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Floating rate CLOs 

           Navigate an evolving landscape 
 

 

Dear Investors, 

In recent days, political events have taken 
center stage, reshaping the geopolitical 
landscape and the economic outlook. 

A “Red Sweep” scenario appears highly likely 
in the 2024 election, with Trump winning the 
presidency, Republicans gaining control of 
the Senate and retaining a slim majority in the 
House. We expect Trump to proceed with 
proposed tariffs, which could significantly 
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boost to near-term inflation and modestly 
reduce growth. 
 
Geopolitical dynamics affecting financial 
markets and economic outlooks are evolving. 
Trump repeatedly stated that he could settle 
the Russia-Ukraine conflict. The removal of 
military support in Ukraine could have 
implications for European security and impact 
European defense spending and public 
finances.  

Trump should heighten trade tensions with 
China, impacting China’s already fragile 
economic outlook. Meanwhile, European 
governments are not ideally positioned to 
provide reassurance or guidance, as both 
France and Germany face domestic political 
challenges, with German Chancellor Scholz 
recently calling for a confidence vote and 
snap elections anticipated next year. 

On the economic data front, we have seen a 
dramatic swift from fears of a hard landing in 
August to a “no landing” scenario, with solid 
conditions in the Labor market, a low 
unemployment rate at 4.1%, an advance Q3 
GDP estimate at 2.8% and a Core PCE at 
2.7%. The Federal Reserve cut rates by 25bps 
to 4.5-4.75% and has adopted a data-
dependent, meeting-by-meeting approach to 
guide its monetary policy path. Economists at 
AXA IM expect Trump’s inflationary policies to 
constrain the Federal Reserve from easing 
policy. They forecast another 25bps rate cut 
in the December meeting, with only one 
additional cut for 2025 (in March) to bring 
rates to 4.00-4.25%.  

Several of these developments are 
influencing financial markets. U.S. yields rose 
sharply, reflecting increased longer-term 
inflation expectations and potential concerns 

about fiscal sustainability. The dollar 
strengthened, U.S. equities indices reached 
new all-time highs like Bitcoin, and credit 
spreads resume the tightening trend. 

Finally, escalation risks in the Middle East 
have decreased following a report indicating 
that Israel would limit its retaliation to Iran’s 
military targets, rather than extending actions 
to Iran’s oil facilities or nuclear installations. 
 

Leverage Loan Markets 

Despite high level of activity, net loan supply 
remains elusive. In the U.S., leveraged loan 
activity reached an all-time high in 2024, with 
trading prices hitting two-year highs in the 
fourth quarter due to strong investor demand.  

The wave of repricing, and increased risk 
appetite is largely driven by a persistent lack 
of net supply, alongside rising demand from 
CLOs and other loan investors. With a 
significant portion of U.S. leveraged loans 
trading above par in the secondary market, 
repricing and refinancing activities are 
expected to continue, helping borrowers 
alleviate their interest burdens. 

Looking ahead to next year, we expect new 
money to pick-up due to rising M&A/LBO 
volumes driven by on-going loan spread 
compression and the considerable amount of 
uninvested capital on the sidelines and 
increasing pressure on Private Equity 
sponsors to monetize their existing holdings. 
Trump’s administration could have 2 opposing 
effects: on one hand, inflationary policies may 
limit rate cuts creating headwinds for 
M&A/LBO activity, while on the other hand, the 
deregulation policies could act as a catalyst. 
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Regarding risk metrics, the lagging 12-month 
loan default rates (excluding distressed 
exchanges) remain low at 0.73% for the 
Morningstar LSTA U.S. Leveraged Loan index 
and 0.78% for the Morningstar European 
Leveraged Loan index, based on principal 
amount. Additionally, the percentage of 
distressed names (loans trading below $80 
cash price) remains limited at 5.1% for the U.S. 
and 4.00% for Europe.  

 

An improving macroeconomic outlook, and 
lower price tails suggest that default activity 
should be benign. Besides, continued 
manager sales of CCC and lower-priced loans 
as seen this year should drive lower default 
activity in CLOs.  

 

Nevertheless, Trump’s election is likely to get 
implications for the loan market. Fewer rate 
cuts could increase pressure on interest 
expenses, while Tariffs may lead to slightly 
slower economic growth, which could 
constrain earnings growth. Sectors that rely 
heavily on imported goods-such as retail, 
machinery, and building products-could face 
greater margin pressures. Additionally, 
sectors with a significant share of revenue 
from exports may experience earnings 
underperformance due to retaliatory tariffs. 

CLO Primary Markets 

This year, most of the activity has occurred in 
the primary markets, with investors focusing 
on investing increased prepayments, inflows, 
and coupons.  

