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Disclaimers
● The content of this presentation is for reference only and does not constitute an offer, solicitation or invitation, publicity, or 

any other advice or recommendation. 

● The information and charts in this presentation are for reference only, and the accuracy of such information and charts is 

not guaranteed. In making investment decisions, readers are requested to make their own independent thinking and to seek 

professional advice (if necessary). Fund investment involves risk. Past performance is not indicative of future performance. 

Before subscribing for a Fund, investors should refer to the relevant offering documents of the Fund for details, including 

the risk factors involved. If any loss is incurred as a result of the contents of this publication, there shall be nothing to do 

with Innovest Asset Management Limited or any company within its Group.

● This presentation is issued by Innovest Asset Management Limited and has not been reviewed by the Hong Kong Securities 

and Futures Commission.
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Private Credit 
A double edged sword - Use it wisely 



What is private Credit? 

• Private Credit is a credit investment negotiated outside of the public markets and are typically NOT traded in public markets

• Based on historical returns and volatility data compiled by Marquette Associates, the Private Credit asset class generated higher returns than traditional 
fixed income assets (e.g. high yields, bank loans, investment grade bonds) but also higher volatility

• Private Credit covers a wide spectrum – of which Direct Lending accounts for over half of the private credit market
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Source: Marquette Associates.

Fixed Income Spectrum (Return vs. Volatility) Fixed Income Spectrum (Risk vs. Loan Size)

Source: JP Morgan



Spectacular Growth in Market Size 

• US Bank consolidation and increased bank regulations following the 
Great Financial Crisis in 2008 have led to reduced appetite for illiquid 
assets from banks

• The low interest rate and ample liquidity environment since 2008 has 
also encouraged affluent and institutional investors to enter the private 
credit market given the higher yields offered

• Asset managers packaged the asset class to the general public using 
Business Development Companies (BDCs), some of which are listed and 
actively traded on NYSE
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Source: Bloomberg, Preqin Source: BlackRockSource: Ares, S&P
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Source: Ares

Comparison of commercial & industrial loan structures  
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Source: Ares

Comparison of commercial & industrial loan structures (Cont.)  
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Strong Historical performance vs. Traditional Credit Segments  

• Private credit has outperformed traditional credit segments (e.g. high yield bonds, leveraged loans)

• Only 1 year of negative return (-6.5% in 2008) and strong performance vs. traditional credits during 2005-2023, according to Cliffwater data

• But note that most private credit debts are illiquid and not always marked to market – which make them more resilient in market downturns

Source: Morningstar, Cliffwater. As of 31 December 2023.

But unlike public 
credits, it is hard 
for investors to 
have direct market 
access to private 
credits…

… Which gives rise 
to investment 
vehicles called 
Business 
Development 
Companies (BDCs)
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BDCs: Publicly-Listed/ Private Vehicles for Access to Private Credit Assets

• A Business Development Company (BDC) can be regarded as a wrapper or vehicle for investors to access ownership in a diversified pool of private 
credit assets

• A BDC is a closed-end investment company, created by Congress through an amendment to the Investment Company Act of 1940 under 
Section 54 called the Small Business Investment Incentive Act of 1980

• BDCs can be publicly-listed or private – c.40% of BDCs are publicly-listed by gross assets and debt assets represent >90% of asset allocations

Source: LSEG Data and Analytics, BDC Collateral, Goldman Sachs
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Publicly-listed BDCs: For the Retail Market 

• Publicly-listed Business Development Companies (BDCs) are suitable for investors seeking exposure to the Private Credit market without sacrificing liquidity 
needs as BDCs are publicly traded securities with decent secondary market liquidity in most cases

• Risks: (1) Many BDCs use leverage to boost yields; (2) BDCs may see big declines during major economic downturns (e.g. Covid) (3) Many underlying credit assets are 
not rated by third parties, unlike public credits which typically have credit ratings from rating agencies (e.g. S&P, Fitch); (4) BDCs may trade at premium/discount to 
NAVs and are typically more volatile than the underlying private credit assets; (5) Many charges hefty fees (base fee + performance fee);

BDCs offer higher yields                                                                                                           Market capitalization of BDCs
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Publicly-listed BDCs: Decent LT Returns But Poor Performance in Economic Downturns  

• Publicly-listed BDCs generated c.8% total return (annualized) over the past 10 years – but the path was very bumpy with c.40-50% corrections during major 
economic downturns (2008 GFC, 2020 Covid lockdown)

• Gearing at BDCs and lack of liquidity for underlying private credit assets amplified BDCs’ price declines during market downturns

BDCs’ total returns vs. traditional credits (10 years)                                                  BDCs performed badly in economic downturns

Source: 
Bloomberg

Source: 
Bloomberg
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KPI of selected Publically-Listed BDCs 
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KPI of selected Publically-Listed BDCs (Cont.) 
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Tracking the two E’s 
Economy: Recession or soft landing 
Election: Harris or Trump 
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US Economic Conditions 

