
The high yield market closed out 2020 on a strong note, 
with the Bloomberg Barclays U.S. High Yield Corporate 
Index (Index) gaining 6.45% during the fourth quarter, 
resulting in a 7.11% total return for the year. Lower 
rated credits led the fourth quarter rally, with the CCC-
rated debt returning 9.91%, while B-rated and BB-rated 
debt returned 5.83% and 5.69% respectively.  The Index 
option-adjusted spread (OAS) tightened by 157 bps to 
+360 bps, while the yield-to-worst (YTW) declined to 
4.18% from 5.77%.  By ratings, BB-rated credits now trade 
at an OAS of +265 bps and offer a YTW of 3.21%, B-rated 
credits at an OAS of +379 bps and 4.43% YTW, and CCC-
rated credits at an OAS of +658 bps and 7.12% YTW.  
The average bond dollar price of the Index increased to 
$104.96 by year-end. By 2020 year-end, the high yield 
market had added another notch in its belt, reinforcing 
its historically-proven tendency to rapidly recover from 
significant market drawdowns.  

Accelerating post-holiday rates of COVID-19 cases 
coupled with the discovery of additional coronavirus 
variant(s) elevated the ongoing risks of a global 
pandemic. Meanwhile, prior to year-end the Congress 
passed a second relief package in an effort to combat 
the growing economic fallout. On balance, our 
outlook remains optimistic for the high yield market 
in 2021.  The primary pillars of our outlook, as detailed 
in previous quarterly commentaries, continue to be 
highly accommodative monetary policy, ample fiscal 
policy, and effective delivery of COVID-19 vaccines. All 
of which combined should set the stage for a durable 
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economic recovery and a constructive environment 
for credit.  However, the high yield market is not 
without headwinds; which include tight valuations, low 
absolute yields and below historical average spreads. 
Nonetheless, while absolute market yields are at historic 
lows, the U.S. high yield market offers the greatest yields 
globally outside of Emerging Market High Yield. In 
regards to credit spreads, research has shown there is no 
discernable historical pattern to one year holding period 
returns when starting spreads range between 300 bps 
to 700 bps.  With 396 monthly spread observations 
over the past 34 years, the high yield market offered a 
spread between 300 bps to 700 bps greater than 76% of 
occasions.  When spreads begin a period between 300-
399 bps, one year annualized returns averaged 6.7%.  
Starting spreads from 400-499 bps result in average 
returns of 6.9%, 500-599 bps return 5.4%, and 600-699 
bps return 6.4% (Bloomberg L.P., Credit Suisse).  In short, 
while an OAS of +360 bps is below historical averages, 
there is no pre-determination of poor returns when 
investing in the high yield at current “tight” levels.

All told, while low yields and tight spread combined with 
a market trading above par may serve to limit potential 
total returns for 2021, we believe the progression of 
the simultaneous global economic recovery from the 
pandemic-induced recession will result in a positive year 
for high yield.
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