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	� A first-principles approach to forming a corporate credit allocation begins with recognition that public and private 
debt markets offer a distinct form of compensation: the credit risk premium.

	� The strategic allocation should be built from a diversified portfolio of public corporate bonds, which offer unmatched 
scale, breadth, and transparency. Syndicated loans and private credit can complement the public-market foundation 
but should not supplant it. 

	� A well-designed systematic credit strategy is a natural core for the public-credit exposure; discretionary active public 
bond strategies can provide additional sources of alpha.

Construction of an allocation to any asset class 
should follow a logical sequence: (1) start with a clear 
understanding of the distinct and enduring return premia 
it offers; (2) determine the mix of instruments that best 
provides strategic exposure to those premia; and (3) 
decide whether and how to take active views. 

In corporate credit, these steps are often blurred. 
Corporate credit merits a place in institutional portfolios 
because the market rewards investors for bearing credit 
risk, but investors often conflate the credit risk premium 
with other purported sources of return, most notably 
illiquidity. They also often skip ahead to active decisions 
such as the pursuit of private-market opportunities and 
tactical positioning based on spreads before determining 
how best to build strategic exposure to the credit risk 
premium. 

In this note, we reconsider the construction of a 
corporate credit allocation in the proper order, as 
visualized in Figure 1. To begin, we restore the credit risk 
premium to its proper place as the basis of the allocation. 
Next, we establish why investment-grade and high-yield 
corporate bonds provide the natural foundation for 
strategic corporate credit exposure and why private 
credit can complement that foundation but cannot 
appropriately substitute for it. 

Finally, in determining the place of active management 
in corporate credit, we review the practical limits of passive 
implementation and the challenges of timing credit 
spreads. We then highlight five characteristics of a 
systematic active credit strategy that make it a natural 
candidate for the core of a corporate credit allocation—
broad-based alpha generation, diversification, risk control, 
transparency, and efficient execution.

Figure 1: A Logical Process to Construct an Asset Class Allocation—The Case of Corporate Credit

Source: Acadian. For illustrative purposes only.
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A Distinct Source of Strategic Return: 
The Credit Risk Premium
Corporate credit merits a place in institutional portfolios 
because investors earn a premium for bearing credit 
risk. Corporate borrowing is a critical feature of the 
global economy. Whether credit is extended by a bank 
or by investors in public or private debt, the provider of 
capital bears the risk that deterioration in the borrower’s 
fundamentals reduces the value of the claim or ultimately 
leads to default and loss. Allocation of that risk is a central 
function of global capital markets, and the compensation 
for bearing it is the credit risk premium.

The credit risk premium is conceptually distinct from 
other major risk premia, including the term premium, 
which compensates government bond investors for 
risks of holding longer- rather than shorter-term debt, 
and the equity premium, which compensates 
stockholders for bearing residual claims on corporate 
earnings and asset values.

Consistent with this economic logic, long-run 
empirical evidence shows that corporate credit is 
additive in diversified portfolios. In 2023 research, for 
example, we found that 1) the credit risk premium 
generated a Sharpe ratio comparable to those of the 
equity and term premia, 2) portfolios combining credit 
with government bonds or equities delivered higher 
risk-adjusted returns than each of those individual asset 
classes alone, and 3) an equal-weighted combination of 
all three performed better still.1

Defining Strategic Exposure: An 
Anchor in Corporate Bonds
The next logical step in the allocation process is to determine 
how best to obtain strategic exposure to the credit risk 
premium. Public corporate bonds provide the natural 
foundation for several reasons.

Public investment-grade and high-yield bonds constitute, 
by far, the largest institutional corporate-credit market. Their 
benchmark-eligible global universe totals roughly $17 trillion. 
By comparison, the broadly syndicated loan and private-
credit markets each total approximately $2.0–$2.5 trillion.

