
 

 

 

 

 

 

 

 

 

 

 

 



 

A STRONG START, HALTED BY GEOPOLITICAL UNTERTAINTY 

FY2021 closed strongly in terms of both loan supply and 

demand, with $1.1 trillion of in new volume feeding hungry 

CLO’s and mutual funds.  January saw a continuation of 2021 

momentum.  Monthly volume was the second highest for a 

January period on record.   The new year’s bulging new-issue 

pipeline brought in $72.7 billion of supply alone, meeting heavy 

investor demand.  Momentum dissipated in February and 

March, however as rising interest rates, persistent inflation and 

geopolitical events dampened enthusiasm on both sides of the 

supply / demand equation. 

 

 

 

 

JANUARY: MARKET REMAINS HOT 

The month of January marked the second-highest total of 

institutional loan volume ever for that month.  M&A activity 

accounted for 69% of volume, mainly driven by private-

equity backed transactions.  M&A activity had been strong 

since 2021 due to healthy balance sheets and cheap debt.  

While slowing volume was expected in advance of 

anticipated interest rate hikes and slowing economic growth 

forecasts, volume nevertheless remained strong. In 

actuality, rate hikes and increasing inflation provided a bit of 

tailwind for the leveraged loan market in late 2021 and early 

January as investor demand shifted in favor of floating rate 

assets and retail investors began allocating funds to loans.  

Net inflows into the floating rate asset class reached weekly 

records in late January, with the last three weeks of the 

month averaging inflows of $2.04 billion. 

 

 

Q1 2022 

EQUITY MARKET COOLS, LOANS MANAGE RETURN 

By January month end the equities market had dramatically cooled, with the S&P 500 posting its worst monthly loss since March 
2020, dropping 5.17%.   January’s 0.36% loan return, although favorable compared to other asset classes, was the lowest since 
2016 as early month gains were quickly wiped away by five consecutive days of declines coming at month end. 



 

 

DEFAULT RATE REMAINS LOW 

Notwithstanding sharp macro volatility, 12-month issuer 

default rates remained at a 10-year low of 0.19% in 

Q122.  As a lagging indicator, inflation and interest rate 

increases are likely to have some impact on the rate of 

issuer default.  However, a market unsettled by 

geopolitical risk is relatively uncorrelated with distress 

or at heightened risk of default.  Based on an LCD survey, 

the default rate is anticipated to increase to the 0.75%-

1.50% rate in 2023.  By historical standards, this is still a 

fairly modest rate of default.  

 

FEBRUARY & MARCH, VOLATILITY PIERCES LOAN 

MARKET  

Russia’s invasion of Ukraine in February took the market on a 

roller coaster ride, causing all asset classes to close out the 

month deep in the red.   Geopolitical tensions combined with 

volatile financial markets, inflation at a 40-year high and 

impending interest rate hikes caused February high yield debt 

issuance to halt.  On February 24th, the S&P/LSTA Leveraged Loan 

Index experienced its worst daily decline since October 2020 of 

0.45% as investors digested the news of the invasion. The next 

day prices partially recovered with the index rising 0.28%, the 

largest daily gain since June 2020. 

 
Volatility continued into early March with the Index losing 1.98% 

in the three weeks after the initial invasion, the loan secondary 

market enduring an acute selloff, and new issuance remaining 

heavily muted.  The market saw a turning point mid-March as the 

secondary market reclaimed some of its losses and as new 

issuance began to pick up amongst a stabilizing environment. 

 

 

 

 



 

 

LOAN SUPPLY DAMPENS 

Institutional loan volume increased $108.5 billion in Q1 

2022, 98% of which was tied to the SOFR based pricing 

index.  January represented 67% of Q1 issuance; activity 

slowed as market and pricing conditions worsened amid 

the Russian invasion.  Market sentiment is erring on the 

side of holding and delaying until the dust settles.  

 

PRICING FLEXES UP, SPREADS WIDEN 

Prior to February, market flex pricing reductions far 

outnumbered price increases, signaling a high and improving 

level of excess market demand.  By March, the ratio of 

reductions to increases flipped as investors demanded higher 

pricing to correlate with the secondary market decline.  As 

primary issuance dried up and prices widened, many deals in 

the market were pushed to the sidelines and those that were 

completed featured price concessions. 

