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The equity tranche of a credit index takes the risk on the first X% of any default 

losses on the underlying portfolio.

For the iTraxx Main index (the primary European investment grade credit index), 

the equity tranche (0-3%) is a standardised product – traded & quoted daily, and 

recently hit an all-time low in spread.  We don’t believe this will last…

We hardly need to remind anyone…

Credit spreads (in the public markets) are at 

extreme tights. 

Wherever you look – geography, sector, asset 

class.  But they are not quite at all-time tights 

across the board.  

For example, the iTraxx Main 5yr index spread 

has been around 50bps at the start of 2026.  The 

tightest it has ever been is 21bps in 2005 during 

the credit boom pre-GFC, and the tightest post-

GFC has been 44bps.  So the index is tight, but 

not at historic tights.  

How do other related (i.e. liquid public market 

IG) European credit instruments compare? 

The iTraxx Main 5yr equity tranche 

The equity tranche (0-3%) of the iTraxx Main 

5yr is (crudely) an internally leveraged version 

of the index, and so the spreads of each asset 

generally move with a close relationship.

However, the equity tranche has de-coupled in 

recent times, and HAS recently traded at an all-

time tight (see Figure 1 below) of c. 6.5%.   

The reason for the de-coupling here is implied 

correlation – the higher the implied correlation 

across the credit index universe, the lower the 

spread in the equity tranche. 

Currently implied correlation in iTraxx Main is 

at an all-time high, hence the all-time low in the 

equity tranche spread.

   

iTraxx© Main Equity Tranche: 

An all-time low in spread
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Figure 1

Source:  JP Morgan
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A dislocation?

Well yes we think so, in two ways…

Firstly we think that the index spread is tighter 

than it should be, but this is something that 

happens every cycle so we shouldn’t be too 

surprised (spreads swing from being too tight, to 

too wide, and spend far less time at a sensible 

middling level).

And secondly, more pertinently, as we face huge 

uncertainty in how the AI revolution will affect 

businesses, jobs, sectors and even whole 

economies, it seems very odd that an instrument 

is implying high expected correlation across a 

wide universe of large-cap companies – is it 

really the case that this disruption risk will affect 

all these companies in a similar way?

The equity markets certainly seem to have got 

the message more quickly – with the S&P500 

recently exhibiting one of the highest 30-day 

realised dispersion in the last 20 years (see 

Figure 2 below).  

  

In practice – ideas to monetise

We currently like the iTraxx Main equity 

tranche 5yr instrument as a short risk position 

(i.e. owning protection) – a useful hedge to risk 

assets (e.g. equities):  it’s a low fixed cost if risk 

assets continue to rally, combined with high 

profit potential if the market sells off.  

In our Active Directional strategy (which can go 

both long & short risk), we have been building a 

short risk position in this instrument and are 

currently at c. 40% short risk – and this will 

slowly build if conditions stay as they are.

Alternatively, as useful hedging instrument, we 

like the fully funded credit-linked note (CLN) 

which owns a basket of protection on the iTraxx 

Main 5yr equity tranche and:

➢ Redeems at 100 (par) at maturity (costless).

➢ Provides hedging coverage in a market sell-

off (e.g. 20% drawdown in broad equity 

markets => CLN expected to rally c. 15%).
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Figure 2

Source:  Bloomberg

Haven Cove is an independent investment firm specialising in Liquid Credit. Contact us to discuss our platform & ideas.
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This document has been prepared solely for information purposes and is not an offering memorandum nor any other 

kind of an offer to buy or sell or a solicitation of an offer to buy or sell any security, instrument or investment 

product (together the “Securities”) or to participate in any particular trading strategy (each a “Strategy” and 

together the “Strategies”). 

It is not intended and should not be taken as any form of advertising, recommendation or investment advice. 

Nothing contained herein constitutes investment, legal, tax or other advice nor is it to be solely relied on in making 

an investment or other decision. 

This document has been prepared for the information of the person to whom it has been delivered, and may not be 

reproduced or used for any other purpose.

Recipient understands and acknowledges the following:

(a) it has such knowledge and experience in financial and business matters that it is capable of evaluating 

the merits, risks and suitability of the Strategies and Securities mentioned herein for its purposes;

(b) is solely responsible for evaluating all information provided to it in respect of the Strategies and 

Securities;

(c) is solely responsible for deciding to purchase the Securities and pursuing the Strategies, is relying 

solely on its own advisers to determine the appropriate financial, legal, regulatory, tax and accounting 

treatment of its investment in the Strategies and Securities and the suitability of the Strategies and 

Securities for its investment purposes;

(d) based solely on its own independent review and such professional advice as it has deemed appropriate 

under the circumstances, has determined that purchase of the Securities is fully consistent with its financial 

needs, objectives and condition, complies and is fully consistent with all policies, guidelines and 

restrictions applicable to it, and is fit, proper and suitable for it, notwithstanding the clear and substantial 

risks inherent in investing in or holding the Strategies and Securities; and

(e) Haven Cove Capital Limited has not provided or will be deemed to have provided any legal, 

regulatory, tax or accounting advice, nor accepts any responsibility for the appropriateness of the 

Securities for the Recipient or for the performance of the Securities

Authorised and regulated by the FCA. Registered in England No. 12902478 . 

Registered office: 23 Berkeley Square, London W1J 6HE UK. 
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