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The Credit Suisse Western European Leveraged Loan Index (“CS WELLI” or “Index”) returned 0.44% in 
July, comprised of principal return of 0.04% and interest return of 0.40%.1 Year-to-date (“YTD”) 
returns are 3.56%.1

Expectations for supportive central bank announcements buoyed the loan market throughout the 
month. July’s total returns were evenly balanced between Euro-denominated loans (23 basis points 
(“bps”) return / 67% of the Index) and US-denominated loans (21bps return / 27% of the Index).1 
US  Federal Reserve (Fed) and ECB meetings occurred at the end of the month that were generally less 
dovish than hoped. While the Fed cut rates by 25bps, equities fell, the yield curve flattened, and the 
US Dollar strengthened – largely on the back of comments that the cut was not “the beginning of a 
lengthy cutting cycle.” While the ECB made no changes to policy (apart from inflation target wording), 
mounting downside risks to the Euro area’s (“EA”) growth outlook (growth halved to 0.2% quarter-over-
quarter in 2Q) in conjunction with persistently weak inflation reinforced the consensus viewpoint that 
the ECB will re-ignite QE in September. Global trade tensions as well as a new UK Prime Minister who is 
adamant that the 31 October Brexit deadline is fixed added to mounting macroeconomic uncertainty. 

While macroeconomic conditions become more circumspect, the balance between supply and demand 
in the loan market remains healthy. July’s issuance was €7.7 billion. While YTD volumes are €43 billion 
– down roughly a quarter year-over-year – volumes have caught up significantly from the one-third 
reduction witnessed at the end of the first quarter. July volumes included some large repricings
(e.g. Techem) as well as dividend add-ons and maturity extensions. M&A activity continues to be 
muted, accounting for 50% of this month’s volume (versus 85% for July 2018) and 57% YTD ( versus 
75% for the same period last year). Loan investors remain disciplined, particularly for cyclical credits 
(e.g. Ineos), and continue to require lender-friendly changes to documentation.

European CLO issuance remains strong. July was the busiest month on record in the post-crisis era, 
with €5.4 billion of deals from 13 transactions issued. This record supply was posted amid easing 
arbitrage pressure, with CLO AAA liabilities generally tighter (approximately 107bps area, -4bps 
month-over-month) despite the increase in supply. CLO YTD volume now totals €20.1 billion, almost 
13% ahead of last year. 



As we enter August, the overall pipeline looks promising. S&P Leveraged Commentary & Data’s (LCD) 
forward loan calendar is in excess of €10 billion and €4 billion of CLOs earmarked (as at 29 July). 
We expect the majority of the mandated loans to formally launch in late August as market participants 
enjoy summer vacations. The expectation, therefore, is for a supportive secondary market; however, 
historically, volatility often disproportionately picks up on negative news given the thin liquidity (and 
President Trump’s tweets). Given the increasing quantum of negative yielding debt and potentially 
growing volatility, the (relatively) high coupons, short (floating) duration and zero-rate floors, European 
loans remain attractive. While defaults remain benign and leverage ratios are stable, rating agencies 
are increasing downgrades in line with macroeconomic trends. 

The CS WELLI’s nominal value (size of the market) at the end of the month was €303 billion, a 6.91% 
increase YTD.1 

Returns
• Within the CS WELLI, the Media/Telecommunications sector was the outperformer during the month 

with a total return of 0.86%, followed by the Financial sector, which returned 0.82%. The Consumer 
Non-durables sector was the underperformer with a total return of -1.10%, followed by the 
Aerospace sector at -0.99%.1

• B rated loans were the clear outperformer this month, with a 0.54% total return. BB and CCC rated 
loans‘ returns were 0.22% and -0.04%, respectively.1

• At month end, the average price of the CS WELLI was €98.15, up €0.14 during the month.
The CS WELLI’s three-year discount margin is 4.15% (-5bps during the month).1 For comparison, the 
Credit Suisse Western European High Yield Index returned 0.74% for the month and had a spread-to-
worst yield of 4.14%.2 

Fundamentals
• EA July flash PMIs were weak. Manufacturing PMIs fell to the lowest levels in over six years to

46.4 (versus 47.6 last month) with German readings hitting a seven-year low of 43.1 (versus
45.0 last month). Service readings also decreased, albeit broadly in line with expectations, with the 
EA figure at 53.5 (versus 53.6 last month) and Germany at 55.4 (versus 55.8). As expected, growth 
in the EA decelerated once again. The China-led global economic slowdown, trade tensions, and high 
uncertainty all took a toll: EA 2Q GDP grew by just 0.2%, down from 0.4% in 1Q.

• The PMI data suggests a risk of technical recession in Germany. Surveys, such as the ZEW Financial 
Market Survey, indicate that expectations continue to decline. Furthermore, the IFO Business Climate 
Index fell to 95.7 in July (versus 97.2 expected), the lowest reading since April 2013 and the fourth 
consecutive monthly decline (note: IFO statement “the [manufacturing] business climate indicator is 
in freefall”). External demand remains weak, export orders declined to a new low, and there are 
signs of spillover into the labor market. The ten-year Bund yield hit a new all-time low of -0.42% 
during the month.

• The ECB met on the 25th of July (post PMI, pre 2Q GDP numbers). Their policy statement contained 
key changes. It re-introduced a lower rates bias, whilst any interest rate cut would be accompanied 
by mitigating measures (e.g. tiering system). It also formally adopted the concept of “inflation 
symmetry” and the possibility of more QE was not excluded. Importantly, the language regarding 
inflation aims suggests that the 2% target isn’t seen by the ECB as an upper-limit. The key change 
was strengthening of the commitment to price stability, that interest rates would be held “for as long 
as necessary to ensure the continued sustained convergence of inflation to its aim,” in contrast to 
previous targets “to levels that are below, but close to, 2%.” The enigma is whether monetary policy 
alone is enough to help to achieve these aims – fiscal measures will likely be needed.

