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After the Summer party 
                                      Time for rates Fall 
 

Dear Investors, 

On August 5th, global markets faced a sharp 
downturn, reminiscent of historic crashes. 
Triggered by a rate hike in Japan and concerns 
over a slowing US economy, major indices 
plummeted across the board.  

Primarily, mounting fears of a US recession after a 
particularly weak July jobs report spurred investor 
anxiety.  Non-farm payrolls increased by only 
114,000 for the month, far below expectations and 
a drop from June’s revised figures. This slower job 
growth, coupled with an unemployment rate rise to 
4.3%—the highest since October 2021—
heightened worries about the economic outlook. 

Additionally, the unexpected increase in Japanese 
interest rates added to the market’s volatility. The 
Bank of Japan’s decision to raise rates by 15 basis 
points—to 0.25% from nearly zero—further 
disrupted the yen “carry trade” and added to 
market volatility. 

This rate hike, coupled with the anticipation of cuts 
by the Federal Reserve, led to a stronger yen and 
market sell-off as traders faced margin calls. This 
confluence of factors underscored the depth of 
the market’s sensitivity to both domestic and 
international economic signals, leading to 
widespread declines across major stock indices.  

This event shows a partial resemblance to the 
infamous “Black Monday” of October 1987, when 
the S&P 500 and Nasdaq lost 20% and 11.5% in a 
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single day, respectively. Instead, this was seen in 
Japan, as the Tokyo Nikkei 225 index suffered one 
of its worst single-day losses, closing over 12% 
lower.  

In the US, the fallout was less severe, with the Dow 
Jones (DJIA) dropping by 2.6%, while the broader 
S&P 500 and the tech-focused Nasdaq declined 
by 3%.  

Additionally, the Volatility Index (VIX), which 
gauges market volatility, rose dramatically. It 
surged from around 17 a week prior, to 23 on the 
preceding Friday, and then peaked above 65 on 
the 5th of August morning. By the close of trading, 
it had moderated to 38.6, its highest closing since 
2020.   

Despite the volatility, markets recovered quickly 
and retraced most of it within days.  

In the US, the August employment report 
confirmed that the labour market is cooling, but job 
creation remains positive, and wage growth is 
strong, suggesting no major economic downturn is 
underway and leaving room for the still expected 
soft landing. 

Federal Reserve Governor Waller, expressed his 
openness to larger rate cuts, suggesting the Fed 
could cuts rate aggressively and at every meeting 
if necessary. While it led the market to think of a 
potential 50bps, the consensus is now back to a 
first cut of 25bps in September. The pace of 
subsequent cuts will then be assessed in light of 
the "totality of the data" rather than solely through 
the narrower lens of labour market estimates. 

On the ECB front, the 25bps cut is largely expected 
on Thursday 12th September, without much 
suspense. The focus will be on ECB President 
Christine Lagarde's forward guidance regarding 
the central bank's next steps. 

Leverage Loan Markets 

The European loan market finished August with a 
monthly positive return of 0.54% and a YTD return 
of 6.42% after recovering from a sharp early 
month decline amid equity volatility and macro-
economic uncertainty.  

August 5th saw a 1-day decline of 0.32% for the 
ELLI's market-value return. It was the worst daily 
return since October 2023. The drop wiped 29 bps 
off the index, sending the average bid to 97.61 and 
taking the ELLI back to levels seen at the start of 
July. However, the bid subsequently climbed 
steadily throughout the rest of August, to finish the 
month at 97.84.  

Fortunately, this event came at the start of the 
European August holiday season – when a big 
chunk of market players are off desks – and 
trading volumes were therefore muted. Moreover, 
lower prices were an opportunity for ramping 
CLOs to step in. These factors helped mitigate the 
effects of the equity sell-off, which took the Nikkei 
down by 13% on August 5th, its worst session since 
1987. 

Furthermore, loans were technically well 
supported in Europe and quickly stabilized, with 
the ELLI recording subsequent market returns of 
0.06% and 0.04% on Aug. 6th and Aug. 7th, 
respectively. 

