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Executive Summary

Economies in Europe are growing and credit 
fundamentals seem positive, which is translating 
into demand for collateralised loan obligations, more 
commonly known as CLOs. It’s part of a search for 
yield without undue risk, and is bringing in both new 
and ‘old’ investors.

In fact, during 2016 the issuance of European CLOs 
reached €16.8bn, representing an increase of 25% over 
2015 and the highest level since the revival of CLOs 
and the introduction of CLO 2.0 models.

Yet several emerging risks could cause a dent in the 
CLO market – including geopolitical developments, 
the effects of quantitative easing (QE), and mooted 
increases in risk-retention regulations requiring CLO 
managers to hold on to a portion of fund risk. 

So what does this mean for the remainder of 2017  
and beyond?

TMF Group questioned a panel of 26 experts to check 
the market temperature and outlook for the next 12 
months. The results are on the following pages, taking 
in market expectations and challenges, Europe and US 
expectations, risk retention and CLO developments. 

We believe this paper represents the general attitude 
in the CLO market both in Europe and elsewhere. Once 
your interest is piqued, our structured finance experts 
are on hand to discuss findings and guide you through 
the risks.

What are CLOs?

Collateralised loan obligations (CLOs) are 
a form of securitisation where payments 
from multiple loans are pooled together and 
passed on to different classes of owners in 
various tranches.

Huub Mourits, Global Head of Structured Finance Services, TMF Group
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G E O P O L I T I C S  A N D  
M A C R O E C O N O M I C S
MiFID2, Brexit and slow economic growth bring focus to the 
investment market – but will they impact CLO issuance?

The world seems to be in a constant state of change. 
Recent months and years have seen huge geopolitical 
upheaval across the world, from leadership to economic 
and foreign policy. Of all the changes, it initially 
appeared that the most likely to have a material impact 
on the CLO market – at least in Europe – is the British 
decision to leave the European Union, or “Brexit”. 

But the wheels keep turning, with more than half of our 
experts believing Brexit won’t have an impact either 
way. If markets remain open, we believe geopolitical 
issues will not hurt CLO issuance. However, Brexit’s 
impact on the open market is still uncertain, and 
ignorance could be why it’s not seen as a potential 
threat to issuance. We will to wait for more clarity 
before we can truly assess the impact here.

Likewise, slow economic growth and a perceived 
shortage of investors are not seen as an immediate 
issue. With interest rates at record lows, investors are 
looking for bigger returns, driving a demand for CLOs 
– a product that will be in need as long as economies 
are growing. The biggest issue we foresee in the next 
12-18 months is loan supply – without loans, there are 
no CLOs, and loan numbers are closely watched by the 
market. Supply is affected by the fact that managers 
have been (and are) focusing heavily on re-financing 
or re-setting existing CLOs rather than creating new 
products; many corporates have also refinanced their 
loans at lower spreads. So, the first six months of 2017 
looked more like re-shuffling the cards than playing a 
new game. Nonetheless, CLOs are still being issued at 
a comparable pace to 2016.

Looking ahead, the EU’s Markets in Financial 
Instruments Directive II (MiFID2), due by January 
2018, is an important milestone. Once implemented, 
it will bring most non-equity products into a robust 
cross-border regulatory regime and move a significant 
part of OTC trading onto regulated platforms. More 

specifically, the key rules introduce fairer, safer and 
more efficient markets while introducing increased 
transparency. This will be key in a post-Brexit market, 
not only to help keep the market going, but also to help 
assert roles and responsibilities for managers.

Yet there is one thing on the minds of UK-based 
investment managers: an impending loss of status as 
an investment firm, creating passporting issues. One-
third of our experts don’t yet know how they will remedy 
this loss of status – again because the deal is not yet 
clear. Most of our experts, though, will make use of a 
collateral sub-manager from within their group who 
is based in an EU country. Smaller managers may not 
have that option open to them, so details of the deal are 
anxiously awaited. 

Brexit not seen as an issue for 
the markets as long as they 
remain open, though impending 
loss of investment firm status 
is yet to be considered by many 
UK-based managers

Record-low interest rates are 
driving CLO demand because of 
attractive returns compared to 
other fixed-income paper

MiFID2 is keenly awaited for 
transparency and safer, more 
efficient markets
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More than half of our experts – two-thirds of whom use 
sponsor structures for risk retention – say risk retention 
regulations impacted European CLO issuance by more 
than €3bn in 2016. These regulations require CLO 
managers to hold on to a portion of their fund’s risk; three-
quarters of them believe the same regulations will hinder 
2017’s issuance. The ongoing impact of risk retention 
regulations – and specifically the uncertainty around 
if or when politicians will end the debate – raises huge 
concerns in the European asset manager community. 

