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Credit hedge funds invest across a variety of debt instruments in pursuit of attractive 

absolute and risk-adjusted returns. Credit shares a similar trading approach to other 

specialized hedge fund strategies, such as long/short equity and event-driven, but 

is applied to various fixed-income instruments including bank loans, corporate, 

municipal and government bonds, distressed debt, and securitized credit.

CREDIT HEDGE FUND STRATEGY OVERVIEW 

There are three main types of credit hedge fund strategies: 
Long/Short, Securitized, and Distressed. 

Long/Short
These hedge funds take long and short positions in a 
security, an industry, or a market to express a view that 
certain investments will move positively (long) or negatively 
(short). A long/short credit hedge fund takes this approach 
in underlying fixed-income instruments.

There are several ways a long/short credit hedge fund 
can be used to express an investment thesis. A manager 
could go long and short in credit instruments of the same 
company with different maturities, for example buying (long) 
a company’s one-year bond and selling (short) its 10-year 
bond, if the manager believes the credit worthiness of the 
company is stronger near-term but riskier in the future. 

This is typically referred to as a capital structure trade. A 
manager may also take long and short positions in different 
credit instruments, perhaps buying a corporate bond and 
shorting a credit index, to express a view that a particular 
company’s credit will outperform a broader universe of 
credit securities. A third example is a relative value trade 
whereby the manager buys the debt of one company while 
shorting the debt of another company. This type of strategy 
is often used with issuers that are operating in the same 
industry with bonds having similar maturities, believing that 
the credit strength of one company is stronger than its peer.

Historically, long/short credit hedge funds tend to benefit 
from lower correlations and higher dispersion within the 
fixed income market, which provides an environment for 
greater return potential. We have seen higher interest rates 
impact companies quite differently over the last several years, 
leading to significant outperformance of a credit hedge fund 
index versus a long-only global bond index (Exhibit 1).

Exhibit 1: A Credit Hedge Fund Index vs. a Long-only Global Bond Index Shows Recent Outperformance

Change of $1,000: HFRI Credit and Bloomberg Global Aggregate Bond Index

Source: eVestment and iCapital calculations, as of March 25, 2024. Periods from March 2014 to February 2024. For illustrative purposes only. Past performance is not 
indicative of future results. Future results are not guaranteed. 
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Securitized
Securitized credit instruments are fixed-income securities 
that are backed by portfolios of income-generating assets. 
Securitized credit managers aim to take advantage of 
pricing inefficiencies and periodic dislocations across 
structured credit instruments including mortgage-backed 
securities (MBS), asset-backed securities (ABS), and 
collateralized loan obligations (CLO). 

In the U.S. alone, these securitized, or structured, 
credit instruments comprise a $12-plus trillion market 
that can provide exposure across a broad range of 
subsectors and asset types.1 However, despite its scale 
and breadth, the structured credit market tends to be 
relatively inefficient and underfollowed, providing a 
rich opportunity set for specialist managers who can 
navigate its complexity. Additionally, the floating rate 
nature of most structured credit instruments can be 
particularly appealing during periods of higher and/or 
rising interest rates. And while there is a deep and active 
secondary market for these securities, experienced 
managers can further add value by sourcing primary 
deals and negotiating favorable terms on transactions. 
Given this unique profile, structured credit exposure can 
help investors improve the risk/return potential of their 
overall portfolio by diversifying away from traditional 
fixed income markets.

Distressed
A distressed credit fund invests in the debt of companies 
that have filed for bankruptcy or have a significant chance of 
filing for bankruptcy in the near future, with the expectation 
that the company will ultimately recover from financial 
distress. Hedge fund managers can access distressed 
debt through the bond market, aiming to purchase these 
distressed bonds at a steep discount to their par value, or 
work directly with a distressed company to extend credit 
on behalf of the fund. 

Often a company can avoid a formal bankruptcy (e.g., 
Chapter 11 in the U.S.) via a “selective default,” which 
differs from a general default because an issuer may have 
only defaulted on one or a portion of its debt obligations. 
It has been estimated that corporate default rates have 
increased at the fastest pace since 2009 with 15 defaults 
in February 2024, bringing the 2024 year-to-date count 
to 29, with selective defaults representing ~60% versus 
Chapter 11 filings comprising ~40%.2 Repeat defaults are 
more common following selective defaults, suggesting 
additional distressed activity for the issuer.3

Distressed credit hedge funds may acquire a substantial 
stake in a company’s bonds and actively participate in 
restoring financial viability, while others may provide 
funding directly to a company that faces near-term liquidity 
needs. While the opportunity for returns is high, distressed 
debt also carries a greater amount of risk. Investors should 
carefully diligence distressed debt hedge fund managers 
to understand their credit risk underwriting capabilities and 
expertise in debt restructurings and reorganizations.

