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Returns
• The Credit Suisse Western European Leveraged Loan Index (“CS WELLI”) posted a total return of
-0.60% in June ( see Figure 1) with 0.39% o f interest being more than offset by 0.99% o f price
decline.1 The negative performance came entirely in the final week of the month, as the market
reacted to the UK’s June 23rd vote to leave the European Union.
• While the decline in the secondary market suggests Investors were caught off guard by the
Referendum result, the reaction was orderly and the decline in prices fairly muted, particularly in
European denominated senior secured loans (SSLs), as they priced-in the heightened economic and
political uncertainty. SSLs remain well bid by recently priced Collateralized Loan Obligations (CLOs),
being forced to buy in the primary and secondary markets to complete their ramp up. We note that
in April, May and June combined, there were €4.6 billion of CLOs issued, well above the average
three month period of €3.4 billion over the last twelve months – in fact it was a record quarter for
CLO 2.0 issuance.2
• Predictably, the reaction in sterling denominated loans was more pronounced. For example,
Investor’s increased confidence in a ‘Remain’ outcome resulted in sterling denominated loans within
the CS WELLI rallying 3.26% in the w eek before the Referendum, only to decline by 7.90% in the
final week of June.1 The sterling returned -0.48% in June; no twithstanding the intra-month volatility,
it’s overall return was in-line with European denominated SSLs of -0.45%. 1
• New primary loan issuance was down 50% y ear-over-year in June despite arranger’s best efforts to
close deals before the Referendum. Two main obstacles stood in their way. First, Sponsors began
increasingly pricing in a ‘Remain’ vote in tandem with the market, thus believing they could secure
better pricing on new deals after the result. Secondly, a significant proportion of the investor base
began making commitments subject to a favorable ‘Remain’ vote. This is not to say that some deals
did not get done. Banks for one, remain very competitive sources of capital. Some institutions also
chose to play along in order to ramp up before the summer lull. However, the balance of deals are
still in the process of sounding out investors for post-Brexit terms. UK centric borrowers and sterling
based/denominated issuers will likely be forced to offer significant concessions to re-engage the
market.
• The general risk off tone weighed on the riskiest end of the ratings spectrum (CCC), and we also saw
a reoccurrence of a theme seen earlier in the year where tighter priced loans (typically BB rated)
underperformed their higher yielding (B rated) counterparts. This is a result of CLO managers having
to protect their funds’ arbitrage (excess spread earned on investments versus that paid on liabilities)
given the widening market. Single B rated loans declined by 0.61%, wher eas BB and CCC declined by
0.9% and 2.64% r espectively.1
• At the industry level, the negative sentiment was widespread. Whilst naturally volatile sectors such
as Energy were down 2.68%, e ven traditionally more reliable segments such as Cable dropped
1.62% giv en their typically more liquid, tightly priced nature.1
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Fundamentals
• The trajectory of the Eurozone has been put into focus following the Referendum result. The majority
of research analysts and economists have lowered their GDP growth expectations for both
continental Europe and even more so for the UK. There was already evidence of delayed corporate
investment and consumer spending coming up to the vote and are likely to be further restrained
given the lack of clarity on what the new relationship between the European Union and UK will be
and how long it will take to negotiate. Positively, the European Central Bank remains supportive with
the Corporate Sector Purchase Programme (CSSP) active.3 The Bank Of England has indicated that
they will also do whatever it takes to stabilize the markets. Similarly, the UK Treasury is also
indicating some forthcoming simulative fiscal policy.
• There were no new defaults in June 2016. Accordingly, the trailing 12 month default rate on the
CS WELLI was 0.58% at the end o f the month.1

Technicals
• Primary institutional loan issuance reached €2.6 billion over 13 deals in June, a 49% decline on the
same month last year as the Brexit, and the resulting ‘Leave’ vote took its toll on volumes. As a result,
year-to-date volume of €21.1 billion (82 deals), resulted in a slight (2%) incr ease as compared to the
same six months in 2015.
• Notable loan deals in syndication in the period included:
–– €397 million SSL facilities to support PAI’s acquisition of Ethypham, the French headquartered
developer, manufacturer and marketer of pharmaceutical products. The tranche is priced at
E+5.00% and is sued at €0.995.2
–– €250 million SSL facilities to support Investindustrial’s purchase of Artsana, the Italian
headquartered owner of Childcare brands such as Chicco. The tranche is priced at L+4.50% and
issued at €0.99.2
–– €230 million SSL facilities to support Advents’ refinancing of Unit 4, the Netherlands based
cloud-focused software group. The tranche priced at E+4.50% and is sued at €0.995.2
• CLO formation in June totaled €1.6 billion issued (4 deals), around twice the €0.8 billion (2 deals)
issued in the same month last year. In addition, June CLO issuance was higher than the €1.1 billion
average issuance per month over the last 12 months. Discount margins of CLO liabilities widened
considerably following the Referendum vote. For example, pre-Brexit BB discount margins were
6.8-6.9% and widened t o 8.00-8.25% immediat ely following the result. They gradually tightened to
7.25-7.50% t owards the very end of the month. Year-to-date CLO volumes stand at €7.2 billion
(18 deals), €0.35 billion less than the same period in 2015.2
• Based on our understanding of open warehouses and current spread levels on liabilities, we expect
around €10 billion of CLO issuance this year, down on the €13.6 billion seen in 2015.2
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Valuations
• We believe average statistics over a three month basis do not capture the impact of Brexit that
occured at the end of the month. In this regard, the market is in the process of finding a clearing
level for new deals. We believe it is likely to be a 0.50%-1.00% pr emium to pre-Brexit levels.
In keeping with previous months’ Invesco European monthly loan market update commentaries,
we have provided the usual statistics in the following paragraphs.
• The average lagging three month new issue institutional loan spread was EURIBOR + 4.78%, 15
basis points (bps) lower than May. All-in-Yields were down (0.33%) t o 5.46% due t o both the lower
spread as well as a lower Original Issue Discount (OID). Yields on primary single-B rated tranches
were 5.6%. Cr edit metrics remained relatively conservative for new deals and were in-line with May
levels with first lien leverage and total leverage amounting to 4.3 times and 4.6 times respectively.2
• The Credit Suisse Western European High Yield Bond Index total return was -0.46% in June
(See Figure 1), outperforming the SSL market, meaning that high yield bonds have now returned
3.48% on a y ear-to-date basis. At the end of June, the Spread-to-3-year take out for SSLs was
5.90% v ersus the European High Yield bond Spread-to-Worst of 6.13%. 2
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Source: Credit Suisse, as at 30 June 2016. Past performance is not a guide to future returns. An investment cannot be made directly in an index.

