
Supported by high interest rates, syndicated bank loans had a stellar 2023 and are currently 
providing a historical level of income. With higher borrowing costs persisting in 2024, we 
anticipate an increase in default rates and periodic volatility, but the technical setup remains 
favourable. When paired with the high level of current income offered in the loan market (~9.3% 
current yield), the loan asset class continues to look attractive. We believe credit selection will be 
essential to generating highly competitive risk-adjusted returns.
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Chart Source: CQS, ICE and Morningstar LCD as at 31 December 2023. Indices used include C0A0, ER00, H0A0, 
H9PC, LLI and ELLI. Please refer to the end of this document for index descriptions. This document includes historic 
returns and past performance is not a reliable indicator of future results. The value of investments can go down as 
well as up.

13.3% 2023 was an impressive year for loan market returns, fueled by high levels 
of income and secondary price appreciation. As the chart below shows, 
the US loan market returned 13.3% (in USD) while the European index 
returned 15.9% (USD hedged).1

With interest rates rising across the globe, the current yield associated 
with US and European loans steadily increased throughout the year. 
Outside of March (US regional banking concerns), May (recession fears 
rising) and October (geopolitical tensions rising), 2023 was very much a 
risk-on year.

These brief periods of volatility created short-lived buying opportunities. 
As inflation moved from peak levels and recession fears/probabilities 
declined, lower quality loans outperformed across the board. US CCC 
rated loans outperformed all other rating categories globally, returning 
17.5%. CLO demand was more than enough to meet an underwhelming 
new issue calendar.

While fundamental borrower performance was stable overall, pockets 
of weakness emerged on an idiosyncratic basis. Industry and borrower-
specific challenges pertaining to margins and cash flow caused the default 
rate to move up 70 bps in the US (to 1.5% at year-end) and 100 bps in 
Europe (1.4%).1 Despite the rise, these default rates still remain below 
long-term averages.

• Strong total returns 
• Lower quality outperformed
• European loans outperformed US loans
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2024 Outlook

As broadly syndicated loans enter 2024, both the US and European 
markets find themselves with elevated yields on an index level. The US 
has a current yield of 9.9% (94th percentile post Global Financial Crisis, 
“GFC”) and Europe has a current yield of 10.7% (96th percentile post-
GFC).1 This level of income serves two important functions:

1)  Provides a strong base for 2024 returns

2)  Acts as an insulating effect for any single name or mark-to-market 
volatility

With the higher cost of borrowing persisting into 2024, we do anticipate 
an increase in defaults throughout the year. Idiosyncratic credit 
decompression indicates a market in which credit selection will be critical 
to delivering performance. Our expectation is for continued periodic 
volatility throughout the year. The geopolitical backdrop remains tenuous, 
with conflict in the Middle East and the upcoming US Presidential election 
in November. A proactive and nimble approach to managing macro risk will 
be critical.

Loan spreads have continued to trend upwards in both Europe and the 
US over the last twelve months, as illustrated by the below chart. Given 
elevated base rates versus recent history, we believe that loans remained 
positioned to deliver exceptional current income versus the broader fixed 
income universe. Current yields (reflecting that income) are registering in 
the top decile of levels since the GFC.
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• Elevated current income 
• Idiosyncratic credit and macro dispersion

3Source: 1Morningstar LCD as at 31 December 2023. 



1.4% 1.4%

4.7% 4.6% 4.8%
5.3%

7.5%

1.0% 1.4%

3.4%

4.2%
4.6%

5.0%

8.4%

%

1%

2%

3%

4%

5%

6%

7%

8%

9%

US IG EUR IG US HY EUR HY US Loans EUR Loans US CLO (BB)

How CQS is Positioning for 2024

Our goal is to continue our strategy from last year: maintain high levels of 
quality income while rotating into high conviction loans which we anticipate 
will outperform on a fundamental basis.

