
US and European AAA-rated CLOs may offer investors a compelling blend of investment 
grade (IG) income, low duration, and diversification, with USD-hedged European 
exposures potentially improving risk adjusted returns through enhanced yield and an 
increased level of diversification relative to US CLOs.

Why US AAA CLOs now?
US AAA CLO tranches sit at the top of the CLO capital structure, backed by senior 
secured loans, and have robust structural protections such as over-collateralization and 
interest coverage tests. Historically, both US and European AAA and AA-rated CLOs have 
never experienced defaults, even through stress episodes such as the Global Financial 
Crisis (GFC) and the Covid pandemic shock.1

US AAA CLOs may offer a variety of benefits to Asia-based investors. 

1.	 Relatively attractive income with investment grade quality: US AAA CLOs typically 
offering yields above traditional short-duration investment grade segments such as 
1–3 year US treasuries, AAA corporate and ABS (asset backed securities), with limited 
duration exposure and lower volatility (Figure 1).

2.	 Spread premia for structural complexity rather than for stepping down in  
credit quality.

3.	 Close to zero interest rate sensitivity or duration through a floating rate feature, 
helping investors to reduce volatility and to navigate uncertain rate environments.

This alternative asset class can potentially provide diversification benefits to investors 
with lower correlations to traditional IG exposures. Introducing such exposure into fixed 
income portfolios may improve overall risk adjusted return characteristics.
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Key takeaways

	— AAA CLOs have historically offered some of the highest yields available in fixed 
income for a similar investment grade rating.

	— European AAA CLOs may offer higher yields than US AAA CLO allocations when 
hedged back into USD.

	— Combining US and European AAA CLOs may improve diversification and 
potentially deliver better risk-adjusted returns.

1.	 Moody’s Ratings, Structured Finance: Impairment and loss rates of global CLOs: 1993-2024 as 
of June 2025. Past performance does not predict future returns. Historical experiences do not 
predict future outcomes. 

Christopher Crea
ETF Specialist, Asia Pacific



Source: Yield represented by Yield to Worst (YTW). US CLO AAA investments 
represented by J.P. Morgan CLOIE AAA Index, AAA US Corp by Bloomberg U.S. Aaa 
Corp Index, AAA US ABS by Bloomberg US Agg. ABS AAA Index, Bloomberg US Agg 
Bond Index by US Agg, 1-3 Yr Treasuries by U.S. Treasury: 1-3 Year Index and 1-3 year U.S. 
Corp by component of the US Agg index. Euro CLO AAA investments represented by 
represented by J.P. Morgan Euro CLOIE AAA TR. Euro Agg 1-3yr by Euro-Agg: 1-3 Year 
Index. Euro Securitized AAA by Bloomberg Euro-Agg: Securitized - AAA Index. Euro Agg 
by Bloomberg Euro-Agg Index. Euro Corp IG by Bloomberg Euro-Agg: Corp Index. Euro 
Corp AAA by Bloomberg Euro-Agg Corp Aaa Index and Euro Agg Treasury 1-5 Yr by Euro-
Aggregate: Treasury Index 1-5 Year. An investment cannot be made directly in an index. 
Past performance does not predict future returns. All data as of 31 March 2026.

Strengthen US AAA CLOs with European AAA CLOs
The European CLO market has grown into a sizeable, institutional-quality segment 
alongside the US, with a deep AAA universe. For Asia-based investors that already 
allocate to US AAA CLOs, European AAA CLOs can potentially provide:

1.	An additional, differentiated loan universe with higher yields than US CLOs on a USD 
hedged basis (Figure 1). 

2.	European CLOs are backed by European senior secured loans, offering exposure to a 
distinct mix of industries and issuers versus the US loan market.

3.	Sector and country concentrations differ meaningfully. For example, European 
transactions often show greater exposure to telecoms, healthcare and business 
services and less exposure to technology or oil and gas.

