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Source: Bloomberg, Bloomberg U.S. Corporate High Yield Bond Index. 

Principal Fixed Income

Yield beyond spread
J U N E  2 0 2 4

Many investors look at credit spread levels – or the difference in yield between a security relative to a 
risk-free security with the same maturity – as the hallmark indicator for when to enter or exit credit 
markets. However, history tells us that tactically timing spread movements can be incredibly 
challenging, especially in high yield credit markets. 

Though spread levels are important, we argue that yield can be a more powerful gauge of the 
attractiveness of credit markets. The reason is simple: High yield allocations should be a strategic 
(long-term) allocation and not a tactical (short-term) allocation within portfolios. In other words, it 
pays to be patient in high yield.

When charting the asset class’s starting yield to worst against its corresponding 5-year forward 
annualized returns, we see a correlation of 0.87 – which is higher than the correlation between 
starting option-adjusted spread and corresponding 5-year forward annualized returns.

For Public Distribution in the U.S. For Institutional, Professional, Qualified and/or Wholesale 
Investor Use Only in other Permitted Jurisdictions as defined by local laws and regulations.

Investors eat yield not spread“ ”MIKE GOOSAY
Chief Investment Officer, Fixed Income
Principal Asset Management

Never mind spread…it’s yield that matters

Average Yield 8.82%      Average 5YR Return 7.56%      Correlation 0.87 
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Despite concerns about rising inflation and slowing economic growth, we don’t anticipate a widespread 
rise in defaults, for two key reasons:

1. Businesses have balance sheet runway – Not only is the maturity wall – or the amount of debt 
outstanding coming due over the next few calendar years – very manageable, but it has also been 
proactively addressed as shown by the amount outstanding versus the amount issued.

Spring cleaning is over, there isn’t much left to default…

2. Survival of the fittest has been determined – The pandemic already brought a short, but painful, 
cycle of corporate defaults. The surviving businesses are now generally better capitalized and have 
stronger support from their shareholders. 

As of 31 December 2023. Source: Moody’s. Information about Moody's default rate methodology is available upon request. 
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Coupons aren’t discretionary, but they’re growing 

In an environment of higher-for-longer policy rates, the argument for taking a strategic (long-term) 
approach to investing in the high yield asset class is amplified. Historically attractive starting yields help 
to more than offset unappealing credit spread entry points; particularly, considering the strong 
fundamental picture and muted default expectations underlying the sector today. Though high yield is 
often viewed as a tactical (short-term) allocation within portfolios, we argue that a more patient 
approach to investing in the asset class is warranted and can lead to strong results.

In short, focus on the long-term
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As of 31 December 2023. Source: Bloomberg, Bloomberg U.S. Corporate High Yield Bond Index. 

Let yield – or income – be your guide when investing in the high yield asset class. It's important to 
remember that coupons aren't dividends nor discretionary, but they are contractual. The income 
component of the asset class makes up the majority of the total return; therefore, being able to 
maximize income is crucial to long-term performance.

Attributing return to either income or capital appreciation shows us that, quite often, the income 
component accounts for more than 100% of total return as shown in the chart below.
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Principal Fixed Income: A leading global fixed income platform 

Principal Fixed Income is the fixed income investment management platform of Principal Asset 

Management and manages U.S. $137.6 billion in assets under management as of 31 March 2024. Principal 

Fixed Income has capabilities that span all major fixed income sectors. Our globally integrated platform 

with investment centers worldwide and over 100 investment professionals helps to directly access global 

fixed income markets and deliver a diversity of investment perspectives. Our structure and proprietary 

investment tools foster collaboration across sector-specialty teams, whether the sector is explicitly 

integrated into a portfolio or not. In our view, this diversity of insight helps each sector-specialty team 

formulate richer investment theses and make better informed investment decisions on behalf of our clients.

Contact your Principal representative and visit PrincipalAM.com 
for more fixed income insights

https://www.principalam.com/eu/insights/fixed-income?category%5B63%5D=63
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Risk considerations
Investing involves risk, including possible loss of principal. Past performance is no guarantee of future results. International and global investing 
involves greater risks such as currency fluctuations, political/social instability and differing accounting standards. Fixed income investment options 
are subject to interest rate risk, and their value will decline as interest rates rise. Lower-rated securities are subject to additional credit and default 
risks.

Important information
This material covers general information only and does not take account of any investor’s investment objectives or financial situation and should 
not be construed as specific investment advice, a recommendation, or be relied on in any way as a guarantee, promise, forecast or prediction of 
future events regarding an investment or the markets in general. The opinions and predictions expressed are subject to change without prior 
notice. The information presented has been derived from sources believed to be accurate; however, we do not independently verify or guarantee its 
accuracy or validity. Any reference to a specific investment or security does not constitute a recommendation to buy, sell, or hold such investment 
or security, nor an indication that the investment manager or its affiliates has recommended a specific security for any client account. Subject to 
any contrary provisions of applicable law, the investment manager and its affiliates, and their officers, directors, employees, agents, disclaim any 
express or implied warranty of reliability or accuracy and any responsibility arising in any way (including by reason of negligence) for errors or 
omissions in the information or data provided.

