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Blackstone’s Lee Shaiman, Portfolio Manager of SRLN provides insight on the senior loan market  

 

WEISKOPF:  Thank you for joining us today. My goal for this interview with Lee Shaiman, Managing 

Director and Portfolio Manager at GSO Capital Partner LP – the credit arm of Blackstone, is to bring 

awareness to specific idiosyncratic structural issues related to the bank loan market and highlight certain 

differences between passive and active ETF strategies in this market.  

 

WEISKOPF:  Can you provide us with your background and how you came to join Blackstone? 

 

SHAIMAN:  I am a portfolio manager in the GSO division of Blackstone. I specifically focus on our listed 

products, predominantly within the loan space. I have been at GSO now for about 9 years, essentially since its 

inception, and with the team for almost 14 years. Prior to that, I spent 14 years at UBS in high yield heading the 

high yield capital markets desk.  

 

WEISKOPF:  How did Blackstone come to the conclusion to launch an ETF and why did you partner 

with SSgA? 

 

SHAIMAN:  Our initial RIC launches came in the form of closed-end funds, which employ leverage to help 

drive returns, and that's a big differentiating factor between a closed-end strategy and an open-end or ETF 

strategy.  

 

The next logical place for us was a daily liquidity product. We'd previously been engaged with SSgA through 

State Street, its parent, mostly in the custody and back office perspective. We were looking for ways that we 

might work together with them on the investment side. 
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We concluded that there was synergy between working together to leverage their distribution muscle and 

product expertise with our bank loan expertise to run an active strategy, which we agreed was different than 

what was already available in an ETF.  

 

WEISKOPF:  What did Blackstone bring to the table? 

 

SHAIMAN:  Blackstone, through GSO, is one of the largest managers of bank loans globally, and we have a 

long history within the asset class.  I think we bring a lot of heft in terms of size, scope and scale as a manager. 

In the bank loan space, that actually matters for a number of reasons: First, we have a large dedicated credit 

team, Second, the loan asset class is one that's very heavily reliant on the primary market. Because we're so 

large and so involved in the primary market we often get very good treatment in syndication of primary bank 

loans.  

 

I think that's an important aspect in terms of being able to construct a portfolio; getting access to those credits 

that you want to own in the size in which you want to hold is about firm positioning.  

 

Not being constrained to an index is an advantage for us in SRLN. For example, we can buy a new issue at a 

discount in the primary market before it hits the secondary market in anticipation of it being included in an 

index. More often than not, secondary markets for good credit trade at a slight premium to primary pricing.  

 

WEISKOPF:  Can you expand on what you mean by primary and secondary markets and how they 

really work? How is your access as Blackstone a competitive advantage?  

 

SHAIMAN:  The primary market in loans would be akin to an initial public offering (IPO) in the equity 

market. In the bond market, when a company goes to the market, it floats a new bond. In the case of a 

syndicated bank loan, a company raises money by going to an agent bank, or a group of banks that will act as 

agent, to distribute or to raise capital for them under the bank lending agreement. Size matters in this market 

because large buyers can help determine how an issue gets priced. The secondary marketplace is available for 

trading between institutional buyers and sellers.  
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We often find a better value in the loan market in the primary marketplace, which might have something to do 

today with the existence of indexed products. Once a name is in an index, passive funds have to include it as 

they grow their assets, creating increased demand for that security.  

 

While the loan market tends to be very idiosyncratic, it is also very affected by fund flows. So if money is 

coming in, there's often tighter bid/ask spreads and prices may rise. If money is flowing out, bid/ask spreads 

may widen in the secondary market, and prices ultimately might go down. 

 

WEISKOPF:  Blackstone is so big in private equity. Are you restricted from buying any Blackstone-

affiliated companies? 

 

SHAIMAN:  Yes. The law is very precise on those facts. The '40 Act (The Investment Company Act) actually 

prohibits us from participating in primary issues of Blackstone deals, but after some reasonable period of time 

has passed separating the initial offering from secondary trading, SRLN can purchase credits issued by 

Blackstone portfolio companies in the secondary market.  

 

WEISKOPF:  Can you speak a little bit about how GSO’s investment process is structured across your 

team's resources and how you make decisions to allocate in your different portfolios?  

 

SHAIMAN:  On a top down basis we really look at the credit opportunities available to us across the entire 

platform equally. We have organized the business with about 17 analysts domestically and 12 in Europe, 

organized by industry. 