• Consensus is that the ECB will announce a package of measures in September (and revise down its 
growth forecasts). A deposit rate cut is probable, likely by 10bps to -0.50% (and perhaps another 
10bps in December), and an announcement or at least a hint that a tiering system is to be 
introduced. Draghi commented, for example, while there was “broad agreement” on the economic 
outlook, the council was not unanimous on other topics, implying that there is some resistance to 
reigniting QE in September. He declined to clarify the size of future cuts, or the scale or composition 
of QE. He said that no one argued for immediate action and he did not mention a formal review of 
the inflation target. These were all hawkish compared to expectations. The weak signals from the 
PMI and IFO data (see above) and the ECB’s sensitivity to these, have built expectations of new net 
asset purchases (QE) in 4Q19 – perhaps €30 billion per month for a minimum 9-12 months. 



• Markets were volatile throughout the ECB meeting. Initially, risk assets rallied, the Euro weakened, 
and rates fell, but the moves reversed during the press conference. For example, Bunds 
experienced an approximate 5bps rally immediately after the (dovish) statement, following by an 
approximate 9bps sell-off into the end of the (hawkish) Q&A, ending approximately 2bps higher at 
the close.

• There were no defaults during the month. The last twelve month default rate for the S&P European 
Leveraged Loan Index (based on principal amount) is 0.00%, well below the historical average 
annual default rate of 3.59%.3 Distressed names within the index are increasing (e.g. SGB-Smit, 
PlusServer, Doncasters, Keter, Deoleo, Holland & Barrett, Bartec and Dummen Orange), but remain 
a small proportion of the overall Index. At month end, 1.22% of the CS WELLI (by price) is trading 
below 80 cents, the last-twelve-month average is 0.89%.1 

Index returns (%) 2013 2014 2015 2016 2017 2018
May 

2019
June 
2019

July 
2019

YTD 
2019

Credit Suisse Western 
European Leveraged Loan 
Index (EUR-HDG)

8.73 1.96 3.14 6.52 3.30 0.55 -0.04 0.13 0.44 3.56

Credit Suisse Western 
European HY Index 
(EUR-HDG)

9.10 4.31 1.36 9.63 6.28 -3.85 -1.56 2.22 0.74 8.45

Source: Credit Suisse, as of July 31, 2019. Past performance is not a guide to future returns. An investment cannot be made 
directly in an index.

Investment risks
The value of investments and any income will fluctuate (this may partly be the result of exchange rate 
fluctuations) and investors may not get back the full amount invested. Most senior loans are made to 
corporations with below investment-grade credit ratings and are subject to significant credit, valuation 
and liquidity risk. The value of the collateral securing a loan may not be sufficient to cover the amount 
owed, may be found invalid or may be used to pay other outstanding obligations of the borrower under 
applicable low. There is also the risk that the collateral may be difficult to liquidate, or that a majority 
of the collateral may be illiquid. Compared to the investment grade bonds, junk bonds involve greater 
risk of default or price changes due to changes in the issuer’s credit quality. Diversification does not 
guarantee profit or eliminate the risk of loss.

1 Credit Suisse Western European Leveraged Loan Index (CS WELLI) in EUR as of July 31, 2019.
2 Credit Suisse Western European High Yield Index as of July 31, 2019.
3 S&P European Leveraged Loan Index, average default rates covering June 1, 2007 through July 31, 2019.



Important information

All data provided by Invesco unless otherwise noted. All data is in Euro and as of July 31, 2019, unless otherwise noted. By accepting this document, you 
consent to communicate with us in English, unless you inform us otherwise.

This document has been prepared only for those persons to whom Invesco has provided it for informational purposes only. This document is not an offering of a 
financial product and is not intended for and should not be distributed to retail clients who are resident in jurisdiction where its distribution is not authorized or is 
unlawful. Circulation, disclosure, or dissemination of all or any part of this document to any person without the consent of Invesco is prohibited.

This document may contain statements that are not purely historical in nature but are "forward-looking statements," which are based on certain assumptions of 
future events. Forward-looking statements are based on information available on the date hereof, and Invesco does not assume any duty to update any forward-
looking statement. Actual events may differ from those assumed. There can be no assurance that forward-looking statements, including any projected returns, 
will materialize or that actual market conditions and/or performance results will not be materially different or worse than those presented.

The information in this document has been prepared without taking into account any investor’s investment objectives, financial situation or particular needs. 
Before acting on the information the investor should consider its appropriateness having regard to their investment objectives, financial situation and needs.

You should note that this information:

• may contain references to amounts which are not in local currencies;
• may contain financial information which is not prepared in accordance with the laws or practices of your country of residence;
• may not address risks associated with investment in foreign currency denominated investments; and
• does not address local tax issues.

All material presented is compiled from sources believed to be reliable and current, but accuracy cannot be guaranteed. Investment involves risk. Please review 
all financial material carefully before investing. The opinions expressed are based on current market conditions and are subject to change without notice. These 
opinions may differ from those of other Invesco investment professionals.

The distribution and offering of this document in certain jurisdictions may be restricted by law. Persons into whose possession this marketing material may come 
are required to inform themselves about and to comply with any relevant restrictions. This does not constitute an offer or solicitation by anyone in any 
jurisdiction in which such an offer is not authorised or to any person to whom it is unlawful to make such an offer or solicitation. 




