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May 26, 2026 

The limits of carry 
Head of Multi-Asset Macro Investing Michael Contopoulos explains why, with credit spreads at historic 
tights and rates moving higher, investors should focus on resilient yield, as there is limited room for 
price appreciation. 

Key takeaways:  
• Liquidity, not credit quality, is likely to be the primary risk in corporate markets, particularly as 

stress emerges in private credit and investors are forced to sell what they can, not what they 
want.  

• Spikes in rate and equity volatility should further erode carry, creating asymmetric downside 
risk.  

• In our view, the current environment argues for patience, flexibility, and an emphasis on 
resilient yield over stretched credit. 

The economy is stronger than the narrative 

The U.S. economy is stronger than widely perceived. Despite tariffs, geopolitical conflict, and what 
appears to be late-cycle dynamics, profit growth remains positive and liquidity continues to be 
supportive. Inflation is moving higher, not lower, while labor market data remains exceptionally 
strong. In fact, we haven’t seen jobless claims this low since the “Guns & Butter” era of the 1960s, 
despite today’s much larger labor force.  

Yet recent market narratives have focused on something far narrower: a handful of mega-cap artificial 
intelligence (AI) beneficiaries and expectations for Federal Reserve (Fed) easing. In our view, this 
disconnect is not being driven by fundamentals. 

What the market is saying What the data shows 
• Labor market is cracking • Jobless claims near 1960s lows 
• Fed needs to cut rates • Treasuries pricing inflation, not 

growth shock 
• AI will boost productivity 

and inflation will fade 
• Inflation bottomed in April 2025* 
• National Bureau of Economic 

Research: 80%-90% of firms see 
no AI lift on labor productivity** 

• War is good for 
technology and credit 

• War is inflationary and a cause 
for volatility, which is usually bad 
for credit and technology 

*Source: Core PCE, Bloomberg Finance L.P. **as of May 1, 2026. 
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Corporate credit: Not getting paid for risk  

If underlying economic and profit conditions remain resilient, why have investment-grade corporate 
bonds (IG corporates) delivered such weak returns? Since Q4 2025, IG corporates have returned -0.2% 
and are down 1% this year. Munis, collateralized loan obligations (CLOs), mortgage-backed securities 
and medium-term Treasuries, all areas RBA has leaned into over the last 8 months, have all 
outperformed IG corporates and have positive returns since end September 2025 1. The answer is 
straightforward: With spreads at historic tights and rates moving higher, there is limited room for 
price appreciation.  

As the old fixed income saying goes, “The path to hell is paved with carry.” When corporate spreads 
are this tight, picking up pennies in front of a steamroller isn’t prudent. 

 

The setup The historical record 
• IG spreads below 80 basis 

points (bps) (near historic 
lows) 

• 97% of the time, IG corporates 
underperform the Bloomberg US 
Aggregate Bond Index the 
following year* 

• HY spreads below 270 
bps (near historic lows) 

• 87% of the time, HY 
underperforms the Bloomberg US 
Agg the following year* 

• Interest rates moving 
higher 

• Price appreciation becomes 
limited 

• Carry dominates returns • Structural bids for credit tend to 
appear near market peaks 

*Data through October 2024. Source: Bloomberg Finance. IG represented by Bloomberg US Corporate Bond Index, HY represented 
by Bloomberg US Corporate High Yield Bond Index. 

 
Positioning: Boring is beautiful 

In this environment, we believe the focus should be on reliable yield. War is inherently inflationary, 
the economy remains resilient, and Treasury yields are more likely to move higher than lower. 
Liquidity, not credit quality, is likely to be the primary risk in corporate markets, particularly as stress 
emerges in private credit and investors are forced to sell what they can, not what they want.  

Spikes in rate and equity volatility should further erode carry, creating asymmetric downside risk. In 
our view, that argues for patience, flexibility, and an emphasis on reliable yield over stretched credit 
risk. 

• Underweight investment-grade and high-yield corporates 
• Overweight floating-rate and short-duration assets 
• Remain patient and flexible as opportunities emerge 
• Favor dividends, international equities, value, gold, and high-quality short-duration fixed 

