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 � High yield issuers should be better placed to withstand this downturn as a key driver is the 
aggressive tightening from central banks, not credit bubbles. 

 � Corporate balance sheets are generally in solid shape, giving high yield issuers further 
protection against a slowdown.

 � The credit default cycle in 2020 was challenging, but it has left the high yield sector in a 
better state of health.

Economic slowdown fears are mounting as the impact of monetary 
policy tightening is expected to start coming through more 
meaningfully in the second half of 2023. In the fight to bring down 
inflation, central banks from across the globe unleashed their most 
aggressive hiking cycles for more than two decades this past year. 
Although it is encouraging that inflation is finally showing signs of 
slowing, investors are concerned about the toll this monetary policy 
shock will have on the economy, which typically comes with a lag.

For companies, a slowing growth environment is challenging, but 
the good news is that we believe it is likely to inflict less damage 
on corporate earnings than prior downturns. We have three main 
reasons for thinking this, which we discuss here.

This Downturn Will Not Be Credit‑Driven
Apart from the pandemic‑induced recession in 2020, most other 
recent recessions have been credit‑driven—in other words, they have 
been caused by concern over the creditworthiness of certain assets. 
The 2008 global financial crisis (GFC) and 2001 dot‑com bust, 
for example, were caused primarily by the buildup of debt‑related 
excesses in the U.S. housing sector and internet infrastructure, which 
resulted in bad loans.

If the current downturn becomes a recession, inflation and the sheer 
number and pace of interest rate hikes aimed at taming it will likely 
be the main causes, rather than asset bubbles. This is important 
because historically credit‑driven recessions tend to inflict more 
damage to corporate earnings. For example, in the inflation‑driven 
recession of 1982–1983, when the Federal Reserve hiked its policy 
rate to 20%, S&P 500 Index profits fell by 18%. In the 1973–1974 
inflation‑driven recession, when the interest rate reached 13%, profits 
also fell by 18%. This contrasts sharply with the GFC and dot‑com 
crash, when profits fell by 49% and 25%, respectively.
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The sector is in better health than prior to 
previous slowdowns.
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Corporate Balance Sheets Are Broadly Solid  

We recognize that an economic downturn is likely to weigh on profit 
margins and cash generation. While this may lead to a deterioration 
in balance sheets, most companies are entering this from a position 
of strength. High yield companies are underpinned by solid 
fundamentals at present. Interest coverage ratios (a measure to 
determine how able a company is to pay interest on its debt) are high, 
while leverage ratios (which show how much of a company’s capital 
comes from debt) are relatively low. 

In addition, the vast majority of high yield bond‑issuing firms were 
able to benefit from attractive funding conditions in 2020 and 2021 
to push out their maturity profiles. Just 6%1 of global high yield debt 
will mature this year with the bulk of the “maturity walls” of issuers 
coming after 2025, indicating that balance sheets are broadly strong. 
It’s also important to note that companies tend to have debt with 
varying maturities, so the impact of the rise in interest rates is not 
immediate—it’s smoothed out over time.  

We Went Through a Default Cycle In 2020

Many businesses, particularly in the U.S., defaulted on their debt 
because of pandemic lockdowns. In 2020, default rates among U.S. 
high yield energy firms reached almost 30% while debt restructurings 
rose among European retail firms. Default cycles are useful for 
separating stronger firms from weaker ones. Those with the potential 
to survive and thrive beyond a crisis tend to be well supported by 
their sponsor investors, who inject cash when necessary or provide 
lines of credit in order to realize their investment further down the 
line. Companies with little prospect of long‑term success are typically 
allowed to go bust. The U.S. default cycle of 2020 was significant, but 
we believe it has left the high yield sector in a better state of health. 

