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A CLO Hat Trick on the Horizon? 
 

The CLO markets have been marred by many different headwinds over the past two years, 
which has unsettled some CLO equity investors.  Strong demand for newly minted CLOs has 
contributed to the equilibrium between the loan and CLO markets becoming increasingly off-
balance.  CLO equities felt the brunt of this dynamic as CLO equity cash yields narrowed 
quarter-over-quarter over the past year.  We believe these markets may be reaching an 
inflection point that should bring comfort to CLO equity investors.   
 
We outline three key dynamics that have contributed to the technical imbalance in the 
marketplace and offer some positive catalysts that may benefit CLO equity investors.   
 

1. Organic loan supply will need to increase as PE firms face more pressure to generate 
liquidity for LPs by harvesting existing portfolios and winding down seasoned PE 
funds.   

2. The prominent role of CLO manager captive funds in newly created CLO equity has 
side-stepped an important, natural balance in the economic arbitrage of CLO 
structures.  So far this year, new issue CLO creation has been slower than prior years.  
This is driven by the tight spread environment and virtually no capital support from 
third-party CLO equity investors in the primary CLO markets. Lower CLO issuance 
helps to correct the supply-demand balance for loans. 

3. Prevailing credit spreads across the market are historically tight, which has kept 
overall yields tight in the credit markets.  We believe a repricing of credit risk (a 
reversion back to historical levels) is a matter of “when,” not “if.”  Market uncertainty 
and significant bouts of volatility could accelerate the widening of risk premia across 
the credit and broader markets.  
  

The Calls for M&A Get Louder 

New issue loan supply has not kept pace with growth in the CLO market, which has led to 
loan spread compression.  With lower interest rates in 2021, large M&A activity contributed 
to growth in loan supply that we believe more than met the loan demand from the CLO 
market.  As a reminder, CLOs are by far the largest buyer of large LBO loans. However, as 
interest rates rose in 2022 and onward, higher financing costs have proven to be a 
challenging backdrop for M&A activity.  Yet, after a long slowdown in exits, Private Equity 
sponsors are now facing more pressure to harvest their portfolios as older funds begin to 
approach their maturities.    According to Pitchbook, today, 40% of PE fund portfolios are 
made up of companies that have been held for 7 years or more.  By comparison, prior to 
2021, only a quarter of a typical PE fund portfolio was made up of longer-held companies.    
This demonstrates that sponsors may be waiting for a more opportune time to exit, which 
has limited new deals coming to market.1  However, these private equity funds cannot hold 
their portfolios indefinitely and will become increasingly pressured by their funds’ stated 
maturities.  Tim Ingrassia, Co-Chairman of Global Mergers & Acquisitions at Goldman Sachs, 
believes that because PE buyout fund distributions are near a 16-year low historically, there 

 
1 Pitchbook LCD, as of May 22, 2026.  Q1 2026 Global Private Market Fundraising Report. 
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will be a “need to sell” to generate liquidity for LPs.2  Should M&A return as previously 
discussed, both existing CLOs in their reinvestment period and newly created CLOs should 
benefit from wider spreads and therefore higher income from those loan assets. 
 
2026 CLO Issuance on Pace to Fall Short of Last Year’s Record 

CLO captive equity funds fueled CLO creation that drove demand for loans—a large 
contributor to the loan market supply and demand imbalance in 2025.  As we’ve discussed 
in our Clarion Credit Snaps Q2 2026 Recap video, captive CLO equity funds are so called 
‘captive’ because they are controlled by the CLO manager who has an overwhelming asset 
management revenue incentive to continue to make new CLOs.  The strong expansion in the 
CLO market and increased demand for loans contributed to the deterioration in new issue 
CLO equity net interest margins and projected returns of new issue CLO equity.  Historically, 
CLO equity investors provided a natural ‘check’ to the economics in creating new CLOs.  If 
loan prices were too high, loan spreads too tight, or the cost of CLO liabilities were too 
expensive, CLO creation would have slowed significantly and naturally limited the growth in 
the CLO market. CLO equity buyers would just not buy new deals, slowing their creation. This 
helped to preserve the supply and demand equilibrium between the loan and CLO markets.  
With CLO issuance slower this year (CLO new issuance is down 20% through May year over 
year)3, the supply-demand picture of the loan market may be marginally improving.  Less 
CLO creation (and thus less demand) will help limit the competition for loans and keep 
average loan prices below par, which should help to prevent future loan repricing activity.  
This would be a positive indicator for existing CLO equity investors that have dealt with the 
negative effects of loan repricings and consequent spread compression.  While it may not 
improve CLO equity net interest margins (and thus cash yields) immediately, it could help 
solidify a trough in the market and help improve CLO equity investor confidence.   
 