• Betting odds suggest a rather meaningful lead by Harris over Trump – 7.7% higher chance of winning

• In terms of poll results, Harris continues to maintain her lead over Trump – currently leads by 2.2%

Source: Bloomberg. As of 23 Sep 2024. Source: Conference Board

Citi Economic Surprise Index – United States                                                                 Conference Board US Leading Index (% YoY)
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US Presidential Election 

• Citi US Economic Surprise Index rebounded in recent weeks (but still in negative territory), which signals slowdown likely continued at a moderate pace

• Conference Board US Leading Index marginally improved (but still in negative territory), which suggests slowdown likely continued at a moderate pace

Source: Real Clear Politics. As of 23 Sep 2024.
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October: Policy Combo + Earnings Improvement = A Solid Floor is Set
Recap of previous month:
For September, Hang Seng Index (HSI) staged a spectacular V-shaped rebound and broke through the 21,000 level. The c.18% monthly gain is the
strongest monthly return since November 2022, when China reopened after a prolonged Covid lockdown. The rally was driven by the bigger-than- expected US policy rate cut of 

50bps and a package of policy stimulus measures announced by China.

Our view for the coming month:
Fundamentally: As we highlighted in our previous monthly report, HSI earnings have clearly improved, driven largely by internet, hardware, commodities companies. With the 
“policy put” in place and less hostile industry regulation environment, overall earnings is expected to remain at least stable in the near term, in our view.

Technically: We believe the sensitive timing (quarter-end) and very crowded trade status (Short/UW China is a very consensus trade) have amplified the FOMO sentiment and 
short-squeeze. Coupled with improved fundamentals and policy strength, HSI has reached an extremely overbought level with RSI = 88, which is pretty much a 3-4 sigma tail event.

Conclusion: We believe a solid floor for HSI has been established given the stronger-than-expected policy combo and earnings improvement since 2Q results. We believe the 
near-term resistance level for HSI in this round of rally is around 20,848 (9.50 x 2,194), which is c.1% below current index level. 9.5x is the 12-month forward P/E reached in May 2024. 
And 2,194 is the 12-month forward consensus EPS. Given the extremely overbought situation, we believe some near-term correction is likely, which will give opportunities for 
selective dip-buying in high-quality names.

Can we go higher? The post-reopening peak P/E was 12.06x, which implies a target level of 26,449 based simply on valuation multiple expansion without EPS upgrades. But to get 
there, we need to see incoming high-frequency data to show improvement in coming weeks. This is pretty much the blue-case scenario and firm improvement is needed.

Other key events to watch for in the coming month: (1) Consumption/Retail/New Home sales performance during the week-long National Day Holiday;
(2) 3Q results and 4Q guidance from Chinese companies; (3) Announcement on size of special sovereign bonds issuance this year (market expectation is 2 trillion yuan)
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October: Policy Combo + Earnings Improvement = A Solid Floor is Set (Cont.)
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Source: Bloomberg Source: Goldman Sachs



October: Policy Combo + Earnings Improvement = A Solid Floor is Set (Cont.)
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Source: Goldman Sachs Source: Goldman Sachs, BofAML



October: Policy Combo + Earnings Improvement = A Solid Floor is Set (Cont.)
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• In the past 3 policy-driven rallies since 2022, MSCI China Index rebounded 4 to 16% in the next month and -5 to 23% in the next three months

• The initial market response is typically positive in the first month due to knee-jerk effect and then the market will carefully judge the effectiveness of 
policies before deciding the next major direction – pulled back two times out of three



Summary of Upcoming major events 
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Date Events

3 October US – PMI and ISM data
• Meaningful slowdown will re-ignite recession fear

4 October US – Job data
• Unemployment rate is the key – Any surprises?

10 October
US – CPI
• Will the downtick in core CPI continue?

17 October US – Retail Sales
• Is consumption still robust?

30 September CH – PMI
Will the divergence between official/Caixin PMI continue? Any further deterioration in the official PMI?

