GETTING THE BIG PICTURE
RIGHT IN MULTI-ASSET
CREDIT INVESTING

WRITTEN BY

THE ALPHA STRATEGIES TEAM

MULTI-ASSET CREDIT (MAC) INVESTING IS THE
PROCESS OF GAINING EXPOSURE TO A GLOBALLY
DIVERSE MIX OF CREDIT-FOCUSED ASSET CLASSES
AND SECTOR EXPOSURES IN A SINGLE PORTFOLIO.
At Loomis Sayles, we add value as MAC investment
managers by being focused on top-down regime
identification, seeking to maximize risk-adjusted
return potential within these credit sectors. This paper
outlines key elements of our process.
INPUTS

1. Having a global opportunity set and identifying
phases of the global credit cycle
2. Measuring market fragility as a determinant of
asset allocation
3. Employing a dynamic asset allocation process
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Global Credit Cycle
At any time, regions, countries and sectors around the world are in different
phases of the credit cycle—presenting potential credit opportunities for
investors. To determine opportunities, credit cycle analysis reveals which
economies are borrowing and spending, and which are saving and deleveraging.
This step, along with the characteristics below, can help us identify the
prevailing phase of the cycle for a given country or sector.

REAL ECONOMY
LOOMIS SAYLES'
CREDIT CYCLE VIEWS
Source: Loomis Sayles.
Views as of 3/31/2020.
Chart provided for illustrative
purposes only.
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Measuring Market Fragility
We recognize that macroeconomic data can be significantly lagged and error-prone
(subject to revision). Often, by the time the data identifies a downturn, markets have
already repriced. If MAC strategies do not have a forward-looking perspective, they run
the risk of unnecessary exposure to rising market stress or market crashes.

UNDERSTANDING DEGREES OF MARKET STRESS AND THEIR IMPLICATIONS
Using our proprietary Crisis Sensitivity Ratio (CSR) that attempts to highlight increasing
probabilities of a crisis, we monitor market fragility across global asset classes to
better understand what is driving valuations; the insights we gain contribute to decisionmaking and positioning.
The left-hand chart below depicts a historical snapshot of the stock market. During
high-growth periods, such as mid-2006, stocks tend to exhibit low interconnectedness
to each other. Conversely, in stressed regimes, stocks tend to become highly correlated
(right-hand chart). When our interconnectedness measure increases, we anticipate
increased levels of market volatility.

Asset Allocation
LOW INTERCONNECTEDNESS
DURING GROWTH (JUN’06):

HIGH INTERCONNECTEDNESS
DURING CRISIS (DEC’08):

STOCK NETWORK DURING LOW CSR

STOCK NETWORK DURING HIGH CSR

We apply this same quantitative approach to assessing the fragility of global credit markets.
When degrees of market stress shift, we use these signals as inputs to guide our tactical
portfolio allocations.
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Our MAC strategy draws from a global opportunity set that spans investment grade, high yield, bank
loans, securitized and emerging market issues. Risk premia associated with these sectors are constantly
shifting. Therefore, a robust approach to allocating to what we see as the most attractive sectors is an
essential source of alpha potential. “According to well-known studies by Brinson and Colleagues, more
than 90 percent of the variability in a typical plan sponsor’s performance over time is the result of asset
allocations policy.”i
The following table shows how different sectors behave in different phases of the credit cycle, a critical
component of cross-asset risk premia. Forward-looking analysis of credit cycle regimes, combined with
our analysis of market fragility, underpins our approach to harvesting credit risk premia.
Ultimately, our quantitative research informs a qualitative judgmental approach to asset allocation, based
on the collective experience of an established three-person portfolio management team.