Credit Spreads 

While the Fed interest rate path this year looks to be more uncertain, overall credit spreads 
remain historically tight.  The ICE BofA US High Yield Index Option-Adjusted Spread was 
2.6% on June 17th, 2026, which is only 22 basis points from the historical lows in 2007 (the 
lowest spread was 2.4% in June of 2007).4  Single B loan spreads ended May at S + 2.87%, 
which is just inside of post-Great Financial Crisis (“GFC”) tights set in January of this year (S 
+ 2.82%).5  According to a survey of investors by J.P. Morgan, 50% of cross asset investors 
saw the most relative value in CLO debt.  This was compared to only 6% of respondents who 
thought Leveraged Loans provided the best relative value and 2% who saw relative value in 
High Yield Bonds.  This survey indicates that the financing of CLOs is much more expensive 
on a relative basis compared to what that debt is financing (the purchase of leveraged 

 
2 Goldman Sachs Global Banking & Markets as of April 24, 2026.  M&A Volume Expected to Surge This Year Despite 
Economic Uncertainty. 
3 BofA CLO Research as of June 12, 2026.  CLO Factbook. 
4 United States - ICE BofA US High Yield Index Option-Adjusted Spread and Trading Economics as of June 22, 2026.  
An Option-Adjusted Spread (OAS) is the specific yield spread added to a risk-free benchmark curve (like U.S. 
Treasuries) to discount a bond's payments to match its market price, dynamically adjusting for embedded options 
such as calls, puts, or prepayments. 
5 Pitchbook LCD as of June 26, 2026. 

https://vimeo.com/1200227747/f482969043?share=copy&fl=sv&fe=ci
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loans).6  This should act as a disincentive to deal creation, as evidenced by the 20% decline 
in new issuances year to date through May year over year.7  Moreover, volatility can quickly 
re-calibrate investor sentiments and push spreads significantly wider.  The HY Index OAS 
reached a record peak of 21.8% in December of 2008 amidst the GFC.  This demonstrates 
how credit spreads can react quickly to significant volatility in broader markets.  A CLO’s 
reinvestment period allows CLO managers to capture the benefits of volatility through lower 
loan prices and higher loan spreads, which can greatly benefit existing CLO equity investors.  
We believe a reversion to historical levels of loan spreads will occur and may be accelerated 
by increased market uncertainty and volatility.   
 

A Hat Trick for CLOs?  

We may begin to see opportunities for these headwinds to reverse (potentially all at once) 
under the right market conditions that could provide tailwinds for existing CLO equity 
investors.  If credit spreads widen, CLOs will be able to reinvest paydowns into higher 
yielding assets in the secondary market.  If M&A returns, CLOs will be able to buy higher 
yielding assets in the new issue market and likely build par through the OID typically offered 
in these issuances.  If CLO captive fund deployments slow, the demand for loans should 
soften, which could lower loan prices and increase loan yields.  Additionally, widening loan 
spreads from increased loan supply or through lower asset prices may improve CLO equity 
cash yields (all else being equal).   
 
Having experienced unprecedented tightening in credit markets, existing CLO equity 
investors may benefit from this point forward if market trends begin to reverse.  Some 
current market signals help to support this narrative going into the second half of this year.  
CLO equity strategies that are patient and focused on long-term performance can be poised 
to benefit greatly if these previously outlined tailwinds materialize.  While headlines, cash 
yields, and mark to market performance may make it feel like the worst of times, could it 
really be the best of times to invest in CLO equity? 

 
LEGAL DISCLAIMERS: THESE MATERIALS ARE PRESENTED FOR DISCUSSION AND INFORMATIONAL PURPOSES ONLY FOR USE BY 
THOSE WHO HAVE BEEN FURNISHED THESE MATERIALS BY CLARION. BY ACCEPTING THESE MATERIALS, THE RECIPIENT AGREES TO 
THE CONTENT OF THIS DISCLAIMER. 
 
ANY RECIPIENT WILL, AND WILL CAUSE ITS REPRESENTATIVES AND ADVISORS TO, USE THIS INFORMATION ONLY TO DISCUSS ITS 
INVESTMENT OR POTENTIAL INTEREST IN THE DESCRIBED INVESTMENT AND FOR NO OTHER PURPOSE AND AGREES THAT UNDER 
NO CIRCUMSTANCES MAY A COPY, IN ANY FORMAT, BE SHOWN, REPRODUCED, TRANSMITTED, SHARED OR OTHERWISE PROVIDED TO 
ANY OTHER PERSON.  IN THE EVENT YOU HAVE RECEIVED THESE MATERIALS BUT ARE NOT CURRENTLY AN INVESTOR IN PRODUCTS 
MANAGED BY CLARION, YOU ACKNOWLEDGE THAT ALL COPIES OF THIS PRESENTATION, INCLUDING ELECTRONIC COPIES, MUST BE 
RETAINED IN A CONFIDENTIAL MANNER AND MUST BE DELETED OR DESTROYED UPON THE REQUEST OF CLARION.  
 
