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"Promises are the uniquely human way of ordering the future..."* 
 
 
 
 
 
 
 
 
*  Hannah Arendt. 
 
Does the Carry & roll down effectively materialize? 
 
Carry & roll down ("C&RD") is one of the most common metrics in Fixed Income to estimate the expected return of an 
instrument. While Carry is simple (Coupon, yield to maturity...), roll down is dependent on "curves shape" and is therefore 
more difficult to apprehend, as some instruments have a limited number of observable curves points across maturity. 
Despite its widespread use this figure is also controversial, as we are predisposed to recall only negative information 
and, as such, to believe C&RD may overestimates expected return. Selwood regularly communicates C&RD so we wished 
to study this metric. C&RD is a crucial factor for investors to consider, among others, when evaluating fixed-income 
investments.  
 
To determine the efficiency of C&RD it is necessary to compare the promises (C&RD) made ex-ante with the actual return 
after 1 year (ex-post). We examined the iTraxx Main 5Y On-The-Tun ("OTR") series, one of the most prevalent credit derivative 
instruments. From 2013 until June 2022, we computed daily the return of holding 1X long unfunded OTR index for 1 year. And 
we computed daily the C&RD. Therefore, for each day we have the realised return subtracted from the expected return 
(C&RD).  
 
Fig.1 Analysing the daily distribution of the return difference reveals: (i) a mean above 0% at 12cts, demonstrating the 
absence of bias (no embellishment); (ii) the median is around 11cts, indicating that one is more likely to gain than lose. 
(iii) To conclude the left side with a longer tail likely explains the investors' sentiment that C&RD may overstate realised 
returns, as they are more likely to recall those tails than the multiple minor gains above ex-ante C&RD. 
 

Fig. 1: Distribution of 1Y realized iTraxx Returns minus C&RD 

  
Source: Selwood AM France, Bloomberg. 
 
While C&RD is specific to an environment with given level and curves shape, it is also crucial before implementing a 
directional strategy, to evaluate the risks associated with the investment, such as default risk and other market 
conditions. 
 

Executive Summary 
 

• Carry & roll down, is one of the most common ways to compare Fixed Income instruments. 
• iTraxx continued to outperform €Stock50, benefiting from its carry and the attractiveness of credit in general. 
• Volatility remained at a low level since last, March’s, financial crisis. 
• Real Money and Hedge funds added risk on iTraxx during June, it reached two time the historical average long. 

 
"Contentment is not the fulfilment of what you want, but the realization of how much you already have." 
 

 



 

 
 

 

Selwood Asset Management (France) 
June 2023 – Credit Market update 

Synthetic credit beats stocks… 
 
In June, long iTraxx has significantly outperformed €Stock50 as shows in Fig2 (Period for regression [December 2021 to June 
2023]).  
As we said in previous letters, credit tends to outperform in uncertain environments and during recessions. 2022 shows 
iTraxx suffering almost the most. It is not a surprise to now see iTraxx coming back against stocks.  
 
In our view, carry and roll down favour credit products and Investment Grade in particular. Given the uncertainty around the 
potential level of rates, we would choose credit with a shorter duration. With central bank meetings coming we should have 
a clearer view on the pivot rates and then add duration. We would like to remind you that rates decorrelated from spreads in 
February 20231, serving as cushion in a crisis and stress environment. 
 

Fig. 2: Correlation between €Stock50 and iTraxx Main (Funded) 

 
Source: Bloomberg. 
 
… And risk was added on iTraxx. 
While we approach the central banks’ pivot rates, volatility has decreased since March financial crisis. (Fig.3). 
 

Fig. 3: iTraxx Main levels 

Source: Bloomberg 
 
Real Money and Hedge Funds unwound their hedges (placed at the beginning of the month) and added more risk in the last 
week of June, whereas CTAs were active sellers in the first 2 weeks. Total positioning has increased to €30B, the double of its 

 
1 See Monthly Letter - April 2023 
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average from 2016. Breaking the sub-70 level on iTraxx main 5Y on the back of improved economic data and lower inflation 
could pave the way to 60bps, which would be more in accordance with record stock prices. 

