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T. ROWE PRICE INSIGHTS
ON GLOBAL FIXED INCOME

KEY INSIGHTS
■■ High yield spreads have widened dramatically. However, history shows that 

strong positive returns can follow periods of market weakness. 

■■ An analysis of the implied forward default and recovery rates suggested by 
different spread levels can help investors navigate the current backdrop.

■■ An active approach can help reduce potential default rates by avoiding 
companies and sectors more at risk of higher default rates.

High Yield Investing 
During Volatile Times
Spread levels can signal attractive return potential.

The global market volatility could 
be creating opportunities in high 
yield fixed income. However, 

investors are understandably cautious 
amid ongoing uncertainty surrounding 
the economic and human impact of the 
coronavirus. With further volatility likely, 
it can be difficult to know whether to 
view sell‑offs in high yield as potential 
buying opportunities or reasons to 
move away from risk assets. While 
the current public health crisis is 
unprecedented in nature, we believe 
history provides useful information for 
investors to make an informed decision 
about investing in high yield in the 
current backdrop.

High yield spreads have widened 
recently. In many cases, the widening 
has been historic—through the week 
ended March 20, 2020, global high 

yield spreads jumped by 519 basis 
points,1 the largest weekly move in 
history. We expect further near term 
swings as markets weigh the economic 
impacts of the coronavirus and global 
policy responses.

Instead of just focusing on the daily moves, 
investors can gain a long‑term perspective 
by looking at historical performance. 
History shows that when spreads reach 
certain levels, forward returns over 
medium‑ and long‑term horizons can be 
attractive. Specifically, when U.S. high yield 
spreads have widened to 800 basis points 
(bps) over underlying government bonds, 
the median annualized return to investors 
over one‑year and three‑year horizons was 
23.6% and 15.4%, respectively.2 Prior to 
2020, there were 34 months with U.S. high 
yield spreads above the 800bps threshold, 
and investors reaped positive returns in all 
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1 Source: J.P. Morgan Chase & Co. (see Additional Disclosures). J.P. Morgan Global High Yield Index.
2 Source: J.P. Morgan Chase & Co. (see Additional Disclosures). J.P. Morgan U.S. High Yield Index.  
January 1, 1999 through December 31, 2019.
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but one instance over the next 12 months. 
The two‑ and three‑year time periods saw 
positive returns in every single instance. 
We find a similar story in European high 
yield3 when spreads reached 800bps. The 
median annualized returns were 35.8% 
and 17.8% across one year and three 
years, respectively. Of the 23 instances 
where monthly spreads were above 
800bps, one‑year and three‑year forward 
returns were positive each time.

History also shows that global high yield 
assets can post stronger returns following 
downturns compared with equity markets. 
For example, over the three‑year period 
beginning August 31, 2008, the month 
when spreads first crossed above the 
800bps threshold during the global 
financial crisis, global high yield returned 
12.12%.4 The MSCI All Country World 
Index, meanwhile, returned ‑0.01% over 
the same time frame.5 High yield also 
posted a higher Sharpe ratio,6 which 
demonstrates high yield had a higher 
risk‑adjusted return. Volatile markets after 
the tech bubble and the energy crisis in 
2014–2016 showed a similar pattern of 

robust, risk‑adjusted returns for high yield 
compared with equities.

These historic data highlight, in our 
opinion, that periods of spread widening 
hold the potential for strong rebounds 
over medium‑ to long‑term horizons. We 
recognize that this coronavirus‑related 
weakness is unique, and returns 
could look very different to previous 
periods. What we want to emphasize 
is that investors should pause and 
consider their outlook and the different 
possibilities for the asset class. 

What If the Default Cycle 
Is Different?

While historic return figures suggest 
that current spread levels potentially 
offer an attractive entry point to invest in 
high yield markets, investors also need 
to keep an eye on the current market 
environment. To help judge a good 
entry point, investors can consider if a 
possible uptick in default rates or lower 
recovery rates in the event of bankruptcy 
is priced into current spread levels.

3 Source: J.P. Morgan Chase & Co. (see Additional Disclosures). J.P. Morgan European Currency High Yield Index.
4 Source: J.P. Morgan Chase & Co. (see Additional Disclosures). J.P. Morgan Global High Yield Index. 
5 Source: MSCI (see Additional Disclosures). MSCI All Country World Index. 
6 Sharpe ratio definition: Average return earned in excess of the risk‑free rate per unit of volatility.

