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Dear Investors,

FOMC, ECB, POTUS inauguration, ceasefire,
DeepSeek, wildfires, tariffs... only one month in the
new year and the barrage of news hit us like a comet
from space. The hawkish statements from Chair

Powell at the end of January dampened hopes for a

rate cut this coming March and we now anticipate the
easing cycle to resume in 2026. The decision to hold
interest rates unchanged marked the FED’s first
pause since it started its easing process in September,
despite the US economy missing expansion forecasts
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with readings comingin at 2.3% on an annual basis for
Q4 2024, down from 3.1% in Q3.

In Europe, the eurozone economy stalled in the last
quarter of 2024 with no growth to report despite an-
ticipations of a 0.1pp expansion. Christine Lagarde did
not surprise markets and delivered a well anticipated
cut of 25 basis points on the three key ECB interest
rates on the 30st of January. Although largely backed
by the data divergence with the US, it is interesting to
note the striking difference in terms of monetary path
between the US and the European Union as we antic-
ipate further cuts in the old continent.

In terms of politic headlines, Trump’s administration
started the new term with a bang, announcing series
of tariff hikes on Canada, Mexico, China whilst prepar-
ing ground for a similar deployment towards Euro-
pean goods. Trump is looking for fair trade agree-
ments and clearly signals to the world and his histori-
cal business partners that the US is ready to face a
growing domestic inflation in order to achieve their
ultimate goal. This is putting back in the spotlight the
notion of Trump trades, while we largely anticipate
volatility to pick-up as policies and new announce-
ments are implemented.

Leverage Loan Markets

The start of the year saw a surge in secondary prices
for US leveraged loans and a flurry of primary market
activity as borrowers capitalized on favorable credit
conditions. While opportunistic transactions remain
prevalent, following the trend already observed in
2024, we noticed an increase in M&A activity. This de-
velopment could potentially counterbalance the de-
crease in loan yields, which has been ongoing due to
the sustained wave of repricing activity, if sustained.

In January, the Morningstar LSTA US Leveraged Loan
Index increased by 0.69%, marking a rise from De-
cember's 0.57%. However, this growth fell slightly
short of the 12-month trailing average of 0.72%. The
New Issue market saw a significant surge and broke
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records with a total activity of $212 billion, which in-
cluded $138 billion worth of Refinancings. Further-
more, issuance not linked to Repricings or Refinanc-
ing climbed to approximately $35 billion, making it
the second-highest monthly volume in the past three
years. Loans with higher ratings underperformed in
January: Double-B rated loans had a total return of
0.66%, slightly lower than the 0.67% return for the
single-B Loans, while CCC assets outperformed rising
by 0.96% on the month.

The European leveraged loan market experienced a
positive momentum in January as well, driven by a de-
crease in inflation worries which in turn fueled a
greater appetite for risk. As a result, triple-C risk saw
its best monthly performance in the past two years at
3.47% while the European Leveraged Loan Index re-
tuned +0.99%. We believe that the persistent tech-
nical supply shortage, coupled with a significant pro-
portion of facilities priced above par, creates favora-
ble conditions for more loan repricings in the future.

In terms of Loan formation, issuers capitalized on
strong demand, ongoing technical supply shortages
and decreasing borrowing costs to refinance circa €9
billion of debt. This marks the most active start to a
year for European loan refinancings on record, sur-
passing the previous high of €5.8 billion set in January
2024. It is also significantly above the average
monthly volume of €2.6 billion over the past ten
years.

CLO Primary Markets

CLO Primary markets started the new year on a rela-
tive slow pace, as we had largely predicted. The slow
pace in terms of issuance volumes marked a striking
contrast with the rapid tightening of CLO spreads,
which broke through the 2.0 era tights from Q1 2018
in the US, on an adjusted LIBOR/SOFR basis.

