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Welcome to CLO Insider, a monthly commentary on the CLO Equity Markets 

from Mike Kurinets, CIO of Capra Ibex Advisors and Capra Credit Management. 

 

 

This month’s CLO Insider explores how leveraged loan markets are reflecting 

growing concerns over the possibility of a “hard landing.” As consensus views 

suggest that the Fed is too far behind in managing inflation, and that aggressive 

policies - like significantly larger rate hikes and a reversal of quantitative easing1 -

are inevitable, credit markets have become bearish. 

 

In May, leveraged loan prices fell significantly. The CLO markets responded in turn, 

with CLO equity trading volumes effectively disappearing and spreads on CLO 

liabilities widening substantially.  

Markets Turn Bearish as Macro Concerns Take Hold 

 

 

Leveraged Loan Prices Plummeted as Fears of a Hard Landing Grew 

From the first trading day in May, loan prices began to move meaningfully 

lower. On May 3, when the Fed hiked rates 50 basis points, as the market had 

anticipated, every trading session saw loan prices drop lower. By the middle of the 

                                                           
1 A reversal of quantitative easing means that the Fed will not continue to reinvest maturing T-bills and 
agency paper on its balance sheet but will instead simply retire that paper, thus taking money out of 
circulation. 

 



 
 

 
 

month, loans had sold off by nearly 2.5 points. At the month’s lows, loan prices were 

down over 3.5 points, but they recovered some ground during the last three trading 

days in May. On the whole, loan prices finished the month down approximately 

2.9 points. The only month in recent history that saw loan prices fall farther was 

March 2020 when Covid-19 hit and the government started to shut down the 

economy.2 

Interestingly, while the selloff in loans was significant, it did not differentiate between 

industries or ratings. Throughout the month, as loan prices dropped uniformly 

across all industries and rating sub-categories, the market did not indicate that 

it expected future defaults and losses to be concentrated in any particular 

types of loans. As such, there seemed to be no sign of a flight to safety, with all 

loan categories down roughly the same amount.   

This trend seemed to demonstrate that the market is worried that the future will bring 

problems, but has no idea where it expects the bulk of those problems will occur.   

The loan market at the end of May offers an interesting comparison to the loan 

market in the middle of September 2020. While the average prices in the loan market 

were similar in both months, in September 2020 the loan market was significantly 

more risky than in May 2022. In September 2020, many of the industries directly 

impacted by Covid-19 were still far from recovering, and the market expected a 

significant number of defaults in those industries.3 However, in May we witnessed 

a generalized market selloff with no industry-specific risk, which implies that 

as the broader markets recover, so too will the loan market. As such, a 

significant spike in defaults beyond historic averages is far less likely. 

 

 

The CLO Markets Responded to Leveraged Loan Price Moves 

                                                           
2 In March of 2020, loan prices were down 12.5 points. 
3 As a reminder, some of the industries that were affected by Covid-19 were airlines, hotels, and 
restaurants. 



 
 

 
 

CLO markets may ignore relatively small changes in loan prices but they cannot 

ignore significant moves like we saw in May. 

 

CLO equity markets froze as the bid-offer gap grew 

Because loan prices dropped rapidly from the start of the month, CLO equity in the 

secondary market effectively stopped trading. Buyers immediately repriced paper 

lower in response to the reduced price of the collateral, but sellers continued to offer 

CLO equity at pre-selloff levels. As the gap between buyers and sellers increased 

to over five points - it typically hovers around three points - trading essentially 

stopped. During Q2 of 2020, we saw similar spread gaps slow the CLO equity 

markets.  

After the first few days of May, CLO equity did not trade on Bid Lists and the market 

received little color about the bid levels that sellers saw. 

All CLO equity profiles were lower in May. However, CLO equities that had less 

time remaining in their reinvestment periods significantly underperformed CLO 

equities with more time remaining in their reinvestment periods.4 

 

CLO debt continued to trade though prices fell 

CLO debt also sold off but continued to trade. While there were many trades at each 

part of the capital structure -- ranging from the senior-most AAA tranche down to the 

BB tranche5 -- all tranches traded significantly lower.    

