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US economy loses steam, CLO market still at full 
speed 

 

Dear Investors, 

The US economy under President Trump shows 
signs of weakness, particularly in the labour 
market. In August, only 22,000 jobs were 
created, well below the expected 76,500, and 
June saw a loss of 13,000 jobs—the first decline 
since 2020. The unemployment rate increased to 
4.3%, the highest since 2021, reflecting economic 
struggles due to tariffs, inflation, and 
immigration issues. The federal government also 
reduced its workforce, shedding 15,000 jobs, with 

manufacturing and construction sectors 
experiencing declines.  
 
The pace of job growth has slowed since the post-
pandemic recovery, raising concerns about 
economic stability. President Trump responded 
by firing the head of the Bureau of Labor 
Statistics, accusing her of manipulating data, 
while blaming the Federal Reserve and Jerome 
Powell for the slowdown. White House officials 
criticized the Fed for being too slow to lower 
interest rates, despite the weak labour market. 
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Inflation remained steady at 2.7% in July, with 
core inflation at 3.1%, prompting strong 
speculation that the Federal Reserve may finally 
cut interest rates in September to support growth. 
 
In Europe, the ECB is expected to keep interest 
rates at 2% at its September meeting due to 
steady inflation near target and resilient growth. 
Most economics believe the ECB will pause rate 
cuts, with some predicting no further easing in 
2025, while markets imply a possible rate cut in 
December. Inflation in August was 2.1% close to 
the target, while growth forecasts remain modest. 
 
Overall, the US faces economic headwinds, while 
Europe maintains stability with cautious policy, 
both navigating uncertainties like trade tensions 
and political risks. 

 

Leverage Loan Markets 

The Morningstar LSTA US Leveraged Loan Index 
rose by 0.45% in August as secondary prices 
declined. The market value decreased by 0.21% — 
the first decline since April after gaining nearly 
1% from May to July.   
 
Primary market activity, including repricings, 
dropped to $52 billion from July’s record $224 
billion — yet it was still the busiest August on 
record. Repayments continued to recover from 
their recent drop, rising to $54 billion — the 
highest monthly total on record. This year’s 
massive repricing wave has pushed the weighted 
average spread on outstanding loans to 323 bps 
as of Aug. 31st — the tightest level since 2010. 
  
Year-to-date, the leveraged loan market has 
returned 4.17%, with interest income helping to 
offset market value losses. Elevated rates have 
made 2025 an above-average year so far. In 
comparison, the LSTA US Leveraged Loan Index 
returns from January through August over the 
past 10 years is 3.95%. 
The weighted average bid of the index fell 22 bps, 
to 97.19. The share of loans priced at par or above 
slipped to 41%, from 47% a month ago, but still 
well above May’s 27%.  
 
A clear risk-off tone has emerged and is reflected 
on the lower-rated names. Single-B loans 
returned 0.52% for the month, slightly 
outperforming the 0.50% gain of the BB loans, 
while the riskiest end of the spectrum, CCC loans 

slipped 0.76% — their first monthly loss in four 
months — after rallying nearly 6% between May 
and July. 
 
Unlike the US, which saw its busiest August on 
record for loan activity, Europe experienced a 
seasonal summer slowdown after a lively July 
that market the 3rd busiest month for 
institutional issuance. In August, only €120 
million was issued, the smallest August total 
since 2015. 
The European leveraged loan market finished 
August barely positive, supported by interest 
income, as July's heavy issuance and tight 
valuations weighed on secondary performance. 
The Morningstar European Leveraged Loan 
Index (ELLI) returned just 0.09% in August, well 
below the 12-month average of 0.45%, with a 
year-to-date return of 2.8%, trailing the overall 
2024 performance. 
After tightening to a near three-year low in July, 
the average yield to maturity increased by 17 bps 
in August, marking the largest monthly rise since 
October 2023.  
 
Secondary prices pulled back from recent gains 
since April’s sell-off. With easier primary 
sourcing and stretched valuations dampening 
demand, the weighted average bid of ELLI loans 
declined to 97.38 by August 31—a 37 bps drop 
from July and a partial retracement of April's 
Tariffs disruption. 
The share of loans trading between 99-99.9% 
dropped to 19% from 26% in July, while loans 
above par rose to 56%—the highest since March.  
 
On the default side, the 12-month Euro and US 
loan default rates remain healthy. 

 

 

CLO Primary Markets 
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Call activity has been surging, as August was the 
busiest refi/reset month of all time, with 121 US 
CLOs priced totaling $55.5bn ($19.1bn new issue 
and $36.4bn refi/reset). It was the 3rd and 9th 
heaviest month for gross and new supply, 
respectively. 
Year-to-date, 766 US CLOs have priced totaling 
$350bn ($137.8bn new issue and $212.1bn 
refi/reset), with Private Credit/MM CLO 
Issuance representing 16% of YTD new issuance. 
 
