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Methodology

In the second quarter of 2021, Creditflux surveyed 150 senior-level CLO market participants (30 CLO 
managers, 20 bankers/brokers and 100 CLO investors) on behalf of J.P. Morgan/PricingDirect. A follow-
up survey for three forward-looking questions was also conducted in January 2022. Job titles include 
Managing Director, Chief Investment Officer and Partner. Half of the respondents were based in North 
America, 33% were located in Europe and 17% were located in APAC. The survey included a combination 
of qualitative and quantitative questions. Results were analyzed and collated by Creditflux. All responses 
are anonymized and presented in aggregate.
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Collateralized loan obligation (CLO) issuance came back with a bang in 
2021, with issuance values jumping 104% in the US and 75% in Europe, 
year-on-year. 

This may not surprise those in the CLO marketplace. For example, many 
companies that began the pandemic by shoring up their finances through the debt 
markets—often at a high price—eventually realized that they were in a position to 
refinance via CLOs and thereby reduce costs. Default rates did not rise, as many 
had expected, with governmental support keeping economies afloat through the 
worst of lockdown measures. Pricing cooled, leading many to reconsider their debt 
options and improve their balance sheets in the process. Companies in survival 
mode discovered that this could be an opportunity for growth.  

Under the circumstances, it’s no surprise that the senior-level CLO market 
participants in our survey are largely optimistic about the future. Almost two-thirds 
say they expect to allocate a greater proportion of assets under management to 
CLOs in 2022 than they did in 2021. What’s more, the optimism has momentum, 
with our findings showing that the appetite for CLOs continues to grow. 

Regulatory shifts, ESG and credibility 
This optimistic outlook does not mean the CLO market is without challenges, not 
least of which is the changing nature of regulatory requirements—considered one of 
the most significant risks facing the CLO market by respondents to our survey. 

In the US, regulators made substantive changes to regulation of the CLO 
markets, with the SEC’s amendment of Rule 2a-5 of the 1940 Investment Company 
Act. European CLO market participants are coping with new reporting and 
disclosure regulation. And a majority of respondents agree that compliance with 
these shifts in regulation are adding to the workload of CLO market participants.

And then there are environmental, social and governance (ESG) concerns. 
What was, until now, largely discussed in equity markets, has now moved into 
credit products, with investors looking for ESG-oriented solutions. While this 
development is forcing market players to do the work required and re-frame 
their CLOs in light of ESG criteria, it also offers opportunities. Presenting a 
comprehensive (or at least coherent) ESG strategy can attract new sources of 
capital and an opportunity to secure more favorable pricing. 

Faced with this rising tide of complexity, our findings demonstrate that many 
are now turning to external valuation specialists, either entirely or as part of their 
valuation mix. External vendors offer impartial viewpoints as well as efficiency, 
accuracy and valuation credibility, as well as ensuring regulatory compliance.  
And in a world where there no longer seems to be “business as usual,” that 
certainty can make all the difference.

Foreword
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The outlook for CLOs is positive, with plans for growth in the year ahead

67% 
67% of respondents believe 
that CLOs have weathered the 
economic headwinds caused 
by the COVID-19 pandemic 
remarkably well.

61%
46%

56%

64%

64% say they expect to increase their 
2022 CLO allocations on 2021 levels, rising 
to 68% among European respondents.

56% of respondents say they 
hired an external valuation 
provider before they began 
investing or taking part in the 
market, rising to 62% among 
CLO managers.

61% say their �rm spends 
more than 25 hours a month 
marking their CLO 
books—among European 
respondents, this �gure rises 
to 72%.

46% say the ability to satisfy 
regulatory requirements as 
one of the top two bene�ts 
they see in using an external 
valuation provider.

External vendors can make a difference

Regulatory risks are top of mind for CLO managers and investors alike 

55% cite increasing regulatory 
requirements as one of the top two 
risks/challenges facing CLO 
managers and investors, followed by 
the greater prevalence of second lien 
and cov-lite loans, as well as liquidity 
and volatility risk (29% for both).

76% of respondents say they 
are aware or affected by the 
SEC’s latest amendment of 
Rule 2a-5 of the 1940 
Investment Company Act.

79% have designated a 
“valuation designee” to 
perform fair value 
determinations due to new 
regulatory requirements.