According to Morgan Stanley, spread movements in May were as follows6 

                                                           
4 There is no specific market consensus on what is considered short and long CLO equity, but generally 
speaking CLOs with more than three years remaining in their reinvestment periods can be considered to 
be long and those with less than one and a half years can be considered to be short. 
5 Less color was available on the single-B tranche. 
6 Information from Morgan Stanley CLO Trading Desk, in “Morgan Stanley CLO Commentary” released 
June 3, 2022.  



 
 

 
 

 

Tranche End of May 
(bps) 

End of April 
(bps) 

Spread Widening in May 
(bps) 

AAA 170 to 190 125 to 145 45 

AA 250 190 to 210 40 to 60 

A 300 to 350 225 to 250 75 to 100 

BBB 450 to 525 325 to 360 125 to 165 

BB 800 to 900 700 to 750 100 to 150 

 

Price moves on BB CLOs were particularly dramatic. Many top-tier BBs were down 

by over 10 points so that they were trading in the high-80s or very-low-90s. By the 

end of May, yields on tier-1 BBs reached over 10%.   

  
 

 

 

 

  



 
 

 

Forward-Looking Statements 

Some of the statements contained in this presentation constitute forward-looking statements within the 

meaning of the federal securities laws. Forward-looking statements relate to expectations, beliefs, 

projections, future plans and strategies, anticipated events or trends and similar expressions concerning 

matters that are not historical facts. In some cases, you can identify forward-looking statements by the 

use of forward-looking terminology such as “may,” “will,” “should,” “expects,” “intends,” “plans,” 

“anticipates,” “believes,” “estimates,” “predicts,” or “potential” or the negative of these words and 

phrases or similar words or phrases which are predictions of or indicate future events or trends and 

which do not relate solely to historical matters. You can also identify forward-looking statements by 

discussions of strategy, plans or intentions.  

The forward-looking statements contained in this presentation reflect our current views about future 

events and are subject to numerous known and unknown risks, uncertainties, assumptions and changes 

in circumstances, many of which are beyond our control, that may cause our actual results to differ 

significantly from those expressed in any forward-looking statement. Statements regarding the following 

subjects, among others, may be forward-looking: the use of proceeds from our public and private 

offerings (as the case may be); our business and investment strategy; our projected operating results; 

our ability to obtain financing arrangements; financing and advance rates for our target assets; our 

expected leverage; general volatility of the securities markets in which we invest; our expected 

investments; effects of hedging instruments on our target assets; rates of leasing and occupancy rates on 

our target assets; the degree to which our hedging strategies may or may not protect us from interest 

rate volatility; liquidity of our target assets; impact of changes in governmental regulations, tax law and 

rates, and similar matters; availability of investment opportunities; availability of qualified personnel; 

estimates relating to our ability to make distributions; our understanding of our competition; and market 

trends in our industry, interest rates, real estate values, the debt securities markets or the general 

economy.  

While forward-looking statements reflect our good faith beliefs, assumptions and expectations, they are 

not guarantees of future performance. Furthermore, we disclaim any obligation to publicly update or 

revise any forward-looking statement to reflect changes in underlying assumptions or factors, new 

information, data or methods, future events or other changes. 

This presentation contains statistics and other data that has been obtained from or compiled from 

information made available by third-party service providers. We have not independently verified such 

statistics or data. 

 

Disclaimers 

This confidential document is for informational purposes only and does not constitute an offer to sell or a 

solicitation of an offer to buy any securities or partnership interests described herein. Interests in Capra 

Credit Management, LLC (“Capra”) partnerships may not be purchased except pursuant to the 

partnership’s relevant subscription agreement and partnership agreement, each of which should be 

reviewed in its entirety prior to investment. 