income 
 
1 Source: Bloomberg Finance. Returns for 30 September 2025 through 19 May 2026. Indices used to represent asset classes: IG Corporates = 
Bloomberg US Corporate Bond Index, Munis = ICE BofA National Long-Term Core Plus Municipal Securities Index, CLOs = US CLOIE AAA Index, 
mortgage-back securities = Bloomberg US MBS Index, medium-term Treasuries = ICE US Treasury 7-10 Year Bond Index. 
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Definitions 
Basis point (bp) equals 1/100 of a percentage point. 1 bp = 0.01%, 100 bps = 1%.  
Bloomberg US Aggregate Bond Index is a broad-based measure of the investment grade, US dollar-denominated, 
fixed-rate taxable bond market. 
Bloomberg US Corporate Bond Index measures the investment grade, US dollar-denominated, fixed-rate, taxable 
corporate bond market. 
Bloomberg US Corporate High Yield Bond Index measures the USD-denominated, high yield, fixed-rate corporate 
bond market. Bonds from issuers with an emerging markets country of risk, based on Bloomberg EM country 
definition, are excluded. 
Bloomberg U.S. Mortgage Backed Securities (MBS) Index measures the performance of U.S. fixed-rate agency 
mortgage backed pass-through securities 
Carry is the excess income earned from holding a higher yielding security relative to another.  
Credit Spread is the difference in yield between securities with similar maturity but different credit quality. Widening 
spreads generally indicate deteriorating creditworthiness of corporate borrowers, and narrowing indicate improving.  
Fundamentals: information that contributes to the valuation of a security, such as a company’s earnings or the 
evaluation of its management team, as well as wider economic factors. 
ICE BofA National Long-Term Core Plus Municipal Securities Index is a benchmark designed to track the overall 
performance of U.S. dollar-denominated, investment-grade, tax-exempt debt publicly issued by U.S. states, 
territories, and political subdivisions. 
ICE U.S. Treasury 7-10 Year Bond Index measures the performance of publicly issued U.S. Treasury securities with a 
remaining maturity greater than seven years and up to ten years. It is a market-capitalization-weighted benchmark 
used to track the intermediate segment of the U.S. government debt market 
Late cycle: economic growth slows as the economy reaches its full potential, wages start to rise, and inflation begins 
to pick up, leading to lower demand, falling corporate earnings. 
US CLOIE AAA Index (formally the J.P. Morgan AAA-Rated CLO ETF Index) is a benchmark that measures the 
performance of U.S. dollar-denominated, AAA-rated Collateralized Loan Obligation (CLO) debt securities. 
Volatility measures risk using the dispersion of returns for a given investment.  
 
Risks 
Fixed income securities are subject to interest rate, inflation, credit and default risk.  The bond market is volatile. As 
interest rates rise, bond prices usually fall, and vice versa.  The return of principal is not guaranteed, and prices may 
decline if an issuer fails to make timely payments or its credit strength weakens. 
Collateralized Loan Obligations (CLOs) are debt securities issued in different tranches, with varying degrees of risk, 
and backed by an underlying portfolio consisting primarily of below investment grade corporate loans. The return of 
principal is not guaranteed, and prices may decline if payments are not made timely or credit strength weakens. 
CLOs are subject to liquidity risk, interest rate risk, credit risk, call risk and the risk of default of the underlying assets.  
Mortgage-backed securities (MBS) may be more sensitive to interest rate changes. They are subject to extension 
risk, where borrowers extend the duration of their mortgages as interest rates rise, and prepayment risk, where 
borrowers pay off their mortgages earlier as interest rates fall. These risks may reduce returns.  
 
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  
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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), Tabula Investment Management Limited (reg. no. 11286661), (each registered in England and 
Wales at 201 Bishopsgate, London EC2M 3AE and regulated by the Financial Conduct Authority) and Janus 
Henderson Investors Europe S.A. (reg no. B22848 at 78, Avenue de la Liberté, L-1930 Luxembourg, 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) 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); (g) 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; (h) 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); (i) 
the Middle East by Janus Henderson Investors Middle East Limited (DIFC branch), regulated by the Dubai Financial 
Services Authority as a Category 4 licensed entity. This document relates to a financial product which is not subject 
to any form of regulation or approval by the Dubai Financial Services Authority ("DFSA"). The DFSA has no 
responsibility for reviewing or verifying any prospectus or other documents in connection with this financial product. 
Accordingly, the DFSA has not approved this document or any other associated documents nor taken any steps to 
verify the information set out in this document, and has no responsibility for it. The financial product to which this 
document relates may be illiquid and/or subject to restrictions on its resale. Prospective purchasers should conduct 
their own due diligence on the financial product. If you do not understand the contents of this document you should 
consult an authorised financial adviser. 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. 
 
Outside of the U.S., Australia, Singapore, Taiwan, Hong Kong, Europe and UK: 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. 
 
Janus Henderson® and any other trademarks used herein are trademarks of Janus Henderson Group plc or one of its 
subsidiaries. © Janus Henderson Group plc. 
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