1 Credit Suisse Western European Leveraged Loan Index (CS WELLI) as at 30 June2016
2 Standard & Poor’s, Loan Market Commentary and Data (LCD) as at 30 June 2016
3 The European Central Bank on 21 April 2016 announced the Corporate Sector Purchase Programme (CSPP), the programme
is designed to provide further monetary policy accommodation through the purchase of investment-grade euro-denominated
bonds issued by non-bank corporations established in the euro area and help inflation rates return to levels below, but close
to, 2% in the medium t erm. For more information about the CSPP, please visit www.ecb.europa.eu
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Important information
All data provided by Invesco unless otherwise noted.
Most senior loans are made to corporations with below investment-grade credit ratings and are subject to significant credit, valuation and
liquidity risk. The value of the collateral securing a loan may not be sufficient to cover the amount owed, may be found invalid or may be used
to pay other outstanding obligations of the borrower under applicable law. There is also the risk that the collateral may be difficult to liquidate,
or that a majority of the collateral may be illiquid.
Compared to investment grade bonds, junk bonds involve a greater risk of default or price changes due to changes in the issuer’s credit quality.
Diversification does not guarantee a profit or eliminate the risk of loss.
This document is written, unless otherwise stated, by Invesco professionals. The opinions expressed herein are based upon current market
conditions and are subject to change without notice. This document does not form part of any prospectus. This document contains general
information only and does not take into account individual objectives, taxation position or financial needs. Nor does this constitute a
recommendation of the suitability of any investment strategy for a particular investor. While great care has been taken to ensure that the
information contained herein is accurate, no responsibility can be accepted for any errors, mistakes or omissions or for any action taken in
reliance thereon. Opinions and forecasts are subject to change without notice. The value of investments and any income will fluctuate (this may
partly be the result of exchange rate fluctuations) and investors may not get back the full amount invested. Neither Invesco Ltd. nor any of its
member companies guarantee the return of capital, distribution of income or the performance of any fund or strategy. Past performance is not
a guide to future returns. This document is not an invitation to subscribe for shares in a fund nor is it to be construed as an offer to buy or sell
any financial instruments. As with all investments, there are associated inherent risks. This document is by way of information only. Asset
management services are provided by Invesco in accordance with appropriate local legislation and regulations.
This document has been prepared only for those persons to whom Invesco has provided it for informational purposes only. This document is
not an offering of a financial product and is not intended for and should not be distributed to retail clients who are resident in jurisdiction where
its distribution is not authorized or is unlawful.. Circulation, disclosure, or dissemination of all or any part of this document to any person
without the consent of Invesco is prohibited.
This document may contain statements that are not purely historical in nature but are "forward-looking statements," which are based on
certain assumptions of future events. Forward-looking statements are based on information available on the date hereof, and Invesco does not
assume any duty to update any forward-looking statement. Actual events may differ from those assumed. There can be no assurance that
forward-looking statements, including any projected returns, will materialize or that actual market conditions and/or performance results will
not be materially different or worse than those presented.
The information in this document has been prepared without taking into account any investor’s investment objectives, financial situation or
particular needs. Before acting on the information the investor should consider its appropriateness having regard to their investment
objectives, financial situation and needs.
You should note that this information:
•
•
•
•

may contain references to amounts which are not in local currencies;
may contain financial information which is not prepared in accordance with the laws or practices of your country of residence;
may not address risks associated with investment in foreign currency denominated investments; and
does not address local tax issues.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. Investment involves
risk. Please review all financial material carefully before investing. The opinions expressed are based on current market conditions and are
subject to change without notice. These opinions may differ from those of other Invesco investment professionals.
The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into whose possession this marketing
material may come are required to inform themselves about and to comply with any relevant restrictions. This does not constitute an offer or
solicitation by anyone in any jurisdiction in which such an offer is not authorised or to any person to whom it is unlawful to make such an offer
or solicitation.
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