The market for bank loans is about a trillion-dollars, but given our size and scope there is little issuance that our 

team has not researched. There are really about seven hundred investable names when you really boil it down 

and we focus on about two or three hundred names for our more liquid strategies. Through a committee process 

that includes portfolio managers and the recommending analyst, we determine approved and disapproved names 

based upon credit fundamentals. 

 

Inclusion in the individual portfolio is up to the respective portfolio manager to the extent that an issuer is 

approved. As a senior member of the investment committee, I gain leverage from the different insights of others 

on the committee and then am in a position to make specific allocation decisions based upon different fund 
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target objectives. I'm really looking across those portfolios and saying, okay, there are some slight differences 

between the goals and structures of the strategies. For example, in the closed-end funds, we are less concerned 

about tradability because investor liquidity is provided through the exchange versus for open-end funds and 

ETFs where we may have to redeem shares if investors redeploy their capital.   

      

WEISKOPF:  Fixed income markets are difficult sometimes to get the correct pricing on paper that's not 

always traded. 

 

SHAIMAN:  Right, as these are over-the-counter (OTC) markets 

 

WEISKOPF:  How do you price your loans  

 

SHAIMAN:  Our iNAV agent is Markit, who we believe is the most robust third-party pricing source in the 

loan market. They're also a big provider of pricing in the OTC fixed income markets generally. We price at the 

mid.  

 

WEISKOPF:  As a hypothetical question about how you manage for liquidity, would you generally sell 

on a pro-rata basis across the portfolio if you needed to raise 20% for redemptions?  

 

SHAIMAN:  We've constructed the portfolio generally around what I would say is pretty uniform liquidity. 

There are certain names that I have bought with surplus liquidity in mind, or adjusted my allocation percentage 

to names where I think that there would be less of a liquidity buffer. And then I would say that there are a 

number of loans in the portfolio where I might bring the allocations down. I think the loan market has 

increasingly become more and more liquid as it's become more accepted as a mainstream capital markets asset. 

There might be some  allocations that I would reduce in the event of a large redemption depending upon what's 

causing the selloff, as typically there's going to be some reason, like concern over credit generally, that could 

cause a sharp selloff. Maybe I would sell some of my riskier credits up front because I think those tend to have 

the greatest amount volatility and getting those out of the portfolio very early may actually make sense. 

 

But I think the greatest challenge to loans actually is settlement liquidity. In the loan market, regular-way 

settlement is T+7 (7 day liquidity), but on average settlement can be 20-25 days. So what we've done in SRLN 



 

5 | P a g e  
  

Access ETF Solutions Portfolios and advisory services are offered through IPI Wealth Management, Inc., an SEC registered investment adviser, 
with principal offices located at 226 W. Eldorado St. Decatur, IL 62522 (217) 425-6340.  
 

is own at least 80% senior secured bank loans, as required by definition of the fund, with the balance of the fund 

invested in high yield bonds, which are highly correlated with bank loans, cash or equivalents, and other assets 

that provide liquidity but reduce cash drag. 

 

 

WEISKOPF:  Does SRLN have availability of credit to borrow against the assets to meet redemptions?  

 

SHAIMAN:  We don't have that in place currently, but we are working on just that. I think that's an important 

point you bring up, as such a facility could allow me to stay fully invested and avoid cash drag. Right now, I am 

actually carrying about 6% or 7% cash in the portfolio because there's been some volatility in the markets, and 

the risk of redemption can be set off by geopolitical issues. 

 

WEISKOPF:  Your description of how an actively managed strategy should work sounds more than just 

about beta management. As an investor, what do you think about the label “smart beta” and the 

premium that is charged for active management?  

 

SHAIMAN:  Our view is that active management should bring alpha, and that you may want to call something 

“smart beta”, but it really should be alpha. We're not always going to outperform, but there are periods based on 

our style where we should outperform the index. Most importantly, know that we do not expect to run a credit 

down to zero.  We see our credit analysis as important to performance and the investment outcome. For 

example, during the most recent “taper tantrum” when our former Fed chairman, Ben Bernanke, talked about 

easing, SRLN held relatively steady versus our market and the index. We believe this is because of the more 

stable nature of the portfolio composition that we had built. We don't own near the CCC risk that's embedded in 

the index. These are important aspects to an active strategy and reasons why we charge a slight fee premium 

over index based funds.  

 

WEISKOPF:  Do you ever buy credits thinking they might get upgraded and purposely avoid those 

credits that might get downgraded?  

