LEVERAGED FINANCE | JANUARY 2026

2025: Positive returns, yet below
expectations as asset dispersion
widens and coupons reprice

- Coupon carry holds, credit
selection poised to drive 2026
outside market tail risks
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Another year of repricings and extensions

European leveraged finance issuance continued

to strengthen in 2025, following the strong recov-
ery in 2024. Leveraged loan and high-yield (HY)
issuance grew by 16% and 27%, respectively, with
both markets contributing half of the €250bn total
volume - just shy of the €255bn record set in 2021.
The €125bn of new loan issuance was split quite
similarly to 2024: 46% refinancings, 34% new M&A,
and 20% recapitalisations. Notably the latter -
dividend transactions - accelerated as anticipated,
with both the relative share and absolute volume
reaching recent highs, underscoring supportive
market conditions and heightened sponsor focus
on returning capital.

2025 marked another year of repricings and
extensions, adding significantly to overall volumes
noted above. Repricings, unfortunately, reached

a new record at €109bn, up from €79bn in 2024,
covering nearly one-third of the index, and
combined with last year, almost 60%. After two
hectic years of maturity extensions (>€40bn p.a.),
amend-and-extend transactions (A&Es) printed
another €45bn, meaning A&Es have reset over
40% of the index during the last three years.

New LBOs, the key driver of new loan supply, con-
tinued to recover, and with €25bn printed, buyouts
are now at least a bit closer to past averages.
However, relatively speaking contribution remains
subdued: In 2023-2025 LBOs accounted for

only 15-20% of annual loan issuance, or 3-7% of
the ELLI index* volume, well below 2016-2022
averages (34% and 16% respectively). Combined
with record high CLO issuance, market continues
to face a persistent undersupply of new assets.

2025 gross return softer than expected

In our last year’s white paper®, we projected
favourable conditions for EUR leveraged loans in
2025, supported by an estimated >6% coupon
carry at an average base rate of 2.2% and a margin
of around 4%. The year ultimately delivered a

total return of 4.1%, driven by an interest carry of
6.4% at an average 2.2% base rate, but offset by
meaningful price consolidation of -2.0%. Unlike
2024, which posted uninterrupted positive month-
ly gross returns and a price gain of 0.7%, 2025
saw a few periods of weakness - most notably in
March-April around Liberation Day, and to a lesser
extent, in October. Ultimately, each quarter ended
in slightly negative price return (Table 1), which
combined with relentless repricing and conse-
guent spread erosion, contributed to the shortfall
relative to our expectations.

After four consecutive years of EUR loans out-
performing EUR HY** by a cumulative 14.5ppts,
EUR HY narrowed the gap to 13.9ppts in 2025,
grossing 5.1% for the year (see Table 8).

Aside from brief uncertainty and some spread
decompression in March-April, risk compensation
remained tight throughout 2025. This was a possi-
bility given the persistent supply-demand imbal-
ances. Primary spreads compressed to an average
of 377bps for the year (vs 467 bps average in
2019-2025, excluding the Euribor floor benefit).
For the broader market, favourable conditions and
repricing activity reduced the index composite
margin by ¢ 30bps to ~370bps. However, on dis-
count margin basis, aggregate price softness left
the year roughly flat at ¢ 450bps (Table 2).
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2. Loan credit spreads (2019-2025)
Credit spreads, basis points over zero floor
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1) https://www.mandatumam.com/48e6ba/globalassets/mam/pdf/mam_leveraged_finance_whitepaper_0125_eng.pdf
*) Morningstar European Leveraged Loan Index “ELLI"). Source: Bloomberg, PitchBook Data Inc, ICE BofA. **) ICE BofA bond indices
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Underlying fundamentals seem solid but
increasingly bifurcated

One of the themes in 2025 was the growing dis-
persion between performing and underperforming
assets. Below, we review select fundamentals of
market “health”: ratings, price dispersion, maturity
wall and default rates. Assets with varying com-
binations of weaker financial metrics, CCC and
B3/B- ratings with negative outlook, challenging
sector conditions, shorter refinancing runways, or
more uncertain sponsor exit valuations and pos-
sibilities, have faced notable secondary pressures
and widening spreads, as investors seek to avoid
increased mark-to-market par losses and, ultimately,
potential credit losses. Notably, CCC spreads in EUR
HY space have not compressed comparably to the
rest of the ratings stack, diverging from historical
patterns.