In the US, we recorded 18 new issue transactions
(USD 10bn), 32 Refinancings (USD 14bn) and 18 Re-
sets (USD 18bn). New Issue volumes were down c.
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20% compared to January 2024, while demand for
bonds was exceptionally strong, especially from ETFs
that gathered multi-billions of inflows.

In Europe, there were 7 New Issue transactions (EUR
3bn), 6 Resets (EUR 2.5bn) and no Refinancings. This
translated into a c. 125% increase in terms of New Is-
sue volumes Jan. 25 vs. Jan. 24. Many transactions
from Q4 2024 were postponed before Christmas in
anticipation of better issuance terms in 2025, that
backlog eventually cleared in January.

The weighted average cost of capital was unsurpris-
ingly tighter in both Europe and the US, driven by
lower AAA spread: T1 US AAAs printed in the +135bps
context in early December 2024 and achieved
+113bps in the following month. We noticed a col-
lapse in terms of Managers Tiering as well as the dis-
count applied to Reset transactions vs. New lIssue
ones, which gave fuel — to some extent — to the tight-
ening momentum.

We believe that New Issue deals offer higher protec-
tion than repackaged vintaged portfolios and that the
later should offer investors some kind of spread com-
pensation. The frenetic buying spree from January ne-
glected that concept and took the opposite view.

In terms of CLO risk positioning, we noticed a slight
decrease of CCC exposure in both US and European
CLO collateral pools. The median CCC-rated assets ex-
posure in US CLOs established at 4.8% end of Jan. 25,
it was 3.8% in Euro CLOs. Loan Recovery rates, which
we use to model transactions’ cashflows and bond
prices, continued to recover from local lows of Dec.
2023 and reached 62% in the US, significantly higher
than Corporate Bonds ones at 48% (MS Research).

CLO Secondary Markets

In January, the European CLO market saw its BWIC
supply rise to €723m, an increase of 18.5% over De-
cember. However, this figure remains 19% below No-
vember’s levels. Notably, only AAAs experienced a
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decline, dropping 23% compared to December. This
reduction in senior supply suggested that investors
may have become slightly less inclined to offload their
higher-rated investments, with the lowest duration.
Spread data further strengthen this picture: for AAA
notes, spreads tightened from 100—-120bps in Decem-
ber to 90-105bps in January, signalling strong inves-
tor appetite for risk.

Tightening was also experienced across sub-invest-
ment grade ratings, particularly on BBs and single-Bs,
reflecting a more favourable risk sentiment amongin-
vestors toward these lower-rated instruments, on the
back of decent underlying collateral performance.

The secondary US CLO market mirrored the dynamics
from Europe: January saw total trading volumes of
$15.1 bn, up 17.1% from December. BWIC activity
also surged, reaching €5.6 bn — an increase of 55%
compared to the previous month. The market’s mo-
mentum picked up later in the month, with half of
January’s BWIC supply occurring in the final week.
Supply was heavily concentrated in AAA CLOs, which
accounted for 50% of total volumes.

Dealers ended January as net sellers across the entire
capital structure, a sign of robust demand - likely
driven by growing ETF inflows — and willingness to
take some profits. Spreads tightened throughout the
entire capital structure, with BB tranches compress-
ing by 62bps to trade between 425 and 575bps, and
BBB tranches narrowing by 35bps to a range of 230-
300bps. This pronounced tightening among lower-
rated tranches suggests a strong risk-on sentiment,
with investors increasingly willing to chase higher-
yielding assets amid renewed confidence in the U.S.
economy, a sentiment that echoes the positive tone
observed in December.

Performance & strategy

Over the past ten years, both US and European CLOs
have proven to be a reliable source of income for
portfolio managers. In fact, US CLOs outperformed
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and delivered returns 2-3x higher than traditional
credit instruments (BofA Global Research). Even
though US CLO spreads are close to their tightest
when stripping out the LIBOR/SOFR basis, we believe
they offer plenty value and should be pivotal to any
multi-assets portfolio construction.