Positive Returns Have Followed Spread Widening
(Fig. 1) Spreads and forward returns in U.S. and Europe
U.S. Europe
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 As of March 31, 2020.
Past performance is not a reliable indicator of future performance.
Source: J.P. Morgan Chase & Co. (see Additional Disclosures), analysis by T. Rowe Price.
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For this purpose, we have conducted an 
analysis of the implied forward default 
rate based on different spread levels. In 
Figure 3, investors can find the current 
spread and then see what the implied 
default rate is based on different recovery 
rates. This will help investors judge 
whether they think current spread levels 
offer enough compensation for potential 
defaults during the difficult backdrop. 

For example, a spread level of 963bps in 
U.S. high yield suggests that the market 
expects default rates between 6% and 
7% with a recovery rate of 10%. This 
same spread implies a default rate of 
11% to 12% based on a recovery rate of 
50%. Looking back at history, this would 
imply a default cycle in line or worse than 
the global financial crisis, when default 
rates in U.S. high yield markets peaked 
at 10.3% annually in 2009.7 European 
high yield default rates peaked at 8.1% 
annually in the same year.8

For context, the average default rate 
since the beginning of 1982 through 
the end of 2019 in the U.S., where the 
asset class has a longer history, has 
an average default rate of 3.6% and a 

recovery rate of 40.8%.7 European high 
yield’s average default rate has been 
2.5% with a recovery rate of 34.2% since 
2005, when the European high yield 
market began to mature.8 

Past default rates are hard to project 
given the unique current environment.  
However, the severity and extent of 
the coronavirus outbreak will result 
in an uptick in default rates from the 
historically low levels over the last couple 
of years. We also see reasons that 
might help contain the overall default 
rate now compared with the global 
financial crisis. Corporate fundamentals 
are generally healthier than in 2008, 
with many companies showing better 
balance sheets and lower leverage 
levels. Governments and central banks 
have also announced massive stimulus 
measures to help combat the economic 
impacts of the coronavirus.

Active Approach Can Lower 
Default Rates

An active investment approach could 
also impact whether it makes sense 
to take on high yield risk in the current 

…bottom‑up 
security selection 
could potentially 
reduce exposure 
to businesses and 
segments of the 
market most at 
risk, potentially 
lowering an 
investor’s effective 
default rate.

High Yield’s History of Strong Rebounds
(Fig. 2) High yield versus equity following downturns*

Annualized
Return

Sharpe 
Ratio

Tech Bubble
(October 31, 2000–October 31, 2003)

Global High Yield 8.95% 0.71

Global Equities -6.77 -0.53

Global Financial Crisis 
(August 31, 2008–August 31, 2011)

Global High Yield 12.12 0.72

Global Equities -0.01 -0.01

Oil Price Shock
(January 31, 2016–January 31, 2019)

Global High Yield 9.84 1.82

Global Equities 12.24 1.05 

Analysis as of March 20, 2020, analysis starts January 1, 1999.
Past performance is not a reliable indicator of future performance.

*Three‑year time periods begin month following first time spreads crossed 800bps during each market downturn.
Global high yield is represented by the J.P. Morgan Global High Yield Index, and global equities is represented by the MSCI All Country World Index.
Source: J.P. Morgan Chase & Co. and MSCI (see Additional Disclosures).

7 Source: J.P. Morgan Chase & Co. (see Additional Disclosures). J.P. Morgan Domestic High Yield Index.
8 Source: J.P. Morgan Chase & Co. (see Additional Disclosures). J.P. Morgan European Currency High Yield Index.
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environment. The implied default rates in 
Figure 3 refer to the U.S. and European 
high yield markets in their entirety. 
However, bottom‑up security selection 
could potentially reduce exposure to 
businesses and segments of the market 
most at risk, potentially lowering an 
investor’s effective default rate. 

T. Rowe Price’s global credit research 
platform has a long history of delivering 
a favorable default experience for our 
clients, with many of our high yield 
bond strategies exhibiting a lower 
default profile than the overall market. 

For example, the average default rate 
of T. Rowe Price’s High Yield Master 
Bond Representative Portfolio was 
0.3% since 1996 through the end of 
2019. This compares with a market 
average default rate of 2.9% over the 
same period.9 Our highest ever annual 
default rate since inception was 1.6% 
back in 2004, while the market’s 
highest annual default rate over the 
same time period was 10.3% in 2009. 
This highlights how important security 
selection is when investing in the high 
yield asset class. 

