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We believe that now is the time 
for systematic investing in credit. 
Advances in technology, electronic 
trading and market efficiency in credit 
have enabled the capture of value-
add from a systematic, factor-based 
investing approach that can also serve 
as a meaningful diversifier to active 
fundamental fixed income allocations.

Live multi-year track records, along with academic 
data,1 show that a factor-based, systematic approach 
to investing in credit can drive outperformance relative 
to a broad benchmark index. In addition, systematic 
investing can provide significant benefits to investors, 
such as:

•	 Consistent, repeatable, signal-driven excess returns 

•	 A diversifying alpha profile as compared to active 
fundamental managers

•	 A nimble process that offers robust downside 
protection

An important contributor to this outcome includes the 
availability of frequent signal updates across broad 
universes of securities. Credit market innovations such 
as electronic trading and portfolio trading have led to 
greater transparency and speed in corporate bond 
trading, facilitating the successful implementation of 
systematic strategies today. 

However, skill is required to harness the potential 
benefits of systematic active fixed income (SAFI). 

We provide a more in-depth perspective on 
implementation below. 

Strong evidence for factor-based 
signals is driving alpha generation  
in credit
Within the investment grade corporate universe, 
some issuers and bonds have more (or less) 
desirable characteristics than others. For example, 
some companies may exhibit fundamentals such as 
profitability or indebtedness that are not fully reflected 
in their pricing. Alternatively, market sentiment may 
favor a different set of companies. Each characteristic 
that could potentially lead to outperformance (or 
underperformance) can be identified as an alpha factor 
and can be applied to create a portfolio tilt. 

A systematic strategy takes an algorithmic approach  
that evaluates all securities in an investment universe 
based on their exposures to these factors to best 
position the portfolio. Three alpha factors that have been 
identified and proven to be effective2 in the investment 
grade corporate bond market include value, momentum, 
and sentiment.
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A focus on value

As an illustration of value as an alpha factor, we looked 
at its performance over time. Value addresses how 
attractive (rich or cheap) a bond is relative to a group of 
peers with comparable bond characteristics (such as 
credit quality, sector, and maturity) after adjusting for 
differences in issuer fundamentals. 

In a simple performance test, over a series of months, 
we partitioned the bond universe into quintile portfolios 
based on their value scores and measured their 
returns. Figure 1 shows the cumulative excess return 
performance (versus like-duration Treasuries) going 
back to 1993 of the top-quintile portfolio labeled “High 
Value,” the bottom-quintile portfolio, and the high-value 
portfolio minus the low-value portfolio.

This analysis demonstrates the predictive power of 
the value signal. High-value bonds have delivered 
consistently better performance than low-value bonds, 
resulting in both higher average excess returns and 
higher information ratios.

Similarly, we can use momentum and sentiment  
signals as alpha factors to complement the value signal. 
A composite signal that combines value, momentum 
and sentiment has been shown to deliver stable and 
significant alpha in corporate bond markets with strong 
information ratios (see Q1 2026 commentary).

Harnessing the strength of signals:  
A lesson in implementation
Systematic strategies rely on data analysis and 
implementation skill to incorporate these quantitative 
signals into portfolio construction—expertise that a 
manager needs to be able to effectively implement 
Systematic Active Fixed Income (SAFI) and harness its 
benefits. Systematic active investing aims to outperform 
an index by seeking opportunities to allocate to attractive 
securities, and away from those deemed unattractive 
according to these signals. These strategies aim to take 
a rules-based approach to decision-making, with a 
threefold objective:

•	 Maximize exposure to high-scoring bonds, 
continuously evaluating opportunities across  
a broad investment universe of securities.

•	 Perform highly disciplined risk management, 
limiting issuer concentration and deviations from 
benchmark risk exposures, avoiding unintended risks, 
and restricting the possibility of large unexpected 
deviations from benchmark returns.

•	 Control unnecessary turnover by balancing the 
expected benefits versus costs of each transaction.

Guardrails ensure that portfolio outcomes are driven 
by issuer and security selection, rather than by 
unintentional exposures to market risk.

Our live Systematic Active Fixed Income (SAFI) track 
records suggest that maximizing exposure to value and 
other quantitative signals with demonstrated efficacy 
has resulted in positive outcomes for investors.

