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Why Global High Yield
is here to stay
Selectivity and diversification – Two key elements in managing high yield bonds to protect on the
downside and take advantage of market dislocations. Going global offers diversification and alpha opportunities, not only during times of volatility and uncertainty.

Why is Global HY here to stay?
When looking at the High Yield (HY) market, it can be beneficial to take a global perspective. With recent volatility and
ongoing uncertainty related to the effects of the COVID-19
pandemic for global financial markets, within the high yield
(HY) bond markets, we believe selectivity and diversification
are key in protecting the downside as well as in taking advantage of market dislocations.
Over the last decade, the Global HY bond market has more
than doubled in size, and now stands at $2.7 trillion (as of
12/31/20). In particular, the European and Emerging Markets (EM) have taken on an added significance to the
broader HY market. Accordingly, there is evidence that engaging the HY bond market with a global approach, rather
than a US-centric perspective, could provide additional diversification and alpha opportunities. Among other aspects,
these potential diversification benefits can be observed from
a ratings, sector and regional perspective.

Key Takeaways
_ The growth of the European and EM High Yield markets
has made the Global High Yield asset class more diversified and too large to be overlooked.
_ Global High Yield offers several diversification benefits
versus US High Yield from a credit quality, sector and geographic perspective.
_ Global market inefficiencies and pricing discrepancies between bonds denominated in different currencies can present attractive investment opportunities.

_ Secured High Yield is an interesting segment of the
Global High Yield market that can add value.

Performance and Risk
Since the inception of the Global HY index in 1997, Global
HY has outperformed US HY in 13 of 23 calendar years between 1998 and 2020. The largest periods of underperformance were 2001 during the dot com bubble, 2008 during
the global financial crisis, 2011 during the European debt
crisis and in 2016 when EM experienced volatility due to the
Fed rate hike and the U.S. presidential election.
EXHIBIT 1. CALENDAR YEAR RETURNS
1998

1999

2000

2001

2002

2003

Global High
Yield

2.91

2.89

-5.26

3.43

-2.23

28.06

US High Yield

2.95

2.51

-5.12

4.48

-1.89

28.15

2004

2005

2006

2007

2008

2009

Global High
Yield

11.29

3.26

12.02

1.73

-27.01

60.70

US High Yield

10.87

2.74

11.77

2.19

-26.39

57.51

2010

2011

2012

2013

2014

2015

Global High
Yield

15.39

3.18

18.89

7.10

2.53

-2.03

US High Yield

15.19

4.38

15.58

7.42

2.50

-4.64

2016

2017

2018

2019

2020

Global High
Yield

16.21

8.02

-1.90

14.54

6.61

US High Yield

17.49

7.48

-2.26

14.41

6.17

Source: Morningstar as of 12/31/20; Global High Yield is represented by the ICE BofA
Global High Yield Hedged Index; US High Yield is represented by the ICE BofA US High
Yield Index
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On an annualized basis, Global HY has outperformed US
HY on an absolute and risk-adjusted basis over 1-, 3-, 5-,
10-, 15- and 20-years as of 12/31/20.

During periods of extreme market volatility, employing selective active management within the larger Global HY universe is critical.

EXHIBIT 2. ANNUALIZED PERFORMANCE

Evolution of Global High Yield Market

1-Year

3-Year

Global High
Yield

5-Year 10-Year 15-Year 20-Year

6.61

6.20

8.50

7.09

7.74

7.87

US High Yield

6.17

5.89

8.43

6.62

7.35

7.61

Source: Morningstar as of 12/31/20; Global High Yield is represented by the ICE BofA
Global High Yield Hedged Index; US High Yield is represented by the ICE BofA US High
Yield Index

Global HY also has generally outperformed US HY during
periods of positive returns and has experienced smaller
losses during periods of negative returns historically.
EXHIBIT 3. UPSIDE/DOWNSIDE CAPTURE (VS. US HY)
Upside Capture

Global
High Yield

1-Year

3-Year

5-Year

10-Year

15-Year

20-Year

105.94

100.61

98.87

101.55

101.70

101.08

1-Year

3-Year

5-Year

10-Year

15-Year

20-Year

105.32

97.17

95.94

95.82

98.55

98.93

Down-side Capture

Global
High Yield

Source: Morningstar as of 12/31/20; Global High Yield is represented by the ICE BofA
Global High Yield Hedged Index; Upside and downside capture have been calculated versus the ICE BofA US High Yield Index

From the 1980s through the early 2000s, the HY bond market was primarily a US High Yield (US HY) market. However, after the early 2000s, the European High Yield (Euro
HY) and Emerging Market High Yield (EM HY) portions of
the Global High Yield (Global HY) market grew tremendously. Euro HY and EM HY currently make up 42% of the
Global HY universe.
To put this into perspective, at the inception of the Global
HY index in December 1997, the US HY segment represented 98% of the Global HY market (with 88% of the issuers in the index domiciled in the US). A decade later, at the
beginning of the 2008, the US HY segment had decreased
to 84% of the Global HY market (with US issuers representing 76% of the Global HY index). Currently, the US HY segment represents 57% of the Global HY market with US issuers making up 52% of the index (as of 12/31/20).
EXHIBIT 5. EVOLUTION OF COMPOSITION OF GHY
Market Value in % by region
100
80

