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Over the last 12 months, CLO equity has faced a particularly challenging 
period relative to other asset classes. Outside of the broad COVID-19 
market downturn in 2020, this stretch stands out as one of the more 
difficult one-year periods the asset class has experienced since 
performance tracking began. According to Citigroup CLO research, the CLO 
equity asset class is down approximately 33%1 over the last year. 

Following a drawdown of this magnitude, it is natural for investor 
confidence to be tested. Drops this far and this fast typically prompt 
investors, ourselves included, to step back and reassess their exposure and 
underlying conviction. Reevaluation is the right instinct. The key challenge is 
that this reassessment is occurring in the immediate aftermath of an 
unusually weak period, when sentiment is under the greatest strain and 
short-term performance can disproportionately influence perceptions.
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Anatomy of a Distorted Arbitrage

To reevaluate clearly, we must first address the technical forces that 
converged to create this performance gap. One of the primary culprits has 
been a move of historical magnitude in the CLO Arbitrage.

In 2025, loan spreads (the assets) tightened by approximately 30 bps, while 
CLO liabilities tightened by only 4 bps.2 This 26 bps decoupling is an 
extreme outlier. From our perspective, much of this distortion was fueled 
by the proliferation of “captive equity vehicles.”

We found that captive equity funds were the primary engine of the 2025 
market, funding more than 70% of new-issue volume. This captive demand 
appears to have allowed deals to price even as the arbitrage narrowed, with 
asset spread compression outpacing liability relief. While market-implied 
equity returns frequently dipped into the single digits, issuance remained 
resilient because these vehicles provided a stable source of capital.
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At the end of January 2026​, the CLO market was hit by a second, more 
idiosyncratic blow: a sharp repricing in the software sector. Since the start 
of the year, the Morningstar LSTA US Leveraged Loan Index has declined 
from 96.64 to 94.59 as of February 28, 2026. This move was concentrated 
in the Software & Technology sector, where prices plummeted 7.9% due to 
“AI-driven” uncertainty.

Plunging Software Loan Prices4

When fear takes over, 
loan funds begin to see 
redemptions and the 
technicals start racing 
past the fundamentals, 
which we believe 
causes prices to 
detach from historical 
reality.

This is precisely why we at CIFC have not found new-issue equity to be 
attractive in over a year. We believe the reality of these potentially sub-
optimal returns is finally catching up to these captive vehicles. As actual 
performance severely lags original projections, we expect the fundraising for 
future captive vehicles will inevitably stall, allowing the arbitrage to self-
correct toward more rational, fundamentally driven levels.

The Software “Shadow” and the Technical Overshoot3
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This is where the distinction between price and value becomes critical. In 
our experience, when fear takes over, loan funds begin to see redemptions 
and the technicals start racing past the fundamentals, which we believe 
causes prices to detach from historical reality. Forced selling in a crowded 
exit doesn't ask about credit quality; it only asks for immediate liquidity.

Drive Sharp Decline across US loans5
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The 2008 Benchmark: A Hidden Margin of Safety

We believe the result of this technical overshoot is a profound disconnect in 
valuation. Loans have fallen to such a point that current prices, in many of 
CIFC’s CLO models, now imply a 5% annual default rate across the broadly 
syndicated loan universe over the next 12 months. To put that 5% into 
perspective, consider the heart of the Global Financial Crisis (2008–2010), 
where the average annual default rate for loans was approximately 5%.6

Perhaps even more telling is the extremity of the software-specific repricing. 
CIFC’s models suggest current prices imply that 10–15% of software loans will 
default over the next year. We believe this may be too punitive for several 
reasons:

— Manageable Maturity Wall: Software exposure within CLO portfolios 
currently benefits from a relatively extended maturity schedule, limiting 
near-term refinancing needs. Of the total balance of software loans 
currently held in U.S. broadly syndicated CLOs, 20 bps mature in 2026, 
and 4.8% reaches maturity in 2027.7 We believe these modest, very 
near-term maturities reduce immediate liquidity pressure, providing 
issuers with additional time and flexibility to manage market volatility 
and proactively address future maturity walls. That said, maturities 
begin to step up in 2028, and we will be closely monitoring refinancing 
conditions, as they could introduce incremental pressure depending on 
market and capital access dynamics.

— CLO Exposure Skewed Higher Quality: Due to the structural portfolio 
quality constraints inherent in CLO indentures and the benefits of active 
management, we find that software holdings within CLOs exhibit a 
higher quality profile than the broader leveraged loan universe. This 
credit tiering is supported by a lower concentration of distressed paper, 
as CCC-rated assets comprise only ~5% of software loans within CLOs, 
versus 10% of the overall broadly syndicated loan market.8

— Operational Flexibility: To the extent that higher profitability is critical 
for refinancing, we feel software companies have demonstrated that 
they can adjust their cost structures rather significantly, given most of 
their expenses are employee related. For instance, during the early 
phase of the COVID pandemic, many software credits reduced costs and 
improved margins noticeably.

