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The adverse implications of 122a on the European economy…
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• 122a has adversely restricted the re-opening of the European CLO market.

• CLOs* are an essential financing tool.  They provide liquidity by purchasing sub-investment grade loans 
primarily issued by private businesses which chose not to access public capital markets .

• After banks, CLOs are the predominant buyer of sub-investment grade loans in Europe.
• CLOs have provided up to 40% of loans for a broad range of European companies in many 

industrial sectors.

• The requirement for European banks to de-lever, and build capital reserves to comply with Basel III and 
more stringent national regulator tests, will restrict their ability to provide sub investment grade loans.

• Concurrently, a large amount of sub-investment grade loans need to be re-financed in the next eight  
years, with over €115bn of loans requiring re-financing inside five years alone. 

• Restrictions on new CLO issuance combined with other market factors (including Basel III and 
Solvency II) means there is an imminent financing gap.  

• This will likely restrict the growth and refinancing of European businesses and could in extreme 
cases lead to company failure.

• In the volatile macro-economic environment of today, this may lead to job losses and a loss of tax 
revenue.

*CLO: A Collateralised Loan Obligation, i.e. an investment vehicle which lends to a variety of European businesses. The 
loans are pooled together and the interest earned from these loans is passed on to investors in the CLO. 



European CLOs have a different investment philosophy and track 
record to the wider securtisation market…
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• The European CLO securitisation market is a key component of long term stable funding by non-bank institutional 
investors.

• CLOs can alleviate the pressure on financing stemming from:
• the requirements for European banks to de-lever and 
• Volatile capital markets, shutting alternative financing markets for example High Yield Bonds.

• These are actively managed long only vehicles with no capacity to short sell. 

• CLOs are not a part of the originate and distribute model:
• Underlying portfolio sourced from multiple providers.
• Managers independently assess the quality of individual assets in the portfolio and are paid predominantly on 

performance. 
• CLOs are in the majority independently managed with portfolios selected and managed by investment managers who are 

independent of any originators or trading desks from whom the assets are acquired. 

• These structures have performed as they were marketed and have not posed systemic risks. 
• Under substantial macro-economic pressure the CLOs have performed – de-levering if at risk.
• No mark to market triggers.
• Not one European CLO default and no central bank capital support has been required. 

• Long term stable financing where “skin in the game already exists”:
• A substantial portion of Management fees are paid subordinate to debt holders thereby aligning the Manager’s interests 

with that of the CLO investor.
• CLO Managers benefit from incentive fees only if the collateral pool performs. 

• However, CLOs have a finite investment period (typically 4-7 year re-investment periods) after which they have limited ability to 
support the capital markets. The majority of European CLO’s are nearing the end of their finite investment period.

• Ability for Managers to refinance existing CLOs and re-issue to grow the market is essential.



…and have a material impact on most states in the European Union…
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Outstanding Sub-Investment Grade Loans by Geography

UK, 22%

France, 17%

Germany, 16%
USA, 7%

Spain, 7%

Denmark, 6%

Ireland, 4%

Other, 21%

• “The UK, France and Germany have the highest amount of LBO [i.e. syndicated sub-
investment grade loans] debt” Moody’s Special Comment 16-Jun-11

Source: S&P LCD



…and a broad array of sectors of employment. 
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Outstanding Sub-Investment Grade Loans by Sector

Source: S&P LCD
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CLOs are an important component in the success of the European 
sub investment grade market.
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• With €38.6bn of CLOs issued in Europe in 2006 the contribution of CLOs to primary new 
issue peaked at 38.3%.  

• Despite almost non-existent new CLO issuance, whilst incumbent CLOs remain in their
reinvestment periods they continue to be a material contributor to the primary market with 
over 21% market share in 2011 year to date.
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The European sub-investment grade refinancing wall remains…
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• €127bn of outstanding loans to European borrowers requires refinancing by 2018. 
• “Material Challenges Remain” & “…the sheer quantum of outstanding debt remaining to be refinanced

over the next three years continues to raise questions…” Moody’s Special Comment 16-Jun-11.
• As demonstrated by today’s challenges, healthy capital markets require a wide range of financing options.  

Source: S&P LCD
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…and without new CLOs, a replacement for >20% of historic loans is 
needed whilst dealing with Basel III and Solvency II.
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In parallel existing CLO investment capacity is diminishing for 
European sub-investment grade issuers. 
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Investment grade refinancings are NOT an option…
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Outstanding Sub-Investment Grade Loans by Rating

• In addition over 175 companies that require refinancing have less than €200m of total debt 
issued.

• Such companies do not have access to the public markets. 

B-/B/B+, 64%

BB-/BB/BB+, 14%

CCC/CC, 7%

Other, 14%

Source: S&P LCD



…and the high yield bond market is not an appropriate option for 
many…
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• According to Moody’s research a minimum debt size of about €200m is required for a borrower to issue high yield 
bonds.

• 40% of privately rated companies in Europe have an insufficient debt quantum.

• In addition high yield issuance creates onerous public quarterly reporting requirements for mid cap companies.

• Bonds are a less flexible source of finance than loans

Source: Moody’s



…and the market can shut due to contagion from wider financial 
markets. 
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• The European high yield bond market has historically closed for new issuance when there is wider market unrest, this 
presents a material risk to refinancings through 2013-18 given the unsolved sovereign and macroeconomic risks (e.g. 
USA, Greece).

• Current market dislocations illustrate that the market window is closed.
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So where does the financing come from to maintain European 
economic growth and ultimately  high levels of employment…
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Options Issues Lending 
capacity?

Investment Grade market Companies do not have appropriate balance sheets or 
access to equity capital 

European High Yield Bond market The market has minimum size constraints and can 
struggle in a challenging macro environment

Banks / Insurance companies Requirements to de-lever due to increased regulation 
(Basel III, Solvency II) expected to reduce their ability 
to offer financing

Retail Funds / UCITS Loans are not transferable securities therefore not 
currently available to retail investors.  UCITS vehicles 
are subject to a 10% restriction on non transferable 
securities

Pension Funds Some appetite exists from pension funds, however 
allocations to this asset class are restricted by similar 
issues to retail funds discussed above 

CLO’s Implications of Article 122a on new issue market


