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 Historically, corporate credit excess 
returns have been positive two-
thirds of the time or more*, but 
investors must bear the asymmetry 
of credit markets where downside 
corrections can be severe. 

 Monitoring the credit cycle and top-
down risks is good risk 
management. The challenge for 
investors is that every cycle is 
different and requires a combination 
of data and judgement. 

 No single indicator or dataset can 
be reliable in isolation, and the lags 
are uncertain. However, by 
considering the credit cycle within a 
framework and assessing the 
weight of evidence from the key 
metrics shown here, we can better 
understand the balance of risks and 
potential turning points. 

Why the cycle matters

*Based on quarterly excess returns on global investment grade and high yield indices since 1999.

HIGH DEBT LOADS
Key metrics: interest 
cover, leverage
Prognosis: debt is 
everywhere, but 
interest costs remain 
controlled

RESTRICTED 
CAPITAL ACCESS

Key metrics: liquidity 
cycle, real borrowing 

costs
Prognosis: liquidity 

trends fading as ultra-
accommodative policy 

is removed
EXOGENOUS 
SHOCK TO CASH 
FLOW
Key metrics: 
earnings, earnings 
revisions
Prognosis: earnings 
robust, but growth 
appears to have 
peaked
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Rates uncertainty and market volatility remain in focus for investors in credit 
as central banks move more aggressively on their tightening path. Credit 
spreads have widened, but levels are far from pricing in a recession. One of 
the challenges investors face at an inflection point in the cycle is how to 
navigate the uncertainty and volatility, where portfolios can be particularly 
susceptible to gains or losses.  

Like the Fed can fall into the trap of getting anchored to its tightening path, 
we as investors need to be nimble and ensure we do not get tied to our 
expectations, but instead focus on identifying the signposts that indicate to 
add or reduce credit risk within portfolios. Our quarterly 'Credit Risk Monitor' 
aims to do this through a snapshot of the corporate bond markets. 
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Cycle indicators
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Central bank liquidity (% GDP) flatlines

Source: Janus Henderson Investors as at 31 March 2022.

Yield Curve slope (bps) inverts

Source: Bloomberg 2-year and 10-year government bond yields to 31 
March 2022.

Yield curve flattened to zero (an inversion) 
signals a turn in the cycle and elevated recession 
risks. 

Source ICE BofA US High Yield CCC and ICE BofA US High Yield Option-
adjusted spreads shown. Data as at 31 March 2022.

Central bank asset purchases (QE) are above 
their longer-term average, though balance sheet 
growth has slowed. 

CCC v B spreads differential (bps) muted
Weaker performance trends in lower quality (CCC) 
is a warning sign of credit stress – this is shown by 
periods when the orange line rises sharply from low 
levels as highlighted. 

Source: Janus Henderson calculations, Bloomberg, Moody’s, as at 31 
March 2022.

Note: data beyond 2021 are estimates, and there is no guarantee that past 
trends will continue. See Important Information for full information on 
underlying indices. 
Past performance is not a guide to future performance. 

Sharp moves higher in real yields tend to lead a 
spike in defaults. 

Real rates and defaults (%) remain low
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Issuer fundamentals improve with earnings growth

Source: Morgan Stnaley research, Bloomberg, MCSI, IBES, Factset. Net leverage for US as at 31 December 2021. Note: MS use consensus GICS sector 
EBITDA growth estimates and zero debt growth to estimate median net leverage and interest coverage ratios based on a sample of US and European IG 
and HY corporates. 

Net leverage falls across IG and HY while interest cover at or close to decade highs  

Earnings growth (%) appears to have peaked
Year-on-year earnings per share growth sees upward revisions for most regions 

Region 21 22F 23F Revisions on 22 
forecasts since 

last Quarter

Global 54 9 8

Developed 55 9 8

US 52 10 10

Eurozone 76 8 8

UK 87 9 3

Japan 55 8 6

Emerging 50 10 10

China 7 16 15

“While this cycle has 
progressed quicker than 
most, investors should be 
wary of reducing risk too 
early on recession fears.”

Jim Cielinski
Global Head of Fixed 
Income
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Source: Reuters-Eikon-Datastream Data, 5 April 2022. 
2022 and 2023 data are estimates, and there is no guarantee that past trends will continue.
Past performance is not a guide to future performance. 
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The credit cycle turns 
The first quarter made for a bumpy start to 2022 for credit markets, as more aggressive policy tightening 
was priced with mounting inflationary pressures, partly due to supply disruption from the conflict in Ukraine. 
Investors demanded additional yield to compensate for the shroud of uncertainty. While spreads have 
recovered somewhat, the risk of policy error from tightening into an extended slowdown lingers on. 

The battle against inflation ensues 
• Central banks across the globe are laser focused on fighting inflation almost at any cost. 
• With inflation largely a function of supply disruption rather than excess demand, raising rates to get 

inflation under control is at risk of overshooting.

