
Institutional investors tend to have long-term 
investment horizons which reflect their long-term 
portfolio objectives. Therefore, we believe that it is 
important to review long term returns across asset 
classes when considering allocations to sub-IG 
credit. In the analysis below we compared historical 
sub-IG credit to public equity and evaluated the 
differences between loans and high yield bonds.
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Sub-IG Credit – 3-year rolling USD hedged annualised 
return over US T-Bill index

Past performance is not necessarily indicative of future results.  
Source: Data from January 2006 to December 2022. All returns are 
annualised and USD hedged. European loans:CS WELLI, US Loans:CS 
LLI, US High Yield:ICE BoAML HCNF, European High Yield: ICE 
BoAML HPID.

Equities – 3-year rolling USD hedged annualised return 
over US T-Bill Index

Past performance is not necessarily indicative of future results.  
Source: Data from January 2006 to December 2022. All returns are 
annualised and USD hedged. Equity indices: S&P 500, MSCI All-
world, Stoxx Europe 600.
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Our analysis uncovered 3 reasons as to why it may make 
sense to have a long-term allocation to sub-IG credit:

1) Over rolling 3-year holding periods, sub-IG credit rarely 
exhibits negative returns and exhibits far lower volatility 
than public equities, as evidenced by relative performance 
during the Global Financial Crisis (GFC)

2) Longer holding periods significantly reduce how often 
negative return outcomes occur in sub-IG credit

3) Entry points matter and today’s credit spreads signal 
attractive prospective returns

Our findings are drawn from the analysis provided below:

Sub-IG credit rarely exhibits negative returns 
over rolling 3-year holding periods

We analysed rolling 3-year holding period returns for 
sub-IG credit and broad equity indices from January 2006. 
The returns were calculated as the annualised total return 
for the asset class over short-term US T-bill returns for 
the same holding period. This creates a return premium 
over short- term risk-free rates and controls for higher and 
lower interest rate regimes. The x-axis date is the return 

achieved at the end of the holding period, i.e. January 2006 
reflects the annualised return between January 2003 to 
January 2006.

Focusing on the graph which shows the rolling 3-year 
credit returns, it is not only rare, but occurs only in 
exceptional circumstances that an investor with a 3-year 
hold has lost on an investment in sub-IG credit.

Many would argue that the same point could be made 
for equities, however during the GFC, credit outcomes 
were superior due to lower magnitude drawdowns in 
percentage terms and fewer negative return data points 
overall. The resumption of positive returns occurs much 
sooner in credit post the GFC.

The selloff in risk assets in 2022 has resulted in 3-year high 
yield returns producing negative outcomes, while loans 
and equities remain positive.
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Frequency of negative holding period returns for 1,3 and 5 year holding periods

Past performance is not necessarily indicative of future results.  
Source: CS LLI, CS WELLI, ICE BoAML HCNF, ICE BoAML HPID, S&P 500, MSCI All-world, Stoxx Europe 600. 1) January 2006- December 
2022. 2) Number of negative outcomes were counted from the monthly data for 1-year, 3-year and 5-year outcomes between January 2006 and 
December 2022, indicating the effect of holding period length on frequency of negative return outcomes.

Longer holding periods significantly reduce the 
frequency of negative return outcomes in sub-IG 
credit

We evaluated how the length of the holding period impacts 
the frequency of negative returns. We looked at the 1-year, 
3-year and 5-year holding period returns over T-bills for 
each month between January 2006 and December 2022 
and counted the number of negative outcomes. This is 
summarised in the table and chart above.

The data shows that 1-year holding periods have a 
relatively high frequency of negative outcomes in all asset 
classes, across both credit and equities. If you lengthen the 
holding period from 1 to 3 years, it improves the outcome 
significantly for all asset classes, except for the S&P 500, 
where the improvement is small. However, if you lengthen 
the holding period from 3 to 5 years, it reduces the 
occurrence of negative outcomes in credit to extremely low 
levels (<6% of all observations), but created limited-to-no 
improvement in equities.

Longer holding periods of 3 or 5 years significantly reduce 
the frequency of negative return outcomes in sub-IG credit 
markets. If we compare this to public equity, we found 
that negative returns are more frequent across all holding 
periods and longer holding periods have a less beneficial 

impact on this metric. In our view, this is consistent with 
the relative fundamental risk in each asset class. Credit is 
a high ranking, contractual interest, fixed maturity asset 
class, whereas equity is a lower-ranking, variable income, 
perpetual (no maturity) asset class.

Institutional investors taking a long-term perspective 
should incorporate these historical insights because 
drawdown avoidance and consistency of performance are 
important considerations when determining strategic asset 
allocations. We find significant outperformance of sub-IG 
credit versus public equity on these metrics.

Today’s credit spreads signal attractive 
prospective returns

Entry points are also important in impacting holding period 
return outcomes. We reviewed how the historical starting 
credit spread affects holding period return outcomes.

The charts below compare credit spread datapoints from 
January 2006 (x-axis) to the subsequent 3- year annualised 
holding period return(y-axis). The red lines overlay 
current(December 2022) credit spreads for each asset class.

n=204 1-year 3-year 5-year % 1-year % 3-year % 5-year

US loans 48 29 12 24% 14% 6%

European loans 44 25 11 22% 12% 5%

US HY 51 19 7 25% 9% 3%

European HY 49 25 7 24% 12% 3%

S&P 500 37 31 40 18% 15% 20%

MSCI All- world index 59 33 31 29% 16% 15%

Stoxx Europe 600 58 33 33 28% 16% 16%
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CONCLUSION
Our analysis endorses a constructive view on credit, both on an absolute basis and relative to equities. Credit has 
historically been a lower volatility, more reliable route to positive return outcomes, particularly for investors with longer 
time horizons.

