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As Covid-19 restrictions ease and the global economy begins to reopen, the 
current state of the high-yield market is in a unique position. Top of mind issues 
for credit investors now include rising rates and inflation, challenges that have 
been dormant for years. The mix of encouraging economic data and seemingly 
challenging valuation levels further complicates the picture. In this article, we 
give an overview of current market dynamics and highlight a few points 
institutional investors in high yield may want to consider.

This paper explores:
• How current economic forces could influence the medium-term outlook 

and discuss the potential consequences on total returns

• Changes in the composition of the asset class since the global financial 
crisis and what this means for valuations

• Pitfalls to taking a tactical allocation approach to the asset class

• Opportunities outside the domestic high-yield market

Executive Summary

As Covid-19 restrictions 
ease and the global 
economy begins to 
reopen, the current 
state of the high-yield 
market is in a unique 
position.
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The possibility of 
material inflation 
appearing over the 
near to medium term 
would make this 
recovery phase 
different from 
previous periods.

Past performance is no guarantee of future results.  
Source: Bloomberg Barclays, eVestment. Time periods selected represent three-year increments that have 
followed periods of economic contraction over the past twenty years.

If strong economic growth caused higher U.S. interest rates, high-yield bonds could benefit 
from improving company fundamentals, while still exhibiting less sensitivity to increases in 
interest rates relative to other fixed income asset classes. 

3 Year Performance (% Annualized)

Jan 2002 – Dec 2004 Oct 2009 – Sep 2012

Equity  
Indices

S&P 500 3.59 13.20

Russell 2000 11.48 12.99

MSCI ACWI-GD 8.08 7.78

Credit  
Indices

Bloomberg Barclays US Corporate  
High Yield 2% Cap 12.60 12.82

Bloomberg Barclays US Credit 7.80 8.73

Bloomberg Barclays US Aggregate 6.20 6.19

Bloomberg Barclays Global Aggregate 12.73 5.04

Interpreting mixed signals in high yield 
1.  Rising rate environment + inflationary pressures: Opportunity or challenge?
  In the first half of 2021, credit investors’ concerns shifted from Covid-19 related uncertainty 

to rate volatility and inflation. The US Investment Grade credit market stumbled through 
the first half of the year as these new risks began to emerge, with the Bloomberg Barclays 
US Credit Index producing a return of -1.28% over 1H 2021. However, the Bloomberg 
Barclays US Corporate High Yield 2% Cap Index proved to be more resilient, delivering a 
total return of 3.62% over that same time period.1 

  As a shorter-duration asset class, high-yield bonds exhibit lower sensitivity to interest rates 
than investment-grade bonds. This is an important factor in an environment that seems 
supportive of rising rates and prone to inflationary concerns following the deluge of stimulus 
money. As of June 30, 2021, the duration of the Bloomberg Barclays US High Yield Index was 
approximately 4 years, while the Bloomberg Barclays US Credit Index had an average 
duration of just greater than 8 years.2 This means the US Investment Grade credit exposure 
to duration risk is double that of US high yield.

  If we take the view that the current point of the cycle is indicative of the beginning of a market 
recovery, based on encouraging economic data supporting the narrative of a business 
reopening period, examining high yield performance during similar periods may provide 
insight. As the data table below shows, in previous market cycles, high yield has provided strong 
returns during the recovery phase. This could be attributable to the intuition that with an 
improving economic backdrop comes improving company fundamentals, resulting in lower 
probabilities of default and therefore attractive total return. 

  However, the possibility of material inflation appearing over the near to medium term 
would make this recovery phase different from the previous periods highlighted in Table 1. 
Inflation could act as a tailwind given the high-yield market’s heavy exposure to 
commodities and the possibility for issuers to pass costs on to the historically strong U.S. 
consumers. Conversely, some issuers within the index may struggle, particularly those that 
don’t have the size or scale to pass rising costs on to consumers or suppliers, and highly 
leveraged issuers. Not all high-yield issuers are alike, so in the near term, we expect to see 
different results in different segments of the high-yield market.

1. Bloomberg Barclays, as of June 30, 2021. High Yield market represented by the Bloomberg Barclays US High Yield 
2% Capped Index.