14 October CH – Export Data
Any slowdown?

21 October CH – Loan Prime Rate (LPR)
Any rate cuts to stimulate the economy?
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US Market Views: Slower QT ahead of US Election an Intentional Pivot 
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Source: Basis Asset Management, Bloomberg, Goldman 
Sachs

Fed balance sheet to shrink: a year-long progress

S&P 500 earnings yield gap below LT average

2017-2019 Taper Cycle implies bumpier road ahead amid valuation de-rating despite 
positive earnings growth; Fed’s announcement on 1 May to slow QT starting on 1 June is 
likely an intentional pivot due to election factor, which will potentially keep valuation 
elevated for longer, in our view 

• Fed entered phase 1 (Jun-Aug 2022) of this round of tapering cycle by shrinking its balance sheet by 
a cap of $47.5bn per month and we are now in phase 2 (since Sep 2022), with the amount increased 
to $95bn per month; but then in the May FOMC, the Fed announced to slow QT size to $60bn per 
month starting on 1 June 2024 

• In the 2017-2019 Taper Cycle, S&P 500’s 12-month forward P/E de-rated from c.18x to c.14x at 
one point and recovered to the pre-taper level only after Fed’s sharp policy U-Turn in late 2019 

• The slower QT, coupled with resilient near-term earnings, will potentially keep the overall market 
valuation elevated for longer – likely to facilitate re-election of Joe Biden, in our view 

• While valuation may stay at an elevated level for longer (potentially till November election) due to 
Fed’s intentional pivot, we continue to believe S&P 500 Index’s 2024E P/E of 22x (above LT ave. 
of 15.7x) is not compelling enough to us amid: (1) slowing but still elevated inflation; (2) 
geopolitical tensions between global super-powers; (3) US economic growth slowdown 

• Strategy: Stay relatively defensive and nimble; shift some allocation to liquid Gold ETF (e.g. GLD 
US) or physical gold trust (e.g. PHYS US); cautious on unprofitable Tech with high valuation; prefer 
IG vs HY in USD markets; gradually increase overall investment portfolio duration to capture 
peaking market interest rates 

Major changes vs previous views are highlighted in RED



US Market Views: Slower QT ahead of US Election an Intentional Pivot 
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•LGFV debt and property sector are regarded as two big gray rhinos given their importance to the economy, asset markets and banking system

•Top-level decision makers have taken a piecemeal approach thus far (Rmb1trn local debt swap program, city-level housing policy easing, etc.), which 
suggests a gradual pace of deleveraging and longer drag on economic recovery

•Unless policymakers turn to a “bazooka-style” approach (which we see unlikely at present given the scale of the problems and challenging 
geopolitical/economic conditions), we see no quick fix to the problems and the deleveraging processes could take another few years

•We expect the overall government policy direction to remain “To Hold Without Lifting; Stability First” 托而不举，稳字当先 , which means 
stimulus or policy easing will only kick in when instability appears in the economy or financial markets

•We thus expect China/HK equity market major direction to remain range-bound with downside cushioned by cautious government support 
but upside capped by continued deleveraging efforts, unless we see turns in policy direction and/or improvement in geopolitical/economic 
conditions 

Major changes vs previous views are highlighted in RED



Putting US/ China Economic Cycles into Perspective 
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• US Economic Cycle is in the late “stagflation” phase (i.e. slowing growth and falling
inflation) and China in the late “reflation” phase (but can be swung by policies), in 
our view

• Our base case is a mild US recession to take place around 4Q24; US corporate 
earnings momentum will weaken further in coming months as impact from the 
rapid interest rate hikes to ripple through the economy; expect US HY default risks 
to rise

• Our Recommendations:

– Equity: Stay very cautious on loss-making companies with poor 
cashflow/balance sheet as global interest rate remains elevated

– Credit: Overweight IG vs. HY in the USD markets (IG ETF: LQD US); for investors 
with heavy US equity market exposure, increase US IG credit exposure by 
cutting equities

– Asset Allocation: Reiterating our prudent stance; suggest maintaining some 
gold allocation on a 3-6 months horizon to hedge US recession risks in around 
4Q24

Major changes versus previous views are highlighted in RED

BofAML Investment Clock 
Framework

Source: BofAML, Basis AM US has moved further to the 
very-late

stage in “stagflation”, in our view
China is likely at this point; however it 

can be heavily swung by China 
policies



Major Events in 2024 
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       Key things to monitor:

• Housing and economic policies during the Third 
Plenary Meeting in China

• Timing of first rate cut by Fed and ECB

• US Presidential Election

– Market widely expecting Trump to return

– Poll suggests Trump will win

– Trump victory will likely introduce higher policy 
uncertainties



Election calendar for 2024 
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Source: The Economist, JP 
Morgan

Number of Countries

40 (21% of Global)

Population

3.2bn (41% of Global)

GDP

$44.2bn (42% of Global)
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APPENDIX



Weaker Global Growth and Tighter Financial Conditions in Most Major Economies
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Source: Basis Asset Management, Bloomberg, Goldman Sachs. Data as of 24 May 2024.



US Equity Valuations to De-rate and Value to Outperform Growth During Fed Rate Hike Cycles 
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Source: Basis Asset Management, Bloomberg, Goldman Sachs

Equity valuations de-rated on average during Fed rate hike cycles
S&P 500 12-month forward P/E ratios (trailing P/E before 1985)

Value has eventually outperformed growth during Fed rate hike cycles
S&P 500 12-month forward P/E ratios (trailing P/E before 1985)
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