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• Global high yield (HY) markets had a modestly weak
quarter overall, with spreads widening by 26 bps over
the period. Total returns (in $ terms) were negative
at -0.35%.
• Even as the global economic recovery continues and
with strong 2Q corporate earnings, risk-off sentiment
connected to the regulatory crackdowns in China, more
hawkish than expected outcomes at the Fed and the
Bank of England meetings, and concerns around high
inflation readings all led to negative risk sentiment over
the quarter.
• Emerging Market HY underperformed the most due
to developments in China, sparked by Evergrande
— the second largest property developer in China —
missing a coupon payment near the end of September.
Even though market participants expect that its likely
restructuring would lead to volatility and weakness in
China’s HY property sector, spillover effects to broader
high yield markets are expected to be quite limited,
especially regarding any financial or portfolio contagion.
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Source: State Street Global Advisors, as of September 30, 2021.
* Option Adjusted Spreads.

Market Highlights

• US HY bond issuance remained very strong, totaling $108.5bn in 3Q. While this is the seventh
highest quarterly volume on record, activity has slowed somewhat following the first half of
2021’s record pace. While refinancing was the key reason for new borrowings (56%), other
purposes have seen a pickup — with 27% used for acquisition financing and 14% used for
general corporate financing. Similar trends were seen in Europe with European HY supply
already in record territory at €138bn YTD, already surpassing 2020’s total of €131bn.
• Default rates continued to decline and remain subdued in Q3. The par-weighted US HY
default rate decreased to 0.99% and has declined down 577bp YTD. In total there have been
10 US HY issuers that have defaulted this year, totaling $4.1bn in debt, the lightest nine-month
stretch since October 2011.
• European HY saw no defaults at all in 3Q, leaving the trailing 12m default rate to drop by 60bp
to 1.5%, comprising €5.5bn in debt from 8 issuers.
• Flows have been moving out of US HY funds YTD (-$11.9 bn) but shifting into leveraged loans
(+$34.9 bn) as investors reduce duration from fixed rate to floating rate debt. European HY
saw a neutral trend with a small net inflow of €692mm (just 0.8% of AUM).
• The rating cycle has also turned very positive with a wave of upgrades from the rating
agencies in recognition of strong earnings, and improvement in leverage and coverage ratios.
The ratio of upgrades/downgrades (by $ volume) has been on a sharp-uptrend this quarter,
with the US HY ratio reaching 4.3 in 3Q, up from 2.1 in 1Q and 0.3 through 2020. Issuers
continue to behave prudently by deploying excess cash raised last year partially towards
debt repayment.
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Figure 3
Total Returns of
Global High Yield
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Source: State Street Global Advisors, as of September 30, 2021. Past performance is not a reliable indicator of
future performance.
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Figure 4
Return Components
of Global High Yield
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Source: State Street Global Advisors, as of September 30, 2021. Past performance is not a reliable indicator of
future performance.

Performance
Highlights

• Treasury returns were modestly negative, as concerns around the spread of the delta variant
have eased significantly, and as markets look forward to the tapering announcement from
the Fed, as well as less accommodative monetary policy in other developed markets.
• Sector performance in Global HY was in line with the “reopening” theme, with Energy (1.1%),
Transportation (1.1%), Retail (1.0%) and Services (1.0%) all performing well in excess return
terms. Real Estate (-8.0%) was an underperforming outlier over the quarter.
• The BB-rated segment outperformed in total return terms over the quarter, with +0.62%.
CCC- and lower-rated segments of the market saw 0.38% and single Bs underperformed,
returning -0.67%. This is a slight contrast from the first half of the year which saw lower-rated
segments performing significantly better and BBs underperforming.

Valuations

• Even though the yield on Global HY stands at 4.43% and is close to all-time lows, spreads at
373 bps are at the 21st percentile, and the HY market has seen an improvement in quality
over the years. As such, investors are more comfortable considering it in their overall asset
allocation within fixed income.
• We are in a recovery phase of the credit cycle, having passed through the repair phase rapidly.
Despite the COVID-19 recession being only last year, we are moving through the cycle
faster than usual, and conditions now seem ‘mid-cycle’, where returns from carry tend to
dominate — as growth shows signs of moderation from peak levels, and monetary policy
starts to shift from a prolonged period of easing.

Further Reading

The Case For Global High Yield
Why Now, Why Indexing

Sources. Bloomberg, JP Morgan. BofA indices HW0C, HUC0, HEC0 and EMUH were used as a representation of the
Global HY, US HY, Euro HY and EM HY markets respectively. As of 30 September 2021.
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Investing involves risk including the risk of loss
of principal.
The views expressed in this material are the
views of the EMEA Fixed Income Team through
the Q3 period ending 30 September 2021 and
are subject to change based on market and
other conditions. This document contains
certain statements that may be deemed
forward-looking statements. Please note that
any such statements are not guarantees of any
future performance and actual results or
developments may differ materially from
those projected.
The whole or any part of this work may not be
reproduced, copied or transmitted or any of its
contents disclosed to third parties without
SSGA’s express written consent.
The information provided does not constitute
investment advice and it should not be relied on
as such. It should not be considered a
solicitation to buy or an offer to sell a security.
It does not take into account any investor’s
particular investment objectives, strategies,
tax status or investment horizon. You should
consult your tax and financial advisor.
All information is from SSGA unless otherwise
noted and has been obtained from sources
believed to be reliable, but its accuracy is not
guaranteed. There is no representation or
warranty as to the current accuracy, reliability
or completeness of, nor liability for, decisions
based on such information and it should not be
relied on as such.
Bonds generally present less short-term risk
and volatility than stocks, but contain interest
rate risk (as interest rates raise, bond prices
usually fall); issuer default risk; issuer credit risk;
liquidity risk; and inflation risk. These effects are
usually pronounced for longer-term securities.
Any fixed income security sold or redeemed
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prior to maturity may be subject to a substantial
gain or loss.
Investing in high yield fixed income securities,
otherwise known as “junk bonds”, is considered
speculative and involves greater risk of loss
of principal and interest than investing in
investment grade fixed income securities.
These Lower-quality debt securities involve
greater risk of default or price changes due
to potential changes in the credit quality of
the issuer.
The trademarks and service marks referenced
herein are the property of their respective
owners. Third party data providers make no
warranties or representations of any kind
relating to the accuracy, completeness or
timeliness of the data and have no liability for
damages of any kind relating to the use of
such data.
This communication is directed at professional
clients (this includes eligible counterparties as
defined by the appropriate EU regulator) who
are deemed both knowledgeable and
experienced in matters relating to investments.
The products and services to which this
communication relates are only available to
such persons and persons of any other
description (including retail clients) should not
rely on this communication.
The information contained in this
communication is not a research
recommendation or ‘investment research’
and is classified as a ‘Marketing
Communication’ in accordance with the
Markets in Financial Instruments Directive
(2014/65/EU) or applicable Swiss
regulation. This means that this marketing
communication (a) has not been prepared
in accordance with legal requirements
designed to promote the independence of
investment research (b) is not subject to
any prohibition on dealing ahead of the
dissemination of investment research.
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