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Dear Mr. Therriault, Ms. Mears & members of the Valuation of Securities Task Force (“VOSTF”):  
 
We appreciate the opportunity to provide a response to the questions that were posed in the memorandum, 
dated December 12, 2022 regarding the Proposed Methodology for Modelling CLOs. We support the mission of 
promoting transparency and enhancing risk assessment for statutory solvency purposes. We would like to share 
the following thoughts with respect to the NAIC’s CLO Stress Test Methodology and offer the following suggestions 
to improve upon the analysis. We understand that you are not currently looking for feedback on default and 
recovery rate assumptions, but because these assumptions are so fundamental to the overall methodology our 
thoughts and suggestions also touch on these topics. 

Data from the 1970’s and 1980’s is not representative of the current market 

The NAIC’s methodology derives its loan default and loss assumptions based on Moody’s 10-year cohort 
corporate default data, which goes back to 1970. Given the significant changes that took place in the leveraged 
loan market in recent decades, the default and loss experiences before 2000 do not reflect today’s market 
dynamics for the reasons described below.  

• The earliest vintage of CLOs, often referred to as “CLO 1.0”, was issued in the mid- to late-1990s, and 
less than 1%  of “CLO 1.0” vintage remains outstanding. The market evolved to “CLO 2.0” in 2010 and 
to “CLO 3.0” in the mid-2010s. These newer vintages have better structural protections, such as greater 
subordination and tighter portfolio constraints. Given that less than 1% of currently outstanding CLOs 
are from the “CLO 1.0” era (and even fewer reside on insurance balance sheets), appropriate 
assumptions for CLO 2.0 and 3.0 (i.e., those issued on or after 2010) should be the focus.  
 

• Regarding which data to use, high yield (“HY”), leveraged loan, and CLO markets were in their infancy in 
the 1970s and 1980s, and were still nascent in the 1990s. The leverage loan market had few issuers 
prior to 2000 but grew quickly, from $100 billion in 2000, to $500 billion in 2010 and $1.4 trillion in 
August 2022, with increasingly established leverage loan issuers who might have otherwise raised 
capital by selling bonds.  Over the last two decades, the deepening and broadening of the leverage loan 
market has allowed CLO portfolio managers to create more diversified portfolios and enhance their 
ability to manage the portfolios dynamically to reduce losses and build par. Given the significant 
changing landscapes of the leverage loan and CLO markets over time, we believe pre-2000 data are not 
relevant for inclusion in the data set for testing. 
 

• The NAIC uses Moody’s default data, which is comprised of the historical experience of HY, leveraged 
loan, and other issuers. However, leverage loan data is more directly applicable for CLOs since the 
underlying collateral of CLOs is primarily leverage loans. The Morningstar LSTA US Leveraged Loan 
Index, previously known as the S&P/LSTA Loan Index, exhibited consistently lower default rates than 
Moody’s default data, (i.e., the Moody’s Spec Index in the graph below). The differential in default rates 
is as much as 3x for certain years, as shown below.  
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Source: Moody’s, Morningstar LSTA US Leveraged Loan Index (or S&P/LSTA loan index). 
 
Using outlier historical experiences in a base case can skew results 

The purpose of a base case is often to reflect the average experience. The hyper-inflationary periods of the 
1970s and 1980s, with nearly 20% interest rates are not an average scenario, and a repeat of such high 
inflation seems unlikely under today’s monetary, fiscal, and regulatory frameworks. A more reasonable base 
case default rate for NAIC’s Scenarios A and B would be derived from post-2000 data (e.g., a 27% 10-year 
cumulative default rate for single-B rated assets based on Moody’s corporate default study or a default rate 
based on the post-2000 Morningstar LSTA US Leveraged Loan Index data).   For Scenario C, it would be more 
appropriate to apply a stress factor to the base case. For example, increasing a base case 27% default rate by 
a factor of 25% would lead to a 34% default rate. 
 
The stepdown to a 40% leverage loan recovery rate in Scenarios B and C overstates the risk 

While the 64% base case leverage loan recovery rate used in Scenario A is consistent with historical data, the 
40% rate assumed in Scenarios B and C is not justified.  Since the average historical HY bond recovery rate is 
around 40%, the stepdown is analogous to the NAIC assuming CLOs are comprised of 100% senior unsecured 
bonds. This is of course unrealistic since CLOs are primarily backed by senior secured loans. It would be more 
appropriate to apply a stress factor to the base case. For example, lowering the base case 64% recovery rate by 
a factor of 25% would lead to a stepdown rate of 48%. 
 
The transparency of CLOs allows for a “sum of the parts equaling the whole” concept to be applied which 
may disadvantage CLOs compared to other securitized products that don’t have the same transparency 

CLOs offer greater transparency as compared to other securitized products because, unlike most other 
securitized products, there is a great deal of information available about the underlying collateral in CLOs (e.g., 
credit profile, loan pricing). This availability of information and the increased transparency that it provides should 
not be used as a tool to penalize CLOs simply because more analysis and testing is possible as compared to 
other securitized products. 
We would also like to reiterate the position that we took in our letter to the NAIC VOSTF dated July 2022, where 
we indicated that increasing risk-based capital charges on CLO investments understates some key strengths of 

-0.3

0.2

0.7

1.2

1.7

2.2

2.7

3.2

0%

2%

4%

6%

8%

10%

12%

1999 2000 2001 2002 2003 2004 2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015 2016 2017 2018 2019 2020 2021

Moody's Spec Index (by #) S&P/LSTA Loan Index (by #) S&P/(Moody's-S&P) (Right Axis)



PineBridge Insurance Investment Solutions – Comment Letter  
 

 
 

 
 

PineBridge Insurance Investment Solutions – Comment Letter Page 3 

CLOs. We would like to highlight CLOs’ favorable through-the-cycle credit performance relative to other asset 
classes, in part thanks to CLOs’ structural protection, manager value generation, and investor diligence, 
collectively. 
 