By investing in CLOs today, we believe investors are acquiring exposure to a 
portfolio that reflects market pricing assumptions consistent with elevated 
default rates over the next 12 months, comparable to the three-year average 
observed during the Global Financial Crisis. Within the software sector 
specifically, it is our view that pricing implies that more than one in ten 
companies will fail—a rate that far exceeds anything we have witnessed in the 
modern history of enterprise software. This isn't just a discount; our 
assessment is that these assumptions indicate a built-in margin of 
safety against an outcome that the fundamentals simply do not support.

Liquidity Gaps as Opportunity 
Our perspective is that the impact of the technical we described on the 
valuation of CLO equity has significantly altered the investment behavior of 
several prominent, publicly traded closed end CLO equity funds. As 
markdowns put pressure on regulatory leverage ratios, these vehicles have 
largely retreated from adding more CLO equity. Instead, they have 
implemented a strategic rotation into alternative asset classes characterized 
by lower mark to market sensitivity. The withdrawal of these historically 
significant buyers of CLO equity has created a technical supply demand 
imbalance, contributing to the wider yields and pressured levels currently 
observed across the asset class and further reinforcing the current entry point 
as a compelling buying opportunity.

This isn't just a 
discount; these 
assumptions indicate a 
built-in margin of 
safety against an 
outcome that the 
fundamentals simply 
do not support.

Why We Believe the 
Implied Default Rate 
Looks too Punitive: 

Near Term Maturities: 
Minimal — 0.20% in 
2026, 4.8% in 2027

Credit Quality:  
CLO holdings skew higher 
quality (~5% CCC vs. 
~10% market)

Operational Flexibility: 
Software companies can 
cut costs quickly when 
needed
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What’s next for CLOs?​

The CLO equity asset class has experienced a historic decline in prices. A 
closer examination of the drivers behind this move shows us that while a 
portion is attributable to fundamentals, very little of the decline reflects 
actual credit losses. Some of the price weakness stems from uncertainty 
around future fundamentals; however, the overwhelming majority of the 
move has been driven by CLO-specific technical factors, which we believe 
are likely to reverse over time. Put differently, over the next 12–24 months, 
we believe CLO equity—particularly positions acquired in the secondary 
market at current trading levels—may generate returns comparable to 
those seen in 2023–2024, when the asset class delivered strong annualized 
returns.1

However, we are also currently seeing a compelling opportunity in a specific 
high-conviction niche: stressed BB CLOs in the secondary market. These are 
originally rated BB tranches, typically issued 7-10 years ago, that we believe 
will ultimately take principal impairments. Because of this, they trade in the 
context of $25–$80. Since there are only a handful of investors capable of 
navigating this niche space, we consider these assets to trade at a 
significant discount to the underlying loan NAV. For the specialist, we 
believe this presents a differentiated target return with a margin of safety 
against a credit downturn.

End Notes
1. CITI Research “CLO Equity Total Returns”, data as of February 28, 2026. Please see the Disclaimer for a description of 

the Index.
2. Source: Bank of America, data as of January 29, 2026. 
3. Source: CIFC and Copyright © 2026 by Pitchbook Data, Inc. Morningstar LSTA Leveraged Loan Index, data as of February 

28, 2026. See disclaimer for a description of the Index.
4. Source: Bank of America, Macaro Credit Desk Update, March 19, 2026.
5. Source: Copyright © 2026 by Pitchbook Data, Inc. Morningstar LSTA Leveraged Loan Index, data as of February 28, 2026. 

See disclaimer for a description of the Index.
6. Source: J.P. Morgan Leveraged Loan Index data as of December 31, 2025. Please see the Disclaimer for a description of 

the Index.
7. Source: Bank of America, CLO Factbook, data as of February 28, 2026.
8. Source: Morgan Stanley Research. “Global Loans & CLOs: R-AI-sing Dispersion in CLOs”, February 20, 2026. 

Index Descriptions
The Invesco Senior Loan ETF (Fund) is based on the Morningstar LSTA US Leveraged Loan 100 Index (Index). The 
Fund will normally invest at least 80% of its total assets in the component securities that comprise the Index. The 
Index is designed to track the market-weighted performance of the largest institutional leveraged loans based on 
market weightings, spreads and interest payments. The Fund does not purchase all of the securities in the Index; 
instead, the Fund utilizes a "sampling" methodology to seek to achieve its investment objective.

The Morningstar LSTA Leveraged Loan Index is a market value-weighted index designed to measure the 
performance of the U.S. leveraged loan market based upon market weightings, spreads and interest payments.