CROSS-ASSET RETURN AND VOLATILITY IN EACH PHASE OF THE CREDIT CYCLE
EXPANSION /
LATE CYCLE
AVG
RETURN

DOWNTURN

CREDIT REPAIR

RECOVERY

ENTIRE PERIOD

STD
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AVG
RETURN

STD
DEV

AVG
RETURN

STD
DEV

AVG
RETURN

STD
DEV

AVG
RETURN

STD
DEV

US TREASURY

5.23%

3.54%

15.80%

7.23%

9.29%

4.94%

2.27%

4.04%

4.51%

4.35%

US TREASURY TIPS

5.30%

4.61%

7.94%

12.26%

16.46%

6.17%

3.68%

5.70%

5.15%

6.02%

US AGGREGATE

5.15%

3.03%

6.64%

7.81%

10.13%

3.46%

2.82%

3.44%

4.71%

3.68%

US SECURITIZED

4.85%

2.47%

7.00%

5.13%

6.51%

2.18%

2.66%

2.85%

4.35%

2.95%

US CORPORATE IG

5.39%

3.85%

-5.27%

17.40%

19.25%

5.07%

4.11%

4.67%

5.66%

5.92%

AAA US CORP IG

6.27%

4.59%

9.30%

20.93%

13.48%

6.12%

2.84%

5.70%

5.40%

7.40%

AA US CORP IG

4.99%

3.33%

3.14%

14.48%

14.52%

5.28%

2.56%

4.44%

4.93%

5.20%

A US CORP IG

5.12%

3.98%

-0.02%

17.17%

17.81%

6.01%

3.74%

4.96%

5.34%

6.14%

BAA US CORP IG

5.59%

4.03%

-9.59%

18.80%

23.61%

6.71%

4.60%

5.38%

6.11%

6.46%

BANK LOANS

3.90%

2.02%

-20.47%

17.54%

15.31%

2.53%

5.65%

1.91%

4.26%

5.45%

US CORPORATE HY

5.69%

4.39%

-24.34%

22.31%

31.34%

5.82%

9.25%

4.97%

7.27%

7.94%

BA US HIGH YIELD

5.70%

3.74%

-14.62%

21.11%

23.33%

4.70%

8.13%

4.44%

7.18%

6.75%

B US HIGH YIELD

5.67%

4.45%

-26.22%

22.58%

26.13%

5.32%

9.29%

4.77%

6.49%

8.09%

CAA US HIGH YIELD

5.82%

6.43%

-45.01%

26.75%

65.05%

9.74%

11.24%

7.11%

7.00%

10.93%

EM CORP

5.99%

2.45%

-17.05%

15.28%

27.15%

4.23%

6.57%

4.45%

6.66%

5.46%

EM CORP IG

5.70%

2.33%

-10.41%

11.95%

21.65%

4.16%

5.82%

4.19%

6.27%

4.66%

EM CORP HY

6.54%

3.77%

-31.61%

24.37%

47.94%

6.43%

10.14%

5.88%

8.06%

8.87%

Time period: 12/31/2001 - 4/24/2020. See cycle dates in Endnotes.ii
Avg Return: annualized total return, average of all cycles. Std Dev: annualized monthly volatility, average of all cycles.
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Summary
We believe MAC should be considered a comprehensive solution for fixed income
investing. Through a deep understanding of the credit cycle, we aim to tactically
re-weight fixed income assets with the goal of achieving the highest risk-adjusted
return potential during each phase. By adjusting exposure to higher- or lower-quality
securities, a MAC strategy can also dynamically shift the intrinsic beta of those
investible assets, depending on the degree of market stress.
Once top-down asset allocation targets have been determined, special attention
is given to security selection through bottom-up, fundamental credit research. We
believe investing in companies and countries that are able to meet their repayment
obligations, thereby minimizing the risk of suffering rating downgrades or defaults, is
critical to potential success. In order to facilitate this, we utilize our credit research
department with over 50 full-time credit research professionals. This group provides
real-time, forward-looking information on the creditworthiness of the companies
and countries they cover, both on an absolute basis and relative to other, similar
companies/countries.
Holistically, the strategy’s tactical nature, combined with its inherent diversification,
helps enhance the portfolio’s Sharpe ratio by mitigating exposure to large
drawdowns during volatile markets. We believe over a full cycle, MAC strategies have
the potential to achieve high yield-like returns with lower volatility, likely offering a
viable substitute for those looking to diversify away from more constrained, singleasset credit portfolios, or higher-risk equity strategies for those that are on a derisking path.
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Endnotes
i Does Asset Allocation Policy Explain 40, 90 or 100 Percent of Performance?, Roger G.
Ibbotson and Paul D. Kaplan, Financial Analyst Journal, January/February 2000.
Regime periods as shown on page three are determined by the investment team based on
a variety of subjective and objective factors, including past economic and asset performance
metrics. Views and opinions expressed reflect the current opinions of the investment team,
and views are subject to change at any time without notice. Other industry analysts and
investment personnel may have different views and opinions.
ii
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START