CONCLUSION

From a portfolio perspective, credit hedge funds tend to 
deliver differentiated sources of fixed income exposure 
with less directionality and more unique sources of return. 
Low or near-zero interest rate environments can weigh on 
the performance of credit strategies. However, over the 
longer term, the strategy has proven to be more stable – 
with less volatility – relative to global bonds, generating 
positive relative performance for clients.
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The material herein has been provided to you for informational purposes only by 
Institutional Capital Network, Inc. (“iCapital Network”) or one of its affiliates (iCapital 
Network together with its affiliates, “iCapital”). This material is the property of 
iCapital and may not be shared without the written permission of iCapital. No part of 
this material may be reproduced in any form, or referred to in any other publication, 
without express written permission of iCapital.

This material is provided for informational purposes only and is not intended 
as, and may not be relied on in any manner as, legal, tax or investment advice, a 
recommendation, or as an offer or solicitation to buy or sell any security, financial 
product or instrument, or otherwise to participate in any particular trading strategy. 
This material does not intend to address the financial objectives, situation, or specific 
needs of any individual investor. You should consult your personal accounting, tax 
and legal advisors to understand the implications of any investment specific to your 
personal financial situation.

ALTERNATIVE INVESTMENTS ARE CONSIDERED COMPLEX PRODUCTS AND 
MAY NOT BE SUITABLE FOR ALL INVESTORS. Prospective investors should be 
aware that an investment in an alternative investment is speculative and involves 
a high degree of risk. Alternative Investments often engage in leveraging and 
other speculative investment practices that may increase the risk of investment 
loss; can be highly illiquid; may not be required to provide periodic pricing or 
valuation information to investors; may involve complex tax structures and delays 
in distributing important tax information; are not subject to the same regulatory 
requirements as mutual funds; and often charge high fees. There is no guarantee 
that an alternative investment will implement its investment strategy and/or 
achieve its objectives, generate profits, or avoid loss. An investment should only 
be considered by sophisticated investors who can afford to lose all or a substantial 
amount of their investment.

iCapital Markets LLC operates a platform that makes available financial products 
to financial professionals. In operating this platform, iCapital Markets LLC generally 
earns revenue based on the volume of transactions that take place in these products 
and would benefit by an increase in sales for these products.

The information contained herein is an opinion only, as of the date indicated, 
and should not be relied upon as the only important information available. Any 
prediction, projection or forecast on the economy, stock market, bond market or the 
economic trends of the markets is not necessarily indicative of the future or likely 
performance. The information contained herein is subject to change, incomplete, 
and may include information and/or data obtained from third party sources that 
iCapital believes, but does not guarantee, to be accurate. iCapital considers this 
third-party data reliable, but does not represent that it is accurate, complete and/or 
up to date, and it should not be relied on as such. iCapital makes no representation 
as to the accuracy or completeness of this material and accepts no liability for losses 
arising from the use of the material presented. No representation or warranty is 
made by iCapital as to the reasonableness or completeness of such forward-looking 
statements or to any other financial information contained herein.

Securities products and services are offered by iCapital Markets, an SEC-registered 
broker-dealer, member FINRA and SIPC, and an affiliate of iCapital, Inc. and 
Institutional Capital Network, Inc. These registrations and memberships in no way 
imply that the SEC, FINRA, or SIPC have endorsed any of the entities, products, or 
services discussed herein. Annuities and insurance services are provided by iCapital 
Annuities and Insurance Services LLC, an affiliate of iCapital, Inc. “iCapital” and 
“iCapital Network” are registered trademarks of Institutional Capital Network, Inc. 
Additional information is available upon request.

©2024 Institutional Capital Network, Inc. All Rights Reserved.

IMPORTANT INFORMATION

INDEX DEFINITIONS

Bloomberg Global Aggregate Bond Index: A flagship measure of global investment grade debt from a multitude local currency markets. This 

multi-currency benchmark includes treasury, government-related, corporate and securitized fixed-rate bonds from both developed and emerging 

markets issuers. 

HFRI Credit Index: A composite index of strategies trading primarily in credit markets. It is an aggregation of following 7 HFRI substrategy indices. 

HFRI ED: Credit Arbitrage Index, HFRI ED: Distressed/Restructuring Index, HFRI ED: Multi-Strategy Index, HFRI RV: Fixed Income-Asset Backed Index, 

HFRI RV: Fixed Income-Convertible Arbitrage Index, HFRI RV: Fixed Income-Corporate Index, and HFRI RV: Multi-Strategy Index. For more information, 

visit HFRI Indices - Index Descriptions.
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