Credit selection will focus on three key factors: 

1)  Resilient free cash flow in the face of higher rates for longer; margin 
stability and growth

2)  Demand in an uncertain economic environment

3)  Geographic relative value will also come into play in 2024 with 
the potential for differing central bank behaviour and macroeconomic 
backdrop

The ability to navigate seamlessly between the US and European markets 
will be a useful tool to help deliver performance. We believe that European 
loans will continue to be outperformers in the sub-Investment Grade 
corporate credit space. 

Chart Source: CQS, ICE, BBG and Morningstar LCD as at 31 December 2023. Indices used include ER00, C0A0, 
H9PC, H0A0, ELLI, LLI, and the J.P. Morgan CLO BB Index. Please see the end of the presentation for index 
descriptions. US CLO BB index data taken since its inception on 3 January 2012. 
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• High quality income 
• Credit selection
• Geographic diversification

“The ability 
to navigate 
seamlessly 

between the US 
and European 
markets will be 
a useful tool”

Asset Class Spreads
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European Loans as a Diversifier   
• Outperformance as an asset class
• Sound fundamentals
• Stable buyer base

While roughly a quarter the size of the US market, European loans 
have been the best performing asset class in sub-Investment Grade 
corporate credit over the last 10 years. The below chart illustrates the 
respective sizes of the US and European loans market by notional USD 
value over the past 10 years. European loan performance has been 
due to a combination of factors including: lower default rates; higher 
spreads; and a buyer base with a longer investment horizon which is 
less sensitive to mark-to-market movements. 

1) CLOs represent 70% of the European loan buyer base which are 
cash flow arbitrage and longer maturity vehicles. This has led to more 
stable secondary prices and higher spreads.

2) The European Loan market has had a default rate consistently below 
the US Loan, and US and European High Yield markets.

3) Stronger legal documentation and more stringent directors’ liability 
has also led to fewer incidents of lender versus lender negative 
restructuring outcomes.

We continue to view the European loan market as an important 
opportunity set within both our Global Loan and Multi-Asset Credit 
capabilities.
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Source: 1CQS, ICE and Morningstar LCD as at 31 December 2023. Indices used include ER00, C0A0, H9PC, 
H0A0, ELLI and LLI. Please see the end of the presentation for index descriptions. 

Annualised Returns (USD Hedged)1

US
IG

EUR
IG

US
HY

EUR
HY

US
Loans

EUR
Loans

3-year (3.2%) (1.0%) 2.0% 2.8% 5.8% 6.6%

5-year 2.6% 2.0% 5.2% 5.3% 5.8% 6.4%
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Chart Source: Morningstar LCD as at 31 December 2023. This document includes historic returns and past 
performance is not a reliable indicator of future results. The value of investments can go down as well as up.
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Why CQS for Bank Loans?
We believe that credit selection is the key to generating highly competitive risk-
adjusted returns in managing loan portfolios. CQS is a nimble, boutique asset 
manager and does not simply “buy the market.” CQS manages portfolios in 
a benchmark agnostic way, seeking total returns. Our detailed, fundamental 
investment process focuses on individual credit selection to produce a selective, 
high conviction loans portfolio with a history of low default rates.

We seamlessly combine our rigorous credit selection process with top-down 
sector allocations, actively trading loan portfolios to select the best-risk adjusted 
investments for both global and US-focused strategies.

Why Invest in Loans Today?
• Higher income, lower duration 
• Portfolio diversification 
• Consistency of returns 

Current income levels stand well above the 90th percentile (post-GFC).1 Looking at the 
chart below, with a base rate in excess of 5.2% in the US and nearly 4.0% in Europe, 
the opportunity to generate considerable current income from the loan asset class 
remains. Even if the US Federal Reserve begins a period of rate cuts this year, base 
rates will be in line with pre-GFC levels as opposed to post-GFC levels (Zero Interest 
Rate Policy). 

