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Sign of the Times 
According to Barclays Capital, and at the midpoint of the 

Stoxx600 Index corporate fourth-quarter 2022 earnings 

season (calls made in January and February 2023), an 

automated transcripts tool shows a historically high number 

of "transportation cost" mentions in Europe. "Destocking 

effect" and "inventory" mentions reached a decade high. 

Investors Fight the Fed – and Lose 

Despite repeated central bank commitment to fight inflation, 

investors spent January celebrating any economic bad news on 

hopes that the year-long rate tightening cycle would soon 

revert. February’s inflation data, however, was stickier than 

forecast in both Europe and the US, lifting interest rate 

projections up – and most financial assets, down. 

The US 10-year Treasury yield rose to 3.9%, up from 3.5% at the 

end of January. US fourth-quarter earnings were mixed, while 

economic data continued to be inconclusive: the labour market 

remains strong, at the same time that the housing sector is 

cooling down, given the higher rate environment. The US yield 

curve inverted even more in February, reaching its lowest level 

since 1981. Some economists are warning about the emergence 

of typical top-of-the-market indicators, such as rising corporate 

stock buybacks, increasing retail fund inflows and more private 

equity firms issuing debt to pay themselves hefty dividends. 

European bond and stock markets fared better, led by lower gas 

prices and China’s opening up, which should help exporters. The 

world’s second-largest economy posted in February the highest 

manufacturing growth in a decade. 

Europe’s positive economic momentum made the region’s High 

Yield corporate spreads avoid any widening. The asset class was 

led by lower-rated and growth-sensitive sectors, such as 

Financials, Restaurants, Gaming, Leisure and Food.  

Other leading Credit spread measures widened, given the 

general sell-off during the month, although the moves were 

relatively moderate given the record issuance seen in February: 

companies rushed to market to raise money ahead of any 

further hikes, and also to tap on growing retail appetite. Some 

investors are attracted by the higher yields available. 

Floating-rate assets, such as Loans, outperformed, and so did 

the US dollar. Inflation expectations remained flat, increasing 

real yields when deflated by long-term inflation expectations; 

this hurt traditional inflation-protection assets such as gold. 

Higher real rates, along with the effects of inflation and tighter 

monetary policies, have led some observers to warn about 

potential monetary policy errors. The central banks of the 

Eurozone and the US have scheduled rate-setting meetings on 

March 16 and 22, respectively. 

Source: Bloomberg as at the last business day of the month indicated at 

the top of this report. 

 

Theme of the month 
European Banks 

Total Return (%) 
Change %                 
February 

%  
2023 

Sovereign   

US Treasury -2.4 0.1 

UK Gilts -3.4 -0.7 

French OATS -2.6 -0.7 

Italian BTPs -1.5 1.1 

German Bunds -2.5 -0.9 

Credit   

Global Convertible -2.1 2.6 

US IG -2.9 0.9 

US HY -1.3 2.6 

US Leveraged Loans (LLI) 0.6 3.4 

EU IG -1.5 0.6 

EU HY 0.0 3.3 

UK Corp. -2.5 1.5 

AT1s -2.4 2.8 

EU Leveraged Loans (ELLI) 1.1 4.1 

Asia & EM   

Asia USD Gov. Index -1.4 0.8 

Asia USD Corp. Index -1.6 1.5 

China Gov. 0.1 0.2 

EM Gov. USD -2.9 0.3 

EM Corp. USD -1.6 2.4 

Equities   

S&P 500 -2.6 3.4 

Nasdaq -1.1 9.4 

EuroStoxx 50 1.8 11.7 

Hang Seng Index -9.4 0.0 

CMD & Curr.   

Oil (WTI) -2.3 -4.0 

Gold -5.3 0.2 

Bitcoin 0.9 39.6 

USD 2.7 1.3 

 

CDS Spreads (bps) 
Change   

February 
Change 

2023 Spread 

CDX IG US 5.0 -5.6 76.4 

CDX HY US 32.6 -21.4 462.5 

iTraxx Europe IG 0.3 -11 79.6 

iTraxx Crossov. EU HY -0.7 -60.4 413.7 
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Follow us:  

Knowledge: the key 

to CQS’s three Rs: 

Repeatable 

Responsible 

Returns 

Credit Matters:  

CQS’ monthly 
market update 

Theme of the Month: European Banks 

The Case for 
Convertibles 

Two-pager 

promoting the 

benefits of CBs 

www.cqs.com 
 

 
And on our new web site: 

 

 
Q&A with Craig 
Scordellis 

Good Times for 

Yield 

PDF available on 

our website 

Why Do We Like Lending to European Banks? 

As we expect growth, inflation and interest rate uncertainties to persist in 2023, we 
favour high-income securities, such as European Financials. We believe they offer: 

▪ Income: European banks’ coupons are attractive, especially those offered by lower-
rated securities. 

▪ Better fundamentals: More robust regulation has improved European banks’ 
balance sheets and capital ratios (Figure 1). 

▪ Positive momentum: Interest rates are rising in Europe (usually positive for banks’ 
profit margins) and the region may avert a recession after all. 

▪ Attractive valuations: European banks trade at wider spreads than their US peers. 

▪ Diversification: The sector is ample and varied, in terms of credit rating and 
jurisdiction. 

▪ We have a positive view of Additional Tier 1 (AT1s), a type of bank debt that can be 
turned into equity, or be written down, if a bank gets into trouble. We believe 
fundamentals are strong and the sector has been oversold due to technical volatility.. 

Read more: European Banks: Fundamental Tailwinds & Income Generation on 

www.cqs.com/insights. 

Figure 1: European banks: Better capital ratios, stronger balance sheets 

Source: European Central Bank as at 6 February 2023. CET1 is Common Equity Tier 1 capital. 

 

 

Source: Bloomberg as at 31 January 2023. ICE BofA indices used. Index descriptions can be found on the last 

page. AT1s are Additional Tier 1 bonds. YTW is Yield to Worst. RHS is Right Hand Side. 
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Figure 2: AT1’s offer high coupons, also relative to yield 
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Important Information 

Index Descriptions: It is not possible to invest directly in an index: 
BofA Merrill Lynch Indices used with permission: BofA Merrill Lynch is 
licensing the BofA Merrill Lynch indices "as is," makes no warranties 
regarding same, does not guarantee the suitability, quality, accuracy, 
timeliness, and/or completeness of the BofA Merrill Lynch indices or any 
data included in, related to, or derived therefrom, assumes no liability in 
connection with their use, and does not sponsor, endorse, or 
recommend CQS, or any of its products or services. 
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. 
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%. 

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 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. 

PRI Note: PRI is an investor initiative in partnership with UNEP 
Finance and the UN Global Compact. GMv10.  

G1041335 / 03.23 

 

CQS (UK) LLP 

4th Floor, One Strand, London 

WC2N 5HR, United Kingdom 

T: +44 (0) 20 7201 6900 

+44 (0) 20 7201 1200 

CQS (US), LLC 

152 West 57th Street, 40th Floor, 

New York, NY 10019, US 

T: +1 212 259 2900 

F: +1 212 259 2699 

 CQSClientService@cqsm.com 

 
www.cqs.com 
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CQS (Hong Kong) Limited 

3305 AIA Tower, 183 Electric Road,  

North Point, Hong Kong, China 
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