55% 76% 79% 

Valuation criteria keep changing and it can be a challenge to keep up

98%
98% of respondents classify ESG considerations as important when considering CLO 
investments, with 30% of respondents overall selecting ESG score as the factor they now 
rank most highly when evaluating CLO tranches.

23%
23% of respondents rank the length of a CLO’s reinvestment period as their primary valuation 
factor, with a further 36% ranking it in second place.

33%
33% cite the manager’s track record as their �rst or second most important priority when 
evaluating CLO tranches.

Key findings
Even as the impact of the pandemic continued to work its way through the 
global economy, managers remained optimistic about the future of CLOs, 
considering them to be a vital tool in their efforts to extend maturities and 
lower their cost of financing. As economies began to open, many viewed 
these securities as an important part of their future stability.
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In the US, leveraged finance 
made a strong return to form 
in 2021, with debt markets 

appearing confident that the 
worst of the pandemic was  
now behind them. 

Leveraged loan activity 
in particular reflected this 
resurgent optimism during the 
year, with issuance rising 64% 
year-on-year to reach a record-
breaking US$1.4 trillion, while 
high yield bond issuance of 
US$429.7 billion was on par with 
the year before. In both markets, 
issuance slowed somewhat in 
both May and June, but the 
figures for the year as a whole 
certainly suggest that debt 
markets are in a healthy place 
despite the ongoing challenges 
posed by the pandemic.

 It is also encouraging to see 
low levels of defaults continuing, 
with borrowers proving 
remarkably resilient throughout 
the crisis. For example, the 
Fitch default rate hit 0.6% in 
the leveraged loan market—its 
lowest in over a decade—and a 
record low of 0.5% in the high 
yield bond market.

In the midst of all the 
positive progress, collateralized 
loan obligation (CLO) issuance 
has also staged a dramatic 
resurgence. New CLO  
issuance in the US came in 
at US$184.4 billion in 2021, 

Part 1 

CLOs by the numbers
representing a 104% increase 
year-on-year. 

The bounce in refinancing 
issuance, which recorded a 
total of US$111.8 billion for the 
year, was even more significant, 
at 427%. Resets completed 
the picture, totaling US$125.8 
billion, up an astonishing 1,087% 
on 2020.

As we enter 2022,  
spreads on CLOs in the US 
look healthy, even if they have 
fallen back from some of the 
highs seen during the peak of 
the COVID-19 crisis. Spreads 
on triple-A senior notes at the 
start of 2021 were still high, 
ranging between 120bp and 
130bp (hitting a peak of 137bp 
in January). Through the rest of 
the year, spreads then settled 
into the 110bp to 120bp range.

In Europe, meanwhile, debt 
markets have also rebounded, 
albeit somewhat less dramatically. 
Leveraged loan issuance was up 
28% in 2021, year-on-year, to 
€289.6 billion, with refinancing, 
M&A and buyout activity 
particularly strong. 

Indeed, these areas more 
than compensated for the relative 
slack in new money issuance—
which, despite the overall 
increase in issuance, was only up 
7% on the previous year’s total. 

CLO issuance in Europe also 
continues to improve. There was 

€38.5 billion in new issuance (up 
75% on 2020) and €19.6 billion in 
refinancings, compared with none 
at all the year before. Resets, 
meanwhile, hit €38 billion—up 
from just €790 million in 2020.

Spreads on triple-A senior 
notes in Europe followed the 
same broad trajectory as in the 
US, spiking at the height of the 
pandemic in 2020 before slipping 
back during the first quarter of 
2021 to sit in the 80-90bp range—
though there was an uptick in 
the second half of the year, when 
spreads climbed above 100bp for 
much of August and September 
before settling back down to the 
90-100bp mark.
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Part 2

The outlook for CLOs
Demand for CLOs looks 

set to increase amid a 
positive market backdrop. 

Even in 2020, when the world 
economy contracted due 
to the impact of COVID-19 
lockdowns, corporate loan 
default rates remained low. 
Fiscal and monetary support 
from policymakers kept them 
at historic lows in the US and 
Europe to the end of 2021. 

As we enter 2022, the global 
economy remains robust despite 
notable challenges, from new 
COVID-19 variants to ongoing 
supply chain disruption—the 
International Monetary Fund 
projects global economic 
growth of 4.9% in 2022.1 Such 
expansion should limit defaults 
and, with interest rates still at 
historic lows and the possibility 
of a rate rise on the horizon, 
many companies are keen to 
borrow now to support growth.