END

6/1/2003

2/28/2006

6/1/2011

12/31/2013

3/1/2006

12/31/2007

1/1/2014

2/29/2020

12/31/2001

10/31/2002

1/1/2008
3/1/2020

CREDIT REPAIR

3/31/2009
4/24/2020
(last date of data incorporated)

11/1/2002

5/30/2003

4/1/2009

5/31/2011

Disclosure
This material is provided for informational purposes only and should not be construed as
investment advice. Any opinions or forecasts contained herein reflect the subjective judgments
and assumptions of the authors only, and do not necessarily reflect the views of Loomis, Sayles &
Company, L.P. Investment recommendations may be inconsistent with these opinions. There is no
assurance that developments will transpire as forecasted and actual results will be different. This
information is subject to change at any time without notice.
Charts are illustrative for presentation purposes only as a sampling of risk management tool output.
Market scenarios have inherent limitations and should not be viewed as predictions of future events.
They rely on opinions, assumptions and mathematical models which can turn out to be incomplete
or inaccurate.
Commodity, interest and derivative trading involves substantial risk of loss. This is not an offer of,
or a solicitation of an offer for, any investment strategy or product. Any investment that has the
possibility for profits also has the possibility of losses.
Past performance is no guarantee of, and not necessarily indicative of, future results.
LS Loomis | Sayles is a trademark of Loomis, Sayles & Company, L.P. registered in the US Patent
and Trademark Office.

