
 

 

• High yield bonds’ powerful income-generating qualities have helped drive strong investment returns over the long-term. 
With evidence that we have entered a structurally lower-default world, we think the asset class remains an attractive 
source of income and well-placed to generate further robust returns over the coming years.  

• We believe M&G, with long-running expertise in high yield investing and relying on an in-house team of credit analysts, 
is well-positioned to capture the compelling opportunities that can be found across high yield bonds. 

• Please note that the value and income from the funds’ assets will go down as well as up. This will cause the value of 
your investment to fall as well as rise, and you may get back less than you originally invested. 
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The long-term power of income 

The powerful income-generating qualities of high yield bonds 
are a frequently overlooked part of the asset class, in our 
opinion. While movements in credit spreads can have a 
significant impact on short-term valuations, income is by far 
the main driver of high yield returns over the long-term (see 
Figure 1). 

High yield bonds have generated total returns (with income 
reinvested) of 197% over the past 15 years, which equates 
to an annualised return of around 7.5%. What may come as 
a surprise is that virtually all of this return has come from the 
income component, which contributed 201%; changes in 
bond prices had a negligible impact over the long term.  

While high yield bond prices have experienced periods of 
significant volatility over this timescale - encompassing the 
financial crisis (2008-09), the eurozone debt crisis (2011-12) 
and the energy sector sell-off (2014-15) – income returns 
have remained remarkably steady throughout, acting as a 
cushion during periods of widening spreads.  

With global high yield bonds currently offering a yield to 
maturity of around 6.2%, we think the asset class remains 
well placed to generate further solid returns over the coming 
years. While high yield spreads could well experience further 
volatility in the short term, we remain positive on a medium-
term view. At current yields, we believe high yield bonds 
continue to offer an attractive source of income, particularly 

Figure 1. Global high yield returns over the past 15 years 
Income is the main component of total returns over the long-term  

 

Source: Bloomberg, BofA Merrill Lynch Indices, as at 30 April 2019. The data shown are for the HW00 Global High Yield Index. 

Past performance is not a guide to future performance. 

0

50

100

150

200

250

300

350

Apr-04 Oct-05 Apr-07 Oct-08 Apr-10 Oct-11 Apr-13 Oct-14 Apr-16 Oct-17 Apr-19

R
et

ur
ns

 –
10

0 
= 

30
 A

pr
il 

20
04

Total return Price return Income return



in the context of the structurally lower-default world that we 
appear to have entered. 

Are high yield spreads over-compensating investors in 
a lower-default world? 

One of the most notable trends in high yield markets over the 
past 15 years has been the marked decline in company 
default rates. According to research carried out by Deutsche 
Bank, single B default rates have averaged slightly below 
2.5% since 2004. This compares with an average default rate 
of more than 6% in the previous 15-year period (1988-2003).  

However, despite this clear downward shift in defaults, 
average single B credit spreads have stayed virtually 
unchanged at around 535 bps over both of these periods. In 
a structurally lower default world, high yield investors 
therefore appear to be getting better rewarded for taking 
credit risk compared to earlier periods. 

Of course, a key factor behind the fall in default rates since 
2004 has been the ultra-low interest rates policy put in place 
by the world’s central banks since the financial crisis. Low 
real interest rates make it easier for businesses to meet their 
debt payments or to refinance their existing debt, giving 
struggling companies vital breathing space to improve their 
financial position. 

Although global interest rates are expected to rise a little from 
their current lows, we think central banks will proceed very 
cautiously, given the subdued pace of global growth and 
significant debt overhang. With real interest rates likely to 
remain low compared to historic levels and with the global 
economy still poised to grow at a moderate pace, we expect 
the market backdrop to remain supportive for the asset class. 

High yield markets have a much smaller investor base 
compared to higher-rated parts of the bond market. Given 
the greater risk of default, investing in this asset class 
requires a high level of specialist resource. Therefore, many 
investors are either unwilling or unable to hold sub-
investment grade assets in large volume. As a result, high 
yield remains an under-researched asset class, giving those 
with the credit research capabilities a significant advantage 
when it comes to identifying mispriced securities. 

Spread dispersion – a source of opportunities for active 
managers 

Due to the lower level of analyst coverage and perceived 
riskiness of the assets class, the high yield market tends to 
experience higher spread dispersion compared to 
investment grade bonds. Spread dispersion is where bonds 
with the same credit rating, similar size and similar duration 
offer different compensation for the credit risk (See Figure 3). 
This type of environment can be a rich source of 
opportunities for active managers, who can draw on their 
credit expertise to uncover pockets of value.  

The chart also shows instances of rating dislocation -- where 
higher rated bonds (blue dots) offer a higher compensation 
than lower rated bonds (green dots). This suggests that 
some of the credit ratings might be out of date, and supports 
the case for having an in-house credit research team, who 
are able to react quickly to events that may affect a 
company’s credit profile. 

Having access to one of the largest credit research teams in 
the industry allows us to thoroughly scrutinise all aspects of 
a company’s credit profile and to assess whether bond 
investors are being adequately compensated for the 
potential risks. This is especially critical in the later stages of 

Figure 2. Should HY spreads be structurally tighter? 
 

