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  Welcome to Convergence, a new series exploring  
the convergence of public and private credit markets and  
its potential implications for the future of fixed income 
portfolio construction. 

At Apollo, we believe that fixed income portfolios—
traditionally anchored in government-related debt and 
investment-grade corporate bonds—are being reshaped  
by structural shifts in liquidity, regulation, and investor 
needs. Certain segments of public credit markets have 
become more liquid but less differentiated: spreads are 
compressed, benchmarks are highly concentrated, and  
the scope for active alpha has become limited. Meanwhile, 
demographics have shifted as an aging global population 
struggles with inadequate savings for retirement, increasing 
the need for durable high-quality investment income.

Private credit, once synonymous with middle-market  
direct lending, has evolved into an estimated $40 trillion 

Exhibit 1:  Fixed Income Replacement can generate excess spread relative to public markets
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Data as of July 31, 2025. For illustrative purposes only. 
Note: Fund ratings are based on the underlying investment ratings using S&P, Kroll, Moody’s, and Apollo Analysts. Spreads presented for private 
market portfolios are based on hypothetical model portfolios and not indicative of actual spreads experienced. Actual results may vary substantially. 
Source: Apollo Analysts, Barclays, ICE BofA, Pension & Investments

1.	 Source: Apollo Analysts

global market, the majority of which is investment grade. 
As banks retreat from traditional lending, private investment- 
grade credit has emerged as a scalable source of yield  
and diversification.

In this inaugural edition, we will lay out our base case  
for how the integration of public and private credit—the  
Fixed Income Replacement framework—can enhance 
returns, improve portfolio efficiency, and align liquidity with 
investors’ long-term objectives.

It starts with excess spread. Replacing some public fixed 
income exposure with private credit has the potential to 
provide investors with excess spread without excess  
credit risk. As just one example, private investment-grade 
credit can provide 150-200+ basis points of excess spread 
compared to traditional Core Fixed Income and public IG 
corporate debt without going lower in credit rating  
(Exhibit 1).1 
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Passive Funds Are Growing as % of the Public Credit Market
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(Left) Data as of December 2024. Note: Data is based on estimates from sample of 8,689 funds. Source: Bloomberg, Apollo Chief Economist
(Right) Data as of September 2024. Source: Bloomberg

Exhibit 2:  Index funds are driving the commoditization of public credit

It’s Time for Traditional Fixed Income 
Investors to Change Their Playbook
Credit markets are evolving, driven in recent years by  
the rapid growth of exchange-traded funds and other 
passive investment vehicles. While these structures have 
improved market accessibility and liquidity, they have  
also accelerated the commoditization of public credit. 
Benchmark replication has led to a larger share of assets 
being allocated to low-fee beta exposure, concentrating 
ownership in the largest issuers and sectors that dominate 
public indices (Exhibit 2).

While this increased accessibility has improved trading 
efficiency, it has also contributed to tighter spreads and 
reduced opportunities to generate differentiated yield.  
As a result, investors are finding it increasingly challenging 
to achieve their return objectives within traditional public 
fixed income markets (Exhibit 3). 

The result is a fully priced market with compressed spreads 
and limited dispersion. Liquidity and benchmark replication 
have come at the cost of yield, diversification, and true 
credit selectivity. Public fixed income continues to play a 
vital role, but we believe generating incremental income 
now requires extending beyond public benchmarks.

In response to the increased commoditization in public 
fixed income, many institutions are expanding their 
opportunity set to include private markets, where structural 
and origination premia present the potential for enhanced 
returns without added credit risk. These developments 
underscore the need to revisit long-held assumptions about 
credit portfolio construction. Integrating public and private 
credit exposures within a unified framework can enhance 
yield potential, improve diversification, and optimize 
long-term performance.
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Redefining Private Credit for  
Fixed Income Investors 
Apollo estimates the global private credit market at 
approximately $40 trillion, the majority of which is 
investment grade in nature. By providing long-term capital 
that supports economic growth and financial stability, 
private credit has become an integral component of the 
modern financial system.

Within this universe, we believe private investment-grade 
credit represents the largest and most resilient segment, 
offering the potential for high-quality yield and dependable 

income streams for long-term investors. As many developed 
economies confront aging demographics and growing 
retirement funding gaps, we believe private fixed income is 
positioned to play an increasingly important role in supporting 
retirement security and sustaining economic resiliency.

