
1

T. ROWE PRICE INSIGHTS
ON FIXED INCOME

KEY INSIGHTS
	■ Volatility and low yields are likely to persist over the next few years as the global 

economy recovers from the shock of the coronavirus.

	■ High yield bonds, which historically have tended to outperform equities in the 
years immediately following a recession, may be an attractive option for investors 
looking for yield in the post‑coronavirus economic environment.

	■ We believe the best opportunities within high yield over the next few years are 
likely to be in defensive areas such as cable and retail.

High Yield Debt Can 
Boost Income And Return 
Potential Amid Low Yields
Downside risk management is crucial.

Volatility and low yields are likely 
to persist over the next few years 
as the global economy recovers 

from the shock of the coronavirus. 
Navigating this environment will be 
difficult, particularly as returns from 
equities are likely to be lower after the 
strong rally of the past year. High yield 
bonds, which historically have tended 
to outperform equities in the years 
immediately following a recession, 
may be an attractive option for investors 
looking for yield in the post‑coronavirus 
economic environment.

High yield debt is often overlooked by 
some investors as it is regarded as too 
volatile. This is something of a false 
perception, however. Over the past 
10 years, both the annualized standard 
deviation and the maximum drawdown 
of the ICE Bank of America Global 
High Yield Index has been around half 
that of the MSCI All Country World 
Index (Figure 1).

Crucially, this reduced risk has not 
come at the expense of a major loss of 
return. Over the past 10 years, global 
high yield delivered an annualized return 
around 7% compared with around 9% 
for global equities. So overall, global 
high yield has carried around half the 
risk of global equities over the past 
decade while delivering a stronger risk/
return trade‑off.

Volatility Is Set to Remain Elevated

In a low‑yield world, investors need to 
cast a wider net for income. High yield 
bonds have a strong track record in 
delivering good income during periods 
when it is unavailable elsewhere. As high 
yield sits above equity in the seniority of 
any capital structure and typically has 
multiple securities to invest in, it may 
allow investors to take more selective 
credit risk while knowing that they 
are still likely to receive a decent level 
of income.
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These features of high yield debt are 
likely to be very useful during the period 
ahead if volatility remains elevated—
and we believe there is every reason 
to think that it will. Government and 
investment‑grade bond yields are low—
and in some cases negative—while the 
rally in stocks that began last March 
has left prices stretched, potentially 
meaning lower returns over the next few 
years. At the same time, the prospect of 
many countries exiting lockdowns and 
kick‑starting their economies at the same 
time has led to growing concerns over 
inflation. This combination of low yields 
and potentially rising inflation means that 
continued volatility is highly likely.

We believe the next few years will be 
characterized by a battle between the 
underlying economic fundamentals that 
drive companies and their opportunities 
versus technical market factors, such as 
concerns over inflation. While technical 
factors will inevitably have an impact 
on prices in the near term, we believe 
it is better to focus on companies 
with strong fundamentals that look 
well placed to benefit from the more 
stable economic environment that 
is expected over the next few years. 
Investors who are able and willing to 

look beyond near‑term volatility and 
focus on longer‑term fundamentals 
should be more likely to capture strong 
medium‑term returns.

Lower‑Rated Firms Are Well Placed 
to Benefit From a Recovery

The search for yield has attracted a 
growing number of investors to high 
yield debt who have little or no previous 
experience of investing in the asset class. 
For such investors, it is essential to truly 
understand the risks they are taking on—
and whether the pricing of those risks 
means they are likely to achieve a 
good return.

High yield investments are 
sub‑investment‑grade corporates and 
are at the weaker end of the ratings 
spectrum. Companies with lower 
ratings are likely to benefit more from 
the economic recovery than those with 
higher ratings, particularly if they have 
already survived 2020 and have balance 
sheets that are stable and sustainable 
to get them through the period ahead. 
If such firms are trading weakly at the 
moment, they may represent a good 
opportunity once the post‑coronavirus 
economic recovery is in full swing.