4.	Comparable quality, historically complementary performance: European AAA CLOs 
share many of the same structural attributes as their US counterparts i.e., senior 
ranking, floating rate, and strong covenants and similarly have never seen AAA 
defaults. European AAA CLOs have historically delivered a combination of attractive 
yields, close to zero duration and better risk adjusted returns relative to short dated 
European government and corporate benchmarks (Figure 2).
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Figure 1
AAA CLOs offer higher yields relative to other fixed income 



Incorporating European AAA CLOs into fixed income portfolios means diversification 
to US AAA CLOs across currencies and cycles through differentiated leveraged loan 
fundamentals and supply/demand dynamics that can diverge from the US while 
providing meaningful yields. 

For USD based investors in Asia who are running global credit books, blending US and 
European AAA CLOs may result in smooth return profiles through regional economic 
cycles while keeping overall portfolio quality anchored at AAA.

However, unhedged European exposure can introduce currency volatility that can 
overwhelm underlying credit returns. While Euro policy rates are lower than USD rates 
as they are now, hedging European AAA CLO exposures back into USD may turn FX into 
a positive carry source. European AAA CLOs with a USD hedge may deliver yields above 
prevailing US AAA CLO yields and can potentially act as a strong diversifier to IG portfolio 
sleeves alongside US AAA CLO allocations.

Why combining US and European AAA CLOs could be compelling for Asia-based 
investors
For Asia-based investors using a USD base, a combined allocation to US and European 
AAA CLOs may increase income portfolios, add diversification, and improve risk adjusted 
returns.  

•	 Investors can look to US AAA CLOs as a high quality, low duration core, targeting 
improved yield and Sharpe ratios versus traditional short dated IG credit.

•	 Investors can introduce a sleeve of European AAA CLOs to access a complementary 
loan universe and regionally diversified CLO structures, while maintaining AAA 
average rating and robust historical performance characteristics.

•	 Investors can look to hedge Euro exposures back to USD to transform currency risk into 
a controlled source of incremental carry without compromising on quality or interest 
rate sensitivity.

For investors across Asia, this combination represents a differentiated way to consider 
enhancing resilient income potential, diversify credit risk and position portfolios for an 
evolving rate environment, all within the familiar risk framework of investment grade 
credit.
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Figure 2
European AAA CLOs: Higher return, lower volatility, minimal duration

EUR AAA 
CLO

Euro Agg EUR AAA 
IG Corp

EUR Govt 
1-3yr

EUR IG 
1-3yr

Annualised return 3.02% -1.92% -1.86% 0.60% 1.49%

Annualised volatility 1.07% 5.25% 5.14% 1.57% 1.41%

Return / Volatility 2.81 -0.37 -0.36 0.38 1.05

Yield 3.92 3.37 3.11 2.74 3.39

Duration 0.06 6.27 4.15 1.92 1.92

Average rating AAA A+ AAA A+ BBB+

Source: Bloomberg, JPM, Invesco, as at 31 Dec 2025. EUR AAA CLO represented by 
the J.P. Morgan Euro CLOIE AAA Total Return Index, Euro Agg by the Bloomberg Euro 
Agg Total Return Index, EUR  AAA IG by the Bloomberg Euro Agg Securitized AAA Total 
Return Index , EUR Govt 1-3yr by the Bloomberg Euro-Aggregate Treasury 1-3 Year 
TR Index, and EUR IG 1-3yr by the Bloomberg Euro Agg Corporate 1-3 Year TR Index. 
Returns may increase or decrease as a result of currency fluctuations. Data as of 31 
March 2026. Past performance does not predict future returns.



Investment risks
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.
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Forward-looking statements are not a guarantee of future results. They involve risks, uncertainties, and 
assumptions. There can be no assurance that actual results will not differ materially from expectations.

This is marketing material and not financial advice. It is not intended as a recommendation to buy or sell 
any particular asset class, security, or strategy. Regulatory requirements that require impartiality of 
investment/investment strategy recommendations are therefore not applicable nor are any prohibitions 
to trade before publication.

