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Can you describe the SRT strategy?
SRT is an opportunity to get exposure to the highest-quality parts of global bank 
balance sheets. Typically, we’re referring to tier-one banks that are using SRT 
transactions to manage their capital position. 

How did the bank SRT market come into place?

So SRT was really born out of the global financial crisis when there was a lot more 
focus on a bank’s capital position amid pressure from regulators for banks to not 
take on excessive risks. That’s led to a lot of opportunity and evolution in bank 
regulatory capital markets. In our view, it’s really an opportunity to get exposure to 
the highest-quality parts of banks’ balance sheets in well-run banks. As banks look 
to manage their capital better, they’re identifying positions in their balance sheets 
that aren’t particularly capital efficient. And that often leads them to the highest-
quality parts of their loan books. 

This is why we often see these transactions being populated by a vast majority of 
investment-grade risk or high-quality sectors such as revolving credit facilities, 
for example. This is really interesting to us because it means we’re getting this 
opportunity to get exposure to strong credit quality. But what makes this an even 
more attractive proposition is that the length that banks are willing to go to achieve 
capital relief—that is, how much they’re willing to pay to free up capital—isn’t 
driven by the quality of the underlying loans themselves, which typically have quite 
low spreads by virtue of being high credit quality. Rather, they’re based on how 
much capital they can save.

These banks are focused on recycling that capital so they can lend more to high-
quality borrowers, leveraging their best relationships. This really creates a very 
attractive risk-adjusted return from our perspective. 
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Your investment team is based in London. How has that made a 
difference to your understanding of bank SRT?
Members of our SRT team have been involved in the bank regulatory capital market from the get-go, 
since its inception during the global financial crisis. MCQS has been an investor in this area since 
2014.

What that means is that we’ve seen the market evolve and grow. That’s allowed us to build our 
approach, develop our modelling, our data and analytics regarding how best to approach this 
market. Crucially, it gave us the opportunity to build and solidify our relationships with banks, which 
is key to sourcing the very best transactions for investors. Being based in London has certainly 
helped because we’re really in the heart of where bank regulatory capital was born and developed. 

I think that really gives us a solid footing and a competitive advantage, enabling us to have solid 
reach into the most prolific bank regulatory capital issuers and users of the market in the United 
Kingdom and Europe. As the market develops, we have and will continue to fine-tune our approach 
and profile.

In addition, we have very strong links with Canadian banks and U.S. banks. We can enhance that 
further as part of Manulife Investment Management and position ourselves as a highly experienced 
bank regulatory capital boutique that’s part of this large global organization. We can really ensure 
that we’re developing and leaning into existing broad relationships to source the very best deals.

The final but really important aspect, I think, where we can differentiate ourselves is that, 
oftentimes, bank regulatory capital teams are either part of a pure regulatory capital firm or a pure 
regulatory capital business within a larger organization. At MCQS, our team sits within the asset-
backed securities group, which is fully plugged into the global MCQS alternative credit platform.

And why is that important?

The MCQS alternative credit platform really spans the whole credit spectrum from a liquidity 
and risk perspective. So, we have a whole range of different strategies from daily and monthly 
liquidity vehicles, through to longer locked bank regulatory capital mandates and everything else in 
between.

That gives us a lot of flexibility in terms of the type of risks—or bank assets and loans—that we 
can look at and how we can structure risk and that’s particularly pertinent. What I mean by that is 
that we have a platform whereby we’re investing in bank regulatory capital transactions across the 
MCQS platform.

That really allows us to create quite a bit of scale and flexibility in terms of how we invest. Firstly, 
I would note that like all structural credit markets, bank regulatory capital may have different risk 
profiles within the structure. So that lets us aggregate potential demand for transactions, which 
really enhances the conversation and the relationship that we have with banks because we can 
provide a holistic solution to them.

We can place a lower-risk, lower return portion of the transaction to maybe the long-only funds 
and a higher-return portion into the bank regulatory capital, a locked-up vehicle, as an example. 
What that allows us to do and how that transforms itself into opportunities from an investment 
perspective is key.
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How are bank regulatory capital deals structured? 
Bank regulatory capital deals are issued in one of three ways: either in a bilateral basis, so direct 
between one investor and the bank, or a small club transaction, maybe three to five investors 
working with the bank. And finally, some deals are done on a broadly syndicated basis. Our 
preference is always to work in a bilateral or club transaction.

The reason for that is that we can then really direct what the risk of the transaction is, what the 
structure of the transaction is, and, of course, the pricing. In a syndicated deal, you inevitably end 
up being a price taker.

How do bank SRT transactions fit into the broader spectrum of 
alternative credit?

SRT is a section of the alternative credit market that is increasingly coming to the fore. It’s a 
sector that has really started to develop in recent years in the United States, and both investors 
and banks are starting to participate in this market. 

Bank regulatory capital offers an opportunity to embed high income into your portfolio, but 
importantly, high income that’s supported by strong credit quality. In other words, I see it as a 
stable income component and an asset that exhibits very low volatility.

I think about it as a bedrock of portfolio construction. It’s a volatility buffer and gives me a lot of 
flexibility within portfolios.

And that’s resonating, I think, broadly with investors, regardless of what they might already have in 
their portfolios because an income component is attractive for many reasons.

Broadly speaking, can you describe what a SRT transaction or trade 
might look like?

A bank regulatory capital transaction is where the bank selects a portfolio of its loans—
oftentimes, its highest-quality loans from its best customers—and uses it as a way to release bank 
capital so they can lend even more to those same customers on a go-forward basis.

