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The past weeks have been remarkable in the U.S. struc-

tured-finance market. On April 9, the U.S. Federal Reserve 

(Fed) expanded the Term Asset-Backed-Securities Loan 

Facility, otherwise known as TALF. It now includes existing 

AAA-rated commercial mortgage-backed securities (CMBS) 

and new-issue static collateralized loan obligations (CLOs), 

in addition to the existing new-issue asset-backed securities 

(ABS) that were included in the original program launched 

in late March. TALF was first deployed during the financial 

crisis in 2008 in an effort to stabilize markets by keeping 

loans flowing to households and businesses. As large 

chunks of economic activity have come to a halt during the 

outbreak of the pandemic, the Fed aims "to provide as 

much relief and stability as [they] can during this period of 

constrained economic activity, and [their] actions today will 

help ensure that the eventual recovery is as vigorous as 

possible."1 On the back of this news, spreads rallied signifi-

cantly across the U.S. structured market – with some sec-

tors 50 to 60 basis points (bps) tighter overnight. We are 

now closer to the "tights" than to the "wides" in credit 

spreads in all but deep credit and sectors directly impacted 

by the crisis, such as retail, tourism and travel. 

TALF PROGRAM 

To understand why TALF has had such a substantial effect 

on spreads in the structured market, let's briefly review the 

program itself. The TALF program allows investors attrac-

tive three-year nonrecourse financing of TALF-eligible as-

sets, at anywhere from 85 to 95% loan to the value of the 

security. This would generally allow investors five to six 

times leverage on TALF-eligible assets. To give you a quick 

example of how powerful this is, an investor could buy 20 

million dollars of a five-year ABS or CMBS yielding 2.2%, 

and then receive a loan on that for the next three years at a 

three-year overnight index swap (OIS) rate plus 1.25%, this 

currently amounts to approximately 1.4%. Essentially, this 

would mean levering the difference between the 2.2% yield 

on the pledged assets and the 1.4% financing yield five to 

six times for three years at no recourse. Even on an un-

hedged basis, assuming spreads remain somewhat flat, we 

think 4% to 6% returns for the next three years could be 

available.  

That said, internal rates of return (IRRs) on leveraged TALF 

assets are heavily dependent on credit spreads at the time 

of entering and exiting the position, as well as on the deci-

sion whether or not to hedge rates. TALF loans are pre-

payable at any time. So if spreads were to rally significantly 

in the next year, while rates stay relatively low and an inves-

tor does not hedge the asset, the investor could easily see 

low double-digit returns on TALF-eligible assets.   

The tail risk of higher pledged asset yields when the loan 

matures in three years, remains, however. If an investor did 

not hedge and spreads continue to stay at fairly wide levels 

or rates are significantly higher, an investor could potentially 

see flat, even significantly negative returns given the lever-

age provided. So, it is very important that investors have a 

view on the long-term effects of spreads and the evolution 

of the pandemic. 

SPREADS 

To understand what happened to spreads, take the exam-

ple of CMBS. A AAA-30%-enhanced (duper) CMBS was 

approximately 80bps over swaps pre-corona crisis, sold off 

 The Fed has expanded the Term Asset-Backed Securities Loan Facility (TALF) in 

an effort to improve financing for households and small businesses.  

 Liquidity has improved dramatically for TALF-eligible assets now that both dealers 

and investors know the downside is relatively well protected. 

 There is, however, a lot of nuance in investing in TALF and investor return could 

vary significantly. 
Tom Sweeney 

Co-Head U.S. Structured Finance 
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CORONA AND TALF 2.0 – NEW OPPORTUNITIES AHEAD 

1 https://www.federalreserve.gov/newsevents/pressreleases/monetary20200409a.htm  
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to 330bps-350bps at the lows and now sits at around 

175bps. This is unprecedented for CMBS AAAs. Their pre-

vious post-2008-crisis wide was in 2016 at around 180bps. 