 
Fig. 4: iTraxx Main client positioning and level. 

 
Source: Bloomberg 
 
 
Conclusion: 
 
Liquid Fixed income instruments exhibit a favourable risk returns profile, like the carry and roll down. We remain in an 
environment that is highly data-dependent on inflation and economic strength. As stated previously, any recession or 
increased uncertainty should favour the outperformance of interest rates and IG credit relative to equities and commodities. 
 
While recent inflation readings in the United States indicate a greater likelihood of a soft landing than a hard one, the Fed 
could end its cycle of rate hikes at the end of July. On the other hand, the ECB and especially the BOE are a touch late in the 
cycle and may not reach their "pivot rates" until September (ECB) or even the end of the year (BOE). 
 
Globally, we remain cautious as some signs of deterioration are beginning to emerge (real estate, retails, etc.), while stocks 
reached record highs and spreads remain elevated despite last month's outperformance. Returning to liquid IG credit may 
now be opportunistic, not to say prudent. 
 
We wish you all a great summer period and we will catch up again in September. 
 

Fig. 5: June word cloud** 

 
** Word Cloud from Selwood Asset Management France streaming of financial news during the month. A word cloud is a visual 
representation of text data, which is used to depict keyword metadata on websites, or to visualize free form text. Tags are usually single 
words, and the importance of each tag is shown with font size or colour 
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Selwood Asset Management France,  

If you wish to know more about our #ESG credit Abs return (Article 8), #Tail & Credit Hedge, #Long Only, #Absolute 
Return and #Solvency II Solutions. 
 
Please feel free to contact us for any further information at paris@selwoodam.com or via our website 
https://www.selwoodam.fr/ 
 

 
  

This material is not intended to be relied upon as a forecast, research, or investment advice 
and is not a recommendation offer or solicitation to buy or sell any securities or to adopt any 
investment strategy. The opinions expressed by Selwood Asset Management France and 
may change without notice. 

mailto:paris@selwoodam.com
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MONTHLY LETTER DISCLAIMER 
 

Monthly Letter. Selwood Asset Management France SAS ("Selwood") is providing this monthly commentary solely at the request of and for the exclusive 
use of the recipient (the "Recipient") in its capacity as the investment manager. 

 
Purpose and Non-Reliance. The monthly letter is provided to the Recipients who are sophisticated investors, being professional clients, eligible 
counterparties, accredited investors or qualified purchasers. The monthly letter is provided to the Recipient for the limited purpose of providing the 
Recipient with information relating to the performance and the risk profile of the Fund as at the date specified therein and/or for the purposes of 
discussion with Selwood only. 
The monthly letter is not intended to provide and should not be relied upon as any form of accounting, legal or tax advice or investment 
recommendations. The Recipient should consult its own tax, legal, accounting or other advisors about the issues contained herein. The Recipient should 
refer to the risk factors set out in the Fund’s prospectus and supplement. 

 
Carry. Any references to “carry” are intended to refer to a specific performance computation. Carry and theta would correspond to expected 
performance in a 12 months' period. Certain assumptions are used to calculate “carry”, such as no trading and all market parameters staying intact, 
which may have inherent limitations. Accordingly, the estimated carry and performance is not reliable, is not exhaustive and represents subjective 
views of Selwood. Please also refer to the Risk Factors listed in the Fund’s prospectus and the supplement. Note also that any estimates are gross and 
do not include the deduction of fees and trading costs. 

 
Accuracy of Information. The figures, estimated figures, projections, views, charts, calculations and other information (the "Information") contained in 
the monthly letter is indicative only and are provided as at the date specified therein. 