High Yield Offered Significant Return per Unit of Risk
(Fig. 1) Its annualized returns were close to that of equities
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Global Treasuries
Sharpe Ratio: 1.4

Global Aggregate
Sharpe Ratio: 1.5

Global Investment-Grade Corporates
Sharpe Ratio: 1.1

Global High Yield
Sharpe Ratio: 0.9

Global Equities
Sharpe Ratio: 0.7

Figures Calculated Using a 10-Year Period1

Max
Drawdown

  Global Treasuries  -4%

  Global Aggregate  -3%

  Global Investment-Grade 
Corporates   -7%

  Global High Yield  -14%

  Global Equities   -23%

 As of December 31, 2020.
Past performance is not a reliable indicator of future performance.
Performance covers the period December 31, 2010 to December 31, 2020.

1 Data is based on the 10 years ending December 31, 2020.
Sources: ICE, Bloomberg Barclays, and MSCI (see Additional Disclosures). Global Equities represented by the MSCI ACWI (net); Global Aggregate represented 
by the Bloomberg Barclays Global Aggregate Index; Global Investment‑Grade Corporates represented by the ICE Bank of America Global Corporate Index; 
Global High Yield represented by the ICE Bank of America Global High Yield Index; Global Treasuries represented by the Bloomberg Barclays Global Aggregate 
Treasuries Index. All returns are hedged to U.S. dollar.

Companies with 
lower ratings are 
likely to benefit 
more from the 
economic recovery 
than those with 
higher ratings...
— Mike Della Vedova 
Portfolio Manager
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A number of sectors have suffered 
heavily during the coronavirus 
pandemic, particularly those—such 
as entertainment and transport—that 
are dependent on footfall. However, 
companies within those sectors that 
have strong balance sheets, have 
managed their debt well or even 
repaired it during the pandemic, and 
whose liquidity forecasts indicate 
that they are well placed to survive 
into 2022 may be among those who 
can perform very well during the 
post‑coronavirus economic recovery. 
Many of these types of firms are 
currently undervalued and, as such, 
represent good opportunities.

Fallen Angels Have Lowered 
Default Rates

Fallen angels—companies whose debt 
was formerly investment grade but 
which has been downgraded to high 
yield—have further enriched the high 
yield opportunity set. There was a record 
amount of fallen angel debt last year—
almost USD 250 billion worth—in the 
global high yield market. The presence 
of so many fallen angels within the high 
yield space has improved the credit 

quality of the asset class: A decade ago, 
some 40% of the ICE BofA Global High 
Yield Index was BB‑ rated (the upper end 
of asset class’s rating scale); today, that 
figure is more like 60%.1

As the average rating of high yield 
debt has increased, overall default 
risk has fallen. A year ago, we were 
expecting 2020 high yield default rates 
of around 10% in the U.S. and 4.5% in 
Europe; in reality, those figures were 
around 7.5% for the U.S. and less 
than 3.5% for Europe. This year, we’re 
expecting those rates to be halved. 
This indicates that a combination of 
balance sheet repair and the arrival of 
a large number of fallen angels should 
help reduce the risk of default among 
high yield issuers.

Moreover, the amount investors 
receive if a company defaults has 
also increased and currently stands 
above 50%, according to J.P. Morgan 
Chase & Co.1 Take European high yield 
for example, if the default rate is 2% and 
the amount received from companies 
that have defaulted is 50%, the overall 
loss is 1%, or 100bps. Given that the 

As the average 
rating of high yield 
debt has increased, 
overall default risk 
has fallen.
— Samy Muaddi 
Portfolio Manager

1 As of March 31, 2021.

Default Rates Are Peaking as New Issuance Aids Liquidity
(Fig. 2) Fallen angels have also helped to improve credit quality
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20-Year Default Averages

U.S. HY ~3% Euro HY ~4% EM HY ~1%

  J.P. Morgan: 3.5%
  Moody’s: 6.0% (baseline)

  J.P. Morgan: 2.0%
  Moody’s: 3.0% (baseline)

  J.P. Morgan: 2.5%

 As of December 31, 2020.
Past performance is not a reliable indicator of future performance.

