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Summary

Closed End Funds

Collateralized Loan Obligations (CLOs) are frequently
confused by all but the most sophisticated investors
with Collateralised Debt Obligations (CDOs), which
were seen by many as the cause of the Global
Financial Crisis ((GFC)).

US CLO markets re-opened after a brief slowdown in
March and April 2020, with issuance gradually
increasing amid tightening liability spreads.

The COVID shock for CLOs can be characterized as
sharp but short, due to the unprecedented and swift
response in fiscal and monetary stimulus including
QE and TALF.
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Collateralized Loan Obligations (CLOs) are frequently

confused by all but the most sophisticated investors

with Collateralised Debt Obligations (CDOs), which

were seen by many as the cause of the Global Financial

Crisis (GFC). As market confidence took a nose-dive

last year during the COVID pandemic, many observers

feared that complex-sounding products, with complex

or opaque-sounding names, would be the first dominos

to fall in a repeat of the systemic problems of 2008.
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As we set out in our paper, CLOs have proven to be

resilient: leveraged loan secondary markets recovered

quickly from the turmoil in March 2020, led by a rally in

higher quality credits before extending to lower-rated

and COVID battered sectors beginning in 4Q20. Below

are loan price movement for some sectors hit hardest

by COVID, including Retail, Leisure, Oil & Gas, and

Transportation, as well as for loans rated below B3/B-.

New issuance has also been resilient: the leveraged

loan primary market slowly re-opened as joint monetary

and fiscal stimulus stabilized and propelled deal-making

and market activity, and new-money US Institutional

loan issuance began to recover in the last quarter of

2020 and into 2021. M&A activity also returned in 2Q21.

Fueled by rising demand for floating rate assets from

large fund inflows from retail loan investors in 1H21, US

loan fund AUM increased for the first time in years, as

the economic outlook improved and investors seeking

to hedge against possible rising rates. Below is a chart

for new US Institutional loan issuance and dollar amount

breakout.
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Fundamentals have continued to improve, with loan

defaults continuing to fall after peaking in mid-2020, as

the chart below shows.

US CLO markets re-opened after a brief slowdown in

March and April 2020, with issuance gradually

increasing amid tightening liability spreads. Refi/Reset

issuance volume spiked in the first half of 2021 as the

market rallied and equity holders/managers looked to

lower capital costs. Market participants have since

recalibrated their estimates for 2021 CLO new-issue

volume which is on track for a record year.
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The COVID shock for CLOs can be characterized as

sharp but short, due to the unprecedented and swift

response in fiscal and monetary stimulus including QE

and TALF. This recovery, which took less than a year, is

also much shorter comparing to that of the GFC when

recovery took two years. The reopened economy in the

US, following a rapid vaccination rollout during the last

7-8 months, has stabilized and improved CLO credit

fundamentals and greatly boosted market confidence.

The CLO market may grow further as investors

increasingly pivot towards floating-rate debt this year to

protect against the prospect of rising rates amid

inflation concerns. CLOs are one of the few scalable

floating rate asset classes and is well positioned for a

rising rate environment.
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© 2021 London Stock Exchange Group plc and its

applicable group undertakings (the “LSE Group”). The

LSE Group includes (1) FTSE International Limited

(“FTSE”), (2) Frank Russell Company (“Russell”), (3)

FTSE Global Debt Capital Markets Inc. and FTSE Global

Debt Capital Markets Limited (together, “FTSE

Canada”), (4) MTSNext Limited (“MTSNext”), (5)

Mergent, Inc. (“Mergent”), (6) FTSE Fixed Income LLC

(“FTSE FI”), (7) The Yield Book Inc (“YB”) and (8)

Beyond Ratings S.A.S. (“BR”). All rights reserved.
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FTSE Russell® is a trading name of FTSE, Russell, FTSE

Canada, MTSNext, Mergent, FTSE FI, YB and BR.

“FTSE®”, “Russell®”, “FTSE Russell®”, “MTS®”,

“FTSE4Good®”, “ICB®”, “Mergent®”, “The Yield Book®”,

“Beyond Ratings®” and all other trademarks and service

marks used herein (whether registered or unregistered)

are trademarks and/or service marks owned or licensed

by the applicable member of the LSE Group or their

respective licensors and are owned, or used under

licence, by FTSE, Russell, MTSNext, FTSE Canada,

Mergent, FTSE FI, YB or BR. FTSE International Limited

is authorised and regulated by the Financial Conduct

Authority as a benchmark administrator.
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All information is provided for information purposes

only. All information and data contained in this

publication is obtained by the LSE Group, from sources

believed by it to be accurate and reliable. Because of

the possibility of human and mechanical error as well as

other factors, however, such information and data is

provided "as is" without warranty of any kind. No

member of the LSE Group nor their respective directors,

officers, employees, partners or licensors make any

claim, prediction, warranty or representation

whatsoever, expressly or impliedly, either as to the

accuracy, timeliness, completeness, merchantability of

any information or of results to be obtained from the

use of FTSE Russell products, including but not limited

to indexes, data and analytics, or the fitness or

suitability of the FTSE Russell products for any

particular purpose to which they might be put. Any

representation of historical data accessible through

FTSE Russell products is provided for information

purposes only and is not a reliable indicator of future

performance.
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No responsibility or liability can be accepted by any

member of the LSE Group nor their respective directors,

officers, employees, partners or licensors for (A) any

loss or damage in whole or in part caused by, resulting

from, or relating to any error (negligent or otherwise) or

other circumstance involved in procuring, collecting,

compiling, interpreting, analysing, editing, transcribing,

transmitting, communicating or delivering any such

information or data or from use of this document or

links to this document or (B) any direct, indirect, special,

consequential or incidental damages whatsoever, even

if any member of the LSE Group is advised in advance

of the possibility of such damages, resulting from the

use of, or inability to use, such information.

No member of the LSE Group nor their respective

directors, officers, employees, partners or licensors

provide investment advice and nothing contained in this

document or accessible through FTSE Russell Indexes,

including statistical data and industry reports, should be

taken as constituting financial or investment advice or a

financial promotion.
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Past performance is no guarantee of future results.

Charts and graphs are provided for illustrative purposes

only. Index returns shown may not represent the results

of the actual trading of investable assets. Certain

returns shown may reflect back-tested performance. All

performance presented prior to the index inception date

is back-tested performance. Back-tested performance

is not actual performance, but is hypothetical. The

back-test calculations are based on the same

methodology that was in effect when the index was

officially launched. However, back- tested data may

reflect the application of the index methodology with

the benefit of hindsight, and the historic calculations of

an index may change from month to month based on

revisions to the underlying economic data used in the

calculation of the index.

This publication may contain forward-looking

assessments. These are based upon a number of

assumptions concerning future conditions that

ultimately may prove to be inaccurate. Such forward-

looking assessments are subject to risks and

uncertainties and may be affected by various factors

that may cause actual results to differ materially. No

member of the LSE Group nor their licensors assume

any duty to and do not undertake to update forward-

looking assessments.
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This article was written by

FTSE Russell
553 Followers

A leading global provider of benchmarks, analytics, and data
solutions with multi-asset capabilities FTSE R... 

Comments Sort by

No part of this information may be reproduced, stored

in a retrieval system or transmitted in any form or by any

means, electronic, mechanical, photocopying, recording

or otherwise, without prior written permission of the

applicable member of the LSE Group. Use and

distribution of the LSE Group data requires a licence

from FTSE, Russell, FTSE Canada, MTSNext, Mergent,

FTSE FI, YB and/or their respective licensors.
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Editor's Note: The summary bullets for this article were

chosen by Seeking Alpha editors.
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