Overall, the period ahead is likely to be challenging for companies. 
But we believe that high yield debt is in a better place to navigate a 
downturn than it has been in the past as company balance sheets 
are broadly entering it from a position of strength. Furthermore, 
the main drivers of the slowdown are inflation and the aggressive 
monetary policy actions of the past year, not a credit bubble, which 
has historically weighed on corporate earnings more. The default 
cycle of 2020 also means the sector is in better health. However, 
we are cognizant that in an environment of slowing growth, defaults 
will inevitably rise, which underscores the importance of security 
selection.

1 As of March 31, 2023. The index referred to is the ICE BofA Global High Yield Index (See Additional Disclosures). 
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Additional Disclosures
ICE Data Indices, LLC (“ICE DATA”), is used with permission. ICE DATA, ITS AFFILIATES AND THEIR RESPECTIVE THIRD-PARTY SUPPLIERS DISCLAIM ANY AND ALL 
WARRANTIES AND REPRESENTATIONS, EXPRESS AND/OR IMPLIED, INCLUDING ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR 
PURPOSE OR USE, INCLUDING THE INDICES, INDEX DATA AND ANY DATA INCLUDED IN, RELATED TO, OR DERIVED THEREFROM. NEITHER ICE DATA, ITS 
AFFILIATES NOR THEIR RESPECTIVE THIRD-PARTY SUPPLIERS SHALL BE SUBJECT TO ANY DAMAGES OR LIABILITY WITH RESPECT TO THE ADEQUACY, 
ACCURACY, TIMELINESS OR COMPLETENESS OF THE INDICES OR THE INDEX DATA OR ANY COMPONENT THEREOF, AND THE INDICES AND INDEX DATA AND 
ALL COMPONENTS THEREOF ARE PROVIDED ON AN “AS IS” BASIS AND YOUR USE IS AT YOUR OWN RISK. ICE DATA, ITS AFFILIATES AND THEIR RESPECTIVE 
THIRD-PARTY SUPPLIERS DO NOT SPONSOR, ENDORSE, OR RECOMMEND T. ROWE PRICE OR ANY OF ITS PRODUCTS OR SERVICES.

Important Information
This material is being furnished for general informational and/ or marketing 
purposes only. The material does not constitute or undertake to give advice of 
any nature, including fiduciary investment advice, nor is it intended to serve as the 
primary basis for an investment decision. Prospective investors are recommended 
to seek independent legal, financial and tax advice before making any investment 
decision. T. Rowe Price group of companies including T. Rowe Price Associates, 
Inc. and/or its affiliates receive revenue from T. Rowe Price investment products 
and services. Past performance is not a reliable indicator of future 
performance. The value of an investment and any income from it can go down 
as well as up. Investors may get back less than the amount invested. The material 
does not constitute a distribution, an offer, an invitation, a personal or general 
recommendation or solicitation to sell or buy any securities in any jurisdiction or 
to conduct any particular investment activity. The material has not been reviewed 
by any regulatory authority in any jurisdiction. Information and opinions presented 
have been obtained or derived from sources believed to be reliable and current; 
however, we cannot guarantee the sources’ accuracy or completeness. There is no 
guarantee that any forecasts made will come to pass. The views contained herein 
are as of the date noted on the material and are subject to change without notice; 
these views may differ from those of other T. Rowe Price group companies and/
or associates. Under no circumstances should the material, in whole or in part, be 
copied or redistributed without consent from T. Rowe Price. 

The material is not intended for use by persons in jurisdictions which prohibit 
or restrict the distribution of the material and in certain countries the material is 
provided upon specific request. It is not intended for distribution to retail investors 
in any jurisdiction. 

EEA – Unless indicated otherwise this material is issued and approved by T. Rowe 
Price (Luxembourg) Management S.à r.l. 35 Boulevard du Prince Henri L-1724 
Luxembourg which is authorised and regulated by the Luxembourg Commission 
de Surveillance du Secteur Financier. For Professional Clients only. 

Switzerland – Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, 
Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified Investors only.

UK – This material is issued and approved by T. Rowe Price International Ltd, 60 
Queen Victoria Street, London, EC4N 4TZ which is authorised and regulated by the 
UK Financial Conduct Authority. For Professional Clients only. 
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