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Healthy CLO spreads 

 

Dear Investors, 

June 2025 was defined by easing geopolitical 

risks, resilient financial markets, and diverging 

economic signals across major economies. 

The month opened with heightened tensions in 

the Middle East, as Israel and Iran exchanged 

strikes. Oil prices surged to a five-month high, 

but a ceasefire later in the month helped unwind 

the geopolitical risk premium. This supported a 

broad rally in equities and credit markets, with 

the S&P 500 and Nasdaq 100 nearing record 

highs. 

In the U.S., economic data pointed to a slow-

down. Retail sales declined for a second month, 

ISM Manufacturing fell to 48.5, and jobless 

claims rose. However, inflation surprised to the 

downside: May CPI rose just 0.08%, and core CPI 

came in at 0.1%, both below expectations. These 

figures boosted market expectations for mone-

tary easing, with futures pricing in two rate cuts 

by year-end. Fed Chair Powell, however, 
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emphasized caution, citing potential inflationary 

effects from tariffs. 

In Europe, the ECB cut rates by 25bps to 2% and 

lowered inflation forecasts. Germany announced 

a €200 billion 2025 budget focused on defense 

and infrastructure, with military spending set to 

reach 3.5% of GDP by 2026. NATO also commit-

ted to raising defense spending to 5% of GDP by 

2035. Meanwhile, the Swiss National Bank cut 

rates to zero, and the Bank of England held 

steady. 

Japan maintained its policy rate but announced a 

gradual reduction in bond purchases starting in 

2026. 

Overall, June was marked by strong equity per-

formance, falling inflation, and renewed investor 

confidence, as markets responded positively to 

geopolitical de-escalation and supportive macro 

signals. 

 

Leverage Loan Markets 

In June 2025, the European leveraged loan mar-

ket experienced a robust resurgence, with issu-

ance reaching €17.4 billion—the highest monthly 

volume since June 2021. This surge was driven by 

a rebound in M&A-related activity, which con-

tributed €7.8 billion in loan issuance. Year-to-

date, the European loan market is up +10% com-

pared to 2024, with sponsored loan volume grow-

ing +24% to €61.5 billion, while non-sponsored 

volume declined -31%. The Morningstar Euro-

pean Leveraged Loan Index (ELLI) posted a mod-

est +0.17% total return for June, bringing the 

year-to-date return to +2.39%. Notably, high-

yield bonds also saw record issuance at €23.5 bil-

lion, signaling strong investor appetite. 

In contrast, the US leveraged loan market posted 

a +0.80% return in June, lifting the year-to-date 

return to +2.81%. The market reached a record 

size of $1.5 trillion, growing at its fastest annual 

pace since 2022. Despite subdued M&A activity, 

new issuance rebounded to $65.4 billion, includ-

ing $28 billion in repricings. Risk appetite im-

proved, with CCC-rated loans outperforming at 

+1.11% for the month. However, higher-rated BB 

loans still lead year-to-date performance. Sec-

ondary prices rose, with 41% of loans priced at 

par or higher, reflecting strong investor demand. 

CLO new issuance remained robust, totaling 

$15.4 billion in June, while retail fund flows 

turned modestly positive after a prolonged out-

flow period. 

Both markets showed signs of strength and recov-

ery, with Europe benefiting from record bond is-

suance and a rebound in M&A-driven loan activ-

ity, while the US market demonstrated resilience 

through repricings, strong demand, and a record 

market size. 

 

CLO Primary Markets 

Both U.S. and European CLO primary markets 

continue to be very active maintaining spreads 

healthy. 

In the U.S., first half of 2025 has seen a robust 

primary supply, with new issuance at $92bn 

which is split $76bn for broadly syndicated CLOs 

and $16bn for private credit CLOs. Net issuance 

is positive at $32bn and $18bn for AAAs only. The 

net issuance doubles the amount in 2024 as 

amortization and liquidation volumes slow. Reset 

volume is $101bn and refinancings is $46bn. To-

gether the total refinancing/reset volume is 

$147bn which is up +46% year-on-year.  

The median primary AAA spread in June was 

SOFR 3M + 133bps up from SOFR 3M+116bps 

February. ETF inflows in January and February 

drove a lot the AAA tightening but yield curve 

steepening has reduced CLO AAA relative value. 

As result, ETF inflows have slowed albeit still pos-

itive. 

In Europe, new issuance in first half of 2025 is 

€28.1bn up +23% year-on-year while last year 

was already a record year at €47.2bn. Net issu-

ance is positive at €16.5bn and €9.2bn for AAAs. 

The strong demand for CLO mezzanine tranches, 

and some net loans supply are the driving forces 

for supporting CLO issuance.  
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The European market is expanding, with 54 dif-

ferent CLO managers active so far this year, in-

cluding several debut CLO managers. 

Looking ahead, we expect the supply/demand dy-

namic to stay balanced as the CLO pipeline build 

up through the year leading to CLO spreads 

evolving in a range. 

 

CLO Secondary Markets 

June was an active and constructive month for 

the secondary CLO markets in both the US and 

Europe, supported by strong investor demand, 

balanced technicals, and resilient trading vol-

umes. 

In the US, secondary activity remained robust 

throughout the month. TRACE-reported volumes 

consistently exceeded $3 billion per week, peak-

ing at $5.5 billion. Spreads stay firms across the 

capital stack. AAAs pay SOFR 3M +100bps to 

+135bps depending on the maturity, while BBs 

offer SOFR 3M +475bps to +675bps depending 

on the maturity, quality and manager liquidity. 

Sub-IG tranches saw solid prints, with dealers 

ending as net buyers. 

In Europe, activity rebounded after a slow start to 

the month. Weekly auctions volumes ranged 

from €300–360 million, with a notable uptick in 

CLO equity trading and long-dated AAAs. The 

Global ABS Conference in Barcelona temporarily 

muted activity mid-month, but sentiment re-

mained positive. Long AAAs traded in the 128–

138 bps range, while mezzanine and equity 

tranches saw firm prints, supported by tightening 

credit indices. Investors showed renewed interest 

in mezzanine and equity tranches, with new en-

trants such as family offices and hedge funds join-

ing the space. EUR CLO BBs pay Euribor 3M 

+500bps to +700bps depending on profile, while 

high coupons trading back above par at 102 cash 

price, which provides with a spread of +350bps to 

call. 

Overall, June reflected a well-supported second-

ary CLO market. Despite healthy demand, CLO 

spreads lag credit indices and offer an appealing 

relative value. 

Performance & strategy 

Year-to-date CLOs returned solid performances. 

Fixed income outperformed in June with two rate 

cuts expected for the second half of 2025. 

 

We view CLOs as a strategic asset class in credit 

allocations, serving as diversifiers and offer ex-

cess returns compared to traditional corporate 

credit instruments for equivalent ratings. 

While AAA spreads normalized post Liberation 

Day, CLO senior tranches offer attractive spreads 

at 128bps-138bps, still 15-20bps off their recent 

tights. 

For our mezzanine funds, facing a relatively flat 

CLO credit curve, we prefer a rather neutral 

stance in terms of rating allocation and stay focus 

on carry opportunities. Being agile across geogra-

phies, markets (primary/secondary), and ratings 

are for us key drivers to generate superior re-

turns. 

Finally, for investors chasing yields, the front-

ended profile of the CLO equity with quarterly 

cash flows complements other alternative strate-

gies such as PE with back-ended returns. 

 

Best regards, 

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 port-

folio’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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