1 Actual future outcomes may differ materially from estimates.
Sources: Bank of America, J.P. Morgan Chase & Co. (see Additional Disclosures).



4

spread of returns on the ICE Bank of 
America Euro Currency High Yield Bond 
Index over the risk‑free rate is currently 
around 390bps, the overall potential 
return is just under 300bps when 
default risk is factored in.

Defensive Areas Can Offer Some of 
the Best Opportunities

In our view, some of the best current 
high yield opportunities exist in 
defensive areas that can add potential 
ballast to portfolios. The cable industry, 
for example, would appear to have solid 
prospects as the shift toward working 
from home is likely to continue beyond 
the coronavirus pandemic, bringing 
greater demand for data transfer. While 
the leading names in the industry may 
no longer offer a great deal of value, 
they can potentially provide very strong 
income and a degree of stability. 

Another area worth considering is retail, 
and in particular supermarket chains. 
We believe this sector offers potential 
stability that is similar to the cable 
industry and can offer some compelling 
opportunities when there are changes of 
ownership, as recently occurred when 
the UK supermarket group ASDA was 
bought out. Buyouts result in changes 
in the capital structure and potentially 

increased leverage, which means 
greater risk—and potentially some very 
good opportunities.

Riskier opportunities can be found 
in industries that are undergoing 
significant change. The automotive 
sector, for example, is in the process 
of a major secular shift toward 
electrification but at a pace that 
is not entirely within its control as 
attitudes toward the traditional internal 
combustion engine vary considerably 
around the world. There will inevitably 
be winners and losers within the 
industry. Firms with the intention and 
capacity to fully embrace electrification, 
particularly those large enough to offer 
a wide range of debt to invest in, are 
worth taking a closer look at.

Overall, then, although yields are lower 
than they have been in the past, high 
yield investors may be able to benefit 
from both the supportive fundamental 
environment and potential for lower 
volatility than other high‑returning 
asset classes. To make the most of the 
opportunities available, we think that 
investors should avoid trying to chase 
the market as a whole and be highly 
selective when choosing which high 
yield bonds to invest in.
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Additional Disclosures

Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). 
BARCLAYS® is a trademark and service mark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s 
licensors, including Barclays, own all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this material, 
or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, as to the results to be obtained therefrom 
and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages arising in connection therewith.

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 © 2021, J.P. Morgan Chase & Co. 
All rights reserved.

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.

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.

Important Information

This material is provided for informational purposes only and is not intended to be investment advice or a recommendation to take any particular investment action. 
This material does not provide fiduciary recommendations concerning investments or investment management.

The views contained herein are those of the authors as of April 2021 and are subject to change without notice; these views may differ from those of other 
T. Rowe Price associates.

This information is not intended to reflect a current or past recommendation concerning investments, investment strategies, or account types, advice of any kind, 
or a solicitation of an offer to buy or sell any securities or investment services. The opinions and commentary provided do not take into account the investment 
objectives or financial situation of any particular investor or class of investor. Please consider your own circumstances before making an investment decision.

Information contained herein is based upon sources we consider to be reliable; we do not, however, guarantee its accuracy.

Past performance is not a reliable indicator of future performance. All investments are subject to market risk, including the possible loss of principal. 
Fixed‑income securities are subject to credit risk, liquidity risk, call risk, and interest‑rate risk. As interest rates rise, bond prices generally fall. Investments in 
high‑yield bonds involve greater risk of price volatility, illiquidity, and default than higher‑rated debt securities. All charts and tables are shown for illustrative 
purposes only.

T. Rowe Price Investment Services, Inc. For Institutional Investors only.

© 2021 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. 

To learn more, please visit troweprice.com.