The primary European loan market took its 
customary pause for the summer break, with only 
one deal launching, making it the quietest August 
in three years. This followed a slump in total loan 
volume in July to €3.7 billion, from €15.4 billion in 
June (the busiest month of the year far). Despite 
the drop-off in activity, year-to-date loan issuance 
reached a chunky €70.8 billion through August, 
compared to just €25.5 billion for the first eight 
months of 2023. 

The share of ELLI bid above par remained 
elevated, at 37.90%, its third highest reading since 
January 2020, which could point to more loan 
repricings in the autumn. 

The percentage of ELLI constituents priced below 
80 – a typical marker of distress – decreased to 
6.1% at the end of August. 

Default rate remains low at 0.78% by principal 
amount at the end of August. 

On the US Loan market, this burst of volatility put 
a damper on new-issue loan volume in August, 
which is already a slow month. Gross volume 
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tumbled to $26.3bn from $82.7bn in July and 
$42bn in August 2023, though the decline in the 
net total as compared with the prior month was 
modest, at $13.1bn in August versus $15.3bn in 
July, in large part due to the very limited repricing 
volume. As a comparable, Net issuance in August 
2023 was up $8.3bn. 

Within the same pattern than in Europe, the US 
secondary loan market experienced a strong 
volatility after the softer-than-expected jobs report 
spurred recession fears and the unwinding of the 
Japanese carry trade, though sentiment improved 
later in the month.  

The average bid price of the Credit Suisse 
Leveraged Loan Index closed out the month at 
95.69, down 3bps from 95.72 at the end of July, 
though well off the low of 95.12 touched on Aug. 
5th. 

The selling was felt more deeply in the US than in 
Europe, with the Morningstar LSTA US Leveraged 
Loan Index losing 0.55% on the 5th of August. 

The CS Index posted a 0.6% return in August, 
down from 0.73% in July, and a year-to-date 
return of 5.78%. 

As of August 31, the percentage of CS Loan Index 
bid at less than 80 was 9.4%, a tick higher than 
July’s read of 9.3%. 

With no new bankruptcy filings or interest payment 
misses, and with two issuers rolling off the trailing 
twelve-month calculation, the default rate by 
amount fell to 0.78%, from 0.92% in July. 

 

 

 

CLO Primary Markets 

August was torrid for the US CLO market with 33 
New Issues for a total of $15.4bn, and 68 
Reset/Refi for $30.4bn.  
The tightest AAA level this month was at 135bps in 
a $755m US BSL CLO from Apollo, and the wide 
was 143bps for a less programmatic CLO Manager, 
Silver Rock. 
Middle Market CLOs are still offering an average 
spread pick up of 30-35bps versus US BSL CLOs. 
 
Year-to-date BSL new issue volume stands at 664 
deals for $292.9bn, with 274 new issues for 
$128.8bn and 390 Reset/Refi for $164.1bn. This 
compares to 189 CLOs totaling $80.8bn at the 
same time last year. 
 
Year-to-date MM new issue volume is running 
strong with 75 deals for $36.1bn, up 108% YoY. It 
represents 18% of YTD US CLO new issuance.  
 
The weighted average cost of capital receded to 
193bps YTD from 259bps a year earlier, which was 
driven by tighter weighted average AAA spread at 
150bps from 197bps in 2023. 
 
Despite its improvement, new issue BSL arbitrage 
is still not particular strong as the cost of debt is 
stubbornly high and loans are expensive. But 
market issuance remains high as market 
participants continue making the assumptions that 
they will be able to Refi/Reset these new issues 
later, which would increase the return of the 
transaction. 
 
The European CLO market didn’t get much holiday 
either as August was not the usual expected quiet 
month. 
12 CLO priced totalling €4.5bn, comprising 6 new 
issues for €3.5bn and 6 Reset/Refi for €2.0bn.  
 