Access to capital markets weakens
• Our ‘access to capital markets’ traffic light has turned to amber, as central bank liquidity wanes and 

balance sheets shrink. Quantitative tightening is underway or imminent.
• The favourable starting point of excess liquidity is key, as real rates remain low. 
• Markets respond to change more than level, however, and trends are weak. 

Recessions don’t just happen 
• Slower growth is already unfolding as inflation erodes real income, risks such as recession or stagflation 

are exacerbated. 
• However, recessions tend to be triggered by an overtightening in policy. We believe there is still a chance 

of an economic soft landing, but probabilities are falling.  

How quickly is the cycle turning? 
• Closely watching recessionary indicators – such as yield curve inversion – is prudent and while the cycle 

is turning, the speed and the magnitude of the turn is more difficult to forecast. 
• While the trend of improving credit fundamentals may have peaked, they just underwent the strongest 

12-month improvement in history. It’s downhill from here, but from an exceptional starting point. 
• While this cycle has progressed quicker than most, investors should be wary of reducing risk too early on 

recession fears and should not overlook the chance of a dovish pivot further down the line. Our view is to 
wait for central banks to panic before getting fully invested in credit. 

Source: ICE BofA corporate bond indices as at 31 March 2022. The 
spread ratio is calculated by dividing the BB spread by BBB spread. See 
Important Information for full information on underlying indices. 

High yield vs investment grade (spread 
ratio) falls
A higher BB/BBB ratio can be taken to indicate 
better value in BB-rated bonds compared with 
BBB-rated bonds. 

Source: Bloomberg indices as at 31 March 2022. Option-adjusted spreads 
shown. See Important Information for full information on underlying 
indices. 

Spreads trade tighter than long-term averages, but 
drift wider on quality-adjusted basis.  

Quality-adjusted credit spreads (%) widen
Valuations
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Sterling Non Gilt Index - ratings breakdown (%)

GBP Corporate bond spreads versus other 
markets (bps)

Maturity Sector Breakdown

Source: ICE BofA indices and Bloomberg. Data as at 31 March 2022. See 
Important Information for full information on underlying indices. 
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Sterling market snapshot
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Source: ICE BofA indices and Bloomberg. Data as at 31 March 2022. 
*Credit spread data based on BofA Sterling Non-Gilt index using maturity bands 
with similar duration to the 2,5,10 and 30-year gilts. See Important Information 
for full information on underlying indices. 

Maturity
Sector breakdown
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Source: ICE BofA indices. Data as at 31 March 2022. See Important 
Information for full information on underlying indices. 

Source: ICE BofA indices and Bloomberg, 1-10 year corporate bond indices 
in GBP, USD and EUR. Data as at 31 March 2022. See Important 
Information for full information on underlying indices. 

Sterling Corporate Issuance, 2022 YTD £bn
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Source: Barclays Credit Research
Data as at 31 March 2022.
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Non-Gilt index 131 120 98 +22bp

Non-Gilt 15+ index 136 136 117 +19bp

A Financials 155 137 96 +41bp

A Industrials 116 111 90 +21bp

A Utilities 137 114 116 -2bp

BBB Financial 262 198 156 +42bp

BBB Industrials 178 169 140 +29bp

BBB Utilities 160 142 109 +33bp

By maturity 2-year 5-year 10-year 30-year

Gilt yield 1.35% 1.41% 1.61% 1.76%

Swap yield 2.00% 1.88% 1.65% 1.44%

Credit spread (OAS) 0.87% 1.16% 1.37% 1.40%

31/03/2022 YTD change

Market size £mm 635,840 -4.0%

No. of issuers 449 -1

Yield 2.74% +89bps

Credit spread (OAS) 1.20% +22bp
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Page Data sources 
2 Bloomberg: G4 Balance sheet as a % of GDP (BSPGCPG4 Index) 

Bloomberg: 2-year and 10-year US government bond yields
ICE BofA Single-B US High Yield Index and ICE BofA CCC & Lower US High Yield 
Index
Bloomberg: US 10-year generic real yield and 7-10yr BBB Corporate spread

3 Earnings growth (%) 
Global earnings = MSCI AC World Index
Developed earnings = MSCI World Index
US earnings = The MSCI USA Index
Eurozone earnings = The MSCI EMU Index (European Economic and Monetary 
Union)
UK earnings = MSCI United Kingdom Index
Emerging earnings = MSCI Emerging Markets Index

4 Quality-adjusted spreads (%): 
Global IG = ICE BofA Global Corporate Index data used
Global HY = ICE BofA Global High Yield Index data used
High yield vs investment grade (spread ratio)
US ratio : ICE BofA BB US High Yield Index / ICE BofA BBB US Corporate Index
Euro ratio: ICE BofA BB Euro High Yield Index / ICE BofA BBB Euro Corporate Index 

