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Market Update
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With Valuations at 10 Year Highs in Many Areas of 
Credit, where is Palmer Square Finding Relative Value 
Opportunities? 

Palmer Square has always looked across corporate credit and structured credit to find the best 

relative value opportunities for our clients.  As many areas of credit are trading at historically 

expensive levels (i.e., offering minimal potential for capital appreciation) and meaningful yields are 

difficult to come by, Palmer Square is constantly working to identify opportunities to make our 

current and potential clients’ fixed income allocation work harder.

We recently created the below chart to illustrate relative and absolute value across credit, which 

examines current spread levels compared to 10 year lows, highs, and averages.  

For each asset class depicted on the chart (i.e., Corp AA or CLO AAA), the red dots at the top of the 

chart represent the highest spread value over the last 10 years, the green dots represent the lowest 

spread value for the last 10 years, and the orange dots represent the 10 year average spread.  The 

blue dots represent the current spread level (as of 4/15/2021).

On a relative basis, for example, A-rated CLO debt offers a spread of 207 basis points (“bps”) 

compared to only 69 bps on A-rated corporate debt.  However, when taking into account where 

current spreads are on a historical basis compared to other asset classes, it is more evident just how 

expensive certain areas of credit are.  AA to BBB-rated and B-rated corporate spreads are at or near 

their 10 year tightest levels, as is AAA CMBS.  Even BB-rated Bank Loans are approaching 10 year 

lows.  CLO debt, however, continues to offer attractive relative and absolute spreads.

Source:  Bloomberg, Palmer Square, data as of 4/15/2021
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These levels not only highlight the attractive relative yield and income CLO debt can provide when 

compared to other areas of credit, but also the potential for capital appreciation in the event CLO 

debt spreads move towards their lows (i.e., “tighten”).

Please note that we continue to own select exposure to Investment Grade and High Yield Bonds; 

however, we emphasize the word “select” when discussing our exposure to these areas of credit.

It’s also worth noting that while A-rated and BBB-rated CMBS spreads also have potential for spread 

tightening at current levels, Palmer Square believes, in some situations, legitimate fundamental credit 

concerns exist.  Conversely, Palmer Square believes the CLO structure to be more fundamentally 

sound and significantly more resilient, especially when taking into account Palmer Square’s 

conservative approach to CLO investing.

Summary

Given demand for both yield and floating rate securities (especially in an inflationary environment), 

Palmer Square believes there to be a strong tailwind to drive CLO spreads tighter in the near term, 

resulting in potentially attractive total returns.

Please do not hesitate to contact us at investorrelations@palmersquarecap.com or 816-994-3200 

should you desire more information.  We would also be happy to set up a call at your convenience.

About Palmer Square

Founded in 2009 and based right outside of Kansas City, Palmer Square manages approximately   

$16.1 billion in fixed income/credit investments on behalf of a diverse client base inclusive of 

institutional investors, wealth management firms, and high net worth individuals (as of 4/30/2021).  

The firm offers mutual funds, separately managed accounts, and private partnerships (including 

investments focused on the CLO market).
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Notes and Disclosure

This newsletter is limited to the dissemination of general information pertaining to Palmer Square Capital 
Management LLC’s (“Palmer Square”) investment services and general economic market conditions. The 
information contained herein should not be construed as personalized investment advice and should not be 
considered as a solicitation to buy or sell any security or engage in a particular investment strategy. The views 
expressed are for commentary purposes only and do not take into account any individual personal, financial, or 
tax considerations. There is no guarantee that the views and opinions expressed in this newsletter will come to 
pass. There are risks involved with investing, including the possible loss of principal, that investors should be 
prepared to bear. Past performance does not guarantee future results.

Actual events are difficult to predict, are beyond the control of Palmer Square and may differ from those 
assumed. There can be no assurance that forward-looking statements will materialize or that actual results 
will not be materially different than those presented. All forward-looking statements included are based on 
information available on the date hereof, and Palmer Square does not assume any duty to update any forward-
looking statement.

This material represents an assessment of the market environment at a specific point in time, is subject to 
change without notice, and should not be relied upon by the reader as research or investment advice. With 
regard to sources of information, certain of the economic and market information contained herein has been 
obtained from published sources and/or prepared by third parties. While such sources are believed to be reliable, 
Palmer Square, its employees, or representatives do not assume any responsibility for the accuracy of such 
information.

The credit quality distribution figures shown are used for illustrative purposes only. Palmer Square does not 
guarantee to execute that credit quality distribution. Exposures information, as well as other referenced 
categorizations, reflect classifications determined by Palmer Square as well as certain Palmer Square assumptions 
based on estimated portfolio characteristic information. Credit quality distribution figures may not sum to 
100%. Ratings listed herein are assigned by Standard & Poor’s (S&P) and Moody’s Investor Service (Moody’s). 
Credit quality ratings are measured on a scale with S&P’s credit quality ratings ranging from AAA (highest) to D 
(lowest) and Moody’s credit quality ratings ranging from Aaa (highest) to C (lowest). We use the higher of the 
two ratings. Credit ratings listed are subject to change. Please contact Palmer Square for more information.

The securities issued under the CLO transactions have not been registered under the Securities Act of 1933, as 
amended, and may not be offered or sold in the United States absent registration or an applicable exemption 
from registration requirements. This overview shall not constitute an offer to sell or the solicitation of an offer 
to buy, nor shall there be any sale of such securities in any state or jurisdiction in which such offer, solicitation 
or sale would be unlawful prior to registration or qualification under the securities laws of any such state or 
jurisdiction.

Palmer Square Capital Management LLC (“Palmer Square”) is an SEC registered investment adviser with its 
principal place of business in the State of Kansas. Registration of an investment adviser does not imply a certain 
level of skill or training. Palmer Square and its representatives are in compliance with the current registration and 
notice filing requirements imposed upon registered investment advisers by those states in which Palmer Square 
maintains clients. Palmer Square may only transact business in those states in which it is notice filed, or qualifies 
for an exemption or exclusion from notice filing requirements. Any subsequent, direct communication by Palmer 
Square with a prospective client shall be conducted by a representative that is either registered or qualifies for 
an exemption or exclusion from registration in the state where the prospective client resides. For additional 
information about Palmer Square, including fees and services, send for our disclosure statement as set forth on 
Form ADV using the contact information herein or refer to the Investment Adviser Public Disclosure web site 
(www.adviserinfo.sec.gov). Please read the disclosure statement carefully before you invest or send money.

Please note that certain investments may not be appropriate for all investors. Nothing herein takes into 
account any individual’s personal or financial characteristics which are important for determining suitability of 
investments. Nothing herein should be construed as investment advice.