5-Year Avg 10-Year Avg 20-Year Avg

Global High
Yield

410

471

508

582

US High Yield

386

461

492

572

Price
Year End
Level

40
20
0

United States

Europe

Other Developed

Emerging Markets

Source: Source: ICE BofA Indices; Global High Yield is represented by the ICE BofA
Global High Yield Index; as of: 12/31/2020

EXHIBIT 4. INDEX CHARACTERISTICS
Option-Adjusted Spread (OAS)
Year End
Level

60

1997
1998
1999
2000
2001
2002
2003
2004
2005
2006
2007
2008
2009
2010
2011
2012
2013
2014
2015
2016
2017
2018
2019
2020

Wider option-adjusted spreads (OAS) and lower average
prices in Global HY vs. US HY also make the expanded opportunity set more attractive. During the volatility in March
2020, the market saw HY OAS exceed 1,000 bps and an
average price below $80 across Global HY, US HY and EM
HY. While spreads have tightened significantly, current levels, as well as the historical averages, continue to favor
Global HY over US HY.

In addition to the composition of the market, as previously
mentioned, the Global HY market has grown significantly in
size. At inception in 1997, the Global HY index was $219 billion. By January 2010, the index had reached a market
value of $1 trillion, and the index is currently $2.7 trillion in
market value (as of 12/31/20).

5-Year Avg 10-Year Avg 20-Year Avg

Global High
Yield

103.71

98.15

99.19

95.03

US High Yield

104.71

97.97

99.61

95.47

Source: Source: ICE BofA Indices; Global High Yield is represented by the ICE BofA
Global High Yield Index; US High Yield is represented by the ICE BofA US High Yield Index; as of: 12/31/2020
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Furthermore, credits rated CCC and below, the lowest rating
categories in the HY universe, make up approximately 7%
of the Euro HY market and 7% of the EM HY market while
they represent 12% for the US HY market (as of 12/31/20)

EXHIBIT 6. SIZE OF THE GLOBAL HY MARKET
3,000,000
2,500,000
2,000,000

EXHIBIT 9. INDEX RATINGS BREAKDOWN
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Source: ICE BofA Indices; Global High Yield is represented by the ICE BofA Global High
Yield Index; as of: 12/31/2020
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Diversification Benefits
A Broader Universe and Credit Quality
The most obvious diversification benefits for Global HY is
the broader investment universe and overall higher credit
quality versus US HY. As of the end of December 2020,
there were 3,720 issues and 1,555 tickers in the Global HY
Index versus 2,030 issues and 860 tickers in the US HY index. The Global HY investment universe is nearly double
the size of US HY for investors and provides more investment options for managers.
EXHIBIT 7. INDEX SUMMARY BREAKDOWN
Market Value
($bn)

# of issues

# of tickers

Global High Yield

2,718.37

3,720

1,555

US High Yield

1,543.27

2,030

860

Source: ICE BofA Indices; Global High Yield is represented by the ICE BofA Global High
Yield Index; US High Yield is represented by the ICE BofA US High Yield Index; as of:
12/31/2020

When compared to US HY, Euro HY and EM HY have an
overall higher credit quality as the average credit rating for
Euro HY and EM HY is BB3 versus B1 for US HY (as of
12/31/20).
EXHIBIT 8. AVERAGE INDEX CREDIT QUALITY

B

CCC and below

Global High Yield

US High Yield

European High Yield

Emerging Markets High Yield

Source: ICE BofA Indices; Global High Yield is represented by the ICE BofA Global High
Yield Index; US High Yield is represented by the ICE BofA US High Yield Index; European
High Yield is represented by the ICE BofA European Currency High Yield Index; Emerging
Markets High Yield is represented by the ICE BofA High Yield US Emerging Markets Corporate Plus Index; as of: 12/31/2020

The addition of Euro HY and EM HY to the US HY market
results in an average credit rating of BB3 for the Global HY
market with 10% of credits rated CCC and below (as of
12/31/20).
Looking at default rates across EM HY, Euro HY and US
HY, investors have the added benefit of lower default rates
in Euro HY and EM HY which improves the credit risk profile
for Global HY. Most noticeably, the average default rate
from 2004 through 2020 is 1.6% for Euro HY, 2.5% for EM
HY and 3% for US HY. Even during during the volatile times
of 2008, 2009 and 2020, the historical default rates for Euro
HY were much lower versus its US and EM peers, which is
primarily driven by the higher quality of the Euro HY universe.
EXHIBIT 10. HISTORICAL DEFAULTS
US HY

