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• July returns were positive across the CLO capital structure, with spreads end-
ing flat to modestly tighter from June.

Loan Market Review
• The CS Leveraged Loan Index returned 1.87% in July, bringing the year-to-
date return of the asset class to -2.66%. Leveraged loans rallied in July, along 
with broad risk assets, many of which had their best month since 2020. Opti-
mism regarding future corporate profitability and a potential slowdown in rate 
hikes, implied from a post-meeting comment by Fed Chairman Jerome Powell, 
drove asset prices higher.

• The average price of the Credit Suisse Leveraged Loan Index increased by 
$1.34, ending the month at $93.30. The month-over-month improvement, 
which was the largest since November 2020, was aided by tight supply and 
steady CLO demand.

• CLO origination, which accounts for more than half of leveraged loan de-
mand, continues to print deals at a steady rate in 2022. CLO issuance for July 
was $11.8bn, helped to offset recent retail fund outflows.

• Institutional leveraged loan issuance was tepid in July, with just $6.77bn for 
the month. The lighter supply in 2022, which is down 55% from 2021 on a year-
to-date basis, has been impacted by deep discounts and wide spreads in the 
primary market. Many deals, with the exception of those supporting immedi-
ate M&A activity, have been forced to the sidelines since February.

• Sector performance was positive across all 20 industries in July,  with Aero-
space and Financials leading the way at 2.55% and 2.49%, respectively. Con-
sumer Durables (0.04%), Metals/Minerals (0.69%) and Utilities (1.35%) were 
among the laggers.

• Credit quality returns continue to favor higher versus lower ratings for the 
fifth consecutive month. BBB-BB rated loans were the best performers, with 
B-rated and CCC/below returning 2.02% and -1.05%, respectively. 

• There were no loan issuer defaults in July, bringing the trailing 12-month 
issuer default rate to 0.67%. While the default rate remains historically low, 
distressed loan levels (Loans priced <$80) have doubled since January, which is 
often an early indicator of potential future defaults.

CLO Market Review
• CLO tranches had positive total returns in July. JP Morgan CLOIE index return 
estimates were 0.57% (AAA), 0.29% (AA), 0.33% (A), 0.88% (BBB), 1.53% (BB), 
and 1.35% (B).

• CLO issuance remains strong, with $11.8bn issued in July, bringing cumulative 
issuance for 2022 to $80.8bn. CLO new issuance this year has come from 180 
deals by 80 managers (Source: LCD). 

• Elevated spreads continue to impact refinance and reset volume, with no re-
pricing activity occurring during the month. This leaves 2022 cumulative refi-
nance and reset volume at $4.8bn and $19.6bn, respectively.

• The resilience of CLO issuance shown this year, despite numerous market 
headwinds, has prompted a reversal to previously cut forecasts. Full-year 2022 
issuance forecasts from JP Morgan has returned to the $110-120bn range, after 
previously being revised down to $90-100bn. 

• CLO spreads tightened modestly across most of the capital structure in July, 
although not enough to outpace narrowing leveraged loan spreads. With loan 
prices recovering last month and near-term loan issuance expected to remain 
light, the CLO equity arbitrage has weakened again. This environment continues 
to favor the now prominent “print-and-sprint” and shorter non-call structures 
for issuers.

• Outside of “print-and-sprint” and shorter non-call structures, static CLOs 
have also appeared in recent deals. Static CLOs, which forego the typical rein-
vestment period found in managed CLOs, have short maturities and can gener-
ally price with lower liability spreads. This is yet another alternative path for col-
lateral managers to bring deals to market, particularly for mature warehouses.

• We believe AAA-rated CLOs are priced at very attractive levels and represent 
a buying opportunity today for ratings sensitive or more risk averse investors. 
With AAA CLO spreads over 180 equating to all in yields at 4.6% (Source: JPM), 
this provides significant relative value as compared to similarly rated securities.

• The yield pickup relative to corporate bonds at each credit rating is substan-
tial, without the addition of interest rate risk. BBB-rated CLOs are out-yielding 
BBB-rated investment grade bonds by 294 basis points (7.62% versus 4.68%) 
and moving to BB-rated CLOs provides a nearly 600 basis point advantage over 
BB-rated high yield bonds (12.04% versus 6.09%).

1. Performing leveraged loan volume priced below $80 has 
doubled in the last six months

2. CLO issuance in 2022 is just off of 2021’s record levels and is 
outpacing the five prior years
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Market Data Jul-22 Return (%) 1-Year Return (%) Yield (%)  Yield Change (bps) DM (BPS) Price ($)

JP Morgan CLO Indices
     AAA-Rated 0.57 -0.66 4.62 -49 184 97.68
     AA-Rated 0.29 -2.55 5.01 -44 265 95.18
     A-Rated 0.29 -3.46 6.04 -44 333 93.70
     BBB-Rated 0.88 -4.23 7.62 -52 487 91.21
     BB-Rated 1.53 -3.34 12.04 -59 919 86.09
     B-Rated 1.35 -0.37 16.14 -56 1315 74.78
Credit Suisse Leveraged Loan Index
     BB-Rated 2.20 0.54 6.99 -81 406 96.41
     B-Rated 2.06 -0.80 9.20 -70 628 93.62
     CCC-Rated -0.56 -7.48 15.95 32 1300 80.81
     Distressed (CC, C, and Default) -7.03 -20.98 41.20 114 3815 46.69

Technicals Valuations

Source: JP Morgan, Credit Suisse, as of July 31, 2022

ABOUT PACIFIC ASSET MANAGEMENT 
Founded in 2007, Pacific Asset Management LLC, specializes in institutional fixed income management. As of June 30, 2022 the firm managed $20bn across bank 
loan, high yield, corporate, and CLO strategies. 

IMPORTANT NOTES AND DISCLOSURES
For Institutional Investor use only. This information is presented for informational purposes only. This is not to be construed as an offer to buy or sell any financial in-
struments and should not be relied upon as the sole investment making decision. CLO, Bank loan, corporate securities, and high yield bonds involve risk of default on 
interest and principal payments or price changes due to changes in credit quality of the borrower, among other risks. All material is compiled from sources believed 
to be reliable, but accuracy cannot be guaranteed. The opinions expressed herein are based on current market conditions and are subject to change without notice.
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Monthly Bank Loan Fund Flows ($bn)
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