To get capital relief, what the bank does is buy credit protection, or insurance, if you like, on the 
losses that may come from that loan portfolio. Typically, they buy protection on the first portion of 
losses that might come from that portfolio, and that varies by transaction and could be anywhere 
from the first 5% to 10%, say, for example, of losses that might come from that loan portfolio. 
Portfolio sizes vary as well, but it could be billions of dollars, in which case the bank is therefore 
buying protection for 5% to 10% of a billion-dollar portfolio, for example, $50 million to $100 
million. That creates a profile of risk that investors can then purchase in a credit-linked note basis.

In return for that, the investor typically receives a return over a benchmark such as the Secured 
Overnight Financing Rate (SOFR). At the moment, we’re seeing returns of around SOFR plus 7% to 
10%.1
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What are the attributes that would draw you to a 
deal, and what do you consider a downside?

The bank regulatory capital market is a very broad market, and banks have 
different types of assets on their balance sheet. That gives us choice, from 
an investment perspective. We manage bank regulatory capital from our ABS 
team and our broader alternative credit platform.

This means we can really look at everything, be it corporate risk, consumer 
risk, or mortgage risk, for example. We therefore are able to decide and 
identify investments on a couple of different levels; first, based on our view 
of different sectors and what’s happening in the global economy at different 
points in time.

Let me give you some examples. In the last few years, I’ve been more defensive 
and cautious in terms of the potential for an increase in corporate credit 
defaults, and we’ve been much more focused on higher-quality, large-cap 
corporates as opposed to small and medium-sized enterprises. Further to that, 
we’ve avoided some countries. Certain European economies that have turned 
in a more negative direction—we’ve avoided those completely.

That said, bank regulatory capital is a structured credit market, so we also 
think very carefully about what we can incorporate into these deals to help 
protect against tail risks, especially in light of the growing uncertainty in 
the markets. So, we focus on including credit protection through structural 
mechanisms, for example, making sure we have credit support or credit 
enhancement beneath the risk profile, creating a buffer so that we won’t be the 
first to be affected should some losses occur.

How does your team achieve that, and how do you control 
the level of risk of each transaction?

We often negotiate with the banks to get them to bear a portion of any potential 
losses before it would impact us through various mechanisms. We focus very 
carefully on what I would call tail risk in the portfolio. Recently, we looked at a 
transaction and identified a tail risk in the commodity sector that we weren’t 
comfortable with.

Since the deal in question was on either a bilateral or club basis with the bank, 
we asked the bank to remove the exposure that we’re not comfortable with. 
Oftentimes, they will say yes. On this occasion, they were unwilling to. For us, 
that’s a red line and we walked away. 
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How do you see the bank regulatory capital market 
over the next three to five years?

It’s a really exciting time for the bank regulatory capital market right now. It’s 
kind of been a slow burn since its creation, if you like, in Europe and the United 
Kingdom, but we’ve seen some catalysts in recent years. Canadian banks have 
become quite prolific issuers.

But the really exciting development, as we look forward from here, is that the 
U.S. banks have really started to talk about and, to some extent, use the bank 
regulatory capital sector. That’s awoken U.S. investors as well. So those two 
components, I think, are going to potentially bring about some interesting changes 
in the bank regulatory capital space.

I think it will take a couple of years just to bed in and evolve. The U.S. market in 
every sector tends to be more transactional than Europe, so I think it will take 
a little time for U.S. banks to work out how and why they’re going to use bank 
regulatory capital transactions as part of their overall tool kit to help manage their 
balance sheets.

But I think that will come. I think it’s exciting that U.S. banks may be more dynamic 
in terms of the range of different sectors that they include in these transactions. 
So, I think that could be an interesting development and could allow us to bring 
more diversification, you know, different risk profiles into the funds that we run 
that use bank regulatory capital. 

What challenges do you foresee?

The SRT market at the moment really is poised for a lot of growth and that’s a 
double-edged sword. It’s going to bring a lot of opportunity, but it’ll also bring some 
risk. We’re seeing new entrants come into the market, new banks come into the 
market. And you know, already we’re seeing transactions getting done that we’re 
not necessarily comfortable with from a risk or pricing perspective.

However, that’s no different from other sectors or other markets when they start to 
grow, and it will evolve over the next few years. From our perspective, we’ve been 
in bank regulatory capital since 2014. We have a very proven and established 
investment approach including in-house developed modelling and data-analytics.

And we’ll absolutely stick to our approach, and we’ll be disciplined on a bottom-
up fundamental credit perspective. I think what we’ll see in the broader bank 
regulatory capital market in the next two to three years will be more differentiation 
in both performance of underlying bank regulatory capital deals by virtue of 
some of the risks we’re seeing but also differentiation of bank regulatory capital 
managers as the performance of the underlying deal starts to come through in 
their portfolios.   
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Important Information 
 
Manulife | CQS Investment Management is a trading name of CQS (UK) LLP which is authorised and regulated by 
the Financial Conduct Authority. This document has been issued by CQS (UK) LLP and/or CQS (US), LLC which is a 
registered investment adviser with the US Securities and Exchange Commission, The term “CQS” or “Manulife | CQS 
Investment Management” as used herein may include one or more of CQS (UK) LLP, CQS (US), LLC 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. 

Manulife | CQS Investment Management is a wholly owned subsidiary of Manulife Investment Management (Europe) 
Limited. 

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 (https://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 (https://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. Don’t invest unless you’re prepared to lose all the money you invest. 
This is a high-risk investment and you are unlikely to be protected if something goes wrong. 

1 Structured Credit Investor (SCI) database, as of 2/8/25.

Diversification does not guarantee a profit or eliminate the risk of a loss.

Tail risk is the risk of rare, extreme events causing significant financial losses, lying at the ends 
of a probability distribution.
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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 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.
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