Source: Deutsche Bank, Factset (ICE BAML), S&P, 1st April 2019 



the economic cycle, where less financially sound companies 
are more likely to come under financial pressure. 

Our sector specialist analysts are able to carry an in-depth 
assessment of an issuer’s business model, its cross-border 
links and its balance sheet structure. We can also speak to 
the management to help understand the next steps of a 
company and how this might affect its credit profile. 

As well as adding value through active credit selection, we 
can also make top-down portfolio adjustments based on our 
macroeconomic outlook. For instance, if we expect the 
economic backdrop to deteriorate, we might shift our 
emphasis towards higher-rated companies and less cyclical 
sectors. We may also decide to keep higher than normal 
levels of cash in anticipation of deployment as more 
attractive opportunities become available. 

You should be aware that investments in bonds are affected 
by interest rates, inflation and credit ratings. It is possible that 
bond issuers will not pay interest or return the capital. All of 
these events can reduce the value of bonds held by the 
funds. High yield bonds usually carry greater risk that the 
bond issuers may not be able to pay interest or return the 
capital. 

The world of high yield at M&G 

M&G offers four distinct high yield strategies, designed to 
cater for a variety of investor needs (Figure 4). 

M&G (Lux) Global High Yield Bond Fund - our long-
running global high yield strategy, with a track record of more 

than 20 years. The fund seeks to capture the best relative 
value ideas across the global high yield universe. 

M&G (Lux) Global High Yield ESG Bond Fund - a global 
high yield bond fund, which combines our long-running 
expertise in high yield investing with a rigorous assessment 
of environmental, social and governance (ESG) factors. The 
fund offers a formal and measurable ESG screening process 
that goes beyond a simple exclusion approach. 

M&G (Lux) Global Floating Rate High Yield Fund - 
focusing on global high yield floating rate notes (FRNs), this 
innovative strategy is designed to provide a more defensive 
approach to high yield investing, while offering protection 
against rising interest rates. 

M&G (Lux) Floating Rate High Yield Solution - a synthetic 
floating rate high yield strategy with minimal levels of interest 
rate risk. The fund gains its high yield exposure exclusively 
through CDS indices, providing a cost-effective, well-
diversified and highly liquid way to access this market. 

Please note that the value and income from the fund's assets 
will go down as well as up. This will cause the value of your 
investment to fall as well as rise. There is no guarantee that 
the funds will achieve their objectives and you may get back 
less than you originally invested. 

M&G 
May 2019 

 

 

Figure 3. High yield markets are under-researched and offer value for stock pickers 
 

 

Source: Bloomberg, 20 March 2019. Sample consisting of selected bonds in BofA Merrill lynch Global High Yield index $500mn outstanding. 
Based on S&P credit ratings. Size of dots represents amount outstanding. 



 

The funds allow for the extensive use of derivatives. 

The funds may invest more than 35% in securities issued by any one or more of the governments listed in the fund prospectus. 
Such exposure may be combined with the use of derivatives in pursuit of the fund objective. It is currently envisaged that the 
fund’s exposure to such securities may exceed 35% in the governments of Germany, Japan, UK, USA although these may 
vary subject only to those listed in the prospectus. 

Further risks associated with the funds can be found in the funds’ Key Investor Information Document. 

For Investment Professionals, Institutional Investors, Accredited Investors and Professional Investors only. Not for 
onward distribution. No other persons should rely on any information contained within. Distribution of this document 
in or from Switzerland is not permissible with the exception of the distribution to Qualified Investors according to the 
Swiss Collective Investment Schemes Act, the Swiss Collective Investment Schemes Ordinance and the respective 
Circular issued by the Swiss supervisory authority ("Qualified Investors"). Supplied for the use by the initial recipient 
(provided it is a Qualified Investor) only. In Spain the M&G Investment Funds are registered for public distribution under 
Art. 15 of Act 35/2003 on Collective Investment Schemes as follows: M&G (Lux) Investment Funds 1 reg. no 1551. The 
collective investment schemes referred to in this document (the "Schemes") are open-ended investment companies with 
variable capital, incorporated in England and Wales in respect of M&G Investment Funds and in Luxembourg in respect of 
M&G (Lux) Investment Funds. In the Netherlands, all funds referred to are UCITS and registered with the Dutch regulator, the 
AFM. For Hong Kong only: The contents of this document have not been reviewed by any regulatory authority in Hong Kong. 
You are advised to exercise caution in relation to the offer of any funds mentioned in it. If you are in any doubt about any of 
the contents of this document, you should obtain independent professional advice. Shares, units or other interests in the funds 
mentioned in this document may only be offered or sold in Hong Kong to persons who are “professional investors” as defined 
in the Securities and Futures Ordinance (“Ordinance”) and any rules made under the Ordinance – or in circumstances which 
are permitted under the Companies (Winding Up and Miscellaneous Provisions) Ordinance. In addition, distribution of this 
document in Hong Kong is restricted. It may not be issued or possessed for the purposes of issue, whether in Hong Kong or 
elsewhere, and shares, units or other interests in the funds mentioned may not be disposed of to any person unless such 
person is a “professional investor” as defined in the Ordinance and any rules made under the Ordinance or as otherwise may 
be permitted under Hong Kong law. For Singapore only: This advertisement has not been reviewed by the Monetary 
Authority of Singapore. The Funds referred to in this document are each a restricted scheme under the Sixth Schedule to 
the Securities and Futures (Offers of Investments) (Collective Investment Schemes) Regulations of Singapore and are not 
authorised by the Monetary Authority of Singapore (MAS) and are not registered for retail public distribution in Singapore. 
M&G Investments (Singapore) Pte. Ltd. (Co. Reg. No. 201131425R) may distribute information/research produced by its 
respective foreign affiliates within the M&G Group of companies pursuant to an arrangement under Regulation 32C of the 
Financial Advisers Regulations. Where the information/research is distributed in Singapore to a person who is not an 
Accredited Investor, Expert Investor or an Institutional Investor, M&G Investments (Singapore) Pte. Ltd. accepts legal 
responsibility for the contents of the report to such persons only to the extent required by law. Singapore recipients should 
contact M&G Investments (Singapore) Pte. Ltd. at (65) 64365315 for matters arising from, or in connection with the information 
distributed. This information/research is intended for general circulation. It does not take into account the specific investment 
objectives, financial situation or particular needs of any particular person. You should take into account your specific investment 