US CLO Equity Return is published monthly by Citigroup. The return methodology calculates actual CUSIP-level CLO 
equity total returns using month-end prices from the Citigroup CLO trading desk and takes the average total return 
after excluding the outliers (top and bottom 5% percentile). 
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This newsletter has been prepared by and contains selected 
information about CIFC Asset Management LLC and its 
affiliates (collectively, “CIFC”) and about the assets that CIFC 
manages. This newsletter is for informational purposes only. 
This newsletter is not, and is not intended to be, an offer to 
sell, or a solicitation of an offer to purchase, any securities or 
any other interest in CIFC or in any fund, account or other 
investment product or assets managed by CIFC or to offer 
any services. Any such offering and sale would be made only 
on the basis of certain transaction documents and, as the 
case may be, a final offering circular and related governing 
and subscription documents (together, “Transaction 
Documents”) pertaining to such offering and sale and is 
qualified in all respects and in its entirety by any such final 
Transaction Documents. For further disclosures, please refer 
to https://adviserinfo.sec.gov/

Past performance is not indicative of future results. Any 
investment is subject to risk.

In the United Kingdom, this newsletter is issued by CIFC
Asset Management Europe Ltd, which is authorised and
regulated by the Financial Conduct Authority.

This newsletter is based in part on certain assumptions, 
particularly about future performance, which have inherent 
limitations and will be affected by any changes in the 
structure, criteria or assets involved in particular 
transactions. There is no assurance that an investment will 
achieve comparable results or that the entire principal 
investment will not be lost. No representation is made that 
the scenarios described herein are accurate or complete or 
do not contain errors, or that alternative assumptions would 
not be more appropriate or produce significantly different 
results. Views and statements expressed herein are those 
solely of CIFC and subject to change without notice.

Certain information contained herein constitutes “forward-
looking statements,” which can be identified by use of 
forward-looking terminology such as “may,” “will,” “should,” 
“expect,” “attempt,” “anticipate,” “project,” “estimate,” 
“intend,” “seek,” “target,” “continue,” or “believe,” or the 
negatives thereof or other variations thereon or comparable 
terminology. Due to the various risks and uncertainties, 
actual events or results in the actual performance of 
investments may differ materially from those reflected or 
contemplated in this newsletter.

No assurance is given that the target returns specified herein 
will be achieved, as such is estimated without the benefit of 
actual trading and does not reflect the impact that material 
economic and market factors might have had on CIFC’s 
decision making if it is actually managing client’s money. 
Even if such performance is met, client’s actual returns may 
be lower due to expenses, taxes and other factors. There is 
no guarantee that assets contemplated will be available in 
the future.

The distribution of this newsletter in certain jurisdictions may
be restricted by law. This newsletter is being communicated
only to and directed only at persons where it is permitted by
applicable law in the jurisdiction in which those persons
reside or conduct business. Accordingly, recipients represent
that they are able to receive this newsletter without

Confidentiality and Disclaimer

contravention of any applicable legal or regulatory 
restrictions in their jurisdiction.

This newsletter is provided to you on the understanding that, 
as a sophisticated institutional investor, you will understand 
and accept its inherent limitations, will not rely on it in 
making any investment decision. In making any investment 
decision, you should conduct, and must rely on, your own 
investigation and analysis of the data and descriptions set 
forth in this newsletter, including the merits and risks 
involved.

This newsletter is not to be construed as legal, regulatory,
business, accounting or tax advice. You should consult your
own attorney, business advisor, accountant and tax advisor
as to legal, regulatory, business, accounting and tax advice.

Any reproduction or distribution of this newsletter, in whole 
or in part, or the disclosure of the contents hereof, without 
the prior written consent of CIFC, is prohibited. By retaining 
the newsletter, you acknowledge and represent to CIFC that 
you have read, understood and accept the terms of this 
newsletter. You hereby agree to return to CIFC or destroy 
this newsletter promptly upon request.

Benchmarks and indices are presented herein for illustrative 
and comparative purposes only. Such benchmarks and 
indices may not be available for direct investment, may be 
unmanaged, assume reinvestment of income, do not reinvest 
dividends, do not reflect the impact of any trading 
commissions and costs, management or performance fees, 
and have limitations when used for comparison or other 
purposes because they, among other things, may have 
different strategies, volatility, credit, or other material 
characteristics (such as limitations on the number and types 
of securities or instruments than CIFC. It should not be 
assumed that performance or the volatility of any securities 
included in the strategy will correspond directly to any 
comparative benchmark index. We make no representations 
that any benchmark or index is an appropriate measure for 
comparison.

For our privacy notice, see https://cifc.com/us-privacy-
notice or https://cifc.com/eu-privacy-notice.

In Switzerland, CIFC Asset Management Europe Ltd is 
registered with Ombudsstelle Finanzdienstleister (OFD) in 
accordance with Article 74 et seq. of FinSA.

CIFC is not making any representation with respect to the 
eligibility of any recipients of these materials to acquire the 
interest in any products described herein under the laws of 
Korea, including, but without limitation, the Foreign Exchange 
Transaction Act and regulations thereunder.
None of the products described herein have been and will 
not be registered under the Financial Investment Services 
and Capital Market Act of Korea for public offering in Korea 
and none of the interests may be offered or sold directly or 
indirectly, in Korea or to any resident of Korea or to any 
persons for re-offering or resale, directly or indirectly in 
Korea or to any resident of Korea (as defined under the 
Foreign Exchange Transaction act of Korea and its 
Enforcement Decree), except as permitted under the 
applicable laws and regulations of Korea.
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