So 330bps-350bps is almost double the sell-off that we saw 

at the worst post-crisis sell-off. Sitting at around 175bps 

after the TALF announcement, we have more than rallied 

halfway back to where we were pre crisis.  

This is possible since the Fed is essentially backstopping 

yields. If spreads were to sell off, the difference between 

the yield on the TALF-eligible asset and the financing yield 

on the Fed loan would increase, making TALF financing 

more attractive. This essentially limits the downside risk on 

TALF-eligible assets and presents a decent upside if 

spreads were to rally closely – or even not too closely – 

back to pre-crisis levels. Liquidity has improved dramatical-

ly now that both dealers and investors know the downside 

is protected. Dealers are actively making a two-way market 

and bid-ask spreads are rapidly declining for these assets.   

Liquidity, however, did not only improve for TALF-eligible 

assets, but also for non-TALF-eligible assets for three main 

reasons. First, investors can use the increased liquidity in 

the market to move from TALF-eligible assets to non-TALF-

eligible assets that are trading at a discount. Second, the 

Fed has already expanded the TALF-eligible asset uni-

verse once, they retain the option of further expansion and 

investors may be anticipating such a move. Finally, the 

Fed's action is a strong indication that it realized credit mar-

kets were severely dislocated, effecting credit creation. The 

market is now recognizing the Fed will do what it takes to 

protect credit creation in the United States. 

OUTLOOK 

We continue to have a positive outlook on high-quality ABS 

and CMBS. From an investor perspective, knowing that 

there is a backstop bid is a favorable scenario due to the 

potential for significant upside and relatively low downside. 

Similarly, we like rolling into high-quality non-TALF-eligible 

assets like AAA-AA CLOs, existing ABS and single-asset-

single-borrower (SASB) CMBS. That being said, the post-

Covid-19 economic environment is likely to have changed 

for all assets, so strong credit-research capabilities should 

be a requirement for entering into any investment program. 

The key question is whether the TALF program itself may 

be lucrative for investors. And that is where it gets a little 

tricky. Knowing how successful the TALF program was in 

2008, there may be significant capital being raised outside 

to put to work in this market. We expect this to drive 

spreads of some TALF-eligible assets to non-economic 

levels, and to potentially do so for substantial portions of 

the eligible market. In our view, more esoteric ABS, equip-

ment, subprime auto and legacy CMBS are likely candi-

dates. In addition, some of the captive automakers may be 

active given recent downgrades. 

So in our view, the TALF program's existence itself will do 

the heavy lifting in keeping spreads at certain levels. With 

regard to taking direct advantage of TALF, there is a lot of 

nuance and investor returns could vary significantly. 
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IMPORTANT INFORMATION 

The brand DWS represents DWS Group GmbH & Co. KGaA and any of its subsidiaries, such as DWS Distributors, Inc., which offers invest-
ment products, or DWS Investment Management Americas Inc. and RREEF America L.L.C., which offer advisory services. 

This document has been prepared without consideration of the investment needs, objectives or financial circumstances of any investor. 
Before making an investment decision, investors need to consider, with or without the assistance of an investment adviser, whether the 
investments and strategies described or provided by DWS, are appropriate, in light of their particular investment needs, objectives and fi-
nancial circumstances. Furthermore, this document is for information/discussion purposes only and does not and is not intended to consti-
tute an offer, recommendation or solicitation to conclude a transaction or the basis for any contract to purchase or sell any security, or other 
instrument, or for DWS to enter into or arrange any type of transaction as a consequence of any information contained herein and should 
not be treated as giving investment advice. DWS, including its subsidiaries and affiliates, does not provide legal, tax or accounting advice. 
This communication was prepared solely in connection with the promotion or marketing, to the extent permitted by applicable law, of the 
transaction or matter addressed herein, and was not intended or written to be used, and cannot be relied upon, by any taxpayer for the pur-
poses of avoiding any U.S. federal tax penalties. The recipient of this communication should seek advice from an independent tax advisor 
regarding any tax matters addressed herein based on its particular circumstances. Investments with DWS are not guaranteed, unless speci-
fied. Although information in this document has been obtained from sources believed to be reliable, we do not guarantee its accuracy, com-
pleteness or fairness, and it should not be relied upon as such. All opinions and estimates herein, including forecast returns, reflect our judg-
ment on the date of this report, are subject to change without notice and involve a number of assumptions which may not prove valid. 