European HY

Emerging
Markets HY

3.0%

1.6%

2.5%

Average 20042020
Source: JP Morgan; as of: 12/31/2020

Average Rating
Global High Yield

BB3

US High Yield

B1

European High Yield

BB3

Emerging Markets High Yield

BB3

Source: Source: ICE BofA Indices; Global High Yield is represented by the ICE BofA
Global High Yield Index; US High Yield is represented by the ICE BofA US High Yield Index; European High Yield is represented by the ICE BofA European Currency High Yield
Index; Emerging Markets High Yield is represented by the ICE BofA High Yield US Emerging Markets Corporate Plus Index; as of: 12/31/2020

Sector Exposure
Equally important is the diversification amongst sectors. For
example, when comparing US and EM HY to Euro HY, US
and EM HY have higher exposure to the Energy sector relative to Euro HY. The Energy sector is quite sensitive to commodity prices, such as oil, and makes up 13% of the US HY
and 24% of EM HY indices but only 5% of the Euro HY index (as of 12/31/20). Furthermore, the Euro HY index does
have a noticeably larger exposure to the Telecommunication
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sector which is a less cyclical sector. The Euro HY and EM
HY indices also carry a much larger weight in the Real Estate and Banking sectors at a combined 16% and 15%, respectively. The US HY index has significantly less exposure
to these sectors with 6% combined (as of 12/31/20). Another stand-out sector is the Automotive (Autos) sector.
Within Euro HY, Autos make up 11% of the index compared
to 5% in the US HY index (as of 12/31/20). These differences in sector exposure among the three markets provide
Global HY managers more alpha generation opportunities
and diversification benefits.

Senior secured bonds are legally recognized as sitting in a
position of seniority in the case of issuer default, with respect to the underlying collateral. With the collateralization,
this could result in higher recovery rates and lower loss potential for secured bondholders. The recovery rates of secured bonds are, on average, 15-20 points higher than unsecured bonds. Currently, 19% of the Global HY universe is
secured, which includes 21% for US HY, 24% for Euro HY
and 11% for EM HY (as of 12/31/20). This segment has
grown from 17% to 19% over the last three-years and has
provided another opportunity for a Global HY manager to
get additional downside protection and diversification.

EXHIBIT 11. INDEX SECTOR BREAKDOWN
EXHIBIT 12. INCREASE IN SECURED ISSUANCE

25%
20%

80%

15%

70%

10%

60%

5%

50%

0%

40%

72.9%
73.9%
71.6%

30%

18.0%
17.6% 19.2%

20%

3.1%
2.4% 3.3%

10%

6.0%
6.1% 5.9%

0%
Senior
Global High Yield

US High Yield

European High Yield

Emerging Markets High Yield

Source: ICE BofA Indices; Global High Yield is represented by the ICE BofA Global High
Yield Index; US High Yield is represented by the ICE BofA US High Yield Index; European
High Yield is represented by the ICE BofA European Currency High Yield Index; Emerging
Markets High Yield is represented by the ICE BofA High Yield US Emerging Markets Corporate Plus Index; as of: 12/31/2020

Market Inefficiencies
Another benefit that a well-equipped Global High Yield manager could enjoy is the concept of home issuer bias. In essence, EUR bonds of a US-based issuer can carry a higher
yield-to-worst after hedging the currency risk relative to the
same company’s USD bonds, as a result of home country
bias. The opposite is true for a EUR issuer. The EUR issuers’ USD bonds could trade at a higher yield-to-worst relative to its EUR bonds. A truly global strategy can exploit this
mispricing and invest opportunistically in either the EUR or
USD bond as they see fit.

Secured
31.12.2018

Subordinated

31.12.2019

Other

31.12.2020

Source: ICE BofA Indices; Global High Yield is represented by the ICE BofA Global High
Yield Index; as of: 12/31/2020

It is important to note that the collateral underlying all HY
bonds is not created equal, so it is essential to have an experienced manager with deep research capabilities when investing in this segment of the market.

Conclusion
Given the growth of the Global HY market, we expect the
benefits of a larger investment universe will continue to prevail. Global managers with experience managing through
multiple market cycles and strong risk management skills to
selectively size positions will drive success in this Global
High Yield Strategy.

Growth of Secured Debt
Furthermore, an additional advantage of the Global HY market is the growing secured HY segment. Secured HY bonds
are collateralized by equity pledges of operating subsidiaries
and / or underlying assets such as machinery, patents, licenses, etc. This collateralization often lowers the financing
cost for the issuer, and provides enhanced recovery rates in
the event of issuer insolvency, thereby leading to higher issue-specific ratings.
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Past performance is not indicative of future returns. Forecasts are not a reliable indicator of future performance. Forecasts are based on assumptions,
estimates, views and hypothetical models or analyses, which might prove inaccurate or incorrect.
For Professional Clients (MiFID Directive 2014/65/EU Annex II) only.
For Qualified Investors (Art. 10 Para. 3 of the Swiss Federal Collective Investment Schemes Act (CISA)).
For Institutional Investors only. For Wholesale Investors only.
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