5 GBP Corporate bond spreads vs other markets: 
GBP Corp = ICE BofA 1-10 Year Sterling Corporate Index OAS 
USD Corp = ICE BofA 1-10 Year US Corporate Index OAS
EUR Corp = ICE BofA 1-10 Year Euro Corporate Index OAS
Table: Sterling corporate bond market data:
ICE BofA Sterling Non-Gilt Index
ICE BofA 1-3 Year Sterling Non-Gilt Index
50% ICE BofA 3-5 Year Sterling Non-Gilt Index / 50% ICE BofA 5-7 Year Sterling 
Non-Gilt Index
50% ICE BofA 5-10 Year Sterling Non-Gilt Index / 50% ICE BofA 10-15 Year Sterling 
Non-Gilt Index
Bloomberg Sterling Corporates 20+
ICE BofA Single-A Sterling Corporate Index
ICE BofA BBB Sterling Corporate Index 
ICE BofA Single-A Sterling Financial Index
ICE BofA BBB Sterling Financial Index
ICE BofA 15+ Year Single-A Sterling Non-Gilt Index
ICE BofA 15+ Year BBB Sterling Non-Gilt Index
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The views presented are as of the date published. They are for information purposes only and should not be used or construed as investment, legal or tax advice or as an 
offer to sell, a solicitation of an offer to buy, or a recommendation to buy, sell or hold any security, investment strategy or market sector. Nothing in this material shall 
be deemed to be a direct or indirect provision of investment management services specific to any client requirements. Opinions and examples are meant as an 
illustration of broader themes, are not an indication of trading intent, are subject to change and may not reflect the views of others in the organization. It is not intended 
to indicate or imply that any illustration/example mentioned is now or was ever held in any portfolio. No forecasts can be guaranteed and there is no guarantee that the 
information supplied is complete or timely, nor are there any warranties with regard to the results obtained from its use. Janus Henderson Investors is the source of 
data unless otherwise indicated, and has reasonable belief to rely on information and data sourced from third parties. Past performance does not predict future 
returns. Investing involves risk, including the possible loss of principal and fluctuation of value.

Not all products or services are available in all jurisdictions. This material or information contained in it may be restricted by law, may not be reproduced or referred to 
without express written permission or used in any jurisdiction or circumstance in which its use would be unlawful. Janus Henderson is not responsible for any unlawful 
distribution of this material to any third parties, in whole or in part. The contents of this material have not been approved or endorsed by any regulatory agency.

Janus Henderson Investors is the name under which investment products and services are provided by the entities identified in the following jurisdictions: (a) Europe by 
Janus Henderson Investors International Limited (reg no. 3594615), Janus Henderson Investors UK Limited (reg. no. 906355), Janus Henderson Fund Management UK 
Limited (reg. no. 2678531), Henderson Equity Partners Limited (reg. no.2606646), (each registered in England and Wales at 201 Bishopsgate, London EC2M 3AE and 
regulated by the Financial Conduct Authority) and Henderson Management S.A. (reg no. B22848 at 2 Rue de Bitbourg, L-1273, Luxembourg and regulated by the 
Commission de Surveillance du Secteur Financier); (b) the U.S. by SEC registered investment advisers that are subsidiaries of Janus Henderson Group plc; 
(c) Canada through Janus Henderson Investors US LLC only to institutional investors in certain jurisdictions; (d) Singapore by Janus Henderson Investors (Singapore) 
Limited (Co. registration no. 199700782N). This advertisement or publication has not been reviewed by Monetary Authority of Singapore; (e) Hong Kong by Janus 
Henderson Investors Hong Kong Limited. This material has not been reviewed by the Securities and Futures Commission of Hong Kong; (f) Taiwan R.O.C by Janus 
Henderson Investors Taiwan Limited (independently operated), Suite 45 A-1, Taipei 101 Tower, No. 7, Sec. 5, Xin Yi Road, Taipei (110). Tel: (02) 8101-1001. Approved 
SICE licence number 023, issued in 2018 by Financial Supervisory Commission; (g) South Korea by Janus Henderson Investors (Singapore) Limited only to Qualified 
Professional Investors (as defined in the Financial Investment Services and Capital Market Act and its sub-regulations); (h) Japan by Janus Henderson Investors (Japan) 
Limited, regulated by Financial Services Agency and registered as a Financial Instruments Firm conducting Investment Management Business, Investment Advisory and 
Agency Business and Type II Financial Instruments Business; (i) Australia and New Zealand by Janus Henderson Investors (Australia) Limited (ABN 47 124 279 518) and its 
related bodies corporate including Janus Henderson Investors (Australia) Institutional Funds Management Limited (ABN 16 165 119 531, AFSL 444266) and Janus 
Henderson Investors (Australia) Funds Management Limited (ABN 43 164 177 244, AFSL 444268); (j) the Middle East by Janus Henderson Investors International Limited, 
regulated by the Dubai Financial Services Authority as a Representative Office. No transactions will be concluded in the Middle East and any enquiries should be made to 
Janus Henderson. We may record telephone calls for our mutual protection, to improve customer service and for regulatory record keeping purposes.

For use only by institutional, professional, qualified and sophisticated investors, qualified distributors, wholesale investors and wholesale clients as defined by the 
applicable jurisdiction. Not for public viewing or distribution. Marketing Communication.