Figure 1: Bonds that score high on value have 
outperformed 

Source: Barclays QPS Research. Analysis uses monthly data from 
January 1993 to May 2026. Value factor performance is shown as 
cumulative excess return over US Treasuries of similar duration for the 
first quintile portfolio of high-scoring bonds, the fifth quintile portfolio 
of low-scoring bonds, and the cumulative difference between the first 
minus the fifth quintile portfolios over time. The investment universe is 
the Bloomberg US Investment Grade Corporate Bond Index. Turnover 
is not controlled and transaction costs are ignored. The performance 
data quoted represents past performance. Past performance does not 
guarantee future results. 

https://www.ssga.com/us/en/institutional/insights/fixed-income-q1-2026-safi-commentary
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SAFI as a key diversifier to active 
fundamental credit strategies
SAFI has exhibited diversifying properties in 
portfolios, as systematic excess returns have shown 
low correlation with actively managed fixed income 
corporate portfolios—an important property in a time of 
near-historically tight spreads in investment grade and 
high yield bonds. Looking at the SAFI US High-Quality 
(HQ) Corporate Bond strategies, average correlation 
with active strategies was 0.3 and 0.2 for the HQ 
Intermediate and HQ Long strategies, respectively, for 
the period December 31, 2023, to March 31, 2026. 

Our factor-diversified investment approach, which is 
based on three factors that themselves have limited 
correlation, has helped SAFI to deliver strong results 
across a variety of market environments since the 
inception of the strategies. In each period of credit 
spread widening highlighted in figure 2, momentum  
has outperformed when value struggled.

SAFI’s approach has provided downside protection 
during market drawdowns, and its diversifying properties 
make it a strong complement to fundamental active in a 
holistic portfolio approach. 

The bottom line
The SAFI approach can provide several benefits to 
investors: 

•	 Consistent data-driven excess returns. Quantitative 
signals based on alpha factors can help investors 
differentiate between attractive and unattractive 
opportunities in credit, and can drive above-
benchmark index returns.

•	 A diversifying alpha profile. By drawing on multiple 
algorithmic signals to drive outcomes, systematic 
strategies can offer a differentiated excess return 
profile. The performance of the systematic strategy 
can be complementary to many fundamental active 
strategies, whose performance can be highly 
correlated with corporate bond index excess returns.

•	 An agile process designed to limit the impact of 
drawdowns. Frequent signal score updates plus a 
clear objective function of maximizing signal scores 
keeps the portfolio attuned to changes in market, 
sector, and/or issuer conditions—at all times, with 
speed, and free from well-known investor biases. 

Figure 2: Value and momentum behave differently—helping SAFI outperform through the cycle

Sources: State Street Investment Management, Barclays QPS. As of May 31, 2026. The chart shows the monthly excess return over duration-
matched Treasuries of the first-quintile portfolio minus the fifth quintile portfolio sorted by individual factors: Value or Momentum. The investment 
universe is the Bloomberg US Investment Grade Corporate Bond Index. Turnover is not controlled and transaction costs are ignored. The information 
contained above is for illustrative purposes only. The performance data quoted represents past performance. Past performance does not 
guarantee future results.
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Systematic investing, like all investing, involves some 
risks. Risks to the systematic approach include the 
fact that the exposure to bonds scoring high (low) on 
certain signals may occasionally lead to false positives 
(negatives), which could cause underperformance.  
For example, a bond with a high value score that 
screens cheap relative to peers could conceivably 
become cheaper. 

Momentum and sentiment factors are meant to guard 
against these “value traps,” but the scores will not 
achieve a 100% success rate over the long term. Rather, 
the approach is meant to limit left-tail risk across the 
distribution of performance contribution outcomes 
across the portfolio while skewing that distribution to 
the upside (for example, see SAFI turns 2: Delivering 
consistent alpha, controlled risk).

Endnotes
1 	 Arik Ben Dor, Albert Desclee, Lev Dynkin, Jay Hyman, Simon 

Polbennikov. Systematic Investing in Credit. Frank J. Fabozzi 
Series. See Systematic Investing in Credit | Wiley.