MALR025320
MAY 2020

5

This material has been provided for information purposes only to investment service providers or other Professional Clients,
Qualified or Institutional Investors and, when required by local regulation, only at their written request. This material must not
be used with Retail Investors.
In the E.U. (outside of the UK and France): Provided by Natixis Investment Managers S.A. or one of its branch offices listed
below. Natixis Investment Managers S.A. is a Luxembourg management company that is authorized by the Commission de
Surveillance du Secteur Financier and is incorporated under Luxembourg laws and registered under n. B 115843. Registered
office of Natixis Investment Managers S.A.: 2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Italy:
Natixis Investment Managers S.A., Succursale Italiana (Bank of Italy Register of Italian Asset Management Companies no
23458.3). Registered office: Via San Clemente 1, 20122 Milan, Italy. Germany: Natixis Investment Managers S.A.,
Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Im Trutz Frankfurt 55, Westend
Carrée, 7. Floor, Frankfurt am Main 60322, Germany. Netherlands: Natixis Investment Managers, Nederlands (Registration
number 50774670). Registered office: Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Sweden: Natixis Investment
Managers, Nordics Filial (Registration number 516405-9601 - Swedish Companies Registration Office). Registered office:
Kungsgatan 48 5tr, Stockholm 111 35, Sweden. Spain: Natixis Investment Managers, Sucursal en España. Serrano n°90, 6th
Floor, 28006, Madrid, Spain. Belgium: Natixis Investment Managers S.A., Belgian Branch, Louizalaan 120 Avenue Louise,
1000 Brussel/Bruxelles, Belgium.
In France: Provided by Natixis Investment Managers International – a portfolio management company authorized by the
Autorité des Marchés Financiers (French Financial Markets Authority - AMF) under no. GP 90-009, and a public limited
company (société anonyme) registered in the Paris Trade and Companies Register under no. 329 450 738. Registered office:
43 avenue Pierre Mendès France, 75013 Paris.
In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux
Collège 10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zürich.
In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK
Financial Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter
Lane, London, EC4V 5ER. When permitted, the distribution of this material is intended to be made to persons as described
as follows: in the United Kingdom: this material is intended to be communicated to and/or directed at investment professionals
and professional investors only; in Ireland: this material is intended to be communicated to and/or directed at professional
investors only; in Guernsey: this material is intended to be communicated to and/or directed at only financial services providers
which hold a license from the Guernsey Financial Services Commission; in Jersey: this material is intended to be
communicated to and/or directed at professional investors only; in the Isle of Man: this material is intended to be communicated
to and/or directed at only financial services providers which hold a license from the Isle of Man Financial Services Authority or
insurers authorised under section 8 of the Insurance Act 2008.
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch)
which is regulated by the DFSA. Related financial products or services are only available to persons who have sufficient
financial experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients
or Market Counterparties as defined by the DFSA. No other Person should act upon this material. Registered office: Office
23, Level 15, The Gate Building, East Wing, DIFC, PO Box 506752, Dubai, United Arab Emirates.
In Japan: Provided by Natixis Investment Managers Japan Co., Ltd., Registration No.: Director-General of the Kanto Local
Financial Bureau (kinsho) No. 425. Content of Business: The Company conducts discretionary asset management business
and investment advisory and agency business as a Financial Instruments Business Operator. Registered address: 1-4-5,
Roppongi, Minato-ku, Tokyo.
In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities
Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F.,
No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2018 FSC SICE No.
024, Tel. +886 2 8789 2788.
In Singapore: Provided by Natixis Investment Managers Singapore (name registration no. 53102724D) to distributors and
institutional investors for informational purposes only. Natixis Investment Managers Singapore is a division of Ostrum Asset
Management Asia Limited (company registration no. 199801044D). Registered address of Natixis Investment Managers
Singapore: 5 Shenton Way, #22-05 UIC Building, Singapore 068808.
In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to institutional/ corporate professional investors
only.
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and
is intended for the general information of financial advisers and wholesale clients only .
In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does
not constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA)
and is only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale
investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand.
In Latin America: Provided by Natixis Investment Managers S.A.

In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and
supervised by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of
any units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.
In Colombia: Provided by Natixis Investment Managers S.A. Oficina de Representación (Colombia) to professional clients for
informational purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred to herein
are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and is addressed
to less than 100 specifically identified investors.
In Mexico Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary,
or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered
with the Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or
investments referred to herein that require authorization or license are rendered exclusively outside of Mexico. While shares
of certain ETFs may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public
offering of securities in Mexico, and therefore the accuracy of this information has not been confirmed by the CNBV. Natixis
Investment Managers is an entity organized under the laws of France and is not authorized by or registered with the CNBV or
any other Mexican authority. Any reference contained herein to “Investment Managers” is made to Natixis Investment
Managers and/or any of its investment management subsidiaries, which are also not authorized by or registered with the
CNBV or any other Mexican authority.
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a
diverse line-up of specialised investment management and distribution entities worldwide. The investment management
subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in which they
are licensed or authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It
is the responsibility of each investment service provider to ensure that the offering or sale of fund shares or third party
investment services to its clients complies with the relevant national law.
The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute
investment advice, or a recommendation or an offer to buy or to sell any security, or an offer of any regulated financial activity.
Investors should consider the investment objectives, risks and expenses of any investment carefully before investing. The
analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio
manager(s) as of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change.
There can be no assurance that developments will transpire as may be forecasted in this material. Past performance
information presented is not indicative of future performance.
Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third
party sources, it does not guarantee the accuracy, adequacy, or completeness of such information. This material may not be
distributed, published, or reproduced, in whole or in part.
All amounts shown are expressed in USD unless otherwise indicated.