As regulatory capital constraints have limited bank balance 
sheet lending, a broader investor marketplace has stepped 
in to fill the void. This structural shift has socialized credit 
among larger and more diverse pools of capital, and often 
through structured securities that allow businesses and 
consumers to access financing that is otherwise 
unavailable to them. 
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Exhibit 3:  Today, nearly 90% of public fixed income yields less than 5%, translating to a real return of  
roughly 2% or lower after accounting for inflation

Data as of Oct. 27, 2025. Source: Bloomberg, Apollo Chief Economist
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Exhibit 4:  Debanking and other trends have driven massive expansion of private credit

1. Private Debt AUM as of December 2022. 
2. 	�Fixed-income replacement market based on Apollo Analyst estimates as of June 30, 2024. Represents the views and opinions of Apollo Analysts. Not an 

exhaustive list. Subject to change at any time without notice. For illustrative purposes only. Sources: Federal Reserve Board, S&P LDC, BofA, Preqin, SIFMA, 
Haver Analytics, Bloomberg 
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Private lenders such as Apollo have built out scaled 
origination capabilities across markets and borrowers, 
including in asset-backed finance (Exhibit 4). These 
transactions are typically senior, collateralized, and 
supported by rigorous covenants and performance 
triggers. Borrowers in the resulting deals are often willing 
to pay a premium for bespoke investment solutions, 
structuring and certainty of funding, which can generate 
excess yield while maintaining credit quality. 

Client Applications Within a  
Modern Fixed Income Portfolio
Today’s evolution toward Fixed Income Replacement  
could compel traditional asset allocators to reconsider  
the role of liquidity within their overall portfolios. Many 
institutional investors maintain liquidity far in excess of 
what their long-term liabilities demand. For portfolios with 
multi-year horizons—such as pensions, endowments, and 
insurance companies—monthly or quarterly liquidity  
is often sufficient to meet capital requirements. 

Across the liquidity spectrum, different Fixed Income 
Replacement strategies can complement traditional 
allocations:

• Short-Duration Replacement can generate 150+ basis
points of excess yield by introducing an additional
tier of capital accessible within approximately 60 days,
enhancing short-term liquidity and fixed income
allocations.2

• Core / Core-Plus Replacement can add 100–150+
basis points of net excess yield relative to traditional
Bloomberg U.S. or Global Aggregate mandates while
improving diversification and reducing correlation to
public benchmarks.2

• Private IG and Multi-Asset Credit strategies can deliver
yields comparable to high-yield bonds or leveraged loans
but with higher credit quality.2

• Private Markets Funding programs can employ semi-
liquid Private IG evergreen structures that target higher
yields than public credit while providing a flexible funding
source for private market drawdown mandates.2

2. Source: Apollo Analysts. For illustrative purposes only.  Excess yields presented are based on hypothetical model 
portfolios and not indicative of actual yields experienced. Actual results may vary substantially.

The information herein is provided for educational and discussion purposes only and should not be construed as financial or investment advice, nor should 
any information in this document be relied on when making an investment decision. Certain information reflects the views and opinions of Apollo Analysts. 
Subject to change at any time without notice. Please see the end of this document for important disclosure information.
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Exhibit 5:  Integrated portfolios could soon be the standard fixed income allocation 

For illustrative purposes only.

The Time for Convergence is Now
In future editions of this newsletter, we will dive deeper 
into the impact that the addition of private credit can have 
on traditional fixed income portfolios and try to answer 
some of the most common questions we receive about 
Fixed Income Replacement, including: 

•	 What’s behind the rapid growth of private investment-
grade credit markets?

•	 How can investors think about liquidity risk in  
their portfolios? 

•	 How durable is the excess spread available in  
Fixed Income Replacement asset classes? 

•	 How can the addition of private credit affect the long-
term performance of a fixed income portfolio through 
fluctuations in the economic and market cycle? 

•	 What role can Fixed Income Replacement play in  
defined contribution plans?

•	 How can this framework be applied in different 
regulatory and capital regimes across Europe  
and Asia?

The Bottom Line: Fixed Income Replacement is not a 
departure from traditional fixed income—it represents the 
next stage of its evolution. The structural transformation  
of credit markets over the last decade has created a lasting 
opportunity for institutions to modernize their fixed income 
allocations. We believe that by integrating private credit 
alongside traditional public exposures (Exhibit 5), investors 
can access higher income, improved diversification, and 
better alignment between liquidity and long-term obligations.
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All information herein is as of November 2025 unless otherwise 
indicated.

