
The Fed and central banks globally provided an 
accommodative tailwind to the market, helping the 
Bloomberg Barclays U.S. High Yield Corporate Index 
post a 1.33% third quarter return.

The divergence between lower and higher rated credits 
continued during the third quarter with the BB-rated 
and B-rated cohorts posting gains of 2.03% and 1.65% 
respectively, while CCC-rated credits produced a loss of 
-1.76%.  The High Yield Index option-adjusted spread 
(OAS) tightened 4 bps during the quarter to +373 bps, 
while the yield-to-worst (YTW) declined to 5.65% from 
5.87%.  By ratings, BB-rated credits now trade at an OAS 
of +215 bps and offer a YTW of 4.05%, B-rated credits 
at an OAS of +370 bps and 5.66% YTW, and CCC-rated 
credits and below at an OAS of +947 bps and 11.29% 
YTW.  The average dollar price of the Index rose to $99.79 
by quarter end.

The par-weighted high yield bond default rate was 
2.52%, up from 1.46% over the quarter and up from 
2.02% year-over-year.  The higher default activity is due 
largely to the Energy sector, which represented five of 
the six bond defaults during the quarter.  Excluding 
Energy, the default rate is a much more modest 1.11%, 
and overall high yield default rates remain comfortably 
below historical averages.

As yields continued to decline, the primary market 
remained active during the third quarter, printing 
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$64.9bn of new bond issuance.  However, the technical 
backdrop remains constructive, as the primary use of 
proceeds has been debt refinancing, resulting in net 
supply of a manageable $10.2bn.

Given robust year-to-date returns and low overall 
yields, we continue to see limited near-term total return 
opportunity for the high yield market heading into the 
fourth quarter.  Although accommodative central banks 
will continue to provide support, global trade tensions, 
political uncertainty, and deteriorating economic data 
set the stage for a challenging market environment.

However, while the overall high yield market should see 
constrained returns, we continue to see attractive relative 
value in the B-rated and CCC-rated cohorts, given the 
price action over the first three quarters of the year and 
the spread dislocations across the ratings spectrum.  The 
BB to BBB spread ratio remains historically tight, while 
the B to BB and CCC to BB ratios remain near historic 
highs.  We find inadequate value in the historically 
tight BB-rated credits and continue to significantly 
underweight this quality bucket.  We continue to focus 
on lower rated credits, and seek opportunities to invest 
in bonds where we believe the yields overcompensate 
for the risk assumed.

Michael Yean
High Yield Portfolio Manager

I N V E S T M E N T  C O M M E N T A R Y  &  R E V I E W
by Michael Yean

Third Quarter 2019