2 	 Barclays QPS Research. Based on data for cumulative excess 
return over duration-matched Treasuries of Bloomberg US 
IG Corporate Bond Index together with two tilted portfolios 
subject to concentration limits as well as risk characteristics 
(e.g. Duration, DTS, Industry Sector and Rating Allocation) close 
to the index. The portfolios implement positive or negative tilts 
on individual factors: Relative Value, Momentum, or Sentiment. 
Turnover is not controlled and transaction costs are ignored.

https://www.ssga.com/us/en/institutional/insights/safi-delivering-consistent-alpha-controlled-risk
https://www.ssga.com/us/en/institutional/insights/safi-delivering-consistent-alpha-controlled-risk
https://www.wiley.com/en-us/shop/general-finance-investments/systematic-investing-in-credit-p-9781119751281
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Investing involves risk including the risk of loss of principal.
The whole or any part of this work may not be reproduced, copied or transmitted or  
any of its contents disclosed to third parties without SSGA’s express written consent.
All information is from SSGA unless otherwise noted and has been obtained from 
sources believed to be reliable, but its accuracy is not guaranteed. There is no 
representation or warranty as to the current accuracy, reliability or completeness of, nor 
liability for, decisions based on such information and it should not be relied on as such. 
The views expressed in this material are the views of Arkady Ho, CFA through the 
period ended June 26, 2026, and are subject to change based on market and other 
conditions. This document contains certain statements that may be deemed forward-
looking statements. Please note that any such statements are not guarantees of any 
future performance and actual results or developments may differ materially from  
those projected.
Corporate bonds generally have more moderate short-term price fluctuations than 
stocks, but provide lower potential long-term returns.
Diversification does not ensure a profit or guarantee against loss.
Barclays Index License Disclaimer
Barclays Bank PLC has licensed certain systematic strategy indices to State Street 
Global Advisors that incorporate quantitative signals developed by Barclays’ 
Quantitative Portfolio Strategy (QPS) Research team.
Neither Barclays Bank PLC (“BB PLC”) nor any of its affiliates (collectively “Barclays”) 
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referenced herein (collectively, the “Indices”), together with any Barclays indices that 
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of the European Parliament and of the Council of 8 June 2016 on indices used as 
benchmarks in financial instruments and financial contracts or to measure  
the performance of investment funds.

Barclays’ only relationship with the Product Provider in respect of the Indices is the 
licensing of the Indices, which are administered, compiled and published by BB PLC 
in its role as the index sponsor (the “Index Sponsor”) without regard to the Product 
Provider or the products referenced herein or investors in such products. Additionally, 
State Street Global Advisors as Product Provider may for itself execute transaction(s) 
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to the Indices. Bloomberg Index Services Limited makes no warranty, express or 
implied, as to the Indices or any data or values relating thereto or results to be obtained 
therefrom, and expressly disclaims all warranties of merchantability and fitness for 
a particular purpose with respect thereto. To the maximum extent allowed by law, 
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BLOOMBERG is a trademark and service mark of Bloomberg Finance L.P. Bloomberg 
Finance L.P. and its affiliates (collectively, “Bloomberg”) are not affiliated with 
Barclays Bank PLC. Bloomberg’s association with Barclays Bank PLC is to act as the 
administrator and calculation agent of the Barclays Aggregate Index (the “Index”), 
which is the property of Barclays Bank PLC. Bloomberg does not guarantee the 
timeliness, accurateness, or completeness of the Index or any data or information 
relating thereto and shall have no liability in connection with the Index or any data or 
information relating thereto.”

http://statestreet.com/investment-management
https://www.ssga.com/au/en_gb/footer/state-street-global-advisors-worldwide-entities
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The information provided does not constitute investment advice and it should not be 
relied on as such. It should not be considered a solicitation to buy or an offer to sell a 
security. It does not take into account any investor’s particular investment objectives, 
strategies, tax status or investment horizon. You should consult your tax and financial 
advisor.
The information contained in this communication is not a research recommendation 
or ‘investment research’ and is classified as a ‘Marketing Communication’ in 
accordance with the applicable regional regulation. This means that this marketing 
communication (a) has not been prepared in accordance with legal requirements 
designed to promote the independence of investment research (b) is not subject to 
any prohibition on dealing ahead of the dissemination of investment research.
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and services to which this communication relates are only available to such persons 
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communication.
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Bonds generally present less short-term risk and volatility than stocks, but contain 
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income.
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purposes only. It should not be assumed that they represent the performance of any 
particular investment.
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statements. All statements, other than historical facts, contained within this document 
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liability for damages of any kind relating to the use of such data.
This document provides summary information regarding the Strategy. This document 
should be read in conjunction with the Strategy’s Disclosure Document, which 
is available from SSGA. The Strategy Disclosure Document contains important 
information about the Strategy, including a description of a number of risks.
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