Table 3 illustrates changes in ratings cohorts

over the past five years and table 4 the upgrade-
downgrade trend. Comparing year-end 2025 to
prior years, trends appear overall healthy: the
share of B+ and B-flat rated cohorts has increased,
particularly at the expense of B-. During 2025,

the share of CCC+ and below has, however, seen

a modest increase from 3.4% to 5.7%. As outlined
in this commentary, the CCC cohort has drawn
increased attention from creditors, reflecting both
the significant spread pickup and the range of
possible outcomes for these credits. Lastly the trend
in ratings changes (Table 4) does not suggest any
material weakening relative to historical norms, but
rather appears range-bound, with a skew towards
downgrades.

With regards to asset dispersion or bifurcation, the
lower cohort of stressed assets priced below 80, has
risen from under 2% to 5% (for comparison, 2022
briefly peaked at ¢ 7% in a risk-off market), explain-
ing some of the negative price development in the
index. Conversely, performing assets maintained
strong momentum, pricing at par and above. Out-
side of the brief dip following Liberation Day, share
of above-par loans averaged over 50% for the year,
peaking at 70% in February and closing the year at
64% (=101 at 8%, highest since 2017 when it peaked
at 50%). This reflects robust demand for high-
quality assets and sustained repricing pressures,
with spreads tightening - E+325-350bps becoming
almost standard for strong names. This again is
partly an outcome of the imbalance between strong
CLO demand and limited supply of new-money
LBOs, with the latter perhaps finally shaping up as a
potential driver for 2026, particularly in light of the
sizable inventory of assets slated for exit.
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5. ELLI Index prices (2021-2025)
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Underlying fundamentals seem solid but
increasingly bifurcated (continued)

Briefly on the maturity profile: thanks to the
steady flow of A&Es over the past three years, the
ELLI index remains well-addressed. Only 3% of
the ELLI index now falls due in 2026-2027 (down
from 12% a year ago), while the 2028 maturity
balloon has been reduced to 21%.

Loan default rates (ELLI index) remained low and
credit conditions broadly benign in 2025, aver-
aging just 0.7%, although monthly rates picked

up to 1.4-1.5% by year-end. A notable statistical
development was PitchBook’s introduction of
liability management exercise (“LME”)-adjusted
EUR loan default rate covering the past three
years. The average default rate in 2025 was 2.0%,
and 2.4% over the past three years, compared
with the index-level “hard” defaults averaging 1.3%
over the same period, thus adding roughly Tppt
fromm LME-driven situations. Despite this statisti-
cal adjustment, absolute levels remain relatively
low although the data may still fail to capture all
comparable cases in the market. For perspective,
the US loans* LME-adjusted default rate aver-
aged 4.2% in 2025 and 3.8% since 2023, while
index-level average all-in spreads were roughly
40bps tighter than European comparables both in
2025 and over the 2023-2025 period.

For long-term investors, current market conditions
present challenges at the higher end of the credit
quality spectrum due to continued spread com-
pression and opportunistic issuance, underscoring
the need for selective capital deployment. Con-
versely, weaker assets require careful underwriting
while technical drivers such as CCC downgrades
and deeper discounts they trigger, can present
compelling credit-picking opportunities, offering
yields in the 10-15% range.

Outlook for 2026

We reiterate our constructive outlook for 2026,
with 2025 year-end ELLI loan index yield of 6.6%,
supported by still-attractive coupon carry of
5.7% (excluding curve) and some potential up-
side value in oversold assets. Regarding coupon
potential, Euribor has now turned flat to slightly
upward-sloping, while spreads remain somewhat
constrained by tight market conditions, with the
well-liked names trading at the more expensive
end.

