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ABSTRACT

In last year’s white paper, where we introduced the asset class itself, we provided our very optimistic view 
on the prospects of leveraged loans for 2023 and onwards, e.g. through several scenario analyses con-
sidering the convexity and yield levels at hand. This year, we will focus on a few select themes that were 
prevalent in 2023 in addition to providing our take on what the conditions look like for 2024.

As anticipated, 2023 proved to be a very strong year for European leveraged loans. ELLI(1 returned 13.5%, 
the highest return since 2009. This is the result of a strong 8% coupon return, supported by base rates 
not seen since 2008, and c. 5% appreciation of average loan prices from the start of 2023, when the 
market priced a great deal of uncertainty from rising rates, economic outlook and risk of rising defaults. 
Spreads remained wider compared to what the market required prior to 2022, but tightened eventually by c. 
100bps during the year, corresponding to a move with the broader European HY credit market. Despite pos-
itive secondary market price action, a few smaller selloffs offered attractive entry points for agile investors 
in March, June and  September-October.

Overall, European credit had a very favourable year across bonds and loans. For the third year in a row, 
returns for leveraged loans exceed that of HY bonds, despite the notable rally in bonds in Q4, driven by 
rapidly declining rates and tighter credit spreads. For three- and ten-year periods, European leveraged 
loans have outperformed HY bonds by 12.7 and 8.9 percentage points, respectively.

Primary loan issuance was characterized by lackluster new buyout activity and consequent lower new mon-
ey supply but also by an ample flow of refinancings and extensions by existing issuers having their debts 
fall due in 2024-2026. These transactions offered investors opportunities to reprice loan margins to the 
current market context, collect extension fees as well as enter into new names, and for issuers, to reduce 
risks rising from upcoming maturity walls. In conjunction, we also saw more proactive use of equity from 
private equity sponsors to address capital structures and reduce leverage.

For 2023, banks and rating agencies expected a significant pick up in high yield credit defaults (to c. 
3-5%). While the loan default rate did notch up by c. 1 percentage point from 2022 to 1.6%, the number 
remains materially below those adverse scenarios, for now. Rating actions (downgrades and upgrades) 
remained relatively balanced in the context of the overall macro environment as issuers have proven more 
resilient than the market initially feared. 

As we look into 2024, the European leveraged loan market continues to look compelling, in our view. Sup-
ported by strong coupons, loans offer a 9.1% yield (or c. 7.5% when using the year-end Euribor forward 
curve), which is far above the historical average and well above that of HY bonds even when assuming 
the start of ECB rate cuts during 2024 (save for a severe hard landing scenario). While the economy and 
 markets have shown more strength than expected, there are still multiple reasons to remain cautious. 
But as we argued last year, attractive yields, selective credit picking and senior secured positions pro-
vide  ample cushion and downside protection, while market volatility may present even more favourable 
 secondary market entry opportunities.

1) Morningstar European Leveraged Loan Index
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RECAP: EUROPEAN LEVERAGED LOANS

1. What are leveraged loans?

A leveraged loan is a form of senior debt that 
is borrowed by a company that has a credit 
rating below investment grade, arranged by a 
group of banks and typically syndicated to a 
group of institutional investors. 

• Most often used to finance leveraged buyouts by 
private equity funds

• Mostly senior secured first lien instruments pro- 
viding downside protection in terms of recovery

• Floating rate instruments with base rate floored to 
zero

• Non-listed instruments, but with secondary market 
liquidity through banks (broadly syndicated loans)

• Typical maturity 5-7 years (average lifetime shorter)

Large institutional market

The European leveraged loan market formed in the 
early 2000s and accelerated during the 2010s in 
the wake of private equity funds’ buyout activity, 
where loans provided by a pool of large institutio-
nal investors were used as debt to leverage these 
acquisitions.

The broadly syndicated loan market includes over 
300 issuers (ELLI) with c. EUR 280bn of loans outs-
tanding (by nominal value). Even during 2022-2023, 
the outstanding volume remained steady despite a 
limited number of new private equity buyouts and 
respective new loan issuance.

The liquid syndicated market is complemented by 
smaller syndicates, or so-called club-style loans.

Attractive characteristics

Including leveraged loans in a credit portfolio 
 improves its characteristics for five key reasons.