Beyond scale, Table 1 illustrates that publicly traded 
bonds offer an enormous diversification advantage. 
Syndicated loans and direct lending are concentrated 
largely in high-yield or unrated obligations of relatively 
small U.S.-based firms. Corporate bonds, by contrast, 
span a much larger universe of issuers across credit 
quality, industries, and geographies. That breadth matters 
because investors are not compensated for risks that can 
be diversified away; unnecessary concentration reduces 
expected risk-adjusted returns.

Transparency is another comparative advantage of 
corporate bonds. A strategic allocation is easier to 
construct and monitor when composed of instruments 
that have relatively standardized terms, broadly available 
documentation, and observable market prices. Building a 
well-diversified portfolio from bespoke, opaque, and 
illiquid instruments, such as private loans, would be much 
more complicated and costly. A decision to take such a 
path should require strong evidence that doing so offers 
sufficient incremental compensation to offset those 
disadvantages.

Table 1: Major Corporate Credit Markets—A Comparison of Typical Characteristics

Source: Acadian. Characteristics are broadly representative of each market segment and may vary materially depending on methodological assumptions and the composition of the 
underlying universe. For illustrative purposes only.
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Investment 
Grade IG Fixed rate $10B to 

$100B+ Low Large to Very 
Large

High. Multiple 
product lines and 

segments

Global or multi 
regional Public Very high. Full 

public reporting

High Yield HY Fixed rate $1B to 
$10B Mid Medium to 

Large

Moderate. 
Several lines 

but more 
concentrated

Primarily U.S. 
with some 

international
Mostly public High but weaker 

consistency

Broadly 
Syndicated  
Bank Loans

HY Floating $250M to 
$3B Mid Medium to 

Large

Moderate to low. 
Often sponsor 
driven focus

Mostly domestic
Majority 

private equity 
owned

Medium. Lender 
reporting

Direct  
Lending

HY or 
not 

rated
Floating $50M to 

$1B Mid/High Small to 
Medium

Low to moderate. 
Narrow 

operating focus

Predominantly 
domestic

Mostly 
private equity 

owned

Low to medium. 
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1  See Acadian, Current Opportunities in Public Credit Markets, October 2023.

https://www.acadian-asset.com/investment-insights/credit/current-opportunities-in-public-credit-markets
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What, then, is the strategic role of syndicated loans 
and private credit? They extend the opportunity set to 
borrowers, financing structures, and contractual terms that 
are not comprehensively represented in corporate bonds. 
They are, therefore, natural candidates to complement 
the public-market foundation. But while corporate bonds 
earn their place in the strategic allocation through 
scale, diversification, and transparency, the inclusion of 
syndicated loans and private credit—which do not share 
the same advantages—should be backed by evidence that 
they improve expected portfolio outcomes, not merely by 
the fact that they are different.

A longstanding argument in support of such inclusion 
has been that private credit offers an additional illiquidity 
premium. But Palhares and Richardson (2019) test for an 
illiquidity premium in public corporate bond markets and are 

“unable to find any empirical evidence.”2 While less-liquid 
bonds have somewhat wider spreads and directionally 
higher average returns, they also exhibit substantially 
greater volatility, leaving little improvement in risk-adjusted 
outcomes. That conclusion is robust across multiple 
measures of liquidity and different empirical approaches. 
This result calls into question the broader presumption that 
illiquidity commands a meaningful premium in credit 
markets.

A more recent argument is that banks’ retreat from 
corporate lending after the global financial crisis created a 
particularly attractive opportunity for private credit. But that 
argument, too, warrants scrutiny, because corporate bond 
markets have also participated in the broader shift toward 
non-bank financing.

Figure 2: Risk-Adjusted Performance of Direct Lending—Correcting for Distortions in Reported Results

 

Source: Bloomberg, MSCI, ICE. Data is from September 2004 to June 2026. MSCI Copyright MSCI 2026. All Rights Reserved. Unpublished. PROPRIETARY TO MSCI. This is meant to be 
an educational illustrative exhibit and is not intended to represent investment returns generated by actual portfolios. Hypothetical results do not represent actual trading or an actual account 
or reflect transaction costs or advisory fees. Hypothetical results are not indicative of actual future results. Every investment program has an opportunity for loss as well as profit.

