as an expression of event optionality, where price appreciation is a larger part of the story. As with 

enhanced carry investments, we believe the market is underpricing the probability of positive events, creating a discounted 

option for the portfolio. The total return strategy of the Fund focuses on fundamentally sound investments where there is 

potential to pull expected returns into a shorter period. 
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PORTFOLIO RECAP AND POSITIONING 

The market entered the year with a bearish sentiment and recession being the consensus call. The tone changed to 

optimism in early January, with some inflation measures showing signs of deceleration. January proved to be a positive 

month, with financials and lower-quality bonds outperforming. CCCs returned over 6% in January alone, which was the 

strongest monthly performance for the credit tier since April 2016. Inflation fears resurfaced as the primary market concern 

in February, with rates sharply higher and longer duration assets underperforming. March brought turmoil to the U.S. 

regional banking sector, with failures in three U.S. banks. This led to significant spread widening and concerns of a potential 

contagion effect into the broader financial services sector. Investor worries eventually made their way into European markets 

and contributed to the shotgun merger of Credit Suisse and UBS. Rates then collapsed and recession fears returned. 

We started the quarter adding to several high conviction investments in energy, which remains one of the more prominent 

themes across the portfolio. We built on several core holdings in the Fund over the quarter, including Crescent Energy and 

NINE Energy Service, Inc. Although these issuers continued to boast solid balance sheets, commodity prices softened 

over the quarter and provided the opportunity to add at attractive levels. We initiated a position in WTI Offshore, a Gulf-

focused energy and production company. Our thesis included a positive view of the substantial asset coverage and tight 

terms of the offering, and we believed the attractive yield reflected substantial compensation for the risk the company 

presents. 

While we remain constructive in the Energy sector overall, we trimmed several investments throughout the period that 

performed well that we felt were fully valued, including Nabors Industries, a global oil and gas drilling contractor. Nabors 

has been a good example of our overall thesis for the Energy sector, where we believed more disciplined approaches to 

capital allocation have led to more stability in the current market regime. We also reduced positions in several oilfield service 

providers that had become fully valued such as Oceaneering, Inc. and Welltec, in favor of investments that offered higher 

convexity and upside potential. 

We continued building on the Fund’s positions in lower-rated industrial credits, such as AC Products, Inc. and Madison 

IAQ LLC. Both issuers reside in the Capital Goods sector, with AC Products focused on building materials and Madison 

IAQ geared towards developing technologies to drive improvement in indoor air quality. Both companies had demonstrated 

strength and more resilient pricing power within their respective industries. We funded these purchases partially by reducing 

allocations to positions in Travel and Leisure issuers where valuations had tightened. We reduced Sabre Corporation, a 

travel technology firm that provides software for reservations systems in the airline and hotel industry. We purchased 

securities from this issuer prior to 1Q23 with the view that the company was a beneficiary of strong travel backdrop, with 

the company’s revenue levered to air travel volume. 

Improvement in global outlooks also led us to take advantage of opportunities overseas and continue to expand the Fund’s 

geographic footprint. We added to various Emerging Market investments, increasing our positions in China property 

development companies in particular. We believe there is a favorable growth trajectory in China as reversal of their Zero-

COVID policy helped to positively reset the country’s economic outlook. Also, we expect regulatory support to be an 

additional tailwind for these issuers. 

We continued to find compelling opportunities within securitized products, specifically ABS, given the sector’s exposure to 

the U.S. consumer. Notably, the first quarter saw a material recovery in performance within those positions facing the U.S. 

consumer finance sector. Jobless claims have remained at constrained levels while private payrolls continued to expand at 

a robust clip. Wages continued to grow in real terms, outpacing inflation, while key drivers of headline inflation, namely 

gasoline, decreased. The valuations in used cars staged a material comeback as well over the first quarter, driven by 

continued slow growth in new car production, rising new car retail prices, and steady demand.   
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An example of our activity in this space included initiating a new position in Certified Automotive Lease Corp ABS. This 

private ABS instrument is backed by a pool of prime auto leases originated in connection with the sale of Honda and 

Stellantis vehicles through franchised dealerships. Our thesis for entering this trade centered around our view of prime 

consumer credit strength, the conservative residual value setting process employed by the lessor, and the attractive liquidity 

compensation for this private investment grade instrument. This position also demonstrated our ability to source private 

ABS transactions in the secondary market. We were aware of this opportunity and had initially looked at and passed on the 

issue. That being said, we were able to provide liquidity to the original seller and buy the security at a discount with full call 

protection.  

When analyzing different vintages for securitized products, it is our thesis that the 2022 vintage for consumer loan 

originations will prove to be a poor vintage. Given the challenge of interest rate volatility and the credit deterioration observed 

of consumer assets in 2022, financial conditions started to tighten for US households in late 2022 in a material way. These 

originations were characterized by the whipsaw of historic fiscal and monetary accommodation, which drove a hunt for yield 

to historic monetary tightening. On the other hand, 2023 represents a stark contrast as originations incorporate variables 

such as a declining used car market during late 2022, rising consumer loan defaults, rising fraud risk, and heightened 

funding costs into loan underwriting.  It is a core thesis of ours that the 2023 vintage of consumer loans is one to add 

exposure to.  As such, we initiated a position in Flagship Credit Auto Trust 2023-1 E, a subordinated tranche off of 

Flagship’s Q1 auto loan securitization at an attractive spread and yield level. 

