
CLO equity delivered strong returns 
through the financial crisis period

During the Global Financial Crisis (GFC) episode, default rates on the bonds issued by 
collateralized loan obligations, or CLOs, were far lower than those for other structured credit 
products such as CDOs, RMBS, CMBS, and ABS. Legacy structured finance CDOs (SF CDOs) 
and subprime RMBS had average annualized impairment rates of 24.1% and 10.0% respectively, 
vs. just 0.2% for CLO debt tranches (Exhibit 1). CLO equity tranches also performed well 
through the GFC. A study by researchers at the Federal Reserve Bank of Philadelphia finds that 
the median CLO equity tranches issued during 2005-2007 earned 13%-18% lifetime IRRs 
(Exhibit 2). In contrast, most of the equity and debt securities from RMBS, CMBS, and CDO 
transactions from the same period experienced negative returns.
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EXHIBIT 2

CLO equity tranches from 2005-2007 vintage  
transactions earned large positive rates of return
Median CLO equity tranche lifetime IRR by vintage

EXHIBIT 1 

Default rates on CLO bonds from the GFC period were  
far below those for other structured product sectors
Average 12-month impairment rate, 1993-2014

Source: Moody’s, “Default and Loss Rates of Structured Finance 
Securities: 1993 – 2014,” June 2015.

Source: Federal Reserve Bank of Philadelphia, “CLO Performance,” 
Working Paper No. 20-48, November 2021.
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How were CLOs able to avoid the distress experienced by so many seemingly similar 
sectors during the financial crisis? We highlight three factors that contributed to the 
success of CLO equity and that differentiated CLOs relative to other structured finance 
asset classes of this era:

Long-term funding: CLO equity tranches achieve leverage via long-term funding at 
fixed credit spreads. As a result, CLO managers were not forced to sell loan assets 
in the periods of deep market distress experienced during the GFC. By contrast, 
structures that relied on shorter term funding instruments (e.g., repo financing) 
faced margin calls and thus were forced to sell assets at distressed prices, eroding 
returns.

Benefits of senior-secured corporate lending: The business loans that back CLOs 
are senior in the issuers’ capital structures and are typically secured by real estate 
or other corporate assets. As a result, the recovery rates on loans have historically 
been much higher than for high yield corporate bonds, say, which are typically 
junior and unsecured. The high recovery rates on defaulted CLO loan assets in turn 
helped to limit the losses experienced by CLO equity and debt investors during the 
financial crisis period.

Industry diversification: CLO collateral pools are highly diversified across industry 
sectors. Most prospectuses limit the fraction of total pool balance that can be 
allocated to any one sector or obligor. By contrast, many other structured finance 
products were backed by highly similar assets (such as mezzanine subprime RMBS 
bond tranches in the case of CDOs)1, which all defaulted at the same time when US 
real estate prices declined and mortgage foreclosure rates rose.

We believe that the factors above which contributed to solid CLO 
equity returns during the financial crisis period continue to be 
broadly relevant going forward. While past performance is never a 
guarantee of future returns, the resilience shown by CLO equity 
through the historically extreme global financial crisis scenario helps 
contribute to confidence that the strategy can offer positive returns 
even if, as we expect, economic volatility remains elevated over the 
medium-term horizon.

1. “Collateral Damage: Sizing and Assessing the Subprime CDO Crisis”, Federal Reserve Bank of Philadelphia Working Paper No. 11-30/R.



Confidentiality and Other Important Disclosures

This confidential presentation was prepared exclusively by Pretium for the benefit and internal use of the party to 
whom it is directly addressed and delivered (the “Recipient”).  None of the materials, nor any content, may be 
altered in any way, transmitted to, copied, reproduced or distributed in any format in whole or in part to any other 
party without the prior express written consent of Pretium.  As used in this presentation, “Pretium” refers to 
Pretium Partners, LLC and/or its affiliates.

These materials do not constitute, or form part of, any offer to sell or issue interests in an investment vehicle or any 
other entity. Any such offer or solicitation will be made solely by means of a definitive offering document, which 
will describe the actual terms of any securities offered and will contain material information regarding the 
securities.  Any information contained herein will be superseded by information delivered to Recipient as part of an 
offering document. No representation, warranty or undertaking, express or implied, is given as to the accuracy or 
completeness of the information or opinions contained herein. This report discusses general market activity, 
industry, or sector trends, or other broad-based economic, market or political conditions and should not be 
construed or relied upon as research or investment advice.

Past performance is not necessarily indicative of future results and there can be no assurance that targeted returns 
will be achieved. There can be no assurance that Pretium will achieve results comparable to or that the returns 
generated will equal or exceed those of other investment activities of Pretium or that Pretium will be able to 
implement its investment strategy or achieve its investment objectives. Pretium does not make any representation 
or warranty, express or implied, regarding future performance. 

Certain information contained in these materials constitute “forward-looking statements,” which can be identified 
by the use of forward-looking terminology such as “may,” “will,” “should,” “seek,” “expect,” “anticipate,” “project,” 
“estimate,” intend,” continue,” “target,” “plan,” “believe,” the negatives thereof, other variations thereon or 
comparable terminology.  Due to various risks and uncertainties, actual events or results of the actual performance 
of an investment vehicle or strategy may differ materially from those reflected or contemplated in such forward-
looking statements.

Certain information contained in this presentation has been obtained from published and non-published sources 
prepared by third parties, which, in certain cases, have not been updated through the date hereof.  While such 
information is believed to be reliable, Pretium has not independently verified such information nor does it assume 
any responsibility for the accuracy or completeness of such information. Except as otherwise indicated herein, the 
information, opinions and estimates provided in this presentation are based on matters and information as they 
exist as of the date these materials have been prepared and not as of any future date and will not be updated or 
otherwise revised to reflect information that is subsequently discovered or available, or for changes in 
circumstances occurring after the date hereof.