In this improving 
environment, respondents are 
optimistic and their appetite 
for CLOs appears to be 
growing—almost two-thirds 
of respondents (64%) overall 
expect to increase their 2022 
CLO allocations on 2021 levels. 
European investors look set 
to play catch-up, with 68% 
anticipating an increase in 
CLO exposures during 2022, 
including 26% who expect 

their allocations to increase 
moderately or significantly.

This is a very positive 
sign and reflects the ongoing 
resilience of CLOs. Back in 
2020, as COVID-19 began to 
hit, some market commentators 
worried about the pandemic’s 
potential impact on the financial 
system, particularly after rapid 
growth in the CLO market 
during 2019. 

The most pessimistic pointed 
to the role that collateralized 
debt obligations (CDOs) played 

Signi�cant increase 
(>20%)

Moderate decrease 
(10-20%)

Slight decrease 
(<10%)

No change

Slight increase 
(<10%)

Moderate increase 
(10-20%)

11% 18% 35%

22% 11% 3%

during the sub-prime mortgage 
crisis in 2007 and 2008. They 
pointed to vulnerabilities 
in CLOs—built on loans to 
non-investment grade, highly 
leveraged corporate borrowers—
and an anticipated contraction in 
the corporate credit cycle. There 
was particular anxiety about the 
growth of “cov-lite loans” with 
weaker financial maintenance 
covenants (or no covenants at 
all) to protect lenders.

In practice, however, the 
CLO market confounded such 

In 2022, do you plan to allocate a greater proportion of your AUM  
to CLO investments compared to 2021? 
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gloomy predictions. Indeed, the 
US Government Accountability 
Office pointed to the “largely 
resilient” performance of CLOs 
in a report that concluded 
these securities did not pose a 
systemic risk.2

Respondents to our 
survey broadly confirm those 
conclusions. More than two-
thirds (67%) believe that CLOs 
have weathered the economic 
headwinds caused by the 
COVID-19 pandemic remarkably 
well—just 15% disagree.

As the director of structured 
credit for a mutual fund based 
in the US points out, “The 
CLO markets and demand have 
grown steadily over the years, 
so there was more sustainability 
during the crisis period than 
most people expected.”

This is not to suggest that 
respondents feel entirely relaxed 
about the risks they face in the 
CLO market. 

Many anticipate significant 
challenges, even though the 
economic disruption caused by 

the pandemic does now appear 
to be easing, particularly in areas 
where vaccination programs 
have made rapid progress.

In fact, asked to name the 
most significant risks currently 
facing the CLO market, the 
most commonly cited concern 
was an increase in regulatory 
requirements. 

“An increase in regulatory 
requirements is the biggest 
challenge in 2021,” says the 
director of CLO structuring at 
an insurance firm in the US. 

To what extent do you agree with the following statement: “Overall, as an asset class, CLOs have weathered 
the economic headwinds of the COVID-19 pandemic remarkably well to date.” 

0 10 20 30 40 50 60

Strongly disagree

Moderately disagree

Neither agree nor disagree

Moderately agree

Strongly agree

15%

52%

18%

13%

2%
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72% 19% 9%

Very concerned Moderately concerned
Not at all concerned

“The potential to research CLO 
prospects and the underlying 
threats may be lowered because 
of regulatory changes.”

Just over half of 
respondents (55%) cite 
increased regulatory 
requirements as one of their 
top two areas of concern. No 
wonder—in the US, regulators 
have made the first substantive 
changes to regulation of the 
CLO markets in decades. In 
Europe, market participants 
are still getting to grips with 
new reporting and disclosure 
regulation. In addition, the 
market is facing the impending 
phasing out of the LIBOR 

 Credit risk

 Libor transition

 Misrepresentation of CLOs in the media and elsewhere

 Level of leveraged loan issuance

 Liquidity and volatility risk

 Increase in second lien/covenant lite loans

 Increasing regulatory requirements
55%

29%

29%

26%

23%

20%

18%

interest rate. (See Part 4 for 
more on regulation).

But regulations are not 
the only challenges on their 
radar. For example, 29% of 
respondents say they are 
concerned about the increasing 
prevalence of second lien and 
cov-lite loans. This reflects a 
market where the proportion of 
CLO loan portfolios accounted 
for by such loans has increased 
from 40% to 85% in the past 
five years—though, as yet, there 
has been no evidence of this rise 
translating into CLO losses.3

A similar percentage (26%) 
of respondents cite increased 
levels of leveraged loan issuance 

What are the biggest risks/challenges facing  
CLO managers and investors? (Select top two)

Are you concerned that cov-lite loan terms will 
adversely impact recoveries in 2021?

