
    
 

                                                                         
   

 
AlphaCentric Insights | Uncovering opportunities during a recession  
 

In this piece we’ll explore: 

1. What we’ve learned from previous recessions  
2. Seeking opportunities during a recession  
3. How the AlphaCentric Prime Meridian Income Fund (PMIFX) capitalizes on this environment   

 

The AlphaCentric Prime Meridian Income Fund is an interval fund that utilizes a proprietary credit model 
to invest, directly or indirectly, in loans originated through online platforms that provide a marketplace 
for lending to consumers, small businesses, and real estate developers. 

The Fund invests in multiple credit verticals which may include real estate, small business, and consumer 
in the United States.  The Fund is sub-advised by Prime Meridian Capital Management, a San Francisco-
based manager that focuses on income diversification through Peer-to-Peer (P2P) lending, marketplace 
lending, and specialty finance strategies (www.pmifunds.com).     
!

PEER-TO-PEER LENDING: 

Peer-to-peer (P2P) loans are unsecured lines of consumer credit.  P2P lending enables individuals to 
obtain loans directly from other individuals without financial institutions involved in the process.  The bulk 
of the transactions are facilitated through online and website platforms.  Some of the leading platforms 
include: Prosper, Lending Club, Peerform, Upstart, and StreetShares.  P2P lending websites connect 
borrowers directly to investors.   
!

P2P DURING THE 2008 RECESSION: 

What happened with Lending Club (an online platform operating since 2007) during the 2008 Recession: 

During the 2008 recession, Lending Club continued to make loans.  Here are the loans Lending Club issued 
during the Recession (dates via NBER, loan data via NSR): 

 

 

 

 

 

 

 



    
 
 

 

Loans Issued Dec. 2007 through July 2009 

 

Breakdown by Grade  

 

Unsecured consumer loans fared relatively well in the last recession. Returns shown below are for the 
various LendingClub prime loan grades and are cumulative, annualized measures of the return on all of 
the money invested in loans over the life of those loans, with an adjustment for estimated future losses 
included (https://www.lendingclub.com/info/demand-and-credit-profile.action): 

 

P2P lending gave investors a positive return during the 2008 recession, particularly with the help of safer, 
A-grade loans. These loans were issued to safer borrowers with better credit history and employment, 
and were less impacted by unemployment, the markets, housing, etc. Alternatively, riskier D-G grades 
earned investors an overall negative return of -0.8%. Returns did drop during the recession mostly due to 
unemployment, however, investors earned a positive return. The lowest grade loans (F-G) had roughly 0% 
returns; nearly 100% of interest income was eaten up by loan defaults. The highest quality loans had the 
highest net annualized return with loan losses of roughly 3% while still generate a positive return above 
5%.    

 

 



    
 
 

 

REAL ESTATE BRIDGE LOANS:  

There was not a large, institutional market for bridge loans going into the last recession of 2007-2008. The 
market was primarily served by local “hard money” lenders ($5-$20M balance sheets) and local banks. 
The last recession and the 2020 recession are very different as it relates to housing. In 2007-2008 the 
supply of housing peaked at 7.5 months, meaning there were more houses than demand. Most housing 
economists agree that balanced supply/demand is approximately 5.5 months. Supply below 5-6 months 
is generally considered a "sellers" market, meaning pricing will be stable to rising. As inventory goes above 
6 months, it becomes a "buyers" market, meaning that its more likely to see prices reduced. Going into 
this recession we had a record low level of 3 months. Supply has recently moved up to 4.1 months, which 
by this statistic is considered still relatively healthy.1  

Going back 50 years to see how residential real estate has performed in the past five recessions, the 
associated graphic3 reflects that 
housing actually increased in value 
in three of the five recessions and 
only decreased in value by 0.9% in 
the fourth. The data therefore 
suggests there is not a strong 
correlation to real estate 
performance and recessions.2 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



    
 
 

 

HOW PMIFX OPERATES IN THIS ENVIRONMENT  

Due to the economic recession, PMIFX’s holdings saw higher than usual delinquencies during the recent 
quarter. While consumer loan delinquency rates increased, they were materially better than initially 
expected thanks in large part to hardship programs instituted by lending platforms to aid borrows with 
deferred and other payment programs.  