...periods of spread 
widening hold 
the potential for 
strong rebounds 
over medium‑ to 
long‑term horizons.

Are Default Rates Priced Into Spreads? 
(Fig. 3) Current spreads and implied default and recovery rates
U.S. Europe
Current Spread: 963bps per J.P. Morgan U.S. High Yield Index  Current Spread: 951bps per J.P. Morgan European 
 Currency High Yield Index
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1% 490 480 470 460 450
2% 580 560 540 520 500
3% 670 640 610 580 550
4% 760 720 680 640 600
5% 850 800 750 700 650
6% 940 880 820 760 700
7% 1,030 960 890 820 750
8% 1,120 1,040 960 880 800
9% 1,210 1,120 1,030 940 850
10% 1,300 1,200 1,100 1,000 900
11% 1,390 1,280 1,170 1,060 950
12% 1,480 1,360 1,240 1,120 1,000
13% 1,570 1,440 1,310 1,180 1,050
14% 1,660 1,520 1,380 1,240 1,100
15% 1,750 1,600 1,450 1,300 1,150
16% 1,840 1,680 1,520 1,360 1,200
17% 1,930 1,760 1,590 1,420 1,250
18% 2,020 1,840 1,660 1,480 1,300
19% 2,110 1,920 1,730 1,540 1,350
20% 2,200 2,000 1,800 1,600 1,400  
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4% 710 670 630 590 550
5% 800 750 700 650 600
6% 890 830 770 710 650
7% 980 910 840 770 700
8% 1,070 990 910 830 750
9% 1,160 1,070 980 890 800
10% 1,250 1,150 1,050 950 850
11% 1,340 1,230 1,120 1,010 900
12% 1,430 1,310 1,190 1,070 950
13% 1,520 1,390 1,260 1,130 1,000
14% 1,610 1,470 1,330 1,190 1,050
15% 1,700 1,550 1,400 1,250 1,100
16% 1,790 1,630 1,470 1,310 1,150
17% 1,880 1,710 1,540 1,370 1,200
18% 1,970 1,790 1,610 1,430 1,250
19% 2,060 1,870 1,680 1,490 1,300
20% 2,150 1,950 1,750 1,550 1,350

As of March 30, 2020.
Current spread range highlighted in blue. 
Data analysis based on the J.P. Morgan Domestic High Yield Index. and J.P. Morgan European Currency High Yield Index.
(1 – recovery rate) x implied default rate = default loss.
Default loss + excess spread* = estimated market spread.

*Assumes high yield market excess spread of 400bps (U.S.) and 350bps (Europe).
Source: J.P. Morgan Chase & Co. (see Additional Disclosures). Data analysis by T. Rowe Price.

19 Source: J.P. Morgan Chase & Co. (see Additional Disclosures).
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Investors should take this into 
consideration when deciding when 
and how to invest. Even if spread 
levels don’t imply that the asset class 
as a whole is oversold, certain names 
and sectors may be more dislocated 
from their fundamentals and could 
outperform going forward. 

Breaking down global high yield, the 
U.S. and European markets exhibit 
very different characteristics. European 
high yield has a lower exposure to the 
energy sector, which has been hit hard 
due to falling oil prices. Sectors and 
credit quality differences mean the 
regions can behave quite differently. 
This is something we monitor closely, 
and look to take advantage of as 
opportunities arise. 

Overall, all markets remain highly 
uncertain, and the duration of the 
coronavirus epidemic will remain the 
key variable for the coming months. 
Deciding when is the right time to buy in 
the current environment will never be an 
easy decision. However, we believe that 
it is important to remember that high 
yield bonds can potentially deliver strong 
positive returns following periods of 
steep spread widening. Understanding 
what default rates are priced into current 
spreads as well as how active security 
selection can impact potential returns 
form important starting points for 
medium‑ and long‑term investing.

23.6%
median one‑year 
return in U.S. high 
yield following spreads 
crossing 800bps 
threshold.10

Active Approach Could Lower Default Rates
(Fig. 4) T. Rowe Price High Yield* default rate versus benchmarks
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European High Yield Bond Default Rate
U.S. High Yield Bond Default Rate

As of December 31, 2019.
Past performance is not a reliable indicator of future performance.