Since the start of the year, broadly syndicated 
loan CLO new issuance volumes have surged 
by 83% in the U.S., reaching $135.8 billion, 
and by 80% in Europe, totalling €39.7 billion. 
Additionally, the CLO market is recycling, with 
heightened reset and refinancing activity 
amounting to $222.8 billion in the U.S., and 
€22.5 billion in Europe. 



                                                                                                                                                                          
                                                                                                                                                                            
                                                                                                                                                                  
 

  October 2024 

Despite strong gross CLO issuance, the net 
CLO supply was limited and U.S. CLO market’s 
growth at 3% YTD is much slower compared 
to market expansions of 10% and 18% growth 
in 2022 and 2021 respectively. 

That is worth highlighting that the 
supply/demand dynamic for the U.S. CLO 
market is different from the EUR CLO market.  

On the U.S. side, there is a negative net supply 
of -$3 billion for U.S. CLO AAA following the 
October repayments. That situation should 
continue in 1st half of 2025. Besides, the 
expectations of limited rates cuts keep base 
rates at elevated levels. As the result, the 
reinvestment demand is robust and puts 
downward pressure on AAA spreads. In 
addition, we expect new money to flow into 
the asset class.  

While in Europe, the technicals are mixed, with 
positive net supply of €6.4 billion for EUR CLO 
AAA and recent push of CLO issuances ahead 
the U.S. elections maintain spreads above 
Euribor 3M+130bps. Despite the softness in 
Europe, we believe the strong dynamic in the 
U.S. can bring some support for Europe. 
Spreads-wise, there is still room vs. tights of 
2021 at Euribor 3M+91-94bps. 

This year, on the mezzanine part, AA to BBB 
tranches experienced an on-going appetite 
from U.S. insurance investors, deploying 
money primarily on the U.S. market and 
secondly on the European market.  

For CLO BB tranches, given their strong 
performances over the past 18 months and the 
benefit of an elevated floating rate 
component, demand is exceptionally high, 
leading to 160bps compression in spreads to 
Floater +525-650bps through the year. The 
depth of bids is diverse across investor types, 
including asset managers, pension funds, 

insurance companies, and structured credit 
investors. As the spreads are at the tight end 
of the recent historical range, we do not 
expect significant spread tightening for 
mezzanine in the near term. We forecast the 
high carry to be the primary driver of returns 
going forward. 
 

CLO Secondary Markets 

Year-to-date saw significant activity in the 
secondary markets, with a trading volume of 
$171 billion in the U.S., according to TRACE, 
and approximately €42 billion in Europe, 
based on our estimates.  

In October, there were supply waves driven 
by various reasons. First, we saw some profits 
taking ahead of the U.S. elections and 
tensions in the middle East. Then, we saw the 
typical seasonal equity supply post mid-
October distributions. Finally, we noticed 
some U.S. investors rotating into U.S. agency 
RMBS which reached new wides. 

Overall, the supply has been well absorbed 
given the robust reinvestment demand fuelled 
by the elevated prepayments from U.S. 
amortizing and called CLOs. Then the U.S. 
CLO spreads are continuing to normalize and 
grind tighter across the capital structure. 
While the supply/demand dynamic in Europe 
is more balanced and EUR CLO spreads 
ended the month unchanged. Lately, we have 
even noticed some EUR CLO AAA secondary 
spreads in line with primary ones but with a 
shorter settlement period. 

For CLO equity, demand is firm as the default 
rate of leveraged loans stays low, attracting 
investors seeking mid-teen returns, 
discounted prices, or optionality through 
extension scenarios. Supply is coming from 
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maturing closed-end CLO equity funds or 
portfolio rotations by investors. 

Overall, the market remains constructive with 
supportive technical factors from 
amortizations and inflows into the CLO asset 
class. The tiering between managers remains 
limited especially at the top of the capital 
structure. Sourcing large sizes in the 
secondary market is challenging, and 
secondary spreads are in general inside 
primary spreads. 

Performance & strategy 

In October, CLOs delivered solid 
performances and continued to outperform 
traditional credit markets. The combination of 
the credit premium and the floating rate 
component, benefiting from elevated interest 
rates, are powerful tools for generating 
income and superior returns.  

 

We view CLOs as a strategic asset class in 
credit allocations, serving as diversifiers and 
offering attractive risk-adjusted returns.  

 

It is noteworthy that only a limited number of 
CLO mezzanine tranches issued pre-GFC 
experienced default, outperforming traditional 
corporate credit markets in that regard. 