Investments are subject to various risks, including market fluctuations, regulatory change, counterparty risk, possible delays in repayment 
and loss of income and principal invested. The value of investments can fall as well as rise and you may not recover the amount originally 
invested at any point in time. Furthermore, substantial fluctuations of the value of the investment are possible even over short periods of 
time. Further, investment in international markets can be affected by a host of factors, including political or social conditions, diplomatic rela-
tions, limitations or removal of funds or assets or imposition of (or change in) exchange control or tax regulations in such markets. Addition-
ally, investments denominated in an alternative currency will be subject to currency risk, changes in exchange rates which may have an 
adverse effect on the value, price or income of the investment. This document does not identify all the risks (direct and indirect) or other 
considerations which might be material to you when entering into a transaction. The terms of an investment may be exclusively subject to 
the detailed provisions, including risk considerations, contained in the Offering Documents. When making an investment decision, you 
should rely on the final documentation relating to the investment and not the summary contained in this document. 

This publication contains forward looking statements. Forward looking statements include, but are not limited to assumptions, estimates, 
projections, opinions, models and hypothetical performance analysis. The forward looking statements expressed constitute the author’s 
judgment as of the date of this material. Forward looking statements involve significant elements of subjective judgments and analyses and 
changes thereto and/or consideration of different or additional factors could have a material impact on the results indicated. Therefore, actu-
al results may vary, perhaps materially, from the results contained herein. No representation or warranty is made by DWS as to the reason-
ableness or completeness of such forward looking statements or to any other financial information contained herein. We assume no respon-
sibility to advise the recipients of this document with regard to changes in our views. 

No assurance can be given that any investment described herein would yield favorable investment results or that the investment objectives 
will be achieved. Any securities or financial instruments presented herein are not insured by the Federal Deposit Insurance Corporation 
(“FDIC”) unless specifically noted, and are not guaranteed by or obligations of DWS or its affiliates. We or our affiliates or persons associat-
ed with us may act upon or use material in this report prior to publication. DB may engage in transactions in a manner inconsistent with the 
views discussed herein. Opinions expressed herein may differ from the opinions expressed by departments or other divisions or affiliates of 
DWS. This document may not be reproduced or circulated without our written authority. The manner of circulation and distribution of this 
document may be restricted by law or regulation in certain countries. This document is not directed to, or intended for distribution to or use 
by, any person or entity who is a citizen or resident of or located in any locality, state, country or other jurisdiction, including the United 
States, where such distribution, publication, availability or use would be contrary to law or regulation or which would subject DWS to any 
registration or licensing requirement within such jurisdiction not currently met within such jurisdiction. Persons into whose possession this 
document may come are required to inform themselves of, and to observe, such restrictions. 

Past performance is no guarantee of future results; nothing contained herein shall constitute any representation or warranty as to future 
performance. Further information is available upon investor’s request. All third party data (such as MSCI, S&P & Bloomberg) are copyright-
ed by and proprietary to the provider.  

© 2020 DWS Investment GmbH, Mainzer Landstraße 11-17, 60329 Frankfurt am Main, Germany. All rights reserved. 

For investors in Bermuda: This is not an offering of securities or interests in any product. Such securities may be offered or sold in Bermuda 
only in compliance with the provisions of the Investment Business Act of 2003 of Bermuda which regulates the sale of securities in Bermu-
da. Additionally, non-Bermudian persons (including companies) may not carry on or engage in any trade or business in Bermuda unless 
such persons are permitted to do so under applicable Bermuda legislation. 
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