 

 The new issue spread for institutional loans jumped to 453 

bps from Januarys 11-month low of 374 bps and the floor 

benefit diminished.  Concurrently, the average yield-to-

maturity (based on a 4-year convention with respect to 

original issue discount) jumped 136 bps to 5.79%, the highest 

level since June 2020. 

 

 

 

 

 

 IMPACT OF RATE HIKES 

Of the several interest rate hikes anticipated for 2022, the 

first 25bps increase occurred in mid-March. Historically, 

rate hikes have boosted sentiment in favor of the floating 

rate leverage loan asset class, helping to drive fund 

inflows.  Inflows were $18.2 billion in Q1 2022, versus 

$33.9 billion in all of 2021. 

 



 

 

SLOW QUARTER FOR CLOS 

CLO issuance began the quarter lower than usual as deals were rushed to close in 4Q21 in advance of the LIBOR-SOFR 

transition deadline.  2022 Q1 issuance totaled $39.8 billion; 23% below 2021’s Q1 activity but ahead of activity in Q1 2019 

and 2020. 40% of that volume was issued in February before news of the invasion broke out.  Looking forward, issuance is 

likely to recover to normal levels.  Investor sentiment in favor of floating rate risk is likely to support CLO issuance activity.  Of 

note, portfolio managers have more than $100 billion in warehouses ready to market, pending stabilization of market 

conditions.  Barring further destabilizing events, ARC anticipates a recovery of secondary trading levels and primary issuance 

pricing as a result. 

 

EUROPE FOLLOWS PACE 

The European loan market followed the US market pattern, 

with high levels of activity earlier in the quarter followed by a 

sharp decline amid geopolitical uncertainty and finishing with 

slow recovery of volume. January’s $14.6 billion issuance far 

exceeded its $8 billion 10-year monthly average. The loan 

volume decline resulting from Russia’s invasion of Ukraine 

was more dramatic in Europe with only $6.2 billion and $431 

million of loan issuance in February and March respectively. 

According to one European banker, “the shock from Russia’s 

invasion of Ukraine and instability across markets made it 

impossible to price anything.” 

 

Europe’s CLO market remained active come quarter end 

despite halted loan and bond activity. 23 deals (representing 

9.8 billion) were issued in Q122 compared to 20 deals 

(representing 7.8 billion) at this time last year. The flexibility 

of the European CLO (i.e. shorter structures allowing repricing 

in a year, shorter non-call and reinvestment periods) 

supported this higher issuance despite pricing volatility. 

Year-to-date, the Europe has seen no defaults in 2022. 

 

 



 M&A CONCERNS 

After a record breaking 2021, M&A activity was expected to 

maintain its momentum into 2022. The outlook at the onset of 

the year was strong given January’s healthy equity market and 

attractive borrowing costs combined with companies’ enhanced 

cash positions post-pandemic. At that time, interest rate hikes 

represented the main concern for M&A activity.  However, the 

market consensus was that rising rates were “not enough to 

derail it”.  

As the quarter, geopolitical conflict overseas resulted in global 

market turmoil which quickly contributed to M&A fundraising 

and pricing uncertainty.  As conditions stabilize, ARC expects 

pricing and fund-raising equilibrium to be re-established, 

resulting in a recovery of activity.   

 

LOOKING FORWARD 

Previous surveys conducted by LCD pointed to a majority of 

respondents anticipating a market correction near the end of 

2022 or in early to mid-2023. Inflation leads the list of concerns 

as it maintains a 40-year high.  However, market observers are 

generally optimistic that pricing and volume normalcy will 

return to the markets in 2022.  Market observers generally 

expect the 12-month rolling default rate to remain low.   Fed 

rate increases are likely to boost fixed income demand.  The 

floating rate asset class is likely It be a significant beneficiary of 

this trend.  ARC expects this to support a recovery of pricing, 

which in turn will support ongoing M&A activity.  ARC expects 

the remaining 3 quarters of 2022 to be favorable for the loan 

market, with low default rates continuing to support CLO 

issuance, mutual fund inflows and new issue M&A activity.    

ARC expects default rates, which are currently very low, to 

remain at favorable levels through 2022 and well into 2023.  

While ARC expects default rates to increase somewhat in the 

second half of 2023, ARC expects the current historically 

favorable default environment to continue. 

 



 

 

 

 