DEVELOPMENTS IN THE EUROPEAN MARKET:  
SKIN IN THE GAME

While we welcomed the news that requirements for “skin 
in the game” will not increase, as proposed, from 5% to 
10% or 20% – the proposal was defeated in the first half 
of 2017 – there was some player concern early on. Our 
experts felt the market would be significantly impacted, 
with small and mid-sized CLO managers effectively 
eliminated and a run-on impact of 75% downturn in 
issuance. Some managers already struggle with the 5% 
risk retention rule, so we hope we’ve heard the end of 
mooted increases.

For the record, the skin in the game slice preferred by 
those we spoke to was the vertical slice. At an equity level, 
the risk profile of a vertical slice is very different to that of 
a first-loss, or horizontal slice. More risk retention would 
have been particularly punitive for parts of the market 
that aim to capitalise on the arbitrage between asset and 
liability spreads.

DEVELOPMENTS IN THE US MARKET: QCLO

The Qualified CLO (QCLO) initiative in the US sets out to 
prescribe restrictions in six areas: asset quality, portfolio 
diversification, capital structure, aligning manager and 
investor interests, managers’ regulation, and enhanced 
transparency and disclosure. If a CLO meets those 
requirements it will become a Qualified CLO (QCLO). 
Qualifying CLOs offer risk retention relief since the 
manager retains 5% of the assumed credit risk (equity) 

rather than 5% of the fair value of the CLO. It’s an initiative 
which around half of our experts support, though one-
quarter of them are still unsure of its impact.

There is also much talk about the potential appointment 
of a rating agency with a market share of 10% or less, 
and our experts mostly think this will be a useful move; 
just 15% of them do not support the initiative. The ‘big 
three’ agencies – Fitch, Moody’s and S&P – have a 95% 
share of the market, yet there are more than 100 regional 
and national agencies that could potentially provide 
competition if they can meet European Securities and 
Markets Authority (ESMA) requirements. The aim here 
is clearly to have CLO managers appoint different credit 
rating agencies (CRAs), and to stimulate competition 
in the credit rating industry by encouraging issuers and 
related third parties to appoint smaller CRAs; we keep a 
keen eye on developments.

Risk retention regulations 
impacted CLO issuances by more 
than €3bn in 2016; most experts 
believe 2017’s issuance will be 
impacted in a similar way

A once-mooted rise in skin in the 
game requirements would have 
effectively eliminated small and 
mid-sized managers

The US Qualified CLO initiative is 
largely supported by managers, 
though one-quarter are still 
unsure of the impact

R E G U L A T I O N  M O V E S
No need for increases in skin in the game, movements in ratings 
agencies, and the coming of the QCLO.



increases in “skin in the 
game” requirements 
would result in 75% 
downturn in issuance

The preferred “skin in the 
game” slice is vertical

say risk retention 
regulations impacted 
European CLO issuance by 
more than €3bn in 2016

don’t know how to remedy 
loss of status as an 
investment firm post-Brexit

believe regulators are 
underestimating the impact  
of proposed regulations

use sponsor structures  
for risk retention

will move a significant 
part of OTC trading onto 
regulated platforms

the biggest issue in 
2017 is loan supply

of experts unsure  
of QCLO impact

believe Brexit won’t  
have an impact 

2017

75%+

2/3

1/3

MiFID2

50%+ 1/4

50%+

75%
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In 2016, the issuance of European CLOs reached €16.8bn. 
This represented an increase of 25% over the €13.4bn 
issued in 2015 and is the highest level since the revival 
of CLOs, with the introduction of CLO 2.0 models. It was 
driven by an improving economic performance in the 
region, encouraging credit indicators, and attractive 
spreads for AAA-rated CLOs. There has also been some 
reputational rehabilitation for CLOs, which, despite low 
default rates, have been tainted by the performance of 
other instruments such as USA collateralised debt 
obligations (CDOs). 

Almost half of our experts say the Euro CLO 2017 
issuance will be between €13bn and €15bn, which is a 
decline from 2016’s €16.8bn and a return to 2015 levels 
(€13.4bn). To compare, the European market reached 
its pre-crisis high-water mark for new issuance in 2007, 
reaching €37bn. One in 10 of our experts, though, were 
even more pessimistic for the European market, 
believing we will see the level of issuance decline to 
between 10 and 12 billion. Yet we do still see two in five 
hold onto hope, expecting a level of issuance of at least 
€16bn. In our view, 2017 is a transition year for Euro 
CLOs, and issuance could truly go either way. 