In addition to high levels of income, bank loans provide diversification benefits to 
fixed income portfolios due to their low correlation to other assets.2 Bank loans have 
also been a very consistent asset class, over the past 10 years, US Loans have 
experienced only two negative years3 (averaging -0.73%) and European Loans only 
one (-1.37% in 2002).

With a still uncertain macroeconomic environment lingering, returns must be protected 
through fundamental credit analysis. Broadly syndicated US and European loans 
comprise a total market size of roughly $1.75 trillion, providing a credit alpha-focused 
manager sufficient opportunity to differentiate on a credit selection basis. 
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Chart Source: Bloomberg as at 31 December 2023. SOFR: Secured Overnight Financing Rate, EURIBOR: Euro Interbank Offered Rate.

Base Rates Have Risen

Jim Fitzpatrick
Chief Investment Officer, 
North America and Head 
of Global Loans
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Source: 1Morningstar LCD as at 31 December 2023. 2Bloomberg as at 31 January 2024. Correlation analysis measured against market 
indices from 1 January 2013 to 31 January 2024. 3Morningstar LCD as at 31 December 2023.



Why Invest in Loans Today?

Index Descriptions: It is not possible to invest directly in an index.
ICE BofAML Euro Corporate Index (ER00) tracks the performance of EUR denominated 
investment grade corporate debt publicly issued in the eurobond or Euro member 
domestic markets.
ICE BofAML US Corporate Index (C0A0) tracks the performance of US dollar 
denominated investment grade corporate debt publicly issued in the US domestic 
market.
ICE BofAML European Currency Fixed & Floating Rate Non-Financial High Yield 
Constrained Index (H9PC) contains all non-financial securities in ICE BofAML European 
Currency Fixed & Floating Rate High Yield Index but caps issuer exposure at 3%.
ICE BofAML US High Yield Index (H0A0) tracks the performance of US dollar-
denominated below investment grade corporate debt publicly issued in the US domestic 
market.
S&P European Leveraged Loan Index (ELLI) covers the European market back to 2003 
and currently calculates on a weekly basis.
S&P/LSTA Leveraged Loan Index (LLI) covers the US market back to 1997 and currently 
calculates on a daily basis. 

 

will involve a number of material risks which include, without limitation, risks 
associated with adverse market developments, currency and exchange rate 
risks, risk of counterparty or issuer default, and risk of illiquidity. Any assumptions, 
assessments, targets (including target returns and volatility targets), statements 
or other such views expressed herein (collectively “Statements”) regarding future 
events and circumstances or that are forward looking in nature constitute CQS’ 
subjective views or beliefs and involve inherent risk and uncertainties beyond 
CQS’ control. Any indices included in this document are for illustrative purposes 
only and are not representative of CQS Funds in terms of either composition or 
risk (including volatility and other risk related factors). Unless stated to the contrary 
CQS Funds are not managed to a specific index.

The information contained herein is confidential and may be legally privileged 
and is intended for the exclusive use of the intended recipient(s) to which the 
document has been provided. In accepting receipt of the information transmitted 
you agree that you and/or your affiliates, partners, directors, officers and 
employees, as applicable, will keep all information strictly confidential. Any 
review, retransmission, dissemination or other use of, or taking of any action in 
reliance upon, this information is prohibited. Any distribution or reproduction of this 
document is not authorized and prohibited without the express written consent of 
CQS, or any of its affiliates. Unless otherwise stated to the contrary herein, CQS 
owns all intellectual property rights in this document.

CQS is a founder of the Standards Board for Alternative Investments (“SBAI”) 
which was formed to act as custodian of the alternative investment managers’ 
industry best practice standards (the “Standards”). By applying the Standards, 
managers commit to adopt the “comply or explain” approach described in the 
Standards. CQS is a signatory of the UN Principles for Responsible Investment 
and a supporter and participant of certain other responsible investment related 
industry associations.

