
Fixating on Income 

 

 

Looking back over the last 25 years, more than 90% of returns for investment grade credit  

come from the income component, rather than the price component1. With the market now 

reevaluating its view of when the Federal Reserve will start its interest rate easing cycle and 

by how much, it is worth remembering that returns in investment grade credit have 

historically been driven by income, and not price returns. We believe that US investment 

grade remains an attractive value proposition even if rates stay elevated. Generally, investors 

buy investment grade for income and not the price return. In our view an investor would be 

better served by owning a variety of other fixed income products if their return focus is 

premised on the change in the path of interest rates. 

 

 
 

 

IG yields against history  

Currently, the yield on the Bloomberg US Corporate Index is around 5.3%, down from its 

near-term peak of 6.5% achieved late last year. The yield (also known as the income 

component of a bond) is still elevated when looking back over the last 20 years. We recognize 

credit spreads are toward the lower of the recent range, but, we still hold the view that credit 

investors are being fairly compensated for taking the incremental risk of owning investment 

grade credit over similar duration Treasury products.  

 

Fundamentals are robust 

The Q4 2023 earnings season showed investment grade credit continues to perform well. Net 

income increased 5% year-on-year and revenue growth was 7%. Net profit margins were 

generally flat at 10%, on average. Leverage metrics remain intact with gross leverage at 2.5x. 

2 We’re not too concerned about the impact of higher for longer interest rates on the IG 

market, not least as the interest coverage rate is 11x. Plus, the average coupon on the 

Bloomberg US Corporate Index is 4.09% and average maturity is 10.7 years. With GDP 

growth of 1.6% expected in 2024, we think overall revenue growth of over 5% should be 

expected. 



 

All told, we think investors can continue to count on earning income from owning investment 

grade. Any price returns from lower interest rates would just be an added benefit.  

 

 

1. Source: Bloomberg 

2. Source: Bank of America 
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COMPARISONS TO AN INDEX 

Comparisons to a financial index are provided for illustrative purposes only. Comparisons to an index are subject to limitations because portfolio 

holdings, volatility and other portfolio characteristics may differ materially from the index. Unlike an index, individual portfolios are actively 
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SOURCE INFORMATION 

“Bloomberg®”, “Bloomberg Indices®”, Bloomberg Fixed Income Indices, Bloomberg Equity Indices and all other Bloomberg indices referenced 
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The following indices may be referred to in this document: Bloomberg US Corporate Bond Index 

BLOOMBERG US CORPORATE BOND INDEX 

The Bloomberg US Corporate Bond Index measures the investment grade, fixed-rate, taxable corporate bond market. It includes USD denominated 
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NOTE TO CANADIAN AUDIENCE 

The information in these materials is not an offer to sell securities or a solicitation of an offer to buy securities in any jurisdiction of Canada.  
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当資料は、一般的な情報提供のみを目的としています。 
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