On the other side of the pond, the need for CLOs is also 
shrinking thanks to the introduction of the 5% risk 
retention and the lack of quality assets. The clear 
majority of our experts believe the US CLO 2017 
issuance will be below 2016 level; only one-fifth hold 
onto optimism for issuance above $70bn. One in 10 
believe issuance will be below $50bn. 

It is worth reflecting that while the US market reached 
its pre-crisis high-water mark for new issuance in 2007, 
reaching US$94bn, the market bounced back strongly 
after 2010. By 2014 the comparable figure was  
US$124bn. Since then, volumes have been on a 
downward trajectory hitting US$100bn in 2015,  
and around US$70bn in 2016.

One reason for this view is the implementation of risk 
retention regulations that were already in place in 
Europe, but have now been enforced in the US.  
We also have not seen the assumed positive effects of 
quantitative easing (QE); in fact, some securitisations, 
like mortgage-backed security (MBS), have been 
negatively impacted by QE, suggesting that there will  
be less demand for US CLOs in the coming year. In 
addition, US company earnings are improving, increasing 
2.3% in Q4/16 following on from 6.7% growth in Q3/16, 
which will likely result in less need for credit. On the 
other hand, though, there is a shortage of fresh collateral.

In the euro-denominated market, 2016 began with 
spreads reaching 160 base point spread (bps) but had 
fallen drastically to 95bps by year-end. In 2017, this 
decline is expected to flatten out, with 73% of those 
reviewed thinking spreads will be between 80-100bps. 
One reason for the sharp fall in spreads during 2016 
was increased demand, driven by a reduction in some 
of the fear surrounding CLOs, backed by their strong 
track record since 1999. AAA-rated CLOs have never 
defaulted; they survived the worst economic crisis and 
are still performing well if they haven’t been repaid in 
the meantime. CLO issuance is expected to be weaker 
in 2017, and as a result spreads should stabilise somewhat. 

Almost half of our experts say the 
Euro CLO 2017 issuance will be 
between €13bn and €15bn, which 
is a decline from 2016’s €16.8bn, 
and a return to 2015 levels 
(€13.4bn)

CLO demand in the US is shrinking 
thanks to implementation of risk 
retention and the lack of positive 
effects of QE

A  T A L E  O F  T W O  M A R K E T S
Different geopolitical and regulatory factors affect US and 
European issuances, but both markets stagnate.
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C O M PA R I S O N  O F  M A R K E T S

R E A S O N S  F O R  D E C L I N I N G  U S  C L O  I S S U A N C E  N U M B E R S

Risk retention regulations enforced in US

Expecting less demand for US CLOs

US company earnings improving

Less need for credit

US CLO 2017 issuance will be:Euro CLO 2017 issuance will be:

€10bn – 
€12bn

< 
$50bn

€13bn – 
€15bn

$50bn – 
$60bn

€16bn – 
€18bn

$60bn – 
$70bn

> 
€18bn

> 
$70bn

12% 12%

46% 27%

27% 42%

15% 19%
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GOOD

Several European economies  
in growth mode

Robust credit growth producing 
new demand for CLOs

High level of corporate (high yield) 
bonds maturing in coming years

BAD

Shortage of fresh collateral

Ongoing interpretation or 
amendments to credit risk 
retention regulation

Brexit’s impact on EU and Euro

Geopolitical outlook is uncertain
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Although many of the positive indicators from 2016 
remain, there are a few emerging headwinds. On the 
upside, several European economies are in growth mode, 
with German GDP expanding 0.6% in Q1/17, Spanish 
GDP growing 0.8% and the French economy increasing 
by 0.3%. Meanwhile, credit growth has also been robust. 
This is likely to produce new demand for CLOs. A high 
level of corporate bonds will mature by the end of the 
decade; as corporate bonds will likely be refinanced via 
loans, this will feed and spark CLO issuance. 

However, there are also some drawbacks. The global 
and European geo-political outlook is uncertain. This 
includes the situation in the Middle East, tensions over 
North Korea, the performance of the Chinese economy, 
as well as the outlook for US dollar and interest rate 
hikes. The world waits to see if “Trumponomics” really 
brings an easing and rolling-back of regulations. In 
Europe, short-term risk is posed by the local political 
climates and, longer-term, the impact of Brexit and the 
possibility of spreading discontent within the European 
Union and with the Euro itself. This is all added to the 
effect of ongoing interpretation or amendments of the 
credit risk retention regulation, and the shortage of 
fresh collateral – in which CLO arrangers must retain a 
proportion of credit risk. 