Firstly, 99% of the broadly syndicated European 
leveraged loan index (ELLI) are first lien senior 
secured instruments with the highest seniority  and 
priority claim on the security. Average historical 
recovery rate for 1st lien loans is c. 70%.

Secondly, loans have a low modified duration   
 (c. 0.3) and therefore limited interest rate risk.  
This resulted in considerable outperformance vs. 
bonds in 2022.

Thirdly, leveraged loan borrowers are of high quali-
ty: typically large, diversified, stable and profitable 
businesses, backed predominantly by private equity 
sponsors providing expertise and support.

Finally, investors also benefit from a longer syndi-
cation process and broader information vs. bonds 
(that allow thorough credit analysis) as well as from 
lower price volatility compared to bonds, (e.g. due to 
fewer retail funds) despite being increasingly liquid 
in secondary markets.

Read more about the market and its attractive 
 characteristics from our 2023 white paper (1.

1) https://www.mandatumam.com/490947/globalassets/mam/pdf/mam_leveraged-loans_en_2023.pdf 
Source: PitchBook Data Inc., Moody’s

2. Market size (2015-2023)

Broadly syndicated European leveraged 
loans,EUR bn

https://www.mandatumam.com/490947/globalassets/mam/pdf/mam_leveraged-loans_en_2023.pdf
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2023 IN REVIEW

Best returns for the asset class 
since 2009

After a rough year for credit overall in 2022, when 
loans performed relatively well, ELLI started 2023 
at an average price of 91.3, with a yield of 8.6% 
at a 3-month Euribor rate of 2.1% and a default 
rate of 0.4% over the last 12 months. At a 618bps 
total risk spread (discount margin), the market was 
discounting a considerable amount of uncertainty 
and credit losses ahead.

A year later at the end of 2023, ELLI ended at a 
96.0 average price (i.e. 5% price appreciation in a 
year), a yield of 9.1% with a 3-month Euribor rate 
of 3.9%, a discount margin of 502bps, and an LTM 
default rate of 1.6%. This translates into a 13.5% 
return for European leveraged loans for 2023, the 
highest outcome since 2009 in the wake of the GFC. 

Given the floating rate nature of loans, coupon 
return grew throughout the year to around 8%, 
enabled by base rates not seen since 2008. The 
majority (c. 60%) of 2023’s return was driven by 
coupons of c. 2% per quarter (see graph 3).

Amid favourable market dynamics, loans appreciat-
ed by 1.8% on average per quarter during Q1-Q3, 
followed by a small decline in Q4. Overall, price 
action was resilient despite the March banking 
crisis in the US (ELLI -1.5%), a smaller correction in 
June (-0.8%) and a broader correction in Septem-
ber-October (-1.7%). These selloffs provided heal-
thy breathers for a well bid market (supported by 
CLO issuance in the face of more limited supply) and 
offered more attractive entry points for investors 
in the secondary markets at better price discounts 
and with a more balanced supply-demand. 

Albeit average spreads tightened from last year by 
c. 100bps, they remained above pre-2022 levels 
which together with base rates allowed investors 
to deploy capital at unusually high yields of c. 9%. 
Year’s end spreads still indicate fair amount of un-
certainty and above average defaults, but no longer 
a hard landing scenario necessarily.

Source: PitchBook Data Inc.; Bloomberg; ICE BofA

3. Return by component (2023)

ELLI quarterly return, % 

4. Price development (2023)

ELLI average price, par = 100 

5. Credit spreads (2022-2023)

Index risk spreads, basis points
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Outperformance vs. bonds continued

Altogether, European credit had a strong year 
across bonds and loans. For the most part of the 
year, when loans enjoyed tailwind from higher base 
rates and longer-term rates kept trending gradually 
higher, it seemed bonds would end the year with 
“coupon clipping” returns until the swift change of 
direction in Q4 (as seen in graph 6). Despite this 
notable rally in bonds, driven by rapidly declining 
rates and tighter credit spreads, European levera-
ged loans outperformed HY bonds for the third year 
in a row.

For a three-year period, mainly driven by low durati-
on and higher coupon return, leveraged loans have 
now outperformed HY bonds by 12.7 percentage 
points, and EUR IG and government bonds by 24.5 
and 30.9 percentage points, respectively. For a 
ten-year period, leveraged loans have returned c. 9 
percentage points more compared to HY bonds.