Year-to-date, 116 CLOs have priced, totalling 
€46bn, with 77 new issues amounting to €32.7bn   
and 39 Reset/Refi amounting to €13.3bn. An 
increase of 105% versus 2023 at the same period. 
 
The median S&P CCC bucket in the US is 6.3%. It 
is lower in Europe at 3.7%. The median junior OC 
is slightly above the US at 4.2%, and only 1.2% of 
deals are breaching their O/C tests in comparison 
to the 6.5% in the US. 
 
In aggregate, US CLO ETFs have more than 
doubled the assets they manage this year, to more 
than $13bn, at the expense of mutual funds; 
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inflows drove half of the rise in AUM, asset 
appreciation the other half.  
 
The strong demand from ETFs has driven holdings 
of US CLO triple-As across other asset managers 
to decline as net issuance of CLO AAA has been 
flat. ETF demand in the US side is driving 
secondary spreads tighter and is likely to persist in 
the mid-term. 
 
The success of CLO ETFs in the US had sparked 
speculation that it was only a matter of time before 
these ETFs cross the Atlantic. It has now 
materialized with Fair Oaks announcement of first 
European-domiciled CLO ETF. Fair Oaks ETF is 
expected to invest exclusively in AAA CLO 
tranches. 
 

CLO Secondary Markets 

August 2024 witnessed a more intense market 
activity than expected, largely influenced by 
volatile macroeconomic events. Similarly to 
broader markets, CLO secondary markets saw a 
surge in volatility accompanied with significant 
volumes on the week of August 5th. We saw 
€600m of EUR CLO and $1.2Bn USD CLO traded in 
BWIC, followed by a quieter period thereafter 
(€60m/week and $430m/week in BWIC over the 
rest of the month). Spread levels fluctuated, IG 
tranches widened by 15-20bp and Sub-IG ones by 
30-50bps on the first week of August on both 
sides of the Atlantic. However, spreads quickly 
recovered back to end of July levels for all 
mezzanine tranches and 5bps wider on AAAs. The 
recovery in CLOs spreads from mid-august 
followed similar trends as credit markets (EUR HY 
credit indexes returned to pre-august levels 
despite a 70bp spike). But this recovery was also 
fuelled by a very light supply, with dealers 
struggling to replenish their inventory. 

Performance & strategy 

CLOs returns remain strong across the capital 
structure, with year-to-date returns of 4.77% to 
12.49% from AAA tranche to BB tranche.  

 

 

Debt tranches spreads remained globally in line 
with July’s levels. Our view on positioning on the 
investment grade side hasn’t changed, as all debt 
tranches are still offering both attractive absolute 
and relative value. EUR CLO AAAs (hedged to US) 
have been increasingly looking richer in 
comparison to US CLO AAAs over the course of 
the year, with a spread differential narrowing from 
36bps at the start of 2024 to 17bps at the end of 
August. Secondary is looking cheaper on US AAA 
tranches, with a current spread basis between 
Primary and Secondary of 12bps versus 27bps 6 
month ago. On EUR CLO tranches, the basis 
remains elevated with 23bps versus 28bps 6 
month ago. 

On the high yield front, B-rated tranches are still 
favoured over BB-rated tranches due to the higher 
convexity and the 250-300bps spread pick-up. 
EUR CLO BBs hedged to US are relatively much 
cheaper than US CLO BBs. From 126bps at the 
start of 2024 (YTD widest), it tightened to 27bps in 
early March, and is now at 115bps at the end of 
August. Regarding CLO Equity, we still strongly 
favour the combined investment Warehouse / 
Equity to benefit from the additional carry of the 
warehouse and the enhanced power of negotiation 
on CLO structure and price. Opportunistic 
purchases on secondary market are still 
contemplated, but with an even more stringent 
selection as dispersion across CLO Managers is 
growing due to increasing loan downgrades and 
higher CCC buckets. 

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 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, 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 made 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 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 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 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 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 
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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.  
 


