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Global Loans

After outperforming major asset
classes last year, the global loan
market appears well positioned to
provide alpha opportunities to active
managers.

Resilient performance in 2022,
despite periods of volatility,
demonstrated the importance of
income in the asset class

Elevated levels of current income,
given the higher rate
environment, provide an attractive
investment opportunity

High income levels are expected
to more than offset potential
capital losses

Defaults, while expected to
increase to c. 4%, will only be
slightly above historical averages

Last year’s volatility is expected to
continue as central banks remove
record levels of support.
Valuations are expected to be
more reflective of true
fundamentals

At CQS, our highly selective and
active approach has taken our
current risk-adjusted income to
8.99% in the US and 6.94% in
Europe

Loans are a natural short-duration
asset class, which mitigates
interest rate risk
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Global Loans: Alpha Opportunities in 2023

A Resilient Asset Class

Last year was challenging for most asset classes, yet Broadly Syndicated Loans
(BSLs) were resilient in Europe and the US. The total return for the asset class
compared favorably to other risk assets, with the US returning -0.63% and Europe,
-3.06%. A difficult first half of 2022 was followed by a bounce back in the second half,
largely driven by a favorable supply-demand dynamics and broader market stability.
Default rates remained low, finishing the year at 0.72% in the US and 0.42% in
Europe. Spreads (on a 3-year basis) finished 2022 at 645 basis points (bps) in the
US and 705bps in Europe.

Figure 1: 2022 Total Return by Asset Class
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Source: CQS and Bloomberg as at 31 December 2022.

2023 Loan Market Outlook

In our view, broader risk markets will experience continued volatility in 2023, more
acutely felt in the first half. The loan market will not be entirely immune in this
environment. This is based on several factors:

= Uncertain inflation path/outlook

= Uncertain central bank action/unknown terminal rates

= Recession/fundamental fears rising

= Market liquidity in the absence of a central bank buyer

= Geopolitical dynamics
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A boutique approach to
investing in the loan
market opens avenues for
outperformance
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However, this potential mark-to-market volatility should be more than offset by elevated
levels of current income.

From a fundamental perspective, operating margins have contracted across a number
of industries and rising borrowing costs have added pressure to corporate cash flows.
Less robust financial conditions have contributed to an increasing default outlook.
CQS is assuming a 2023 loan market default rate of 4% in the US and a 3% default
rate in Europe.

Despite this backdrop, the loan market presents reasons for
optimism

The loan market offers a large and diverse investment opportunity set. The US Broadly
Syndicated Loan market totals $1.4 trillion, with Europe adding another EUR278 billion.
A boutique approach to investing in the loan market opens avenues for outperformance.
The ability to be discerning on credit remains present. Taking a selective and proactive
approach to investing in the loan market can help mitigate idiosyncratic downside credit
risks. The market size provides sufficient flexibility for managers to shift portfolios up in
quality, into counter-cyclical industries, and towards less inflation-sensitive business
profiles. This positioning reflects our current portfolio construction.

Market yields remain attractive and current income is robust. The rising base rate
environment has provided a boost to loan investors’ income. The senior secured
nature of the loan asset class has historically provided a floor for recoveries in the
event of default. Taking the current market income, less anticipated credit loss, the
income dynamic for the market looks compelling:

Market us Europe
Current Income 8.92% 6.96%
Less:

Expected Credit Losses -1.40% -1.05%
Current Risk-adjusted Income 7.52% 5.91%

It is our belief that our approach to investing in the loan market will bring 2023 returns
in excess of the market.

CQS: Taking Advantage of 2023 Market Dynamics

Our approach to the market involves carefully selecting a portfolio of assets that
deliver high levels of current income. These assets are high conviction investments.
We have focused on yield-to-call instruments, discounted single B assets and
selective BB loans. Our focus remains on a borrower’s cash flow, with a view to
navigating potential downgrade and default risk. These extensive levels of due
diligence and proactive monitoring have enabled CQS to consistently deliver default
rates which are below market. We constantly re-underwrite credit risk at an individual
asset level.

Earnings, company and industry news flow, and conversations with management
teams allow us opportunities to re-assess probability of default and loss given default
and trade accordingly.

CQS also utilizes a well-articulated top-down view to proactively position portfolios from
a geographic, industry and ratings perspective. Our internal and external resources
allow us to be uniquely placed to deliver this proactive style of management.
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Based on CQS'’ ability to deliver higher current income than the market with less
fundamental risk, we view our current risk-adjusted income as:

Market us Europe
Current Income 9.34% 7.29%
Less:

Expected Credit Losses -0.35% -0.35%
Current Risk-adjusted Income 8.99% 6.94%

Source: CQS calculations.

The loan market is broad While the challenges risk markets are facing appear elevated, we believe this market
and big enough for active dynamic creates opportunities for BSL loan managers who are:

managers to find alpha = Highly selective on individual credits

opportunities; this should = Proactive in their approach to investing

help them outperform = Focused on delivering attractive current income

passive strategies = Able to invest with a global (US/EUR) opportunity set

In short, we believe a credit alpha and proactive management approach to investing in
the loan market should outperform a market beta and passive approach.



Investing in the Loan Market: 2023

C0OS

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; (i) 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.cgs.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.cqgs.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.
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