When do you expect leveraged loan defaults in your 
region to peak in the current cycle?

“An increase in regulatory 
requirements is the  
biggest challenge in 2021. 
The potential to research 
CLO prospects and the 
underlying threats may 
be lowered because of 
regulatory changes.”
Director of CLO structuring  
at an insurance firm in the US

They will peak later in 2022

After Q4 2021

Q4 2021

Q3 2021

Q2 2021

Q1 2021

They peaked in 2020
4%

10%

26%

17%

17%

18%

8%
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as one of the main risks they 
currently face and the significant 
increase in loan issuance in 2021 
compared to 2020 makes this 
fear perfectly reasonable under 
the circumstances.

Another particular fear 
related to cov-lite loans is 
that the prevalence of this 
debt could adversely impact 
recoveries. Overall, 91% of 
respondents express this fear, 
with 72% “very concerned.” 

Such concerns are 
understandable. But it is worth 
noting a Securities & Exchange 
Commission report published 
back in October 2020 stated 
that senior triple-A CLO 
tranches would not lose a single 
dollar of principal even if default 
rates were to climb to 35% 
and loan recoveries were to fall 
to 0% (the historical average 
recovery rate for leveraged loans 
is more like 70%).4

There is also anecdotal 
evidence that default rates may 
have peaked. Overall, 92% of 
respondents say they believe 
leveraged loan defaults had 
peaked in their region by Q1 
2022—just 8% expect that peak 
to arrive later in 2022.

Finally, one other issue 
affecting the CLO market 
outlook could be the emergence 
of a growing number of 
exchange traded funds (ETFs) 
offering investors exposure to 
the CLO market through a 
passive fund structure. These 
newly launched funds are set to 
become increasingly significant 
to investors in the CLO market.

On that basis, 92% of 

respondents expect CLO ETFs 
to increase liquidity in the 
market—including 39% who 
anticipate a significant increase. 
As the senior portfolio manager 
for an investment management 
firm based in the US explains, 
“CLO ETFs will increase liquidity 
in the market to a great extent. 
Considering the long-term worth 
of CLOs, they will only become 
more popular when issued as an 
exchange traded fund.”

Others remain cautiously 
optimistic, including the director 
of investment and portfolio 
manager at a bank in the UK 
who points out, “CLO ETFs will 
increase liquidity in the market 
gradually—there has to be more 
investor confidence that this 
asset class can live up to the 
claims of long-term high-yield.”

That said, almost half of 
respondents anticipate ETFs 
having an impact only at the top 
end of the CLO stack (though 
33% point out the low fee 
structure of ETFs could have an 
impact at the bottom end). 

Signi�cantly increase Somewhat increase
No, they will not increase liquidity

39% 53% 8%

Do you think CLO ETFs increase liquidity in 
the market?

Which of the following statements best 
represents your opinion about the impact 
of CLO ETFs?

They will be impactful only at the top of the 
CLO stack
They will be impactful only at the bottom of 
the CLO stack due to fees
They will be impactful across the CLO stack
They will not be impactful

47%

33%

18%

2%
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Part 3 

CLO valuation  
and pricing
T he rise of investment 

with a tilt toward 
environmental, social 

and governance (ESG) factors 
is a global phenomenon. And 
while the ESG debate has often 
focused on equity markets, 
investors in credit products are 
increasingly seeking out ESG-
oriented solutions. 

In this context, 30% of 
respondents select ESG score as 
the factor they rank most highly 
when evaluating CLO tranches—
no other factor comes close.

CLO investors are 
particularly clear on this issue, 
with 31% citing ESG as their 
main issue, though CLO 
managers (27%) and bankers 

and brokers (30%) broadly take 
the same view.