THE VIEWS HEREIN REFLECT CLARION’S GENUINE ASSESSMENT OF CURRENT MARKET DYNAMICS, PROVIDED THAT CLARION DOES 
MANAGE INVESTMENT STRATEGIES WITH EXPOSURE TO CLO EQUITY AND MEZZANINE TRANCHES AND THUS HAS A FINANCIAL 
INTEREST IN THE SUBJECT MATTER.  THESE MATERIALS DO NOT CONSTITUTE INVESTMENT ADVICE OR AN OFFER TO SELL OR THE 
SOLICITATION OF AN OFFER TO PURCHASE ANY INVESTMENT PRODUCT OR ANY INTEREST IN ANY INVESTMENT VEHICLES ADVISED 
BY CLARION IN ANY JURISDICTION TO ANY PERSON.  ANY OFFER OR SOLICITATION FOR INTERESTS IN ANY CLARION-MANAGED OR 
ADVISED FUND OR PRODUCT (COLLECTIVELY, THE “PRODUCT”) WILL ONLY BE MADE PURSUANT TO THE DEFINITIVE OFFERING 
DOCUMENTS OF SUCH PRODUCT, WHICH WILL CONTAIN A DESCRIPTION OF THE MATERIAL TERMS (INCLUDING RISK FACTORS, 
CONFLICTS OF INTEREST, FEES AND CHARGES, AND REGULATORY AND TAX CONSIDERATIONS), AND SHOULD BE REVIEWED 
CAREFULLY PRIOR TO MAKING AN INVESTMENT OR ENTERING INTO RELATED TRANSACTIONS.  ALL INVESTORS ARE URGED TO 
CONSULT A PROFESSIONAL ADVISOR REGARDING THE POSSIBLE ECONOMIC, TAX, LEGAL OR OTHER CONSEQUENCES ASSOCIATED 

 
6 J.P. Morgan Research as of June 26, 2026.  J.P Morgan CLO Investor Survey: Inflation riles respondents. 
7 BofA CLO Research as of June 12, 2026.  CLO Factbook. 
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WITH AN INVESTMENT IN THE PRODUCT OR RELATED TRANSACTIONS, AND TO CAREFULLY REVIEW THE PRODUCT’S CONFIDENTIAL 
PRIVATE PLACEMENT MEMORANDUM AND THE RISKS AND CONFLICTS RELATED TO AN INVESTMENT IN THE PRODUCT CONTAINED 
THEREIN.  ANY INVESTOR WHO SUBSCRIBES, OR PROPOSES TO SUBSCRIBE, FOR AN INVESTMENT IN THE PRODUCT MUST BE ABLE TO 
BEAR THE RISKS INVOLVED AND MEET SUITABILITY REQUIREMENTS.  INVESTORS MUST REALIZE THAT THEY COULD LOSE ALL OR A 
SUBSTANTIAL AMOUNT OF THEIR INVESTMENT IN THE PRODUCT, AND THAT THERE IS NO PUBLIC MARKET FOR AN INTEREST IN 
PRIVATE PRODUCTS AND NO SUCH MARKET IS EXPECTED TO DEVELOP.  THE TRANSFERABILITY OF INTERESTS IN THE PRODUCT WILL 
BE SUBSTANTIALLY RESTRICTED BY THE DEFINITIVE DOCUMENTS OF THE PRODUCT AND APPLICABLE LAW.  
 