While European CLOs may currently offer slightly
higher spreads, elements such as a stronger econ-
omy, low unemployment, decent GDP growth and the
outlook for higher rates for longer are supportive to
US investments. Lower growth forecasts in Europe
and expected rate cuts from the ECB reinforce the
view that downside risk may be on the rise in Europe,
spreads may adjust slightly wider.

We also see 2025 as a favorable year to active portfo-
lio management strategies. Trump tariffs and the po-
tential trade wars arising from the US administration
policies may induce periods of market volatility which
we will see as entry-points. We note that the market
rally in January was fueled by ETF inflows which may
have a dual effect: while they lower the barrier to
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entry for new institutional investors, they also intro-
duce a volatility element given the liquidity they offer
to their investors. In that context and given that we
see Secondary market levels much tighter than Pri-
mary levels on both an absolute and historical basis,
we are happy to selectively take some profits.

Regarding CLO Equity investments, we saw decent
sell volumes over the course of the month, mainly in
lower tier & short profiles that have limited reinvest-
ment optionality. January Equity distributions
reached an average of 4.2% in Europe, with
2020/2021 vintages top performers due to their tight
cost of debt. This level of distributions is historically
high, although the tightening in asset prices will likely
impact them going forward. In that risk bracket, we
believe that our ability to invest in warehouses and
drive the timing of the CLO execution brings a lot of
value. This will remain the main axe of development
for 2025.

The Secured Finance team
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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 supple-
ments.

Liquidity Risk » Low liquidity offered to investors during the life of the strategy.

» CLO are designed as leveraged exposure to a portfolio of loans. Depending on the rating of the CLO debt tranche, level of
leverage varies and thinness of the tranche varies. Reaching a certain level of default and loss post recovery in the underlying
portfolio could trigger a downward rating migration and even losses at tranche level.

CLO structure risk

(leverage, maturity,

subornation/rating
migration)

» The subordination of any class of CLO securities will affect their right to payment in relation to the more senior securities.
Interruptions in payments to subordinated classes may occur. Following acceleration of CLO securities, payments of interest
proceeds and principal proceeds from the CLO issuer's assets will generally be applied on a strict seniority basis.

» The investment in CLO have an expected maturity that may be shorter or longer depending on market conditions and
portfolio management. Market conditions may affect CLO tranche maturity and spread when for example there is a

refinancing.
Underlying loan » CLO are exposed to performance of leveraged loans with inherent risks such as among other things default, recovery,
exposure risks prepayment, liquidity and interest rate risk.

» The investments contemplated herein may at any time be subject to significant price movements, which will impact negatively

MEzkEURISK the valuation of the Portfolio and may lead to the loss in case of redemption.

» The investment strategy’s performance described herein may be lower than anticipated due notably but not limited to

fetiomnancellik market drawdown, loss in underlying portfolio and forex impact.

Source: AXA IM
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Disclaimer:

Not for Retail distribution: This marketing communication is intended exclusively for Professional, Institutional or Whole-
sale 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 Invest-
ment 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 to 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, pre-
dictions, 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 made as to the accuracy, reliability or completeness of the information contained herein. Reliance upon infor-
mation 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 substitute 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 inves-
tor’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 endorse-
ment of any AXA IM company or their products or services. Please refer to the websites of the sponsors/issuers for infor-
mation 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 portfolios 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 recom-
mendation or solicitation to buy or sell any particular security, do not represent all of the securities purchased, sold or rec-
ommended 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 the 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.

Issued by AXA INVESTMENT MANAGERS PARIS, a company incorporated under the laws of France, having its registered office
located at Tour Majunga, 6 place de la Pyramide, 92800 Puteaux, registered with the Nanterre Trade and Companies Register
under number 353 534 506, and a Portfolio Management Company, holder of AMF approval no. GP 92-08, issued on 7 April
1992. In other jurisdictions, this document is issued by AXA Investment Managers SA’s affiliates in those countries.



