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Invesco Structured Securities 

s residential and commercial mortgage-backed securities, consumer 

loan focused asset-backed securities and US and European collateralized loan obligation (CLO) debt capabilities.  The 

Structured Investments Team at Invesco managed, as of Sept. 30, 2020, USD43.2 billion in dedicated retail and 

institutional funds, as well as components of multi-strategy offerings. Each quarter, our structured team will provide 

short market updates to highlight opportunities and activities across our diverse asset classes.  This quarter, our 

European CLO team provides an update on its market. 

European CLO market update  
 

The European CLO market has seen notable creations, with October marking one of the busiest new issuance months post-COVID. 
The Euro CLO market has grown at a cumulative average growth rate (CAGR) of close to 16% since 2015.1 Year-to-date, 58 new 

 billion, compared  billion in the same period last year.2 The 
recent rally in European corporate credit, coupled with low European loan default rates, should encourage further CLO creation. 
Barclays and JP Morgan have forecasted new European CLO creations to reach -30 billion in 2021.3 Given that more clarity 
now exists around macro events (post the US election and given positive progress on potential COVID vaccines), CLO demand 
continues, amid lower loan supply. While this dynamic is supportive of European CLO creations, we are aware of the difficulties that 
CLO managers face when raising outside equity capital. However, secondary AAA CLO spreads have continued to tighten to the 
130-150 basis point range, thanks to strong demand.4 Post-COVID new issue AAA  have tested even tighter spreads. We are 
encouraged that Overcollateralization (OC) test failures have remained limited among European CLOs and only a few transactions 
have diverted interest proceeds.5 European CLOs tend to be structurally more conservative (less leverage) than their US 
counterparts, with larger equity and single-B tranches. Furthermore, European CLO underlying collateral pools tend to be more 
jurisdictionally diverse, allowing for different recovery dynamics versus their US counterparts. We continue to monitor CLO 
mezzanine tranche widening, as a second wave of lockdowns across the eurozone is upon us. We are reminded that CLO AAA 
tranches sustained no defaults through the global financial crisis.6  

 

Figure 1: Euro CLO market size 

 

 
Source: Barclays Research through Oct. 31, 2020. Includes new issue CLOs, refinancings and resets.  
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Figure 2: Euro CLO spreads relative to corporate credit (basis points) 

 
Source: JPM CLO Weekly Publication as of Nov. 6, 2020.  

 

Invesco European CLO Rated Debt investment capability 
 

Invesco began investing in CLO debt tranches in 2001 and currently manages over USD1.4 billion in CLO debt tranches.7 As one of 
. 

Rated Debt Tranche investment strategy attempts to capture excess returns in both mispriced assets and execution 
, providing a 

single platform for analyzing and approving underlying loan credit risk. 
integrated CLO and senior loan team, unparalleled credit analyst coverage of the loan universe and market presence provide 
Invesco with an early indication of downside risk, which facilitates a full understanding of fundamental risks in CLOs and the loan 
market.  
 
Given our ability to invest across the CLO liability stack, Invesco is a trusted partner who can provide underwriters with decisive, 
value-added views on the market, transaction structures and pricing, i.e., early looks . Given our presence in the loan market and 
status as a perennial CLO issuer, we have full access to both the primary and secondary CLO Rated Debt markets.  
 

senior loans and CLO Rated Debt, which limits their ability to 
efficiently analyze transactions. Invesco believes these teams (1) are unable to fully understand the collateral and unique structural 
characteristics of each CLO, and (2) do not adequately know the CLO managers and their track records in managing through 
market cycles.  
 

 
desired risk tolerance. Investors may receive stable interest distributions and a competitive yield compared to other corporate credit 
investments.  

 
 



 

 
 

 

About risk 
The value of investments and any income will fluctuate (this may partly be the result of exchange rate fluctuations) and investors may not get 
back the full amount invested. 

Many senior loans are illiquid, meaning that the investors may not be able to sell them quickly at a fair price and/or that the redemptions may 
be delayed due to illiquidity of the senior loans. The market for illiquid securities is more volatile than the market for liquid securities. The market 
for senior loans could be disrupted in the event of an economic downturn or a substantial increase or decrease in interest rates. Senior loans, like 
most other debt obligations, are subject to the risk of default. 

CLOs purchase below investment grade loans and actively manage a pool of loan assets to satisfy AAA-B rated CLO 
liabilities as well as CLO equity.  Losses from underlying below IG loans are allocated based on CLO waterfall seniority as 
detailed in CLO documents.  While there are many levels of protections within the CLO structure for senior CLO tranches, 
there is no guarantee that they will not experience losses if underlying loan defaults reach a certain level. 

 
 

Important information 
This document is for Qualified Investors in Switzerland, Professional Clients only in Dubai, Jersey, Guernsey, Isle of Man, I reland, 
Continental Europe (as defined below) and the UK. It is not intended for and should not be distributed to, or relied upon, by the public. 
 
For the distribution of this document, Continental Europe is defined as Austria, Belgium, Denmark, Finland, France, Germany, Greece, Italy, 
Luxembourg, Netherlands, Norway, Portugal, Spain and Sweden. This does not constitute a recommendation of any investment strategy or 
product for a particular investor. Investors should consult a financial professional before making any investment decisions. 
 

All data provided by Invesco, as at October 31, 2020 in euros unless otherwise noted. Please note index returns represent total returns in 
respective base currencies. 

This document is marketing material and is not intended as a recommendation to invest in any particular asset class, security or strategy. 
Regulatory requirements that require impartiality of investment/investment strategy recommendations are therefore not applicable nor are any 
prohibitions to trade before publication. The information provided is for illustrative purposes only, it should not be relied upon as 
recommendations to buy or sell securities. 

By accepting this document, you consent to communicate with us in English, unless you inform us otherwise. This document is written, unless 
otherwise stated, by Invesco professionals. The opinions expressed herein are based upon current market conditions and are subject to change 
without notice. This document does not form part of any prospectus. This document contains general information only and does not take into 
account individual objectives, taxation position or financial needs. Nor does this constitute a recommendation of the suitability of any investment 
strategy for a particular investor. Investors should consult a financial professional before making any investment decisions if they are uncertain 
whether an investment is suitable for them. Neither Invesco Ltd. nor any of its member companies guarantee the return of capital, distribution of 
income or the performance of any fund or strategy. This document is not an invitation to subscribe for shares in a fund nor is it to be construed 
as an offer to buy or sell any financial instruments. As with all investments, there are associated inherent risks. This document is by way of 
information only. 

Asset management services are provided by Invesco in accordance with appropriate local legislation and regulations. 
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