August saw a slight tightening across the capital 
stack, with the most noticeable one on the AAA 
tranches. Tier-one AAA US CLOs tranche went 
firmly in the 125 area, 5bps tighter than last 
month, and now making their way to 122-123bps. 
With investors searching for yield, Tier 2-3 CLO 
managers AAA tranches are now slowly 
tightening as well.  
Credit curve is inverted, with refinanced AA-BB 
tranches pricing 5-75bps wider across the stack 
versus standard CLOs. 
 
With the tightening of spreads, and AAA reaching 
Mid120s, arbitrage is improving (91bps versus an 
average 106bps in the last 12 months) but 
remains challenging. US CLO warehouses are in 
an all-time high as managers eagerly wait for a 
pickup in loan new issuance. 
 
With the expected heavy pipeline towards year-
end, and CLO floaters being in the front-line of a 
scenario of Fed easing in response to a 
deteriorating labor market, we could expect a 
slight spread widening bias for year-end. 
However, inflation remains above target, and it 
remains to be seen if evolving expectations of rate 
cuts materialize. 
 
The EUR CLO primary market had a busy 
eight months with YTD supply tracking a post-
GFC record. CLOs have had record-breaking 
issuance volumes so far with over €40bn pricing. 
We expect issuance to reach 50bn by the end of 
the year (versus 48.2bn in 2024).  

The number of CLO warehouses registered in 
Europe is at a new high, with 22 new vehicles 
opened in August, bringing the European CLO 
warehouses to 132 year-to-date.  
While warehouse activity was high in August, 
CLO issuance did not follow the same trend: only 
5 new issue deals priced for €2.1bn, versus July’s 
20 deals for €8.4bn. Instead, CLO refinancing 
and reset transactions accounted for most of the 

primary activity in August, with 14 deals worth 
€5.8bn. 
YTD, 172 Euro CLOs have priced totaling 
€70.9bn (€39.7bn new issue and €31.2bn 
refi/reset).  
 
AAA tightened by 4-5 bps but seems to have now 
stabilized around 130bps. The rest of the capital 
structure is seeing a strong demand leading to a 
significant tightening (15bps on AA, 25bps on A, 
and respectively 30bps and 50-60bps on BBB 
and BB).  
 
Supply picked up even before the end of the 
summer break and is likely to remain high into 
year-end. Meanwhile, strong demand continues 
to support spreads.  
 
 
EBA Clarification 
 
On 8th of August, in response to a question 
poised in 2021, the European Banking Authority 
(EBA) has issued a new legislative interpretation 
of the ‘originator’ definition under the EU 
Securitisation Regulation, stating that a risk 
retention vehicle that enter into a conditional 
sales agreement ‘does not qualify as an originator 
and therefore cannot fulfil the risk retention 
requirement on this basis’. 
While this new EBA ruling caused initial 
shockwave in the market, lawyers have quickly 
told that their view the update as a ‘medium 
headache, not a migraine’ and confirmed that 
fixes were already implemented to ensure 
manager compliance. 

 

CLO Secondary Markets 

In line with the usual market seasonality, August 

was one of the calmest months of the year in 

terms of trading activity. The summer lull 

however was more pronounced in Europe than in 

the US. 

Over the month, TRACE reported $11.6bn of US 

CLO trading volume – including 83% of IG 

tranches – and $2.75bn of BWIC supply (lower 

compared to an annual monthly average of 

$4bn). The secondary spreads tightened, in line 

with the ongoing tightening trend observed on 

the primary market, with AAA/AA/A CLO 
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tranches framing 5bps tighter over the month, 

and BBB/BB/B 10bps tighter. 

In Europe, the supply volume dropped by 50%, 

with €620m of BWIC activity in August 

compared to a monthly average of €1.2bn. Most 

of the activity was concentrated on IG tranches 

representing 72% of the volumes. The lack of 

supply pushed dealers to increase their prices on 

both bid and offer sides. This effect, combined 

with the tightening on primary market, allowed 

the whole capital structure to tighten. The IG 

tranches ended stronger by 5-10bps, and Sub-IG 

tranches by 20-30bps. 

 

Performance & strategy 

Year-to-date, the returns on CLO remain solid 

across the capital structure supported by floating 

rate, high embedded carry and price 

appreciation: 

 

CLO AAA tranches remain the cheapest part of 
the CLO stack compared to historical levels on 
both European and US markets, and still offer 
attractive relative value versus Corporate Credit, 
especially in Europe. 

The Mezz portion of the CLO capital structure has 
tightened more than the AAAs, both on primary 
and secondary markets. The belly of the stack is 
particularly tight, approaching its previous lows. 
Supply is expected to remain high though, which 
could create better opportunities to buy the belly 
of the curve as spreads may soften slightly. 

Best regards,

 

 

 

 

 

 

 

 

 

 

 

 

 



                                                                                                                                                                                                                                                                                   

September 2025 

 

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 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.  
 