Within credit, we currently prefer loans to high yield. Though past performance is not a guarantee of future returns, 
history indicates a 4-7% premium is available in loans given starting credit spreads. Given current T-Bill yields of 4.5% and 
3-year treasury yields of 3.8%, 7.8-11.5% total returns are achievable on a USD-hedged basis. US high yield outcomes are 
less clear cut on this basis: current credit spreads are closer to levels historically associated with negative or zero return 
premia over T- Bills.

Past performance is not necessarily indicative of future results.  
Source: CS LLI, CS WELLI, ICE BoAML HCNF, ICE BoAML HPID, January 2006- December 2022. Each data point is the credit spread at the 
beginning of 3-year annualised holding period return between January 2006 and December 2022. 

The loan indices have a strong positive relationship 
between credit spreads (3-year discount margin) and 
holding period return, with today’s credit spreads 
consistent with a ~4-7% return outcome, based on 
historical data. The level of starting credit spread that leads 
to negative return outcomes is more than 200bps tighter 
than today’s levels.

The high yield indices also have a positive relationship 
between credit spread (spread-to-worst vs. government 
bonds) and holding period return, but not as strong as 
it is for loans. Today’s credit spreads are consistent with 
a wider range of outcomes: ~5-12% in European HY and 

~0-9% in US HY. The proximity of today’s credit spread to 
spreads consistent with negative return outcomes is close 
in Europe and even closer in the US.

These graphs demonstrate that entry points matter. 
Investing at today’s credit spread has historically produced 
~4-7% annualised positive returns over short-term risk-free 
rates (rolling T- bills), over a 3-year holding period, with 
high consistency. Entry points matter for high yield too, 
however the dispersion is much higher, with historic returns 
~0-12% above T-bills.

Relationship between credit spread & 3-year returns
US loans: 3-year DM vs 3-year ann. return over T-Bills (3-years forward) European loans: 3-year DM vs 3-year ann. return over T-Bills (3-years forward)

US HY: Spread vs gov’t vs 3-year ann. return over T-Bills (3-years forward) European HY: Spread vs gov’t vs 3-year ann. return over T-Bills (3-years forward)
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For institutional/professional/accredited investors only.

Investment Risk

Investments involve risks, including possible loss of the amount invested. Past performance is not a reliable indicator of 
future returns.

The financial markets may experience substantial fluctuations in prices for loans and other assets and there may be limited 
liquidity for such obligations. No assurance can be given that the conditions giving rise to such price fluctuations and 
limited liquidity will not occur, subsist or become more acute after the date hereof.

This document is being provided to you by the subsidiaries or affiliates of Intermediate Capital Group plc (“ICG”, and 
together with their respective directors, officers, employees, partners, members, shareholders, advisers and agents, as 
the context requires, “the ICG Parties”) on a strictly confidential basis and no part may be reproduced or redistributed in 
any form, by any means without the prior express written consent of ICG. This document is intended only for information 
purposes and convenient reference and does not create any legally binding obligation on any of the ICG Parties. The ICG 
Parties expressly disclaim any liability for the use, misuse, or distribution of this information to unauthorised recipients.

This document: (i) is not intended as an offer or solicitation with respect to the purchase or sale of any security or 
financial instrument; (ii) is not to be relied upon in evaluating the merits of investing in any securities; and (iii) is provided 
solely as reference material for background purposes. You should be aware that investing in a fund sponsored by ICG 
(an “ICG Fund”) involves a high degree of risk, and there can be no assurance that an ICG Fund’s investment objective 
will be achieved or that you will receive a return on your capital. The possibility of partial or total loss of capital from an 
investment in an ICG Fund will exist and you must be prepared to bear such losses. You should refrain from investing in an 
ICG Fund unless you fully understand all the risks involved and you independently determine that the investment is suitable 
for you. ICG is not your designated investment advisor.

ICG may encounter potential conflicts of interest in connection with the activities of an ICG Fund. Please see the applicable 
ICG Fund’s offering memorandum or any other such similar documents for additional information. A private offering of 
interests in an ICG Fund may only be made pursuant to the final confidential private placement memorandum for the fund 
and any supplements (or any other such similar documents) thereto (the “Memorandum”) and the fund’s governing 
and subscription documents (together, the “Offering Documents”), which may be furnished to qualified investors on 
a confidential basis at their request for their consideration in connection with such offering. The information contained 
herein will be superseded by and is qualified in its entirety by reference to the Offering Documents, which contains 
additional information about the investment objective, terms and conditions of an investment in the fund and also contains 
tax information and risk and conflict of interest disclosures that are important to any investment decision regarding the 
fund. No person has been authorized to give any information or make any representations other than as contained in 
the Memorandum and, if given or made, any such information or representation must not be relied upon as having been 
authorised by the fund or any of the ICG Parties. A prospective investor should not invest in any fund interests unless 
satisfied that it (alone or together with its investment representative) has asked for and received all information that 
would enable the investor (or both of them) to evaluate the merits and risks of the proposed investment.

Intermediate Capital Group plc Procession House,55 Ludgate Hill,London, EC4M 7JWTel. +44 20 3545 2000 icgam.com
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