More than three-quarters of those we spoke to believe 
regulators are underestimating the impact of proposed 
and implemented regulations for the financial 
markets in general. Even with worries about increased 
regulation, experts generally agree that new players 
will enter the European market this year. Some believe 
current players will exit, potentially due to the increased 
regulation, but the European CLO market is fluid and 
this is no surprise; the players often change.

One thing was clear among our experts: while several 
US banks are considering conducting synthetic 
collateralised loan obligations, we don’t see the same 
happening any time soon in Europe. US banks have 
started to use these to sell off the risk attached to their 
asset portfolio, freeing-up capital used to cover risk. 

The European CLO market is 
fluid, and players are expected 
to change again in 2017

We don’t expect to see banks 
enter the synthetic CLO 
market in Europe

D A N G E R  A H E A D ?
It’s not all doom and gloom in the CLO market, 
but caution is still advised.
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T M F  G R O U P  A N D  S T R U C T U R E D 
F I N A N C E  S E R V I C E S
TMF Group is one of the largest and most experienced 
administrators of structured finance entities in the world, 
providing services to more than 4,000 SPVs across all  
leading onshore and offshore jurisdictions. 

Our experience spans the full range of asset classes 
(including performing and distressed loans), and 
includes static and managed structures, cash and 
synthetic transactions. We support various types of 
derivatives, including interest rate and currency swaps, 
total return swaps, credit default swaps and options.

We are committed to offering the full range of 
services required for the establishment, operation 
and management of SPVs, and appoint experienced, 
knowledgeable directors from within our teams to 
manage our portfolio. TMF Group’s experienced legal 
and accounting departments ensure that our corporate 
governance and financial management meet the 
highest standards of compliance.

TMF GROUP IS THE MARKET EXPERT 
IN CLO TRANSACTIONS

Leaders  
We administered the first European CDO 
transaction (Eurocredit) in 1999, the first 
European synthetic/hybrid CDO/CLO 
(Jazz) in 2002 and the first EURO 2.0 
CLO (Cairn) in 2013. We are the preferred 
global CLO service provider.

Relationships 
We have working relationships with over 
60 Investment/CLO Managers and we are 
involved in over 370 CDO/CLOs globally.

Independence 
We are not affiliated with any financial 
institution, law, tax or audit firm. We do 
not have any conflict of interest within our 
services and can work with any bank or 
advisory firm.

Legal and Accounting personnel 
Our legal and compliance personnel 
assist with the incorporation of the SPV, 
check that it is registered for all taxes 
and perform document reviews and 
ongoing transaction monitoring. Our 
experienced accountants, based locally 
in each SPV jurisdiction, handle periodic 
FVC reporting, annual statutory financial 
statements, VAT/tax compliance, FATCA, 
EMIR, CRS reporting and other financial 
(interim) reporting under US-GAAP (FAS 
167) and IFRS for consolidation purposes, 
and prepare PFIC statements.
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We have working
relationships with over 60 

Investment/CLO Managers 
and we are involved in over

370 
CDO/CLOs globally

1999
We administered the first European

CDO transaction (Eurocredit)

2002
The first European synthetic/hybrid 

CDO/CLO (Jazz) and the first EUO 2.0 
CLO (Cairn)

We are the preferred
global CLO service provider.

O U R  S T R U C T U R E D  F I N A N C E  S E R V I C E S
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Find out more about TMF Group:

contact@tmf-group.com

tmf-group.com/CLO2017

Whilst we have taken reasonable steps to provide accurate and up to date information in this publication, we do not give any warranties or representations, whether 
express or implied, in this respect. The information is subject to change without notice. The information contained in this publication is subject to changes in (tax) 
laws in different jurisdictions worldwide.

None of the information contained in this publication constitutes an offer or solicitation for business, a recommendation with respect to our services, a 
recommendation to engage in any transaction or to engage us as a legal, tax, financial, investment or accounting advisor. No action should be taken on the basis of 
this information without first seeking independent professional advice. We shall not be liable for any loss or damage whatsoever arising as a result of your use of or 
reliance on the information contained herein.

This is a publication of TMF Group B.V., P.O. Box 23393, 1100 DW Amsterdam, the Netherlands (contact@tmf-group.com). TMF Group B.V. is part of TMF Group, 
consisting of a number of companies worldwide. Any group company is not a registered agent of another group company. A full list of the names, addresses and 
details of the regulatory status of the companies are available on our website: www.tmf-group.com

© July 2017 TMF Group B.V.