Figure 4. The world of high yield at M&G 

 

Source: M&G, 30 April 2019. 



objectives, financial situation or particular needs before making a commitment to invest, including seeking advice from an 
independent financial adviser regarding the suitability of the investment, under a separate engagement, as you deem fit. No 
representation or warranty is given as to the accuracy or completeness of this information. Consequently, any person acting 
on it does so entirely at their own risk. In addition to the disclaimer above, the information does not contain a record of our 
investment product prices, or an offer of, or solicitation for, a transaction in any investment product. Any views and opinions 
expressed may be changed without an update. All investment products detailed in this presentation may only be invested by 
“Accredited Investors” or “Institutional Investors” as defined in section 4A(1) of the Securities and Futures Act, Chapter 289 of 
Singapore (the “SFA”) and in accordance with the conditions of, any other applicable provision of the SFA and its subsidiary 
legislations. M&G Investments (Hong Kong) Limited and M&G International Investments S.A. and the funds referred to in this 
document may not be authorised, recognised or regulated by the local regulator in your jurisdiction. This information is not an 
offer or solicitation of an offer for the purchase or sale of investment shares in one of the funds referred to herein. Purchases 
of a fund should be based on the current Prospectus. The Instrument of Incorporation Prospectus, Key Investor Information 
Document, the, annual or interim Investment Report and Financial Statements, are available free of charge, in paper form, 
from one of the following: M&G International Investments S.A., German branch, mainBuilding, Taunusanlage 19, 60325 
Frankfurt am Main, the Austrian paying agent Société Générale Vienna Branch, Zweigniederlassung Wien Prinz Eugen-
Strasse, 8-10/5/Top 11 A-1040 Wien, Austria; the Luxembourg paying agent: Société Générale Bank & Trust SA, Centre 
operational 28-32, place de la Gare L-1616 Luxembourg; the Danish paying agent: Nordea Bank Danmark A/S Issuer Services, 
Securities Services, Hermes Hus, Helgeshøj Allé 33, Postbox 850, DK-0900, Copenhagen C, Denmark; Allfunds Bank, Calle 
Estafeta, No 6 Complejo Plaza de la Fuente, La Moraleja, 28109, Alcobendas, Madrid, Spain; M&G International Investments 
S.A. or its French branch; from the French centralising agent of the fund: RBC Investors Services Bank France; or from the 
Swedish paying agent: Nordea Bank AB (publ), Smålandsgatan 17, 105 71 Stockholm, Sweden. For Switzerland, please refer 
to M&G International Investments Switzerland AG, Talstrasse 66, 8001 Zurich. For Italy, they can also be obtained on the 
website: www.mandgitalia.it. For Ireland, they are available in English language and can also be obtained from the Irish 
facilities agent, Société Générale SA, Dublin Branch, 3rd Floor IFSC House – The IFSC Dublin 1, Ireland. For Germany and 
Austria, copies of the Instrument of incorporation, annual or interim Investment Report, Financial Statements and Prospectus 
are available in English and the Prospectus and Key Investor Information Document/s are available in German. Before 
subscribing investors should read the Prospectus, which includes a description of the investment risks relating to these 
funds. The information contained herein is not a substitute for independent investment advice. In Hong Kong, this financial 
promotion is issued by M&G Investments (Hong Kong) Limited, Office: Unit 1002, LHT Tower, 31 Queen’s Road Central, Hong 
Kong; and, elsewhere, by M&G International Investments S.A. Registered Office: 16, boulevard Royal, L-2449, Luxembourg. 
The Portuguese Securities Market Commission (Comissão do Mercado de Valores Mobiliários, the “CMVM”) has received a 
passporting notification under Directive 2009/65/EC of the European Parliament and of the Council and the Commission 
Regulation (EU) 584/2010 enabling the fund to be distributed to the public in Portugal. 
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