THESE MATERIALS CONSTITUTE THE VIEWS OF CLARION AND DO NOT CONSTITUTE AN AGREEMENT WITH, OR UNDERTAKING BY, 
CLARION OR THE PRODUCT.  THIS COMMENTARY PRESENTS CLARION’S VIEWS AND IS NOT INTENDED AS A COMPREHENSIVE 
ANALYSIS.  CLOS INVOLVE SIGNIFICANT RISKS, AND NOTHING HEREIN SHOULD BE CONSTRUED AS A RECOMMENDATION TO INVEST 
IN OR AVOID ANY PARTICULAR STRUCTURE OR INSTRUMENT.  CLARION’S ANALYSIS REFLECTS ITS CURRENT VIEWS, WHICH MAY 
CHANGE, AND REASONABLE INVESTORS MAY REACH DIFFERENT CONCLUSIONS FROM THE SAME INFORMATION.  THERE CAN BE NO 
ASSURANCE THAT THE PRODUCT WILL ACHIEVE ITS INVESTMENT OBJECTIVES OR WILL MAKE ANY PROFIT, OR WILL BE ABLE TO 
AVOID INCURRING LOSSES OR THAT ANY OF THE SYNERGISTIC BENEFITS OR OTHER OPPORTUNITIES DESCRIBED HEREIN WILL 
MATERIALIZE (OR TO THE EXTENT DESCRIBED HEREIN).  SUCH BENEFITS OR OPPORTUNITIES MAY NOT MATERIALIZE, INCLUDING, 
WITHOUT LIMITATION, FIDUCIARY, CONTRACTUAL, COMMERCIAL, REGULATORY, REPUTATIONAL OR SIMILAR REASONS.  AS THE 
INVESTMENT OPPORTUNITY DESCRIBED HEREIN IS SUBJECT TO A VARIETY OF RISKS, INVESTMENTS ARE SUITABLE ONLY FOR 
QUALIFIED INVESTORS THAT FULLY UNDERSTAND THE RISKS OF SUCH INVESTMENTS.  THE INFORMATION CONTAINED IN THESE 
MATERIALS DO NOT TAKE INTO ACCOUNT THE PARTICULAR INVESTMENT OBJECTIVES OR FINANCIAL CIRCUMSTANCES OF ANY 
SPECIFIC PERSON WHO MAY RECEIVE IT.  CLARION HAS NOT MADE, NOR IS NOW MAKING, ANY RECOMMENDATIONS AS TO AN 
INVESTOR’S DECISION TO INVEST IN THE PRODUCT DESCRIBED HEREIN AND THESE MATERIALS SHOULD NOT BE CONSIDERED A 
RECOMMENDATION TO PURCHASE OR SELL ANY PRODUCT. 
 
ANY FORWARD-LOOKING STATEMENTS MADE HEREIN CONSTITUTE CLARION’S VIEWS WITH RESPECT TO FUTURE EVENTS, AND ARE 
MADE BASED ON VIEWS AS OF THE DATE OF THESE MATERIALS AND INFORMATION AVAILABLE AT THAT TIME.  THERE IS NO 
ASSURANCE THAT SUCH VIEWS ARE OR WILL, WITH THE PASSAGE OF TIME, PROVE TO BE CORRECT.  ACTUAL EVENTS, RESULTS OR 
PERFORMANCE MAY DIFFER MATERIALLY FROM THOSE REFLECTED OR CONTEMPLATED BY SUCH FORWARD-LOOKING STATEMENTS 
AS A RESULT OF FACTORS BEYOND CLARION’S CONTROL.  IN CONSIDERING THE PRIOR PERFORMANCE INFORMATION CONTAINED 
HEREIN, PROSPECTIVE INVESTORS SHOULD BEAR IN MIND THAT PAST PERFORMANCE IS NOT INDICATIVE OF FUTURE RESULTS, AND 
THERE CAN BE NO ASSURANCE THAT THE PARTIES DESCRIBED HEREIN WILL BE ABLE TO IMPLEMENT THEIR STRATEGIES OR 
APPROACH, ACHIEVE DESIRED, COMPARABLE OR PAST RESULTS. 
 
THE INFORMATION CONTAINED HEREIN MAY CHANGE AT ANY TIME WITHOUT NOTICE, AND THERE IS NO DUTY TO UPDATE THE 
PERSON OR FIRM TO WHOM THIS INFORMATION IS PROVIDED.  NO WARRANTY OF ANY KIND, IMPLIED, EXPRESSED OR STATUTORY, 
IS GIVEN IN CONJUNCTION WITH THE INFORMATION SET FORTH HEREIN.  CLARION MAKES NO REPRESENTATIONS OR WARRANTIES, 
EXPRESS OR IMPLIED, AS TO THE ACCURACY OR COMPLETENESS OF ANY INFORMATION, STATEMENTS AND ESTIMATES PRESENTED 
HEREIN.   
 
THE INTERESTS IN THE PRODUCT MAY NOT BE ELIGIBLE FOR SALE IN SOME JURISDICTIONS, OR SUITABLE FOR ALL TYPES OF 
INVESTORS.  PROSPECTIVE INVESTORS SHOULD INFORM THEMSELVES AS TO THE LEGAL REQUIREMENTS AND TAX CONSEQUENCES 
OF THE RECEIPT OF THESE MATERIALS AND INVESTMENT IN THE PRODUCT WITHIN THE COUNTRIES OF THEIR CITIZENSHIP, 
RESIDENCE, DOMICILE AND PLACE OF BUSINESS.   
 
UNLESS OTHERWISE NOTED, ALL OF THE INFORMATION IN THIS PRESENTATION IS AS OF JUNE 30, 2026.  
 


