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The State of High Yield

Investors are questioning whether the tight yield 
spreads in the high yield bond market offer enough 
value at this point in the credit cycle given the length 
of the economic expansion, high levels of corporate 
indebtedness and the potential for additional Federal 
Reserve interest rate increases. 
Should investors be concerned? Assessing the high yield market from a variety of 
perspectives, including yield advantage, technicals and fundamentals, should shed some 
light on the situation.

Let’s Begin with Yield Advantage
Looking across the global fixed income market, the strong relative yields of the US high yield 
market are likely to continue to attract strong global demand, as seen in the following chart. 
For investors searching for yield globally, it is one of the few games in town today.
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Source: Bloomberg Barclays, as 
of August 31, 2017.
Size represents market value of 
the index. Yield represents yield 
to worst.
Past performance is no 
guarantee of future results.
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•	 Investors are questioning the 
narrow yield spreads in the 
high yield market.

•	 Based on the market’s yield 
advantage, technicals and 
fundamentals, tight yield 
spreads could persist—a 
pattern the market has seen 
before.

•	 The market’s strong relative 
yields have continued to 
attract global demand while 
net debt issuance has turned 
negative.

•	 Lack of progress in legislative 
moves to spur economic 
growth will likely factor into 
Federal Reserve rate decisions.
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Is the Strong Demand for High Yield Bonds Likely to Continue? 
Data Shows It Could.

GROWTH DRIVERS
After the commodity bust and profit recession of 2015 and 2016, little progress in much-
anticipated, pro-growth US legislative moves stalled the pace of the credit cycle’s recovery. 
These developments, and a recent stretch of favorable growth data, have helped extend the 
credit cycle, which can support tighter spreads for a longer period. The Federal Reserve is 
likely to consider this, keeping the pace of interest rate increases measured and supporting a 
continuation of narrow high yield bond spreads for a longer period than many investors may 
expect—a pattern the market has experienced in the past, as seen in the next chart.

Source: Bloomberg, data as of 
October 26, 2017.

YIELD SPREADS CAN 
REMAIN LOW FOR LONG 
PERIODS 

20-year average: 552

20-year median: 509

FUNDAMENTALS AND TECHNICALS (SUPPLY AND DEMAND)
While many US corporations had taken advantage of the persistently low global yield 
backdrop following the great financial crisis by issuing a significant amount of new debt, the 
pace of issuance has trended lower year over year since 2012, with net new issuance negative 
in 2016 (and expected to be negative again in 2017). Along with this trend, corporate 
leverage has finally stabilized and interest coverage in the high yield market remains strong. 
Global investors continue to search for yield, providing support for bond prices.

The market does not appear as rich as some might assume, especially with regard to 
defaults. Default rates are approaching cyclical lows and the distress ratio,i which can be 
interpreted as a reflection of market sentiment, has declined significantly since 2015. 
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Mindfully Investing in the High Yield Market 
Many investors are questioning the narrow yield spreads in the high yield market. While 
overall yields may not be as high as some periods in history, a low default rate can allow the 
high yield investor to retain a greater portion of the stated yield. Examined more broadly, 
high yield can still offer attractive yields relative to other fixed income assets. In addition, 
the US credit cycle appears to lack demonstrative momentum toward a downturn, which 
could translate into a prolonged period of narrow high yield spreads. 

In our view, high yield bond investing, supported by careful research, can offer 
opportunities over the long term.

Source: Bloomberg Barclays, 
Merrill Lynch, Moody’s, history 
through August 2017, monthly 
data.

DECLINE IN DEFAULT 
RATE AND DISTRESS 
RATIO 

Distress ratio* 

Default rate

Default rate 20-year average
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*Percent of bonds in the Merrill Lynch High Yield Master Index with spreads greater than 1000 basis points over Treasurys.



For Investment Professional Use Only. Not For Further Distribution.

Endnotes
i	 Distress ratio: the number of distressed securities with yield spreads greater than 1000 basis 

points over Treasurys divided by the number of high yield issues.

Disclosure
Past performance is no guarantee of future results. 
 
This is not an offer of, or a solicitation of an offer for, any investment strategy or 
product.  Any investment that has the possibility for profits also has the possibility of 
losses.  
 
Indices are unmanaged and do not incur fees. It is not possible to invest directly in an index.

Commodity interest and derivative trading involves substantial risk of loss.

This commentary is provided by Loomis Sayles for informational purposes only and should not be 
construed as investment advice. Investment decisions should consider the individual circumstances 
of the particular investor. Opinions and/or forecasts contained herein reflect the subjective 
judgments and assumptions of the authors only and do not necessarily reflect the views of Loomis, 
Sayles & Company, L.P., or any portfolio manager. These views are as of the date indicated and 
are subject to change any time without notice based on market and other conditions. Other 
industry analysts and investment personnel may have different views and assumptions. 
 
This material cannot be copied, reproduced or redistributed without authorization. 

Principal Investment Risks: Bonds may  carry one or more of the following risks: credit, interest 
rate (as interest rates rise bond prices usually fall), inflation and liquidity. High yield securities 
may be subject to a greater risks (including risk of default) than other fixed income securities. 
In addition, the secondary market for these securities may lack liquidity which, in turn, may 
adversely affect the value of these securities and that of the portfolio. Foreign investments involve 
special risks including greater economic, political and currency fluctuation risks, which may be 
even greater in emerging markets. Currency exchange rates between the US dollar and foreign 
currencies may cause the value of the investments to decline. Commodity-related investments, 
including derivatives, may be affected by a number of factors including commodity prices, world 
events, import controls and economic conditions and therefore may involve substantial risk of 
loss. Equity securities are volatile and can decline significantly in response to broad market and 
economic conditions.

LS Loomis | Sayles is a trademark of Loomis, Sayles & Company, L.P. registered in the US Patent 
and Trademark Office.
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