 
Information related to any net estimated returns is based on unaudited, internally prepared assessments of the performance of  the Fund's portfolio by 
Selwood and have not been independently verified or confirmed. The net estimated returns are subject to adjustment as a result of items such as 
changes or delays in Selwood's or the Fund’s administrator’s calculation of the profit and loss of the portfolio in whole or in part and/or Selwood's 
assessment of the month-end value of any one or more of the financial instruments in the Fund's portfolio. Any such adjustments could have a material 
impact on the estimated net returns, including a change from a positive monthly net return or year to date performance estimate to a negative monthly 
net return or year to date performance estimate. 

 
Market views presented herein, including any forward-looking statements, are reasonably held by Selwood as at the date hereof but are subjective and 
have not been independently verified. Market pricings assume. These are not intended to and do not constitute financial or investment advice. 

 
Selwood is not under any obligation to update or revise this monthly letter or any specific Information (including, without limitation, the estimated net 
returns or carry) contained therein or to correct any inaccuracies, whether as a result of new information, future events or otherwise. 

 
No representation, warranty or undertaking, express or implied, is given as to the fairness, correctness, accuracy or completeness of the Information or 
the models used in preparing such, opinions or any forward-looking statements contained in the monthly letter by any of Selwood, or its respective 
members, employees or affiliates (together "Selwood Parties") and no liability is accepted by such persons for the accuracy or completeness of any such 
information or opinions, and nothing contained herein shall be relied upon as a promise or representation whether as to past or future performance. 

 
Use of Models and Simulations. Certain information contained herein is derived from simulations or models. Methodologies and models used by 
Selwood are just some among alternative other methodologies that could be used, and such can produce different results. Neither the simulations, nor 
the models have been independently verified. The derived information is therefore based on certain assumptions which may be subjective and may not 
necessarily be reflective of reality. 

 

Distribution and Non-Solicitation. The monthly letter is not intended, and must not be construed, as an offer of, or a solicitation of an offer to purchase, 
any investments in any jurisdiction where such offer or solicitation would be unlawful. The distribution of the monthly letter may be restricted in 
certain jurisdictions. It is the responsibility of any person or persons in possession of this monthly letter to inform themselves of, and to observe, all 
applicable laws and regulations of any relevant jurisdiction. Please refer to the country-specific disclaimers in the prospectus and the supplements of 
the Fund. 

 
External Market Conditions. The current global market conditions are exceedingly impacted by the Russia/Ukraine conflict and the continuing 
uncertainty around COVID-19 which creates unprecedented volatility and could last for an extended period thus adversely affecting the Fund’s 
performance and liquidity. 
 
Solvency II (SCR). No representations or guarantees as to compliance with Solvency II are being made by Selwood. Prospective and existing investors 
need to complete their own analysis of Solvency II requirements. 

 
Confidentiality. Selwood is distributing this monthly letter to the Recipient only. The monthly letter is strictly confidential and may contain proprietary 
information of Selwood. It may not be reproduced, distributed or published by any Recipient for any purpose without the prior written consent of 
Selwood. 

 
Selwood. Nothing contained herein shall be deemed to create any obligations or commitment on the part of Selwood or any of the Selwood Parties. 
Selwood is acting solely as an arm's length contractual counterparty to the Fund and not as the Recipient’s financial advisor or fiduciary. To the maximum 
extent permitted by law, none of the Selwood Parties shall be liable (including in negligence) for any direct, indirect or co nsequential losses, damages, 
costs or expenses arising out of or in connection with the use of or reliance on the monthly letter. By accepting a copy of the monthly letter, the Recipient 
agrees to be bound by the foregoing limitations and conditions. 

 
Selwood Asset Management (France) SAS is registered in France (884 339 839 RCS) with its registered office at 106 Boulevard Haussmann – 75008 – 
Paris; and is authorised and regulated by the Autorité des Aprilés financiers (AMF) (GP- 21000006). 

 
© Copyright 2023 Selwood Asset Management (France) SAS. All rights reserved. 

 
 
 
 