Certainly, there is growing 
evidence that the CLO market is 
shifting to recognize the crucial 
importance of ESG. In the 
US, market analysts suggested 
midway through 2021 that up 
to 40% of CLOs issued in the 
next year or so may include ESG 

ESG score

Length of reinvestment period

Manager track record

 Market default rates

 Portfolio tails

10% 12% 20% 29% 29%

19% 17% 21% 23% 20%

19% 14% 20% 17% 30%

23% 36% 23% 9% 9%

30% 21% 16% 21% 12%

Rank 1 Rank 2 Rank 3 Rank 4 Rank 5

How important are the following factors when evaluating CLO tranches?  
(Rank each of the factors on a scale of 1-5, where 1= most important and 5= least important.)
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considerations. In Europe, a 
report from the UN’s Principles 
for Responsible Investment 
pointed to the growing trend of 
incorporation of ESG principles 
in securitized products—it 
highlighted 16 ESG CLOs that 
have already launched in the 
European market.5

This is not to suggest other 
factors are less important in 
the valuation process. Some 
23% of respondents rank the 
length of a CLO’s reinvestment 
period as their primary valuation 
factor and a further 36% rank 
it in second place. Clearly, the 
length of the period during 
which the manager is permitted 
to trade the portfolio actively 
and reinvest principal cash flow 
will have a direct impact on its 
ability to add further value.

That, moreover, gives rise 
to the next most important 
factor cited by respondents, 
with a third (33%) citing the 
manager’s track record as their 
first or second most important 
priority. CLOs are, in effect, 
actively managed funds, so 
the perceived quality of that 
management is a key factor for 
anyone evaluating a CLO or its 
individual tranches.

Different respondents 
broadly rank valuation factors 
in the same way. Still, one 
anomaly is that 25% of bankers 
and brokers pick out market 
default rates as their top priority, 
against only 19% and 13% of 
CLO investors and managers 
respectively. Although default 
rates appear not to have 
spiked higher as a result of the 
COVID-19 crisis, some in the 
market are keeping a watchful 
eye on this issue.

The rise of external  
valuation providers
Our survey also highlights the 
growing importance of external 
valuation sources of one type or 
another. Just 16% of respondents 
use only internal marks during 
their valuation processes. The 
remainder make at least some 
use of external marks or depend 
upon them entirely.

“I feel that it is important 
to use external marks for more 
insights into the risk exposure,” 
says the director of investment 
and portfolio manager at a 
private fund in the US. “There 
are often changes in the credit 
performance that we might have 
failed to include.”
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and external marks is more 
feasible for us. There 
are external experts that 
provide different views and 
it gives us an opportunity 
to consider the valuation 
thoroughly.”
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based in France



are completely aware about any 
new procedures.”

This is a particular concern 
for investors, with the regulator 
moving last year to change 
its rules on how fund boards 
must meet their obligation 
to determine fair value in 
good faith when valuing their 
investments.6 The effect 
has been to boost the need 
for external vendor services 
that bring impartiality to the 
valuation process.

The SEC’s regulatory action 
against ICE Data Pricing & 
Reference Data in 2020 for 
“compliance deficiencies relating 
to its delivery to clients of prices 
based on quotes it received 
from a single market participant” 
only strengthened the case for 
the use of external vendors.7 
It is clear that single broker 
quotes are likely to land market 
participants in hot water.

The key benefits of using 
external valuation providers 
highlighted in our survey 
reflect these drivers. Some 
46% of respondents say that 
the ability to satisfy regulatory 
requirements is one of the top 
two benefits they see in using 
an external valuation provider; 
44% point to the need to steer 
clear of conflicts of interest and 
to avoid any appearance of bias. 
The potential to enhance the 
credibility of valuations is a key 
benefit for 43%.

“One benefit is that it avoids 
conflicts of interest,” says the 
director of structured credit 
at a mutual fund in the US. 
“People within the organization 
may possess biased views based 

Internal marks only

Strictly external broker marks only

Blend of external marks

Blend of internal and external marks

Strictly external vendor marks only
23%

23%

19%

19%

16%

The managing director of 
a bank based in France agrees, 
saying, “Using a blend of 
internal and external marks is 
more feasible for us. There are 
external experts that provide 
different views and it gives us 
an opportunity to consider the 
valuation thoroughly.”

External vendor marks— 
distinct from broker marks—
are a particularly vital source 
of support. Almost a quarter 
of respondents overall (23%) 
say they use external vendors 
as their sole mark during a 
valuation process; the figure 
rises as high as 30% for CLO 
managers.

There are, of course, good 
reasons for this. First, external 
vendors provide an independent 
viewpoint, free from bias or 
conflict of interest. Second, 
there is an efficiency argument 
—the sheer scale of the CLO 
market makes valuation 
processes, which need to take 
place on a regular basis, a tough 
draw on resources; outsourcing 
that work to a specialist 
therefore makes sense.

