
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 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.

This document is for Professional Clients only in Dubai, Jersey, Guernsey, the Isle of Man, Continental Europe (as defined in the important information at the end) and 
the UK; for Institutional Investors only in the United States; for Professional/Qualified/Sophisticated Investors in Bahrain, Kuwait, Oman, Qatar, Saudi Arabia and the 
United Arab Emirates; for AFPs and Qualified Investors in Chile; for Qualified Clients/Sophisticated Investors in Israel; for Sophisticated or Professional Investors in 
Australia; in New Zealand for wholesale investors (as defined in the Financial Markets Conduct Act); for Professional Investors in Hong Kong; for Qualified Institutional 
Investors in Japan; in Taiwan for Qualified Institutions/Sophisticated Investors; in Singapore for Institutional/Accredited Investors; for Qualified Institutional Investors 
and/or certain specific institutional investors in Thailand; for certain specific sovereign wealth funds and/or Qualified Domestic Institutional Investors approved by 
local regulators only in the People’s Republic of China; for certain specific institutional investors in Malaysia upon request; for certain specific institutional investors 
in Brunei; for Qualified Professional Investors in Korea; for certain specific institutional investors in Indonesia; for qualified buyers in Philippines for informational 
purposes only; in Canada, this document is restricted to i) accredited investors and ii) permitted clients as defined under National Instrument 45-106 and 31-103 
respectively. It is not intended for and should not be distributed to or relied upon by the public or retail investors. Please do not redistribute this document.

Derek Fin
Head of APAC Private Credit Business 
Strategy and Development

Pairing US and European AAA-rated 
CLOs to enhance income opportunities
May 2026

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 when hedged to USD, have seen returns on par with US AAA 
CLOs, while having reduced correlations to some US fixed income.

	— 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. 
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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. An investment cannot be made directly in an index. 
Past performance does not predict future returns. All data as of 31 March 2026.
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Figure 1
AAA CLOs may offer higher yields relative to other fixed income 



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 (Figure 2).

For Asia-based investors that already allocate to US AAA CLOs, European AAA CLOs can 
potentially provide:

1. An additional, differentiated loan universe with spreads currently 10-20bps higher than 
US CLOs on a USD hedged basis (Figure 3).2

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 
returns and close to zero duration, while providing efficiency benefits in a broader US 
portfolio (Figure 3).

2.	Source: Secondary spreads: BofA Global Research, Index through March 13, 2026. 
Primary spreads: Citi Research, Bloomberg, Pitchbook | LCD. As of 4/17/2026.
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Figure 2
Global CLO Market Size
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• 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 3
5 Year Total Return and Volatility

Source: US CLO AAA investments represented by J.P. Morgan CLOIE AAA Index, EUR AAA 
CLO by the J.P. Morgan Euro CLOIE AAA Total Return 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. An investment cannot be made directly in an index. 
Past performance does not predict future returns. All data as of 30 April 2026.

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 enhanced yield 
opportunities 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 potential, add diversification, and improve risk adjusted 
returns.  
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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 
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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 
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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, 
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–   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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