New LBO issuance still muted, 2023 
year of the Amend & Extend (“A&E”)

2023 annual new money loan issuance volume 
reached only EUR 19 bn, which is down 30% vs. 
2022 and 80% below 2021. The main reason for 
the continued decline was the persistent drought 
of new buyouts (“LBOs”), and a large part of new 
money issuance therefore consisted of add-on 
loans to fund bolt-on M&A. Alongside syndicat-
ed loans and bonds, private debt structures also 
continued to offer an alternative for LBO financing 

during these more turbulent times (with less market 
risk but higher cost). However, it is only a matter of 
time when private equity sponsors find new common 
ground for valuations for deal activity to pick up 
again. From market size perspective, loan mar-
ket managed to push volume up by 0.3%, despite 
limited new supply. This contrasts with the EUR HY 
market, which saw volume decline for the second 
year in a row.

While the new money issue volumes discussed  above 
suggest even lower activity compared to 2022, 
these exclude the considerable maturity extension 
(A&E) and refinancing activity that characterized 
2023, as seen in graph 7.

1) New issue syndicated European leveraged loans 
Source: PitchBook Data Inc.; Bloomberg; ICE BofA

6. European leveraged loans vs. EUR HY, IG and Government bonds (2021-2023)  

Total return in %, indexed to 100                                                  Total return as of 12/2023 

7. New issues(1 by purpose (2019-2023)

Annual new issue volume, EUR bn
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The benefit from maturity extensions is two-fold:  
I) lenders get to reprice loan margins wider to cur-
rent market context and collect extension fees, and 
II) issuers get to reduce refinancing risk by pushing 
maturities out by 2-4 years. In addition, in a number 
of cases, sponsors have addressed capital structu-
res by injecting new equity to complete the transac-
tion, reducing net leverage and therefore credit risk 
from lenders’ perspective. A&Es also enable lenders 
to resize existing positions as well as provide an 
opportunity to invest in new names.

New issue pricing has remained attractive

Despite low volumes, new transactions offered good 
opportunities to deploy cash at attractive terms. 
Margins were mostly set at a 4-5-handle (up from 
3-4-handle), with 85% of the issued first lien loans 
having a margin of 400bps or higher and 40% a 
margin of 500bps or higher. In 2019-2021, these 
shares were only c. 50% and c. 10%, respectively.

In addition, original issue discounts (“OID”) avera-
ged at c. 2.5% in 2023, vs. c. 4% in 2022 but only 
c. 0.5% in 2019 and 2021. Total new issue spread, 
including margin and OID, averaged at c. 550bps in 
2023, which is slightly below 2022 but over 100bps 
above 2019-2021 average.

With an average 3.4% 3-month Euribor rate in 
2023, the resulting average euro-denominated   new 
issue yield increased to c. 8.9%, a level not seen 
since 2008-2009.

Maturity wall successfully pushed 
forward

The loan market was largely open throughout the 
year for issuers to refinance or extend their debt 
packages despite the interest rate environment and 
aforementioned market volatility. Issuers indeed 
were proactive in utilising this window of opportu-
nity instead of waiting for more favourable market 
conditions.

As a result, only EUR 13bn of loans (4.7% of ELLI) 
falling due prior to 2026 remain currently outstan-
ding. This compares to EUR 23bn of 2023-2024 
maturities at the end of 2022 (8.2% of the index). 
Thus, a majority of the near to mid-term maturity 
wall within European leveraged loans has already 
been addressed.

1) New issue syndicated European leveraged loans 
Source: PitchBook Data Inc. 

8. New issue(1 margins (2019-2023)

Share of 1st lien loans by margin

10. Maturity profile(1 (2021-2023)

Annual loan maturities at year-end, EUR bn

9. New issue(1 spread and yield (2019-2023)

Total spread (margin+OID) in bps and yield in %
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Defaults picked up, but less than feared 

Going into 2023, the European leveraged loan 
market had a very low default rate for 2022 (0.4%), 
which was comparable to the previous 4 years, 
except for 2020 (2.6%) at the breakout of the 
pandemic. Banks and rating agencies expected a 
significant increase in high yield credit defaults 
to c. 3-5% in 2023, and whilst loan default rates 
did notch up somewhat from the lows to 1.6% in 
H2/2023, the outcome was far less adverse than 
feared. 