2 Diogo Palhares and Scott A. Richardson, “(Il)liquidity Premium in Credit Markets: A Myth?,” The Journal of Fixed Income 28, no. 3 (Winter 2019): 5–23.
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In addition, private credit’s opacity complicates the 
assessment of its purported benefits. Differences in 
borrower and loan characteristics can legitimately affect 
expected returns. Higher fees, lower liquidity, and 
discretionary valuation practices, meanwhile, affect what 
investors ultimately earn and how much risk appears in 
reported performance. Such issues make it easy to mistake 
differences in measurement or implementation for 
differences in underlying economic compensation.

Using direct lending as an example, Figure 2 illustrates 
the importance of adjusting reported performance for fees 
and understated risk. Doing so (1) lowers reported returns 
by 3% to reflect an estimate of private-fund fees and 
expenses (top column chart) and (2) increases reported 
volatility to levels comparable with the average of 
syndicated bank loans and high-yield bonds (bottom 
column chart). The scatter chart shows that these changes 
result in a Sharpe ratio for direct lending that is broadly in 
line with public credit markets.3 The absence of superior 
risk-adjusted returns for private credit is reinforced by the 
performance of business development companies and 
private-company fixed-rate bonds that are included in 
standard corporate bond indices. There is nothing special 
about private credit.

The implication is clear. A diversified portfolio of publicly 
traded bonds should anchor the strategic corporate credit 
allocation. Syndicated loans and private credit can usefully 
broaden the allocation, but neither should be presumed to 
warrant coequal status with corporate bonds. This does not 
rule out the possibility that private credit offers attractive 
opportunities for alpha generation through security 
selection or other forms of manager value-add. But private 
investments justified on such grounds should be treated as 
active bets layered onto, rather than as substitutes for, 
diversified exposure to the credit risk premium via 
corporate bonds.

The Role of Active Management: 
Systematic as the Core
Once public credit is established as the anchor of the 
strategic corporate credit allocation, the next decision 
concerns the role of active management. We consider 
salient questions.

SHOULD INVESTORS MAINTAIN ALLOCATIONS TO 
CORPORATE CREDIT EVEN WHEN SPREADS ARE 
TIGHT?
Generally, yes. Corporate credit earns a strategic 
place in the portfolio because it offers exposure to the 
long-run credit risk premium. Like any other strategic 
allocation, corporate credit’s weight should change when 
an institution’s long-term objectives or its assessment 
of the asset class’s long-run risk and return prospects 
change, not simply because spreads appear tight or 
wide. Moreover, empirical evidence shows that tactical 

decisions to increase or decrease overall credit exposure 
are difficult, particularly when based primarily on current 
spread levels. In prior research, we evaluated more than 
100,000 hypothetical timing strategies across multiple 
regions and sectors. Nearly 70% underperformed a 
simple buy-and-hold allocation, and apparent success 
was rarely robust across markets or specifications.4 The 
implication is that the credit risk premium is better owned 
than timed.

DOES ACTIVE MANAGEMENT HAVE A PLACE  
IN THE PUBLIC ANCHOR?
Yes. In fact, to some degree by necessity. Active 
management has long been the default in public credit 
in part because truly passive implementation is difficult. 
Bonds have finite lives; issuers maintain multiple 
securities with different maturities, coupons, seniority, 
call features, and liquidity; and the investable universe 
changes continuously as debt is issued and retired. 
Decentralized trading and substantial variation in liquidity 
and transaction costs across bonds further complicate 
efficient benchmark replication. As a result, even 
ostensibly passive approaches require consequential 
decisions about portfolio construction, security selection, 
turnover, and execution. 