2. Bloomberg Barclays, as of June 30, 2021. US Credit index referenced is represented by the Bloomberg Barclays  
US Credit Index.
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Looking beyond 
headline valuation 
numbers, investors 
are left with a 
contrasting view of 
the market that seems 
to lack direction 
and conviction.

Figure 1.  US HY Spreads vs US IG Spreads (Jan 2020 - Jun 2021) 
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Source: BlackRock Aladdin, as of June 30, 2021. US HY BM: Bloomberg Barclays US Corporate High Yield 2% Issuer 
Capped Index. US Credit BM: Bloomberg Barclays US Credit Index.

In our opinion, pockets of high yield still have the potential to grind tighter. The higher-quality segment 
of high yield (BB-rated bonds) offers attractive risk-reward value relative to the lowest-rated segment 
(BBB-rated bonds) of the investment grade market.

3, 4, 5. Bloomberg Barclays, as of June 30, 2021.
6, 7. Bloomberg Barclays, Citi.
8. Aviva Investors, https://www.avivainvestors.com/en-us/views/house-view/
9. J.P. Morgan
10. Bloomberg Barclays, as of June 30, 2021.

2.  Assessing contradictory indicators: Supportive fundamental backdrop clashes 
with rich valuations

  When economies began to shutter at the onset of the pandemic, high-yield valuations reflected 
pessimistic expectations.In March 2020, the monthly total return on the Bloomberg Barclays US 
Corporate High Yield 2% Cap Index (“the Index”), was -11.5 per cent, yield-to-worst (YTW) at the 
Index level was approximately 9.5 per cent, and Index-level option-adjusted spreads (OAS) 
finished the month at 880bps, after briefly surpassing 1,000bps earlier in the month before 
government and central bank intervention.3 At the end of June 2021, valuations were drastically 
different, with yields under four per cent and spreads below 300bps.4 These spread levels are 
historically tight;  the last time they broke below 300bps was in early 2007.5 

  Nearly fourteen years later, it’s worth considering just how different the Index looks now 
compared with the period preceding the global financial crisis (GFC). The ratings breakdown 
illustrates this point, as BB-rated issuers, the highest-quality segment of the high-yield market, 
now constitutes more than 50 per cent of the index, compared to roughly 37 per cent in 2007.6 
Conversely, the lowest-quality segment of the market, CCC rated issuers, has shrunk from 20 per 
cent in 2007 to less than 15 per cent of the overall Index now.7 Considering this steady increase 
in overall quality, the Index today would be expected to exhibit a lower headline OAS figure to 
represent the improved credit composition relative to prior periods, all else being equal. 

  So how do investors balance current rich valuations with forecasts for high 2021 global GDP 
figures (our House View calls for approximately seven per cent global GDP growth in 2021)8 that 
indicate further growth in risk assets? Or with strong first quarter earnings that have resulted in 
approximately 90 per cent of S&P 500-listed companies exceeding expectations, with an average 
earnings outperformance of over 20 per cent?9 Or with the fact the market continued to digest 
strong levels of issuance in early 2021, after record amounts in 2020, as companies take 
advantage of attractive financing terms? Looking beyond headline valuation numbers, investors 
are left with a contrasting view of the market that seems to lack direction and conviction.

  The reality for asset allocators is that valuation metrics appear stretched across most asset 
classes. This is certainly true in other areas of credit. The Bloomberg Barclays US Credit Index 
registered OAS level of 77bps at the end of June 2021, the tightest month-end figure post the 
GFC.10 And we’re observing record-setting valuations outside fixed income as well, with both 
the Dow Jones Industrial Average and the S&P 500 continuing to post record levels through 
2021 so far. 
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The ability to gain from 
‘tactical opportunities’ 
can be more difficult in 
practice than it is in 
theory.

 1. ‘High yield is more of a tactical play’

  Some institutional investors have tended to add high-yield exposure on a tactical basis, 
increasing exposure when credit spreads seem historically wide, and dialing back when 
spreads tighten. This approach comes with the obvious difficulty of attempting to time 
the market, but the current environment poses an additional challenge: what do you do 
when economic data and valuation levels are sending contradictory signals?