More favourable conditions are partly explained by 
the economy remaining stronger than feared, espe-
cially in the US, but we believe there are also other 
underlying factors, highlighting the resilience of the 
asset class.

As we noted in last year’s white paper, leveraged 
loan issuers today are well positioned compared to 
the 2008-2009 GFC era when default rates peaked. 
Loan issuers are larger companies than those of 
2005-2007, have lower loan-to-value ratios (LTVs) 
as well as lower net leverages. 

In fact, first lien new issue net leverage level fur-
ther moderated in 2023 to 4.5x vs. 4.8x in 2018-
2022, driven by higher cost of debt and general 
market uncertainty. There is yet limited evidence of 
today’s enterprise valuations and respective LTVs; 
however, we remain constructive on sponsor equity 
and junior debt cushions.

Furthermore, I) leveraged loan issuers are largely 
from resilient industries – many issuers were still 
witnessing earnings growth in 2023, II) manage-
ment and sponsors have proactively engaged in 
cost cutting measures as well as hedged part of 
their floating interest loans, and III) private equity 
sponsors have recently been more active than usual 
in injecting equity to reduce leverage, cash inte-
rest costs as well as supporting liquidity and capex 
programs. 

In addition to economic woes, it was anticipated 
that loans would see faster transmission of higher 
rates into higher cash interest expenses and thus 
lower interest coverages. While that is true and 
ratios have weakened from the zero rates envi-
ronment, they remain fair on average (2.9x in new 
issues of 2023). This does however entail a different 
split on the use of free cash flows (e.g. for M&A and 
growth capex), and underlines more proactive use of 
equity injections by the sponsors.

Lastly, it is worth mentioning that while funding cost 
remains elevated, a majority of the increased cost of 
debt for loan structures has already been incurred 
via higher base rates. The remaining pick-up in in-
terest cost is mainly attributable to those who need 
to refinance to higher margin, in addition to varying 
degrees of interest rate hedges having to be reset 
over the coming years. 

Source: PitchBook Data Inc.

11. European leveraged loan default rate (2007-2023)

Annual default rate on nominal value (ELLI), %
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OUTLOOK FOR 2024

Spread and yield still attractive, 
in our view

Despite a strong 2023, the European leveraged 
loan market continues to look compelling in our 
view. Total risk spread (discount margin) remains at 
c. 500bps, which is also illustrated in graph 12 as 
the sum of margin and price discount components. 
For example, in 2019 and 2021 the spread was 
c. 400bps due to lower margins and limited price 
discount.

Yield-wise, leveraged loans started 2023 with a 
YTM of 8.6% vs. HY bonds at 7.7%, moving to 9.1% 
and 6.5% by year’s end, respectively. The diffe-
rential has only widened as a result of Q4 market 
movements, and even with market expectations for 
Euribor (graph 13), leveraged loan yield (c. 7.5% 
with forward curve) exceeds that of HY bonds by 
one percentage point.

While the expectations for ECB actions continue 
to fluctuate, the initiation of rate cuts is likely in 
the cards from 2024 onwards. Nevertheless, we 
take comfort in the loan coupon return component, 
which, all else equal, should remain on average 
above 7% for 2024 even with lower base rates 
towards the end of the year, save for a hard landing 
scenario and even more aggressive easing. This 
can be compared, for example, to the 2016-2021 
period, when the average coupon rate was around 
3.8%, set above zero floor when Euribor rates were 
negative.

We updated the analysis of the 3-year forward 
returns of ELLI since 2003, presented in the 2023 
white paper. There were very small changes in the 
results (graph 14), but it is still worth highlighting 
how the outcome for investors has been favourable 
when entering the market with current yield levels. 

When month-end yield to maturity has been above 
8%, the median return has been 24% (7.6% p.a.) 
and the average return has been 28% (8.6% p.a.) 
over the next three years. In addition, every time 
the month-end YTM has been above 8%, the follo-
wing 3-year period has had positive returns, with 
only 3 out of 38 periods resulting in a total return 
below 10% (all just prior to the GFC).

