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In the index 

Highly liquid and transparent
Lower risk of loss = Lower risk premiums

E
xc

e
ss

 y
ie

ld
 o

v
e

r 
T

re
a

su
ri

e
s 

(O
A

S
)

Outside the index 

Liquidity and transparency vary by market and conditions  
Higher risk of loss = Higher risk premiums
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An allocation to structured credit can improve  
portfolio risk/return balance
Structured credit can increase portfolio diversification without sacrificing return potential 

Traditional bond sectors found in the Bloomberg 
U.S. Aggregate Bond Index (agency mortgage-
backed securities, investment-grade corporates, 
etc.) consist primarily of interest-rate risk and thus 
do not typically offer a significant excess yield over 
Treasuries (also known as spread). 

Many investors may have to look outside the index 
in pursuit of the yield they require, and typically 
lean toward high-yield corporates and emerging 
market debt. 

Structured credit markets are often overlooked 
despite offering a return potential that competes 
with more familiar asset types. 

Look outside the Aggregate Index for more attractive yields 
Sectors outside the Bloomberg U.S. Aggregate Bond Index offer higher yields than sectors within the index. 
We believe these sectors require rigorous research to mitigate losses and are markets best navigated by specialists that focus on their market expertise.

Sources: Bloomberg, JPMorgan, Putnam, as of 3/31/23. Data is provided for informational use only. Past performance is no guarantee of future results. All spreads are in basis points and measure option-adjusted yield 
spread relative to comparable-maturity U.S. Treasuries except for high-yield and emerging market debt, which are spread to worst, non-agency RMBS and mezzanine CMBS, which are loss-adjusted spreads to swaps 
calculated using Putnam’s projected assumptions on defaults and severities, and agency IO, which is calculated using assumptions derived from Putnam’s prepayment model. Agencies are represented by Bloomberg 
U.S. Agency Index. Agency MBS are represented by Bloomberg U.S. MBS Index. IG corporates are represented by Bloomberg U.S. Corporate Index. CMBS are represented by both Agency and Non-agency CMBS that 
are eligible for inclusion in the Bloomberg U.S. Aggregate Bond Index. High yield is represented by JPMorgan Developed High Yield Index. Emerging market debt is represented by the JPM EMBI Global Diversified Index. 
Non-agency RMBS is estimated using the average market level of a sample of securities backed by various types of non-agency mortgage collateral (excluding prime securities) and credit risk transfer securities. Current 
OAS for mezzanine CMBS is estimated from a scenario-weighted average spread among baskets of Putnam-monitored CMBS securities and synthetic (CMBX) indexes. Agency IO is estimated from a basket of Putnam-
monitored interest-only (IO) and inverse IO securities. Option-adjusted spread (OAS) measures the yield over duration-equivalent Treasuries for securities with different embedded options.
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Effective portfolio diversification is enhanced by 
assets that are either uncorrelated or negatively 
correlated. Typically, a correlation of less than 0.60  
is considered lower/weaker and a correlation of  
less than 0.30 generally indicates there is no linear 
correlation or relationship.

Equities and corporate debt tend to be highly  
correlated to one another. Because they are  
exposed to the same corporate balance sheet,  
their performance is driven by similar factors.

Structured credit assets tend to exhibit low  
correlations to equities and corporates because  
they are exposed to alternate balance sheets  
(e.g., U.S. homeowner/consumers) as well as  
unique risk premiums, such as prepayment risk.  
The factors that drive these risk premiums are  
independent of the corporate balance sheet. 

Correlations show structured credit offers attractive diversification opportunities
Structured credit sectors have lower correlation to stocks than more commonly used diversifiers such as investment-grade, high-yield, or emerging market debt.

Putnam Mortgage Opportunities Fund (class Y) 
5-year return correlation, as of 3/31/23

Bloomberg U.S. Aggregate Bond Index 0.04

Bloomberg Global Aggregate Bond Index 0.14

S&P 500 Index 0.37

Sources: Bloomberg, Putnam, as of 3/31/23. For illustrative purposes only. Indexes used in the above calculation include the Bloomberg U.S. 
Corporate Index, Bloomberg U.S. High Yield Index, Morningstar® LSTA® US Leveraged Loan Index, and Bloomberg EM USD Sovereign Indices.  
Where there is no available representative index, data is based on a universe of securities selected by Putnam that are representative of various 
fixed income sectors and subsectors within the mortgage market. Past performance is not a guarantee of future results. Diversification does  
not assure a profit or protect against loss. It is possible to lose money in a diversified portfolio. 

Correlations of monthly duration-hedged excess returns since 2009

IG HY Loans EM USD S&P
MSCI  
World

NA  
RMBS Agency IO CMBS

Agency  
MBS

IG —

HY        0.87 —

Loans        0.70        0.80 —

EM USD        0.83        0.83        0.70 —

S&P        0.63        0.73        0.55        0.61 —

MSCI World        0.69        0.77        0.60        0.69        0.97 —

NA RMBS        0.49        0.49        0.60        0.45        0.20         0.26 —

Agency IO        0.26        0.30        0.39        0.30        0.09         0.11       0.28 —

CMBS        0.42        0.43        0.45        0.38        0.26         0.29        0.43        0.28 —

Agency MBS        0.28        0.27        0.29        0.29        0.17         0.20        0.17        0.26 0.26 —

Lower correlations  ≤  0.6 Lower correlations  ≤  0.6

Higher correlations > 0.6

Credit sectors commonly 
used for equity diversification 
do not achieve that goal
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