HOW SHOULD AN ACTIVE ALLOCATION BE 
STRUCTURED?
A well-designed systematic active corporate bond 
strategy—an approach that applies quantitative methods 
across a broad investment universe for return forecasting 
and portfolio construction—is a natural candidate to serve 
as the core of a public-credit allocation. As illustrated in 
Figure 3, such a strategy possesses five characteristics 
that support such a role: broad-based alpha generation, 
diversification, risk control, transparency, and efficient 
execution. 

The idea of a systematic core may come as a surprise 
to many asset owners. Discretionary management has long 
dominated public credit, in part because limited transaction 
data, manual trading, and the difficulty of evaluating and 
efficiently trading large numbers of bonds historically 
hindered systematic investing. As we have discussed in 
prior research, however, those impediments have eased 
materially over the past decade with the electronification of 
corporate bond markets, improved market data, and 
advances in computing.5

This does not imply that a public corporate bond 
allocation should be purely systematic. In prior research, 
we have shown that leading discretionary managers often 
have limited exposure to the characteristics captured by a 
systematic credit approach.6 The finding suggests that 
discretionary management can play a valuable 
complementary role alongside systematic strategies, 
assuming appropriate risk management across the 
combined portfolio. 

3  See Acadian, The Private Party of the Corporate Credit Market, December 2023, where a version of the chart first appeared, for further discussion.
4  See Acadian, Market Timing is Difficult—Credit is No Exception!, August 2025.
5  See Acadian, Credit’s Systematic Shift, June 2026 and Acadian, The Rise of Systematic Credit … Again, March 2026.
6  See Acadian, Current Opportunities in Public Credit Markets, October 2023. 

https://www.acadian-asset.com/investment-insights/credit/the-private-party-of-the-corporate-credit-market
https://www.acadian-asset.com/investment-insights/credit/quick-take-market-timing-is-difficult
https://www.acadian-asset.com/investment-insights/credit/credits-systematic-shift
https://www.acadian-asset.com/investment-insights/credit/quick-take-the-rise-of-systematic-credit-again
https://www.acadian-asset.com/investment-insights/credit/current-opportunities-in-public-credit-markets
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Figure 3: Five Characteristics of a Systematic Credit Strategy Appropriate for the Core 

Conclusion
In asset allocation, the order in which decisions are 
made matters. In corporate credit, investors often skip 
what should be the first step—identifying the source of 
strategic return—and also allow active views to shape 
the strategic exposure rather than follow from it. The 
result can be unnecessary complexity, unrecognized 
risk, and costly exposures that do not improve expected 
investment outcomes.

Following the proper sequence means first 
acknowledging the credit risk premium as the source of 
strategic return and then building the strategic allocation 
around a diversified portfolio of public corporate bonds. 
Well-designed systematic active strategies are a natural 
core for that public-market exposure, potentially 
complemented by discretionary corporate bond 
strategies. Other credit exposures, including private credit 
and syndicated loans, can further broaden the allocation 
but should not substitute for a sound public-market 
foundation.
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Hypothetical Legal Disclaimer
The hypothetical examples provided in this presentation are provided as 
illustrative examples only. Hypothetical performance results have many 
inherent limitations, some of which are described below. No representation 
is being made that any account will or is likely to achieve profits or losses 
similar to those shown. In fact, there are frequently sharp differences 
between hypothetical performance results and the actual performance 
results subsequently achieved by any particular trading program. 

One of the limitations of hypothetical performance results is that they are 
generally prepared with the benefit of hindsight. In addition, hypothetical 

trading does not involve financial risk, and no hypothetical trading record 
can completely account for the impact of financial risk in actual trading. 
For example, the ability to withstand losses or to adhere to a particular 
trading program in spite of trading losses are material points which can also 
adversely affect actual trading results. There are numerous other factors 
related to the markets in general or to the implementation of any specific 
trading program which cannot be fully accounted for in the preparation 
of hypothetical performance results and all of which can adversely affect 
actual trading results.
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