The third factor driving 
increasing take-up of external 
vendors during valuation 
processes is the regulatory 
imperative, with the SEC looking 
increasingly interventionist in 
this area. 

“Regulatory requirements 
are met when we use external 
valuation providers,” says the 
managing director of a private 
fund based in the US. “They are 
consistent and they make sure 
that all regulatory requirements 
are updated and their teams  

Do you use an external source (e.g. broker-
dealer marks, pricing vendors, mark to 
market pricing) in your valuation process?
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on hearsay or their previous 
experience. We do not have to 
worry about these hindrances 
when it comes to an external 
provider.”

The director of CLO 
portfolio strategy at a private 
fund in the US points out that 
avoiding conflicts of interest 
also adds to the credibility 
of the valuation: “By gaining 
more insights about the 
market, it gives the teams more 
confidence in the valuation. The 
independence of data sources 
is essential because there are 
no external influencers affecting 
their perception.”

Our survey suggests the 
dominant practice in the 
market today is for CLO market 
participants to use external 
marks alongside their own. 

 Access to market color

 Provide resources/expertise not available in-house

 Facilitate ef�cient audits

 Enhance credibility of valuations

 Avoid con�icts of interest/appearance of bias

 Satisfy regulatory requirements

46%

44%

43%

30%

23%

14%

What are the key benefits of using an external valuation provider? 
(Select top two answers) 
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managers, the figure is even 
higher, at 62%.

The majority of respondents 
recognize the importance of 
cross-checking and verification 
during this work. More than 
half (55%) say they compare 
and contrast data from other 
sources when working with 
external valuation providers;  
a further 20% say they always 
do this.

With external valuation 
providers so important to CLO 
market participants, choosing 
the right partner is naturally 
vital. In practice, however, that 
choice depends on a broad 
range of factors—including the 
quality of the service provided 
but also cost considerations.

Among all respondents,  
14% rank accuracy of the 
valuation model as the most 
important factor that they 
consider when choosing an 
external valuation provider. The 
same percentage cite usability 
of the provider’s platform as 
their number one consideration. 
However, timeliness of data 
(cited by 13%) and cost (12%) 
both also rank highly. Indeed, 
respondents are focused on  
a wide array of criteria.

By region, the picture is a 
little mixed. For APAC-based 
respondents, usability of the 
platform is the key factor (25%), 
with these respondents also 
rating access to the valuation 
teams significantly more highly 
than respondents in other 
regions. Cost is a key factor  
for respondents in Europe,  
while North Americans pick out 
the timeliness of data as their 

Among respondents who use 
a blend of external marks or a 
blend of internal and external 
marks, 78% use one or more 
external vendors as inputs  
while 22% outsource the  
entire process. This latter 
figure falls even lower, to 17%, 
among CLO investors—the 
primary focus of the SEC’s 
attentions. Bankers and brokers, 
by contrast, are more likely to 
outsource the entire process, 
with 40% taking this route.

It is also clear that market 
participants see the benefits 
of triangulating their sources 
during valuation processes. 
Where respondents say they 
use a blend of marks—whether 
entirely external or a mix of 
internal and external—the 
average number of sources 

Use one or more external 
vendors as inputs

Outsource entire process

78%

22%

consulted is five. The picture 
varies slightly by region, with 
European respondents, on 
average, consulting slightly 
more sources than their 
North American and APAC 
counterparts.

For many in the CLO market, 
working with external valuation 
providers has become a routine 
element of their investment 
activity, providing crucial accuracy 
and efficiency during the 
decision-making process.

Indeed, many respondents 
began working with such 
providers even before they 
began investing in CLOs. 
Overall, 56% of respondents say 
they hired an external valuation 
provider even before they began 
investing or taking part in the 
market; in the case of CLO 

Before

After

56%

22%

Do you outsource the entire 
process or do you use one or 
more external vendors as inputs 
into your own pricing model?