Important Information

This document has been issued by CQS (UK) LLP which is authorised and 
regulated by the UK Financial Conduct Authority, CQS (US), LLC which 
is a registered investment adviser with the US Securities and Exchange 
Commission, and/or CQS (Hong Kong) Limited, which is authorised and 
regulated by the Hong Kong Securities and Futures Commission. The term 
“CQS” as used herein may include one or more of CQS (UK) LLP, CQS 
(US), LLC, and CQS (Hong Kong) Limited or any other affiliated entity. 
The information is intended solely for sophisticated investors who are (a) 
professional investors as defined in Article 4 of the European Directive 2011/61/
EU or (b) accredited investors (within the meaning given to such term in 
Regulation D under the U.S. Securities Act of 1933, as amended) and qualified 
purchasers (within the meaning given to such term in Section 2(a)(51) of 
the U.S Investment Company Act 1940, as amended). This document is not 
intended for distribution to, or use by, the public or any person or entity in any 
jurisdiction where such use is prohibited by law or regulation. 

This document is a marketing communication prepared for general information 
purposes only and has not been delivered for registration in any jurisdiction nor 
has its content been reviewed by any regulatory authority in any jurisdiction. 
The information contained herein does not constitute: (i) a binding legal 
agreement; (ii) legal, regulatory, tax, accounting or other advice; (iii) an offer, 
recommendation or solicitation to buy or sell shares or interests in any fund or 
investment vehicle managed or advised by CQS (a “CQS Fund”) or any other 
security, commodity, financial instrument, or derivative; or (iv) an offer to enter 
into any other transaction whatsoever (each a “Transaction”). Any decision to 
enter into a Transaction should be based on your own independent investigation 
of the Transaction and appraisal of the risks, benefits and appropriateness of 
such Transaction in light of your circumstances. Any decision to enter into any 
Transaction should be based on the terms described in the relevant offering 
memorandum, prospectus or similar offering document, subscription document, 
key investor information document (where applicable), and constitutional 
documents and/or any other relevant document as appropriate (together, the 
“Offering Documents”). Any Transaction will be subject to the terms set out in 
the Offering Documents and all applicable laws and regulations. The Offering 
Documents supersede this document and any information contained herein. 
The Offering Documents for CQS UCITS range of funds is available here (www.
cqs.com/ucits-funds#global-convertibles) in English (US persons will not be 
eligible to invest in CQS managed UCITS funds save to the extent set out in the 
relevant Offering Document). A copy of CQS’ Complaints Policy, which sets out 
a summary of investors’ rights, is available here (www.cqs.com/site-services/
regulatory-disclosures) in English. CQS may terminate the arrangements for 
marketing or distribution of any CQS Fund at any time.

Nothing contained herein shall give rise to a partnership, joint venture or any 
fiduciary or equitable duties. The information contained herein is provided on 
a non-reliance basis, not warranted as to completeness or accuracy, and is 
subject to change without notice. Any information contained herein relating to 
any non-affiliated third party is the sole responsibility of such third party and 
has not been independently verified by CQS. The accuracy of data from third 
party vendors is not guaranteed. If such information is not accurate, some of 
the conclusions reached or statements made may be adversely affected. CQS 
is not liable for any decisions made or action taken by you or others based on 
the contents of this document and neither CQS nor any of its directors, officers, 
employees or representatives accept any liability whatsoever for any errors or 
omissions or any loss howsoever arising from the use of this document.

Information contained in this document should not be viewed as indicative 
of future results as past performance of any Transaction is not indicative of 
future results. Any investment in a CQS Fund or any of its affiliates involves 
a high degree of risk, including the risk of loss of the entire amount invested. 
The value of investments can go down as well as up. Future performance is 
subject to taxation which depends on the personal situation of each investor 
and which may change in the future. Investments may lead to a financial loss 
if no guarantee on the capital is in place. An investment in any CQS Fund 
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