Real estate bridge loans saw a more significant increase in delinquencies, but also saw a dramatic 
improvement by the end of June that reflected the resumption of activity associated with the re-opening 
of the domestic economy.  The difficult market environment has also created opportunities. The Fund was 
able to buy both real estate and consumer loans at attractive prices and with higher associated yields than 
before the recession, and which contributed to the Fund’s solid performance during the quarter.  
However, the Fund does not hold any real estate equity but rather only invests in first lien debt with loan-
to-values of 75% or less, and which is the highest priority debtor during a foreclosure. 

Marketplace lending is another example of technology disruption.   

Marketplace lending platforms (Prosper, Lending Club etc.) are making loans faster and easier than 
banks.  PMIFX screens for loans we like and buys them from these platforms (we buy consumer, real estate 
bridge loans and small business loans).  Just like banks, the difference between the interest collected & 
charge-offs/defaults is profits/yield.  

Bank loans historically have been a boring, yet profitable business.  Post CV-19 this asset class has the 
potential to be even more attractive.  Yields/interest rates for the same quality borrowers are up and 
rising.   

We continue to see new opportunities in consumer and real estate loans and expect this to be the case 
through the third quarter of 2020. We also expect that real estate loan delinquencies will likely improve 
more than those of consumer loans in the first part of the third quarter, due to recent collection rates 
trends in real estate coupled with the expiration of consumer loan hardship programs. While these and 
other issues will likely result in continued price volatility for the Fund in the near term, we plan to continue 
to have significant exposure to both asset classes as the diverse holdings, credit quality of the portfolio 
and the first lien real estate positions are expected to continue to provide stability. 

Sources: 
1https://fred.stlouisfed.org/series/HOSSUPUSM673N 
2https://www.curbed.com/2019/1/10/18139601/recession-impact-housing-market-interest-rates 
 

 

 

 

 

 

 



    
 
 

 

Important Risk Disclosures 

Past performance does not guarantee future results. 

INVESTING IN THE FUND INVOLVES A HIGH DEGREE OF RISK, INCLUDING THE RISK THAT YOU MAY RECEIVE 
LITTLE OR NO RETURN ON YOUR INVESTMENT OR THAT YOU MAY LOSE PART OR ALL OF YOUR 
INVESTMENT. THIS IS A CONTINUOUSLY-OFFERED, NON-DIVERSIFIED, CLOSED-END INTERVAL FUND AND 
IS NOT INTENDED TO BE A TYPICAL TRADED INVESTMENT. LIMITED LIQUIDITY IS PROVIDED TO 
SHAREHOLDERS ONLY THROUGH THE FUND’S QUARTERLY REPURCHASE OFFERS FOR NO LESS THAN 5% 
OF THE FUND’S SHARES OUTSTANDING AT NET ASSET VALUE. REGARDLESS OF HOW THE FUND 
PERFORMS, THERE IS NO GUARANTEE THAT SHAREHOLDERS WILL BE ABLE TO SELL ALL OF THE SHARES 
THEY DESIRE IN A QUARTERLY REPURCHASE OFFER. 
 
There currently is no secondary market for the Fund’s shares and the Fund expects that no secondary 
market will develop. Shares of the Fund will not be listed on any securities exchange, which makes them 
inherently illiquid. 
 

Investing involves risk. The Fund will invest in Marketplace Lending Instruments which are generally not 
rated and constitute a highly risky and speculative investment, similar to an investment in “junk” bonds. 
Below-investment-grade (“high yield” or "junk") bonds are more at risk of default and are subject to 
liquidity risk. There can be no assurance that payments due on underlying Marketplace Loans will be made. 
The Shares therefore should be purchased only by investors who could afford the loss of the entire amount 
of their investment.  
 

Many of the Fund’s investments are associated with loans that are unsecured obligations of borrowers. 
This means that they are not secured by any collateral, not insured by any third party, not backed by any 
governmental authority in any way and, except in the case of certain loans to businesses, not guaranteed 
by any third party. 
 

Distressed credit investments are inherently speculative and are subject to a high degree of risk. Leverage 
(borrowing) may be considered speculative and involves transaction and interest costs on amounts 
borrowed, which may reduce performance. The Fund is classified as “non-diversified” and may invest a 
greater portion of its assets in the securities of a single issuer. 
 
Investors should carefully consider the investment objectives, risks, charges and expenses of the 
AlphaCentric Funds. This and other important information about the Fund is contained in the 
prospectus, which can be obtained by calling 844-ACFUNDS (844-223-8637) or at 
www.AlphaCentricFunds.com. The prospectus should be read carefully before investing.  

The Fund is distributed by Foreside Fund Services, LLC 
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