Did you start to use an external 
valuation provider for CLOs 
before or after you initially 
invested in/became involved 
with CLOs?
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imperatives, improving accuracy 
and credibility, and preventing 
conflicts of interest and bias. 
In addition, the efficiency issue 
should not be overlooked. In 
this research, more than half of 

Rank 1

Rank 2

Rank 3

Rank 4

Rank 5

14%

12%

11%

11%

4%

14%

10%

11%

10%

9%

13%

15%

12%

9%

9%

12%

8%

8%

10%

10%

11%

16%

10%

7%

10%

10%

9%

8%

13%

9%

8%

9%

5%

10%

15%

7%

7%

11%

8%

7%

6%

8%

12%

10%

16%

5%

6%

12%

12%

11%

 Accuracy of valuation models used Usability of the platform Timeliness of data

Comprehensiveness of coverage Ability to challenge prices

Provision of market color  Access to evaluators/valuations teams

Cost Independence of data sources Transparency of inputs and assumptions

respondents (61%) say their firm 
spends more than 25 hours a 
month marking their CLO books. 
Among European respondents, 
the figure is higher still, at 72%.

25+

15-25+

10-15

61%

28%

9%

5-10

2%

number one consideration.
The bottom line is that 

external valuation providers are 
playing an increasingly key role 
in the CLO market—helping 
the market meet its regulatory 

What are the most important criteria you consider when choosing  
a CLO external valuation provider? (Rank top 5 choices on a scale  
of 1-5, where 1 = most important and 5 = least important)

How many hours does your  
firm spend, monthly, marking 
your CLO books?
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Part 4 

Regulation and  
ESG matters
A s we have seen, the 

regulatory imperative has 
become an increasingly 

important driver of the use of 
external valuation providers in 
the CLO market. At the center 
of this imperative is the SEC’s 
amendment of Rule 2a-5 of the 
1940 Investment Company Act. 
This amendment was finalized in 
December 2020 and focuses on 
“Good Faith Determinations of 
Fair Value.” Importantly, the rule 
sets out how the SEC expects 
the performance of certain 
functions to determine in good 
faith the fair value of a fund’s 
investments, including:

• periodically assessing 
material risks, including 
material conflicts of 
interest, and managing 
identified valuation risks 
associated with fair value 
determinations;

• establishing and applying 
fair value methodologies, 
including selecting the 
appropriate fair value 
methodologies in light of 
the material valuation risks 
identified and monitoring 
for circumstances that 
may necessitate the use  
of fair value;

• testing the fair value 
methodologies for 
appropriateness and 
accuracy, including 
identifying the testing 
methods to be used and 
the minimum frequency 
for using such testing 
methods;

• overseeing and evaluating 
any pricing services used, 
including establishing a 
process for initiating price 
challenges as appropriate.

The impact of these 
requirement has been significant. 
In our survey, undertaken with 
a global sample of respondents, 
more than three-quarters (76%) 
say they are aware or affected by 
the new regulation.

Many are taking action 
accordingly. For example, 
79% of respondents have 
designated a “valuation 
designee” to perform fair 
value determinations following 
the introduction of the new 
regulatory requirements. 

This is crucial in the context 
of the CLO market where the 
SEC’s instruction is that the fair 
value of securities and assets 
without readily available market 

Signi�cant increase

Moderate increase

No change

38%

42%

20%

Have you already seen a change in the 
amount of time spent by your board on 
issues relating to valuation of CLOs?
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quotations must be determined 
in good faith by a fund’s board 
of directors. Rule 2a-5 confirms 
that a board can make this 
determination itself or that it may 
designate the performance of fair 
value determinations to a suitably 
qualified valuation designee.

More broadly, it is also 
clear that complying with the 
new regulation is adding to 
the workload of CLO market 
participants. Almost nine in 10 
respondents (88%) say they 
expect their fund’s board will 

spend more time thinking about 
issues related to CLO valuations 
in the wake of the reforms. This 
includes 38% who expect the 
board to spend significantly 
more time on valuations.

Indeed, this workload 
has already begun to have an 
impact—38% of respondents 
have already seen their boards 
spend significantly more time 
on CLO valuation issues. A 
further 42% report a moderate 
increase in this burden. Just 
one in five (20%) say their 

board has not had to do any 
more work in this area.

One issue on the agenda 
is the use of external valuation 
providers. The use of external 
valuation services is increasingly 
widespread, with CLO market 
participants now typically 
using several different vendors. 
But it is also clear that the 
SEC reforms have prompted 
respondents to review their 
existing provider: 92% have 
conducted, or are conducting, 
such a review.