Sincerely yours,  
PineBridge Insurance Solutions and Strategies, CLO team, Leveraged Finance team 
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Global Disclosure Statement 

PineBridge Investments is a group of international companies that provides investment advice and markets asset management products and 
services to clients around the world. PineBridge Investments is a registered trademark proprietary to PineBridge Investments IP Holding 
Company Limited. 
Readership: This document is intended solely for the addressee(s) and may not be redistributed without the prior permission of PineBridge 
Investments. Its content may be confidential, proprietary, and/or trade secret information. PineBridge Investments and its subsidiaries are not 
responsible for any unlawful distribution of this document to any third parties, in whole or in part. 
Opinions: Any opinions expressed in this document represent the views of the manager, are valid only as of the date indicated, and are subject 
to change without notice. There can be no guarantee that any of the opinions expressed in this document or any underlying position will be 
maintained at the time of this presentation or thereafter. We are not soliciting or recommending any action based on this material. 
Risk Warning: All investments involve risk, including possible loss of principal. If applicable, the offering document should be read for further 
details including the risk factors. Our investment management services relate to a variety of investments, each of which can fluctuate in value. 
The investment risks vary between different types of instruments. In making an investment decision, prospective investors must rely on their 
own examination of the merits and risks involved. 
Performance Notes: Past performance is not indicative of future results. There can be no assurance that any investment objective will be met. 
No investment strategy or risk management technique can guarantee returns or eliminate risk in any market environment. PineBridge 
Investments often uses benchmarks for the purpose of comparison of results. Benchmarks are used for illustrative purposes only, and any such 
references should not be understood to mean there would necessarily be a correlation between investment returns of any investment and any 
benchmark. Any referenced benchmark does not reflect fees and expenses associated with the active management of an investment. PineBridge 
Investments may, from time to time, show the efficacy of its strategies or communicate general industry views via modeling. Such methods are 
intended to show only an expected range of possible investment outcomes, and should not be viewed as a guide to future performance. There 
is no assurance that any returns can be achieved, that the strategy will be successful or profitable for any investor, or that any industry views 
will come to pass. Actual investors may experience different results. 
Information is unaudited unless otherwise indicated, and any information from third-party sources is believed to be reliable, but PineBridge 
Investments cannot guarantee its accuracy or completeness. All information is sourced from PineBridge Investments unless otherwise noted. 
This document and the information contained herein does not constitute and is not intended to constitute an offer of securities or provision of 
financial advice and accordingly should not be construed as such.  
The securities and any other products or services referenced in this document may not be licensed in all jurisdictions, and unless otherwise 
indicated, no regulator or government authority has reviewed this document or the merits of the products and services referenced herein. This 
document and the information contained herein has been made available in accordance with the restrictions and/or limitations implemented 
by any applicable laws and regulations. This document is directed at and intended for institutional and qualified investors (as such term is 
defined in each jurisdiction in which the security is marketed). Before acting on any information in this document, prospective investors should 
inform themselves of and observe all applicable laws, rules and regulations of any relevant jurisdictions and obtain independent advice if 
required.  
Where applicable, the Manager may determine to terminate any arrangements made for marketing the Shares in one or more jurisdictions in 
accordance with the AIFM Directive and UCITS Directive respectively, as may be amended from time to time. Investors and potential investors 
can obtain a summary of investor rights and information on access to collective redress mechanisms at www.pinebridge.com/investorrights. 

Certain Country Disclosures:  
Australia: PineBridge Investments LLC is exempt from the requirement to hold an Australian financial services license under the Corporations 
Act 2001 (Cth) in respect of the financial services it provides to wholesale clients, and is not licensed to provide financial services to individual 
investors or retail clients. Nothing herein constitutes an offer or solicitation to anyone in or outside Australia where such offer or solicitation is 
not authorised or to whom it is unlawful. This information is not directed to any person to whom its publication or availability is restricted. 
Bermuda: PineBridge Investments Asia Limited is registered as a Class A Registered Person with the Bermuda Monetary Authority pursuant to 
the Investment Business Act 2003 (as amended). 
Hong Kong: The issuer of this document is PineBridge Investments Asia Limited, a company incorporated in Bermuda with limited liability, 
licensed and regulated by the Securities and Futures Commission (SFC). This document has not been reviewed  by the SFC. 
Malaysia: PineBridge Investments Malaysia Sdn Bhd is licensed and regulated by Securities Commission of Malaysia (SC).  This material is not 
reviewed or endorsed by the SC. 
Singapore: PineBridge Investments Singapore Limited is licensed and regulated by the Monetary Authority of Singapore (MAS). In Singapore, 
this material may not be suitable to a retail investor. This advertisement or publication has not been reviewed by the MAS. 
Taiwan: PineBridge Investments Management Taiwan Ltd. Is licensed and regulated by Securities and Futures Bureau of Taiwan (SFB). In Taiwan, 
this material may not be suitable to investors and is not reviewed or endorsed by the SFB. 

Last updated February 2024. For additional legal and regulatory disclosures including other cross border information, please refer to 
https://www.pinebridge.com/en/regulatory-disclosure. 
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