By accepting this document, you consent to communicate with us in English, unless you inform us 
otherwise. Data as at May 2026, unless otherwise stated.

For the distribution of this document, Continental Europe is defined as Austria, Belgium, Denmark, Finland, 
France, Germany, Greece, Italy, Ireland, Luxembourg, Netherlands, Norway, Portugal, Spain, Sweden, and 
Switzerland.

All articles in this publication are written, unless otherwise stated, by Invesco professionals. Views and 
opinions are based on current market conditions and are subject to change. This publication does not form 
part of any prospectus. This publication 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.
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This publication 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 
publication is by way of information only. This document has been prepared only for those persons to 
whom Invesco has provided it. It should not be relied upon by anyone else and you may only reproduce, 
circulate and use this document (or any part of it) with the consent of Invesco. Asset management services 
are provided by Invesco in accordance with appropriate local legislation and regulations.

This publication is issued:

–   in Hong Kong by Invesco Hong Kong Limited景順投資管理有限公司, 45/F, Jardine House, 
      1 Connaught Place, Central, Hong Kong. 

–   in Singapore by Invesco Asset Management Singapore Ltd, 9 Raffles Place, #18-01 Republic Plaza, 
      Singapore 048619.

–   in Taiwan by Invesco Taiwan Limited, 22F, No.1, Songzhi Road, Taipei 11047, Taiwan (0800-045-066). 		
       Invesco Taiwan Limited is operated and managed independently.

–   in Japan by Invesco Asset Management (Japan) Limited, Roppongi Hills Mori Tower 14F, 6-10-1 
       Roppongi, Minato-ku, Tokyo 106-6114; Registration Number: The Director- General of Kanto Local 		
       Finance Bureau (Kin-sho) 306; Member of the Investment Trusts Association, Japan and the Japan 		
       Investment Advisers Association.

–   in Australia by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, Melbourne, 	
       Victoria, 3000, Australia which holds an Australian Financial Services Licence number 239916.

This document has been prepared only for those persons to whom Invesco has provided it. It should not 
be relied upon by anyone else. Information contained in this document may not have been prepared or 
tailored for an Australian audience and does not constitute an offer of a financial product in Australia. You 
may only reproduce, circulate, and use this document (or any part of it) with the consent of Invesco.

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 dollar amounts which are not Australian dollars;
–   may contain financial information which is not prepared in accordance with Australian law or practices;
–   may not address risks associated with investment in foreign currency denominated investments; and
–   does not address Australian tax issues.

–   in New Zealand by Invesco Australia Limited (ABN 48 001 693 232), Level 26, 333 Collins Street, 		
       Melbourne, Victoria, 3000, Australia which holds an Australian Financial Services Licence number 		
       239916.

This document is issued only to wholesale investors (as defined in the Financial Markets Conduct Act) in 
New Zealand to whom disclosure is not required under Part 3 of the Financial Markets Conduct Act. This 
document has been prepared only for those persons to whom it has been provided by Invesco. 

It should not be relied upon by anyone else and must not be distributed to members of the public 
in New Zealand. Information contained in this document may not have been prepared or tailored for 
a New Zealand audience. You may only reproduce, circulate and use this document (or any part of it) 
with the consent of Invesco. This document does not constitute and should not be construed as an offer 
of, invitation or proposal to make an offer for, recommendation to apply for, an opinion or guidance on 
Interests to members of the public in New Zealand. Applications or any requests for information from 
persons who are members of the public in New Zealand will not be accepted.
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–   in the United States by Invesco Advisers, Inc., 1331 Spring Street NW, Suite 2500, Atlanta, Georgia 
      30309, USA.

–   in Canada by Invesco Canada Ltd., 16 York Street, Suite 1200, Toronto, Ontario M5J 0E6.
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      Advice, Investment Marketing and Portfolio Management Law, 1995 (“the Investment Advice Law”). 		
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