We also exited several of the Fund’s securitized positions over the quarter as there was an improvement in performance 

and our thesis was realized. An example of this was our reduction in LFT 2019-1 A, a senior note backed by Lendmark 

Funding Trust 2019-1, a revolving pool of consumer installment contracts. We had initiated this position in Q2 2022 when 

senior ABS assets were at attractively cheap prices. We also reduced several positions within our existing Auto Loan 

Residual portfolio over the quarter. Two examples were residual positions in FCAT 2020-4 and Carvana 2021-N1 which 

exhibited sharp rebounds in valuation, driven by a decline in delinquencies and loan loss severities. These trades capture 

the strategy’s flexibility to traffic in high quality assets when returns are available.  

Although the Fund exhibited positive performance for the period, several holdings faced pressure that led us to re-underwrite 

our initial thesis. One example was our position in Party City, a retail chain of party stores. Cross currents with multiple 

COVID variants, higher helium prices, and inflationary pressure on both labor and input costs proved too much for the capital 

structure and we ultimately exited our position. Another example was our position in National CineMedia, a cinema 

advertising company. Similar to Party City, we believed that this company would be a beneficiary of economic reopening. 

However, this thesis did not materialize for the portfolio, and the bankruptcy filing of one of its larger customers made a 

recovery challenging. 

Over the final weeks of the quarter, we meaningfully reshaped the Fund’s composition. While market volatility presented by 

the banking crisis brought about significant opportunities for the strategy, we were very selective in risk adds as we analyzed 

the tail risks from a potential contagion effect. It is important to note that we were void exposure across regional banks within 

the Fund prior to the failures at Silicon Valley Bank (SVB) and Signature Bank. However, we had continuously monitored 

the status of the sector in the succeeding weeks and ultimately initiated select positions, such as Western Alliance, where 

we believed valuations were more reflective of broader industry concerns compared to the company’s underlying 

fundamentals. This investment required collaboration across multiple investment teams and also reflected our core 

processes by allowing us to better capitalize on dislocations where we felt investments were misvalued. We ended the 

period with an elevated cash balance but continue to be aware of potential opportunities that arise. 
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OUTLOOK 

We remain generally constructive on select areas of credit despite uncertainty in markets from increased recessionary 

concerns. Risk assets had provided solid gains to start the new year on the back of broader positive developments in 

macroeconomic data countering March’s banking system woes. We continue to monitor for signs of rising credit stress given 

the volatility that has been persistent over the prior several quarters. Ultimately, as interest rates may remain higher for 

longer, we are focused on the availability and cost of credit to issuers. As lending conditions have showed signs of tightening, 

companies with weaker balance sheets may struggle to gain access to capital. In stressed environments such as these, we 

continue to view price volatility as a durable opportunity for our strategy, enabling us to deploy the deep expertise that our 

investment council brings.  

We continue to see favorable risk/reward opportunities in the high yield Energy sector, which continues to be our largest 

thematic position. The sector has continued to benefit from an ongoing supply and demand mismatch that we believe should 

persist over the intermediate term. While we remain constructive on the Exploration & Production investments, we are 

looking into select opportunities in other subsectors, including oil service providers. We also continue to focus on 

idiosyncratic trades in cash bonds as they come available and to look for opportunities within other sectors such as Capital 

Goods and Basic Industry as they develop. 

Against an increasingly unclear macroeconomic backdrop, we look forward to sustained volatility which we believe will bring 

opportunities in unexpected areas. Given this, we will continue to stay focused on earning adequate compensation for 

liquidity and duration, so that we can maintain the Fund’s ability to pivot to rapidly changing terrain. We have held cash 

balances at levels higher than normal in an effort to remain nimble in this environment.  

PERFORMANCE AS OF 03/31/2023 

 
1Q23 YTD 1 Year 3 Year Since Inception* 

Credit Opportunities Fund Class I 3.23% 3.23% -4.60% 13.41% 6.23% 

Net Expense Ratio: 1.39% 
 
*Fund Incepted on February 22, 2019 

 

 
Credit Opportunities Fund I-Share 

Average Price $85.92 

Yield to Worst 12.26% 

SEC Yield  9.99% 
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Performance data quoted reflect past performance and are no guarantee of future results. Current performance may be higher or lower than 

the performance quoted. The investment return and principal value of an investment in the Fund will fluctuate so that shares, on any given day 

or when redeemed, may be worth more or less than their original cost. You can obtain performance data current to the most recent month end 

by calling Lord Abbett at (888) 522-2388 or referring to our website at lordabbett.com. 