6. ELLI maturity wall (2025)
ELLI Index loan maturity distribution, % of total
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7. ELLI default rates (2023-2025)
Default rate % by three different measures
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Secondary market looks to remain two-fold for
now, favoring selective credit-picking. For agile
and flexible mandates and managers, some of
these oversold assets will, in our view, be one of
the essential drivers of potential future relative
overperformance. Barring significant sell-offs
and pronounced mark-to-market volatility, 2026
should have grounds for around or above long-
term average gross returns (5-6%).

*Morningstar US Leveraged loan index
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Appendix (select updated tables)
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8. European leveraged loans total return vs. European HY, IG and Government bonds

Total return as of 12/2025
1year 5years 10 years

4.1% 30.9% 53.2%

2.7% -2.9% 13.2%
20 W

80
70
2021 2022 2023 2024 2025
EUR HY* —FEUR IG* EUR Gov* - EUR Leveraged Loans*

EUR HY

EUR IG

EUR GOV

EUR Loans

YTM* 58% 39% 31% 49% 33% 32% 32% 77% 65% 59% 5.6%
Gross return 9.1% 6.7% -3.6% 11.3% 2.8% 3.3% -11.5% 12.0% 8.6% 5.1%
YTM* 1.5% 09% 0.9% 1.3% 0.6% 0.3% 0.6% 42% 3.5% 3.2% 3.3%
Gross return 54% 2.0% -11% 6.5% 2.9% -1.2% -151% 82% 4.3% 2.7%
YTM* 0.7% 0.4% 06% 08% 02% -02% 01% 3.2% 2.7% 2.7% 29%
Gross return 33% 01% 1.0% 6.8% 49% -3.4% -182% 6.7% 18% 0.6%
YTM* 51% 4.6% 3.8% 42% 40% 43% 4.0% 86% 91% 7.3% 6.6%
Gross return 38% 36% 1.3% 49% 24% 52% -3.5% 13.5% 9.2% 4.1%

*) Yield prior year-end

The first table summarizes annual gross returns
for the selected credit segments alongside their
starting yields for each year. The second table
presents mid-term EUR loan performance under
varying levels of accumulated credit losses,
excluding market price volatility. As expected,
annual returns often diverge from initial yield
expectations due to fluctuations in market pric-
es driven by spread movements, interest-rate
changes and duration impact, as well as real-
ized credit losses. In other words, yields rarely
materialize in a smooth, linear fashion over time.
The second table therefore takes a simplified
approach by stripping out price volatility and
focusing solely on accumulated losses and the
resulting net returns.

9. Three-year annualised return scenarios**
as a function of default and recovery rates
(with forward curve)

Annual default rate 2026-2028

90% 6.7% 6.6% 6.5% 6.4%
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60% 6.4% 6.0% 56% 52%

50% 6.3% 58% 53% 4.8%
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1
1
1
1
|
1
1
1
A

**) lllustrative return for an investment into a loan portfolio with
ELLI’s price (96.7), margin (368bps) and maturity (4.5 years).
Assuming par repayment and a linear price increase towards maturity
excluding defaults that are exited at recovery value. Assuming
forward curve for 3m Euribor as of 12/2025.

*) ICE BofA bond indices, Morningstar European Leveraged Loan Index “ELLI”
Source: Bloomberg, PitchBook Data Inc, ICE BofA.
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MANDATUM

Mandatum is a major financial services provider, combining expertise in asset and wealth management
and life insurance. Clients include institutional and professional investors, companies and private indi-
viduals. The company offers a broad range of services, encompassing asset and wealth management,
compensation and rewards, supplementary pensions and personal risk insurance. Mandatum has been
listed on Nasdaqg Helsinki since 2023.