This material is for educational and discussion purposes only and 
should not be treated as research. This material may not be 
distributed, transmitted or otherwise communicated to others, in 
whole or in part, without the express written consent of Apollo 
Global Management, Inc. (together with its subsidiaries, “Apollo”).

The views and opinions expressed in this material are the views 
and opinions of Apollo Analysts. They do not necessarily reflect 
the views and opinions of Apollo and are subject to change at any 
time without notice. Further, Apollo and its affiliates may have 
positions (long or short) or engage in securities transactions  
that are not consistent with the information and views expressed 
in this material. There can be no assurance that an investment 
strategy will be successful. Target allocations contained herein are 
subject to change. There is no assurance that the target allocations 
will be achieved, and actual allocations may be significantly 
different than that shown here. This material does not constitute 
an offer of any service or product of Apollo. It is not an invitation 
by or on behalf of Apollo to any person to buy or sell any security 
or to adopt any investment strategy, and shall not form the basis 
of, nor may it accompany nor form part of, any right or contract  
to buy or sell any security or to adopt any investment strategy. 
Nothing herein should be taken as investment advice or a 
recommendation to enter into any transaction.

Hyperlinks to third-party websites in this material are provided for 
reader convenience only. There can be no assurances that any of 
the trends described herein will continue or will not reverse. Past 
events and trends do not imply, predict or guarantee, and are not 
necessarily indicative of future events or results. Unless otherwise 
noted, information included herein is presented as of the dates 
indicated. This material is not complete and the information 
contained herein may change at any time without notice. Apollo 
does not have any responsibility to update the material to account 
for such changes. Apollo has not made any representation  
or warranty, expressed or implied, with respect to fairness, 
correctness, accuracy, reasonableness, or completeness of any  
of the information contained herein (including but not limited to 
information obtained from third parties unrelated to Apollo),  
and expressly disclaims any responsibility or liability thereof. The 
information contained herein is not intended to provide, and should 
not be relied upon for, accounting, legal or tax advice or investment 
recommendations. Investors should make an independent 
investigation of the information contained herein, including 
consulting their tax, legal, accounting or other advisors about such 
information. Apollo does not act for you and is not responsible for 
providing you with the protections afforded to its clients.

Certain information contained herein may be “forward-looking”  
in nature. Due to various risks and uncertainties, actual events or 
results may differ materially from those reflected or contemplated 
in such forward-looking information. As such, undue reliance 
should not be placed on such information. Forward-looking 
statements may be identified by the use of terminology including, 
but not limited to, “may”, “will”, “should”, “expect”, “anticipate”, 
“target”, “project”, “estimate”, “intend”, “continue” or “believe” or 
the negatives thereof or other variations thereon or comparable 
terminology.

The Standard & Poor’s 500 Index (S&P 500) is a market-
capitalization weighted index of the 500 largest US publicly 
traded companies and one of the most common benchmarks for 
the broader US equity markets. Index performance and yield data 
are shown for illustrative purposes only and have limitations when 
used for comparison or for other purposes due to, among other 
matters, volatility, credit or other factors (such as number of 
investments, recycling or reinvestment of distributions, and types 
of assets). It may not be possible to directly invest in one or more 
of these indices and the holdings of any strategy may differ 
markedly from the holdings of any such index in terms of levels of 
diversification, types of securities or assets represented and other 
significant factors. Indices are unmanaged, do not charge any 
fees or expenses, assume reinvestment of income and do not 
employ special investment techniques such as leveraging or short 
selling. No such index is indicative of the future results of any 
strategy or fund.

Investing involves risk including loss of principal. Alternative 
investments often are speculative, typically have higher fees than 
traditional investments often include a high degree of risk and are 
appropriate only for eligible long-term investors who are willing to 
forgo liquidity and put capital at risk for an indefinite period of time. 
They may be highly illiquid and can engage in leverage and other 
speculative practices that may increase volatility and risk of loss. 

References to downside protection are not guarantees against 
loss of investment capital or value. 

This material contains trade names, trademarks and service marks 
of companies which (i) neither Apollo nor Apollo funds own or (ii) 
are investments of Apollo or one or more Apollo funds. We do not 
intend our use or display of these companies’ trade names, 
trademarks or service marks to imply a relationship with, or 
endorsement or sponsorship of us by, such companies. Company 
names and logos are trademarks of their respective holders. 

Past performance is not necessarily indicative of future results.

Additional information may be available upon request.
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