This material may contain 'forward-looking' information that is not purely historical in nature. Such information may include, among other things, 
projections, and forecasts. There is no guarantee that any forecasts made will come to pass. Reliance upon information in this material is at the sole 
discretion of the reader.

All figures shown in this document are in U.S. dollars unless otherwise noted. All assets under management figures shown in this document are 
gross figures and may include leverage, unless otherwise noted. Assets under management may include model-only assets managed by the firm, 
where the firm has no control as to whether investment recommendations are accepted, or the firm does not have trading authority over the 
assets. 

Indices are unmanaged and do not take into account fees, expenses and transaction costs are not available for direct investment. The Bloomberg 
U.S. Corporate High Yield Bond Index measures the USD-denominated, high yield, fixed-rate corporate bond market. Securities are classified as 
high yield if the middle rating of Moody’s, Fitch and S&P is Ba1/BB+/BB+ or below. Bonds from issuers with an emerging markets country of risk, 
based on the indices’ EM country definition, are excluded. The U.S. Corporate High Yield Index is a component of the U.S. Universal and Global High 
Yield Indices. The index was created in 1986, with history backfilled to July 1, 1983. 

This material is not intended for distribution to or use by any person or entity in any jurisdiction or country where such distribution or use would be 
contrary to local law or regulation. 

This document is issued in 
• The United States by Principal Global Investors, LLC, which is regulated by the U.S. Securities and Exchange Commission.
• Europe by Principal Global Investors (Ireland) Limited, 70 Sir John Rogerson’s Quay, Dublin 2, D02 R296, Ireland. Principal Global Investors 

(Ireland) Limited is regulated by the Central Bank of Ireland. Clients that do not directly contract with Principal Global Investors (Europe) 
Limited (“PGIE”) or Principal Global Investors (Ireland) Limited (“PGII”) will not benefit from the protections offered by the rules and regulations 
of the Financial Conduct Authority or the Central Bank of Ireland, including those enacted under MiFID II. Further, where clients do contract 
with PGIE or PGII, PGIE or PGII may delegate management authority to affiliates that are not authorized and regulated within Europe and in 
any such case, the client may not benefit from all protections offered by the rules and regulations of the Financial Conduct Authority, or the 
Central Bank of Ireland. In Europe, this document is directed exclusively at Professional Clients and Eligible Counterparties and should not be 
relied upon by Retail Clients (all as defined by the MiFID).

• United Kingdom by Principal Global Investors (Europe) Limited, Level 1, 1 Wood Street, London, EC2V 7 JB, registered in England, No. 
03819986, which is authorized and regulated by the Financial Conduct Authority (“FCA”).

• United Arab Emirates by Principal Global Investors LLC, a branch registered in the Dubai International Financial Centre and authorized by the 
Dubai Financial Services Authority as a representative office and is delivered on an individual basis to the recipient and should not be passed on 
or otherwise distributed by the recipient to any other person or organization.

• Singapore by Principal Global Investors (Singapore) Limited (ACRA Reg. No. 199603735H), which is regulated by the Monetary Authority of 
Singapore and is directed exclusively at institutional investors as defined by the Securities and Futures Act 2001. This advertisement or 
publication has not been reviewed by the Monetary Authority of Singapore. 

• Australia by Principal Global Investors (Australia) Limited (ABN 45 102 488 068, AFS License No. 225385), which is regulated by the Australian 
Securities and Investments Commission and is only directed at wholesale clients as defined under Corporations Act 2001.

• This document is marketing material and is issued in Switzerland by Principal Global Investors (Switzerland) GmbH.
• Hong Kong SAR (China) by Principal Asset Management Company (Asia) Limited, which is regulated by the Securities and Futures Commission. 

This document has not been reviewed by the Securities and Futures Commission.
• Other APAC Countries/Jurisdictions. This material is issued for Institutional Investors only (or professional/sophisticated/qualified investors, as 

such term may apply in local jurisdictions) and is delivered on an individual basis to the recipient and should not be passed on, used by any 
person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation.

Principal Fixed Income is an investment team within Principal Global Investors.

Principal Funds, Inc. is distributed by Principal Funds Distributor, Inc. 

© 2024 Principal Financial Services, Inc. Principal®, Principal Financial Group®, Principal Asset Management, and Principal and the logomark design 
are registered trademarks and service marks of Principal Financial Services, Inc., a Principal Financial Group company, in various countries around 
the world and may be used only with the permission of Principal Financial Services, Inc. Principal Asset Management℠ is a trade name of Principal 
Global Investors, LLC.
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