The net expense ratio takes into account contractual fee waivers/expense reimbursements that currently are scheduled to remain in place through 

04/30/2024. For periods when fees and expenses were waived and/or reimbursed, the Fund benefited by not bearing such expenses. Without such fee 

waivers/reimbursements, performance would have been lower. 

The Fund is structured as an unlisted closed-end interval fund. Limited liquidity is provided to shareholders only through the Fund’s quarterly offers to 

repurchase between 5% and 25% of its outstanding shares at net asset value, subject to applicable law and approval of the Board of Trustees. The Fund 

currently expects to offer to repurchase 5% of outstanding shares per quarter. There is no secondary market for the Fund’s shares and none is expected 

to develop. There is no guarantee that an investor will be able to tender all or any of their requested Fund shares in a periodic repurchase offer. Investors 

should consider shares of the Fund to be an illiquid investment.  

Although the Fund may impose a repurchase fee of up to 2.00% on shares accepted for repurchase by the Fund that have been held for less than one 

year, the Fund does not currently intend to impose such a fee. Please refer to the Fund's prospectus for additional information.  

The Fund’s ability to be fully invested and achieve its investment objective may be affected by the need to fund repurchase obligations. In addition, the 

fees and costs associated with investing in an interval fund may be significantly greater than those of other fund structures. 

New Fund Risk: The Fund is newly organized. There can be no assurance that the Fund will reach or maintain a sufficient asset size to effectively 

implement its investment strategy.  

A Note about Risk: The Fund is subject to the general risks associated with investing in debt securities, including market, credit, liquidity, and interest 

rate risk. The Fund may invest in high-yield, lower-rated securities, sometimes called junk bonds. These securities carry increased risks of price volatility, 

illiquidity, and the possibility of default in the timely payment of interest and principal. The Fund may invest in debt securities of stressed and distressed 

issuers as well as in defaulted securities and debtor-in-possession financings. Distressed and defaulted instruments generally present the same risks as 

investment in below investment grade instruments. However, in most cases, these risks are of a greater magnitude because of the uncertainties of investing 

in an issuer undergoing financial distress. The Fund may invest in foreign or emerging market securities, which may be adversely affected by economic, 

political, or regulatory factors and subject to currency volatility and greater liquidity risk. The Fund may invest in derivatives, which are subject to greater 

liquidity, leverage, and counterparty risk. These factors can affect Fund performance.  

Because of the risks associated with the Fund’s ability to invest in high yield securities, loans and related instruments and mortgage-related and other 

asset-backed instruments, foreign (including emerging market) securities (and related exposure to foreign currencies), and the Fund’s ability to use 

leverage, an investment in the Fund should be considered speculative and involving a high degree of risk, including the risk of a substantial loss of 

investment. 

The Fund’s portfolio is actively managed and is subject to change. 

The portfolio weights shown in parenthesis within the Portfolio Impact section are based on the average weight during the quarter.  

Carry is defined as the return (or premia) accruing to an investor from holding (being long) a higher yielding security over a lower yielding security, assuming 

prices remain constant.  

Basis points (bps) refers to a common unit of measure of interest rates and other percentages. One basis point is equal to 1/100th of 1%, or 0.01%, or 

0.0001, and is used to denote the percentage change in a financial instrument. 

The credit quality of the debt securities in a portfolio are assigned by a nationally recognized statistical rating organization (NRSRO), such as Standard & 

Poor's, Moody's, or Fitch, as an indication of an issuer's creditworthiness. Ratings range from `AAA' (highest) to `D' (lowest). Securities rated `BBB' or 

above are considered investment grade. Credit ratings `BB' and below are lower-rated securities (junk bonds). High-yielding, non-investment-grade loans 

and bonds (junk bonds) involve higher risks than investment-grade securities. Adverse conditions may affect the issuer's ability to pay interest and principal 

on these securities. 
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The views and information discussed in this commentary are as of March 31, 2023, are subject to change, and may not reflect the views of the firm as a 

whole. The views expressed in market commentaries are at a specific point in time, are opinions only, and should not be relied upon as a forecast, 

research, or investment advice regarding a particular investment or the markets in general. Information discussed should not be considered a 

recommendation to purchase or sell securities. 

The information provided is not directed at any investor or category of investors and is provided solely as general information about Lord Abbett’s products 

and services and to otherwise provide general investment education.  None of the information provided should be regarded as a suggestion to engage in 

or refrain from any investment-related course of action as neither Lord Abbett nor its affiliates are undertaking to provide impartial investment advice, act 

as an impartial adviser, or give advice in a fiduciary capacity.   If you are an individual retirement investor, contact your financial advisor or other fiduciary 

about whether any given investment idea, strategy, product or service may be appropriate for your circumstances. 

Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett Funds. This and 

other important information is contained in the fund's summary prospectus and/or prospectus. To obtain a prospectus or 

summary prospectus on any Lord Abbett mutual fund, contact your investment professional, Lord Abbett Distributor LLC at 

(888) 522-2388 or visit us at lordabbett.com. Read the prospectus carefully before you invest. 

NOT FDIC INSURED-NO BANK GUARANTEE-MAY LOSE VALUE 

 