Regarding positioning on mezzanine risk, 
given the flattening of the CLO credit curve we 
remain neutral on Sub-IG tranches. We 
appreciate the high cash-on-cash nature of 
CLO equity and its short duration profile. Our 
preferred route for CLO equity is in the 
primary market, where we can select the right 
manager, benefit from tighter CLO liabilities 
and source sizes to target mid-teens returns. 
We also explore the secondary market to 
optimize our fund.  

For investors seeking for double-digit returns 
and diversification, CLO equity is an attractive 
option. 

Best regards
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Risk factors 

The list of risk factors as shown below is not exhaustive. Each prospective investor should carefully read 
the portfolio’s final prospectus or portfolio management agreement (as applicable) in its entirety, including 
any of its amendments or supplements. 

 

 

Source: AXA IM 
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Disclaimer: 
Not for Retail distribution: This document is intended exclusively for Professional, Institutional, 
Qualified or Wholesale Clients / Investors only, as defined by applicable local laws and regulation. 
Circulation must be restricted accordingly. 
 
This document is for informational purposes only and does not constitute investment research or financial 
analysis relating to transactions in financial instruments as per MIF Directive (2014/65/EU), nor does it 
constitute on the part of AXA Investment Managers or its affiliated companies an offer to buy or sell any 
investments, products or services, and should not be considered as solicitation or investment, legal or tax 
advice, a recommendation for an investment strategy or a personalized recommendation t o buy or sell 
securities. 

Due to its simplification, this document is partial and opinions, estimates and forecasts herein are subjective 
and subject to change without notice. There are no guarantees forecasts made will come to pass. Data, 
figures, declarations, analysis, predictions, and other information in this document is provided based on 
our state of knowledge at the time of creation of this document. Whilst every care is taken, no 
representation or warranty (including liability towards third parties), express or implied, is m ade as to the 
accuracy, reliability or completeness of the information contained herein. Reliance upon information in this 
material is at the sole discretion of the recipient. This material does not contain enough information to 
support an investment decision. 

Before making an investment, investors should read the relevant Prospectus and the Key Investor 
Information Document / scheme documents, which provide full product details including investment 
charges and risks. The information contained herein is not a su bstitute for those documents or for 
professional external advice. 

The products or strategies discussed in this document may not be registered nor available in your 
jurisdiction. In particular units may not be offered, sold or delivered to U.S. Persons within the meaning of 
Regulation S of the U.S. Securities Act of 1933. The tax treatment relating to the holding, acquisition or 
disposal of shares or units in the fund depends on each investor’s tax status or treatment and may be 
subject to change. Any potential investor is strongly encouraged to seek advice from its own tax advisors. 
 
Past performance is not a guide to current or future performance, and any performance or return data 
displayed does not take into account commissions and costs incurred when issuing or redeeming units. 
References to league tables and awards are not an indicator of future performance or places in league 
tables or awards and should not be construed as an endorsement of any AXA IM company or their products 
or services. Please refer to the websites of the sponsors/issuers for information regarding the criteria on 
which the awards/ratings are based. The value of investments, and the income from them, can fall as well 
as rise and investors may not get back the amount originally invested. Exchange-rate fluctuations may also 
affect the value of their investment.  Due to this and the initial charge that is usually made, an investment 
is not usually suitable as a short-term holding.   
Information concerning portfolio holdings and sector allocation is subject to change and, unless otherwise 
noted herein, is representative of the target portfolio for the investment strategy described herein and does 
not reflect an actual account. The performance information shown herein reflects the performance of a 
composite of accounts that does not necessarily reflect the performance that any particular account 
investing in the same or similar securities may have had during the period.  Actual portfolio s may differ 
because of client-imposed investment restrictions, the timing of client investments and market, economic 
and individual company considerations.  The holdings shown herein should not be considered a 
recommendation or solicitation to buy or sell  any particular security, do not represent all of the securities 
purchased, sold or recommended for any particular advisory client, and in the aggregate may represent  
only a small percentage of an account’s portfolio holdings. 
 
Representative Accounts have been selected based on objective, non -performance-based criteria, 
including, but not limited to the size and the overall duration of the management of the account, the type of 
investment strategies and the asset selection procedures in place.  Therefore, the results portrayed relate 
only to such accounts and are not indicative of the future performance of such accounts or other accounts, 
products and/or services described herein.  In addition, these results may be similar to th e applicable GIPS 
composite results, but they are not identical and are not being presented as such.  Account performance 
will vary based upon the inception date of the account, restrictions on the account, along with other factors, 
and may not equal the performance of the representative accounts presented herein.  The performance 
results for representative accounts are gross of all fees and do reflect the reinvestment of dividends or 
other earnings. 
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