  Identifying periods of spread widening as a tactical opportunity to allocate to high yield 
with the goal of benefitting from eventual spread compression may sound enticing, but 
precise execution requires extreme flexibility and a certain amount of luck. To take 
advantage and load up on high-yield bonds when spreads seem historically wide (or, 
conversely, to draw down exposure when spreads seem historically tight) requires 
institutional investors to be nimble. After March March 23, 2020, when high-yield OAS 
levels peaked at just over 1,000bps, it only took 90 market sessions for spreads to get 
back to 500bps.11 As institutional investors juggle a myriad of different responsibilities, 
and in some cases are restrained from implementing changes without board approval, 
the ability to gain from “tactical opportunities” can be more difficult in practice than it is 
in theory.

  Another factor supporting the case for staying invested is the difficulty of predicting the 
eventual cause that will result in downside risk. Over the past ten years, many volatility 
spikes in credit markets have been caused by exogenous events. Since the global 
financial crisis, global high-yield index spreads have broken above 500bps only twice: 
during the commodity crisis in 2015/2016, and in response to the Covid-19 outbreak in 
the first quarter of 2020.12 

  At Aviva Investors, as we state in our quarterly House View, “no-one can predict the future 
perfectly”. In recent years, that statement has proved to ring especially true for asset 
managers as recent down markets have increasingly been the result of a sudden and 
extraneous catalyst. 

2. ‘The domestic high-yield market is the only game in town’

  While the US high-yield market does boast a longer history and still accounts for much of the 
investible universe, its European counterpart has continued to grow over the past decade. 
The current composition of the developed markets global high yield market is about 25 per 
cent European and 75 per cent US (roughly one quarter of the Index is denominated in either 
EUR or GBP on a market value basis).13 Data suggests the European high-yield market may 
soon represent a larger portion of the global high-yield market. It’s  growth has resulted in a 
ten-year CAGR of 11.6 per cent based on outstanding debt face-value, compared to a 5.6 per 
cent CAGR for the US high-yield market over the same period.14

  From our perspective, going global in high yield provides the following potential benefits 
to institutional investors: greater diversification (on both a geographic and sector 
exposure basis), increased opportunities for alpha, and a more favorable default history 
relative to the domestic market.

  Not only do investors in global high-yield gain from greater geographical diversification, 
they also benefit from having a better balance across sectors. Roughly 20 per cent of the 
US high yield index is represented by energy and technology sector issuers.15 Meanwhile, 
nearly 40 per cent of the Euro high yield index is represented by finance and 
communications sector issuers.16 The global high-yield index therefore provides a more 
balanced picture and leaves investors less exposed to concentrated industry disruptions.

Debunking common myths institutional 
investors believe about high yield

11, 12. Bloomberg Barclays, BlackRock Aladdin.
14. Bank of America Merrill Lynch, as of April 30, 2021.
13, 15, 16. Bloomberg Barclays, as of June 30, 2021
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Having a greater 
number of tools 
available to construct a 
portfolio results in 
more ways to provide 
alpha. 

  A broader investible universe affords portfolio managers with a global mandate the luxury of 
flexibility, which isn’t available to those with a domestic mandate. At the highest level, 
regional allocation can serve as an additional alpha source. Another, more nuanced, 
advantage is the flexibility to select the most attractive multi-currency tranche from the same 
issuer. By comparing the USD and EUR denominations of the same issuer, it is possible for a 
portfolio manager to select the most attractive opportunities on a currency-hedged basis 
and consequently increase yield without increasing the credit risk or default probability. 
Having a greater number of tools available to construct a portfolio results in more ways to 
provide alpha.

  Lastly, when examining default rates across the European, U.S., and global markets at the 
index level, we find that, on average, default rates among the three haven’t meaningfully 
deviated over the past twenty years. What we have observed, which may come as a surprise 
to US institutional investors, is that over recent periods of markets stress, the US high-yield 
index has experienced higher default rates than the European one. This pattern occurred in 
2009 and 2016, and again in 2020 (See figure 2 below).  

Figure 2.  Moody’s Historical Default Rates (TTM, Jan 2008 - Jun 2021)
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Source: Moody’s Investment Services, as of June 30, 2021. 