The results have been 
dramatic. That figure includes 
47% of respondents who are 
currently considering changing 
their external valuation provider, 
plus a further 6% who have 
already made a change. Only 
39% say they have completed 
their review and decided to stick 
with their existing providers.

In other words, Rule 2a-5 has 
not only prompted many in the 
CLO market to embrace the use 
of external valuation providers, it 
has also prompted those already 
using such advisors to review 
their relationships. 

In other areas of regulation, 
meanwhile, reforms are also 
having an impact on the CLO 

We have already changed provider(s)

No, we have not considered changing provider(s)

We considered changing provider(s) and decided not to

We are currently considering changing provider(s)

47%

39%

8%

6%

Has the introduction of recent regulatory requirements caused  
you to change or consider changing your valuation provider(s)?
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market. The stand-out example 
is the 2019 reforms to the 
Volcker Rule regulations of 2013, 
introduced in the wake of the 
global financial crisis.

The most significant change 
here is that the new rules permit 
CLOs to take on up to 5% 
in debt securities, excluding 
asset-backed securities and 
convertible securities. Effectively, 
this allows CLOs to purchase 
a “bond bucket” for up to 5% 
of the value of their assets, 
essentially enabling CLOs to 
purchase non-loan assets. 

The original Volker Rule 
regulations prohibited this type 
of behavior on the grounds 
that it could create a trading 
and lending environment of the 
sort that led up to the 2008 
financial crisis. But regulators 
have concluded that the market 
issues present when the 2013 
provisions came into force no 
longer apply.

Based on our survey 
findings, most market 
participants are enthusiastic 
about the Volcker Rule 
amendments. Almost three-
quarters (73%) describe it as 
a positive change, while 63% 
agree that it would be a positive 
development to see CLOs that 
include non-loan assets other 
than bonds—including 14% 
who “strongly” agree. Among 
bankers and brokers, more than 
a third (35%) also strongly agree 
with this idea.

And then, once again, 
there is the question of 
ESG issues. In Europe, for 
example, the European Union’s 
Sustainable Finance Disclosure 

Regulation imposes new 
reporting regulations related 
to ESGs on asset managers 
and a range of other financial 
market participants. The US 
has made fewer advances in 
this area—in fact, the SEC has 
already stepped back from 
one opportunity to mandate 
standardized disclosures of ESG 
matters—but this may change 
under the Biden administration.

Such changes will, in time, 
feed through into the CLO 
market, particularly given the 
growing significance of ESG to 
market participants. 

Our survey shows that  
ESG criteria are important  
when considering CLO 
investments for 98% of 
respondents, with 25% saying 
they are very important.

Strongly disagree

Moderately disagree

Neither agree nor disagree

Moderately agree

Strongly agree

14%

49%

18%

16%

3%

“As ESG norms are 
incorporated into many 
businesses, we will need 
valuation providers to 
focus on ESG factors and 
inspections more often— 
this will become a priority  
in the future.”
Senior portfolio manager for an 
investment management firm based 
in the US 

To what extent do you agree with this statement: “CLOs which include non-loan 
assets other than bonds would be a positive development”?
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Moderately important Somewhat 
important

Not 
important

Very important

59%25% 14% 2%

It is also clear that a 
significant minority of market 
participants believe CLOs 
need to improve reporting and 
disclosure related to ESG. While 
57% of respondents say they are 
satisfied with the information 
provided by CLOs about their 
ESG criteria, almost a quarter 
(24%) are unhappy about 
provisions in this area. 

“There is a considerable 
amount of information provided 
by CLOs regarding ESG 
criteria,” says the portfolio 
manager with an insurance firm 
in Sweden. “However, there are 
often additional questions about 
their ESG principles and future 
performance. From an investor 
perspective, we need more 
comprehensive information.”

This will also have a clear 
impact on investors' need to 
external valuation expertise.  
As the senior portfolio manager 
for an investment management 
firm based in the US explains, 
“As ESG norms are incorporated 
into many businesses, we will 
need valuation providers to 
focus on ESG factors and 
inspections more often—this will 
become a priority in the future.”

Clearly, there is room for 
improvement, with or without 
regulatory intervention.

Very dissatis�ed

Moderately dissatis�ed

Neither satis�ed nor dissatis�ed

Moderately satis�ed

Very satis�ed

16%

41%

19%

23%

1%

When considering CLO investments, how important are ESG considerations?

Overall, how satisfied are you with the information provided by CLOs  
about their ESG criteria?
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