Source: PitchBook Data Inc.; Bloomberg

12. YTM by component (2019-2023)

Yield to maturity in secondary market (ELLI), bps

14. European leveraged loan 3-year forward 
returns based on entry yield (2003-2020)

3-year forward median return (ELLI), %

13. Base rates (2005-2028)

3m Euribor in % (forward curve as of 31.12.2023)
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Need for caution

The rating profiles of loan issuers (graph 15) did 
not materially worsen in 2023: the share of B- or 
worse grew but remains below 2020, while the 
share of B+ or higher grew as well, resulting in the 
same overall weighted average rating as in 2022. In 
addition, rating actions were fairly balanced in light 
of the earlier expectations (upgrades 10%, down-
grades 19%).

Although defaults did not pick up in 2023 as proje-
cted by many, and credit ratings remained relatively 
resilient for now, there are still reasons to remain 
cautious, including a weakening macro picture, 
recession concerns and geopolitical tensions, as 
well as a continued higher cost of debt leading to 
tighter cash flows and interest coverage ratios.

In case of another round of material market weak-
ness, spreads are likely to widen temporarily via 
lower loan prices. However, prices tend to rally 
rapidly after a bottom has been reached once for-
ced sellers disappear, making timing difficult. The 
more important factor regarding long term returns 
are spreads and yields at which to invest initially 
and secondly defaults that lead to potential credit 
losses over time.

As we argued in the previous pages, a recession 
was already expected in 2023 and many companies 
prepared by cutting costs, preserving cash, and 
extending their loan maturities in time. A more de-
fensive sector tilt also continues to limit the overall 
damage to loan issuers’ earnings. We also believe 
that sponsors continue to be supportive of defen-
ding their equity stakes.

Price discount and yields as cushion

Finally, we updated the illustrative scenario analysis 
(graph 16) of the 3-year returns for a loan portfolio 
with same characteristics as the European levera-
ged loan index (ELLI). As in last year’s analysis, the 
results indicate that current price and yield com-
pensate well for different default  and credit loss 
outcomes. 

With the historical average default rate (2-3% p.a.) 
and average recovery rate (c. 70%), investors would 
be looking at a 6.7-7.0% annual return over the 
next three years.

Source: PitchBook Data Inc.

Using the worst historical 3-year default rate in-
cluding both the GFC and Euro crisis (6% p.a.) and 
lower recovery rate (60-70%), annual returns would 
be c. 5.1-5.7% - still above ELLI’s 2003-2023 ave-
rage annual return of 5.0%.

As we argued last year, attractive yields, selective 
credit picking and senior secured positions provi-
de ample cushion and downside protection, while 
market volatility may present even more favourab-
le secondary market entry opportunities for agile 
investors.

15. Rating development (2019-2023)

Share of nominal (ELLI), %

Annual default rate 2024-2026
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16. Three-year annualised return scenarios* 
as a function of default and recovery rates 
(reflecting current base rate forward curve)
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Mandatum Asset Management
Mandatum Asset Management (MAM) is a part of Mandatum Group, a significant financial services provider 
that combines expertise in asset management and life insurance. Mandatum offers services to institutional, 
 wealth management, corporate and retail customers and at the center of the company’s success are its 
 highly skilled personnel, strong brand, and investment track record. 

MAM offers discretionary and consultative asset management for institutional and other professional inves-
tors and manages a variety of investment products within its core areas of credit, private equity, real estate 
and equity selection.

Investing both client money as well as the Group’s own balance sheet capital, MAM has extensive investment 
experience in European leveraged finance including high yield bonds and leveraged loans. MAM currently 
offers two different client loan strategies focused on broadly syndicated European first lien leveraged loans, 
with the ability to also invest in club-style European leveraged loans (including second lien leveraged loans) 
as well as European high yield bonds.
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DISCLAIMER

This document is being provided to you for marketing and informational purposes only and does not cons-
titute 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 information 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.

MORNINGSTAR 

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

ICE

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 WRIT-
TEN APPROVAL. ICE DATA, ITS AFFILIATES AND THEIR RESPECTIVE THIRD PARTY SUPPLIERS DISCLAIM ANY AND ALL 
WARRANTIES AND REPRESENTATIONS, EXPRESS AND/OR IMPLIED, INCLUDING ANY WARRANTIES 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, ACCURACY, 
TIMELINESS OR COMPLETENESS OF THE INDICES OR THE INDEX DATA OR ANY COMPONENT 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 RE-
COMMEND MANDATUM, OR ANY OF ITS PRODUCTS OR SERVICES

 