A global approach to the high-yield market provides portfolio managers with a greater number of 
opportunities to produce more attractive risk-adjusted returns, and offers investors the ability to gain 
exposure to a broader opportunity set with a more balanced set of risk factors. At Aviva Investors, we take 
a holistic and coordinated approach to managing our Global High Yield portfolio, drawing upon the 
expertise and insight of portfolio managers and credit research analysts located in Europe and the U.S. 



Aviva Investors High Yield: Navigating Current Markets & Debunking Myths 8

For our latest insights, visit our website at avivainvestors.com
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Important Information
Past performance does not guarantee or indicate future results. 
Investment Risk: The value of an investment and any income from it 
can go down as well as up. Investors may not get back the original 
amount invested. Credit Risk: Bond values are affected by changes in 
interest rates and the bond issuer’s creditworthiness. Bonds that 
offer the potential for a higher income typically have a greater risk of 
default. Derivatives Risk: High Yield strategies may use derivatives; 
these can be complex and highly volatile. Derivatives Risk: 
Derivatives may not perform as expected, which means high yield 
strategies may suffer significant losses. There can be no guarantee 
that any investment strategy discussed in this presentation will 
achieve its investment objectives. The risk information presented 
herein endeavors to capture some but not all risks associated with 
an investment strategy or product. No chart, graph, or formula can 
by itself determine which securities an investor should buy or sell. 
Unless stated otherwise, any sources and opinions expressed are those 
of Aviva Investors Americas LLC (Aviva Investors) as of June 2021. 
Opinions, estimates, forecasts, and statements of financial market trends 
are based on current market conditions constitute our judgment, may 
not come to pass, and are subject to change without notice.  Any 
opinions expressed herein are not intended to be, and should not be 
interpreted as, a recommendation of any particular security, investment 
strategy or product. This presentation is distributed for informational 
purposes only and is not intended to be a recommendation or 
investment advice for any specific person or entity. Information 
contained herein has been obtained from sources believed to be reliable, 
but has not been independently verified by Aviva Investors and is not 
guaranteed to be accurate. All amounts herein are USD unless otherwise 
indicated. 
Any statement of return or other performance by an index is not a 
representation or assurance that the information or performance 
attributed to the index was accurately compiled or published. Aviva 
Investors has not independently verified index-related information. Index 
returns are provided to represent the investment environment existing 
during the time periods shown. For comparison purposes, an index is 
fully invested, which includes the reinvestment of dividends and capital 
gains, but index returns do not include any transaction costs, 
management fees, or other costs that would reduce returns. The prior 
performance of an index will not be predictive of the future performance 
of accounts managed by Aviva Investors. An investor may not invest 
directly in an index.
The name “Aviva Investors” as used in this presentation refers to the 
global organization of affiliated asset management businesses operating 
under the Aviva Investors name. Each Aviva Investors’ affiliate is a 
subsidiary of Aviva plc, a publicly- traded multi-national financial 
services company headquartered in the United Kingdom.
For Use in Canada
Aviva Investors Canada, Inc. (“AIC”) is located in Toronto and is based 
within the North American region of the global organization of affiliated 
asset management businesses operating under the Aviva Investors name. 
AIC is registered with the Ontario Securities Commission (“OSC”) as a 
Portfolio Manager, an Exempt Market Dealer, and a Commodity Trading 
Manager.
For Use in the United States
Aviva Investors Americas LLC is a federally registered investment advisor 
with the U.S. Securities and Exchange Commission. Aviva Investors 
Americas is also a commodity trading advisor (“CTA”) and commodity 
pool operator (“CPO”) registered with the Commodity Futures Trading 
Commission (“CFTC”), and is a member of the National Futures 
Association (“NFA”). 
AIA’s Form ADV Part 2A, which provides background information about 
the firm and its business practices, is available upon written request to:
Compliance Department 
225 West Wacker Drive, Suite 2250 
Chicago, IL 60606 
Prepared for professional clients and /or qualified investors only. It is 
not to be viewed by or used with retail investors.  This document 
should not be taken as a recommendation or offer by anyone in any 
jurisdiction in which such an offer is not authorized or to any person 
to whom it is unlawful to make such an offer or solicitation.
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