 

SHAIMAN:  You don’t get much appreciation from an upgrade. In the bank loan market generally, when a 

credit gets upgraded the loan will typically get called or simply repriced based upon the improved credit quality. 
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We will avoid a credit we believe will be downgraded because the downgrade should be reflected in a lower 

market price. This is a way to outperform the index.  We know our credits very well and expect to be ahead of 

the agencies 

 

WEISKOPF:  When I look at SRLN compared to the two other funds, SNLN, the First Trust fund, and 

then BKLN powershares, I notice that your fund is yielding substantially less. 

 

SHAIMAN:  That’s correct. 

 

WEISKOPF:  Is that by design? How are you doing that? 

 

SHAIMAN  I think that’s reflecting of our under-allocation to CCCs or lower credits. When you calculate a 

SEC yield on an asset that's marked at 70, that's going to account for some of your gap.  

 

One idiosyncrasy of loans is that when you buy a loan in the secondary market, you're entitled to compensating 

interest beginning T+7. However, in the primary market, buyers don’t receive compensatory interest until the 

loan settles, which may take upwards of 30 days. This results in a lag in trailing accrued interest and an earnings 

drag. BKLN, similar to SRLN, is buying in the secondary, but we're also focused on primaries.  

 

Our SEC yield trails a little bit, though on a total return basis, we do make up some of it. I think you'll see their 

dividend yield has actually been on the decline, and ours is on the incline. Our expense ratio is also higher.  

 

WEISKOPF:  Do you know your turnover in your fund? 

 

SHAIMAN:   Since inception, SRLN has experienced around 53% turnover, annualized, including both active 

sales and loan repayments, prepayments or repricings. 

 

WEISKOPF:  This conversation's about structure. There's been a lot of controversy about Libor which is 

an important metric to for bank loan pricing.  Do you feel like the sector or asset class suffered by virtue 

of Libor mispricing? 
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SHAIMAN:  Today, Libor is not as relevant because it is so low that most loans have Libor floors, which is an 

entirely different issue. Putting that aside for the moment, my understanding is that there is now a more 

transparent market mechanism for the setting of Libor going forward. Once actual Libor becomes more 

relevant, I don't think that should be an issue. Also, during the darkest days of the crash, most loans had a prime 

option, and as prime was actually lower after the Libor spike, there was a period where borrowers exercised that 

option.  

 

WEISKOPF:  Last question, I guess. When somebody looks at the bank loans, senior loan marketplace, 

how would you describe the best environment for that asset class and the worst environment for that 

asset class? 

 

SHAIMAN:  We think that the worst environment is when credit is deteriorating, when defaults are high, and 

the economy is doing very poorly. Although, recoveries for loan investors should be better than those of high 

yield investors during such times.  I think we're in a pretty good environment right now because the credit 

environment is fairly benign. I think probably the best environment for an investor may have been times like a 

year or two ago when we were coming out of the darkest days of the post-Lehman crisis, where loans were 

pretty grossly undervalued, resulting in abnormal returns in the bank loan market. Normally, loans outperform 

most fixed income alternatives when interest rates are rising, credit is healthy, and the economy is still showing 

positive momentum. 

 

WEISKOPF:  Lee, thank you for providing so much detail. The loan market clearly has some unique 

features to its structure. 

 

SHAIMAN:  Thank you. 

 

END OF INTERVIEW  
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Disclosure on ETF.Com website: 

Dan Weiskopf is a portfolio manager of Access ETF Solutions LLC, whose third-party ETF strategies are offered 

through IPI Wealth Management, Inc. (IPI). IPI is an SEC-registered investment advisor, with its principal office 

located at 226 W. Eldorado St., Decatur, IL 62522, 217-425-6340. Access ETF Solutions LLC was established in 2013 

with a focus that structure matters in selecting ETFs. 

References to specific securities or market indexes are not intended as specific investment advice. References to specific 

securities or market indexes are not intended as specific investment advice. However, at the time of the release of this 

interview two of the model portfolios separately held positions in Wisdomtree small cap Europe (DFE) and the First Trust 

Europe AlphaDEX Fund (FEP) All interviews have been approved for release by the individual and the individual’s 

affiliated firms, and the information is for institutional investors only. Readers are advised to read the full transcript of 

the interview including disclosures at accessetfsolutions.com or contact Dan Weiskopf at 212-628-4882. 
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