Asset and wealth management clients are served with extensive resources, strong investment
expertise and long-standing experience in the core areas of credit, alternatives and equity selection.
Mandatum’s portfolio management team manages both the Mandatum Group’s own balance sheets
and its clients’ assets, offering economies of scale. Products and services are closely aligned with the
company’s own investment approach.
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DISCLAIMER

This document is being provided to you for marketing and informational purposes only and does not
constitute investment advice or a solicitation to invest or to participate in any trading, investment
strategy or an offer to buy or sell any security or other financial instrument. The presented informa-
tion is based on the information available at the time the article was created as well as on the views
and estimates of Mandatum Asset Management Ltd and Mandatum Group (“Mandatum”) at that time.
The information may change without notice and Mandatum is under no obligation to ensure that such
updates are brought to your attention.

The investments discussed on this article may not be suitable for all investors. Investors should make
their own investment decisions based upon their own financial objectives and financial resources and,
if in any doubt, should seek advice from investment, legal and tax advisers.

Investment involves risk. The value of investments and the income from them can go down as well as
up and you may not get back the amount originally invested. Past performance does not guarantee
future returns. If an investment is denominated in a currency other than your base currency, changes
in the rate of exchange may have an adverse effect on value, price or income.

This document has been prepared from sources Mandatum believes to be reliable, but we do not
guarantee its accuracy or completeness and do not accept liability for any loss arising from its use.
Mandatum reserves the right to remedy any errors that may be present in this document.

THE MORNINGSTAR ENTITIES DO NOT GUARANTEE THE ACCURACY AND/OR THE COMPLETE-
NESS OF THE MORNINGSTAR EUROPEAN LEVERAGED LOAN INDEX OR ANY DATA INCLUDED
THEREIN AND MORNINGSTAR ENTITIES SHALL HAVE NO LIABILITY FOR ANY ERRORS, OMISSIONS
OR INTERRUPTIONS THEREIN.

SOURCE ICE DATA INDICES, LLC (“ICE DATA”), IS USED WITH PERMISSION. ICE® IS A REGISTERED
TRADEMARK OF ICE DATA OR ITS AFFILIATES, AND BOFA® IS A REGISTERED TRADEMARK OF
BANK OF AMERICA CORPORATION LICENSED BY BANK OF AMERICA CORPORATION AND ITS
AFFILIATES (“BOFA”) AND MAY NOT BE USED WITHOUT BOFA’S PRIOR WRITTEN APPROVAL.

ICE DATA, ITS AFFILIATES AND THEIR RESPECTIVE THIRD PARTY SUPPLIERS DISCLAIM ANY AND
ALL WARRANTIES AND REPRESENTATIONS, EXPRESS AND/OR IMPLIED, INCLUDING ANY WAR-
RANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR PURPOSE OR USE, INCLUDING
THE INDICES, INDEX DATA AND ANY DATA INCLUDED IN, RELATED TO, OR DERIVED THEREFROM.
NEITHER V.6 071320 ICE DATA, ITS AFFILIATES NOR THEIR RESPECTIVE THIRD PARTY SUPPLIERS
SHALL BE SUBJECT TO ANY DAMAGES OR LIABILITY WITH RESPECT TO THE ADEQUACY, AC-
CURACY, TIMELINESS OR COMPLETENESS OF THE INDICES OR THE INDEX DATA OR ANY COM-
PONENT THEREOF, AND THE INDICES AND INDEX DATA AND ALL COMPONENTS THEREOF ARE
PROVIDED ON AN “AS IS” BASIS AND YOUR USE IS AT YOUR OWN RISK. ICE DATA, ITS AFFILIATES
AND THEIR RESPECTIVE THIRD PARTY SUPPLIERS DO NOT SPONSOR, ENDORSE, OR RECOM-
MEND MANDATUM, OR ANY OF ITS PRODUCTS OR SERVICES

STOXX Limited (“STOXX”) is the source of the indices and the data comprised therein. STOXX has not
been involved in any way in the creation of any reported information and does not give any warranty
and excludes any liability whatsoever (whether in negligence or otherwise) - including without limita-
tion for the accuracy, adequateness, correctness, completeness, timeliness, and fitness for any pur-
pose - with respect to any reported information or in relation to any errors, omissions or interruptions
in the indices or its data. Any dissemination or further distribution of any such information pertaining
to STOXX is prohibited.
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