*T. Rowe Price High Yield Master Bond Representative Portfolio. The representative portfolio is an account 
we believe most closely reflects the current portfolio management style for the strategy. Performance is 
not a consideration in the selection of the representative portfolio. The characteristics of the representative 
portfolio shown may differ from those of other accounts in the strategy. Information regarding the 
representative portfolio and the other accounts in the strategy is available upon request.
J.P. Morgan Domestic High Yield Index and J.P. Morgan European Currency High Yield Index.
Inception of the High Yield Master Bond Representative Portfolio: January 1995. The default data takes a 
year to gather therefore it is one year lagged after the inception date. 
Source: J.P. Morgan Chase & Co. (see Additional Disclosures). Data analysis by T. Rowe Price. 

10 Source: J.P. Morgan Chase & Co. (see Additional Disclosures).
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WHAT WE’RE WATCHING NE X T 
Oil prices have faced sustained downward pressure due to reduced 
global demand as well as a failure by OPEC countries to agree on 
production cuts earlier in March. This has resulted in the energy sector 
underperforming. Although no signs of an agreement are imminent, we 
are monitoring discussions between OPEC, a Texas energy regulator, 
and U.S. shale producers. Progress in these talks could help stabilize oil 
prices, and any firm agreement could result in a rebound for the sector.

Additional Disclosures
Information has been obtained from sources believed to be reliable but J.P. Morgan does not warrant its completeness or accuracy. The index is used with permission.  
The Index may not be copied, used, or distributed without J.P. Morgan’s prior written approval. Copyright © 2020, J.P. Morgan Chase & Co. All rights reserved.

MSCI and its affiliates and third party sources and providers (collectively, “MSCI”) makes no express or implied warranties or representations and shall have no liability 
whatsoever with respect to any MSCI data contained herein. The MSCI data may not be further redistributed or used as a basis for other indices or any securities or 
financial products. This report is not approved, reviewed, or produced by MSCI. Historical MSCI data and analysis should not be taken as an indication or guarantee 
of any future performance analysis, forecast or prediction. None of the MSCI data is intended to constitute investment advice or a recommendation to make (or refrain 
from making) any kind of investment decision and may not be relied on as such.

Key risks—Transactions in securities denominated in foreign currencies are subject to fluctuations in exchange rates which may 
affect the value of an investment. Debt securities could suffer an adverse change in financial condition due to ratings downgrade 
or default which may affect the value of an investment. Investments in High Yield involve a higher element of risk. Where funds 
invest in less developed regions returns can be more volatile than other, more developed, markets due to changes in market, 
political and economic conditions. 
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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 written 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.

Australia—Issued in Australia by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, 
Suite 50B, Sydney, NSW 2000, Australia. For Wholesale Clients only.

Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to Accredited 
Investors as defined under National Instrument 45‑106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates to provide investment 
management services.

DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd. This material is communicated on behalf of T. Rowe Price International 
Ltd. by its representative office which is regulated by the Dubai Financial Services Authority. For Professional Clients only.

EEA ex-UK—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.

Hong Kong—Issued by T. Rowe Price Hong Kong Limited, 6/F, Chater House, 8 Connaught Road Central, Hong Kong. T. Rowe Price Hong Kong Limited is 
licensed and regulated by the Securities & Futures Commission. For Professional Investors only. 

New Zealand—Issued in New Zealand by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer 
Place, Suite 50B, Sydney, NSW 2000, Australia. No Interests are offered to the public. Accordingly, the Interests may not, directly or indirectly, be offered, sold or 
delivered in New Zealand, nor may any offering document or advertisement in relation to any offer of the Interests be distributed in New Zealand, other than in 
circumstances where there is no contravention of the Financial Markets Conduct Act 2013.

Singapore—Issued in Singapore by T. Rowe Price Singapore Private Ltd., No. 501 Orchard Rd, #10‑02 Wheelock Place, Singapore 238880. T. Rowe Price 
Singapore Private Ltd. is licensed and regulated by the Monetary Authority of Singapore. For Institutional and Accredited Investors 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.

USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and Exchange 
Commission. For Institutional Investors only.

© 2020 T. Rowe Price. All rights reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the bighorn sheep design are, collectively and/or apart, trademarks 
or registered trademarks of T. Rowe Price Group, Inc.
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T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 


