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Providing a useful source of return, yield and 
diversification, Global High Yield (GHY) merits serious 
consideration as a permanent part of most fixed income 
portfolios. However, the idea of investing via an indexed 
approach might initially seem disconcerting to some 
investors. How real are these considerations?  

Here, we challenge three common GHY myths and 
explain why it makes sense for most investors to consider 
an indexed approach in GHY.

There is a longstanding misconception that index investing works only in markets that are 
informationally efficient/liquid. Initially that argument was applied against bond market indexing as 
a whole, but with the increasing adoption and success of indexing in mainstream fixed income, the 
argument now mainly remains targeted at the more complex fixed income areas, such as GHY.

While GHY has not suddenly become a highly liquid market, the reality is that improvements 
in market structure, especially for investment grade (IG) and GHY corporate bonds have shifted 
trading from a dealer-centric to an all-to-all model. This all-to-all market structure expands 
the universe of available counterparties significantly, resulting in meaningful improvements in 
liquidity and price discovery while driving down the cost of trading itself. 

The success of electronic trading platforms, and their adoption by market participants, have 
been instrumental in achieving these milestones. Almost a third of traded volumes in US HY now 
is executed electronically, a tenfold increase from 2014. For US IG corporates, the volume of 
electronic trading is now close to 50%. Similar trends in HY and IG are observed in Europe and 
the UK, where electronic trading has averaged 45–50% and 35%, respectively.

Insights
Fixed Income

Myth 1: HY Indexing 
Can’t Be Done 
Successfully Due to 
High Volatility and 
Transaction Costs 
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Source: Greenwich Associates. As of 31 December 2024.

Source: Barclays Research. As of 31 October 2024.

Figure 1 
E-Trading volume 
is Rising Steadily, 
Improving Execution

 � US IG Corp

 � US HY Corp

Figure 2 
Portfolio/Basket Trading 
Growth Has Been Strong

 � US IG Corp

 � US HY Corp

The next evolution of technology is emerging, even as Portfolio Trading rises in prominence. 
Entry of tech-savvy investors into the fixed income ecosystem is supporting the development 
and usage of machine learning pricing models with prediction engines, as well as various 
technical and value-based indicators and risk flags available across the HY universe. These in 
turn make relative-value security selection and sampling decisions by index managers — both 
among bonds of an issuer as well as between issuers — possible with speed and precision for 
the broad universe. 

Percent

0

60

50 50

36
40

30

20

Dec
2013

Sep
2016

Jun
2019

Mar
2022

Dec
2024

10

Percent

0

30

25 23.8

14.1

20

15

10

Feb
2018

Jun
2019

Oct
2020

Feb
2022

Jun
2023

Oct
2024

5

Portfolio trading, a trading protocol derived from the in-kind basketing feature of ETFs has 
revolutionised how corporate bonds are traded today. This protocol entails investors seeking 
competitive quotes on a list of bonds and transacting the basket in its entirety with one 
counterparty. This broadens out what can be traded by including and thereby unlocking less 
liquid bonds to be traded alongside their more liquid peers.  This all-or-nothing execution is a vital 
development for HY, and allows traders to get better execution certainty and competitive prices 
at required trade sizes.
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These evolutions in liquidity, along with the explosion in data availability and frequency, make 
indexing in complex exposures such as HY evermore feasible for experienced index managers. 
Such managers typically trade large volumes of consistent, diversified flows at small trade sizes. 
We’ve seen this firsthand in our own large HY book, where we’ve been able to trade $800 million 
to $1 billion in a single day, and can achieve transaction costs in the range of 25 to 30bp (under 
normal market conditions) for inflows into a typical global high yield account, a significant 
improvement from what was possible ten or even five years ago. 

Investors ultimately benefit from all these market structure improvements by having lower 
realized transaction costs and faster implementation of their investment decisions.  Moreover, 
sophisticated index managers can now access the full breadth of high yield markets, negating 
the need for liquidity-screened benchmarks, which were criticized for forgoing the illiquidity 
premium in the past. 

HY has an asymmetric return profile in the short term, in that a sharp turn in sentiment or a 
credit market freeze and resulting uptick in defaults, could trigger principal losses and wipe out 
gains from coupon carry quickly. However, it must be remembered that HY returns in normal 
times tend to be positively skewed in the medium/longer term, and any drawdowns have been 
historically followed by quick rebounds. It is of course very difficult to predict exact credit cycle 
turns with precision. In our view, capturing the long-term upside is as important, if not more so, 
than avoiding the drawdowns in the short run.  
 
As shown in Figure 3, comparing excess returns with benchmark returns, the vast majority of 
active HY managers promote a defensive approach, positioning themselves as investors who 
can mitigate downside risks by avoiding defaults, and typically have a structurally lower beta than 
their benchmark throughout the cycle. The inherent problem with this approach is that there is 
also a cost, in the form of the loss of upside capture when a company recovers or a cycle turns.  
These defensive managers may avoid and/or sell deteriorating companies, but they are also 
unlikely to buy a company at distressed levels to capture upside potential, should a recovery 
take hold. 

Myth 2 : You Need 
Active Managers 
to Protect Capital/
Outperform in a Credit 
Market Sell-Off 

Figure 3 
Active Managers’ 
Outperformance 
has a Strong Inverse 
Correlation with Market 
Returns Themselves, 
Pointing to a Defensive 
Beta Allocation

Median Active Manager Excess Returns versus Benchmark (%)

Index/Market Returns (%)
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To illustrate the impact of this style bias further, we split the monthly GHY market’s returns into 
four distinct groups as in Figure 4 and observe the median excess return of active managers for 
each those return groups.  
 
While it is true that active managers avoid drawing down as much in a sell off, in reality — as we 
can see from the table below Figure 4, the market spends much more time and magnitude on 
the upswings than in the downturns. The dominance of defensive styles among active managers 
means that there is propensity to be earlier in the credit/economic cycle to cut beta/risk and not 
add that back soon enough, thus providing protection during the downside, but failing to capture 
the rebounds fully. 
 
A corollary to this is that, the median manager and even a part of the top quartile mangers fail 
to outperform the benchmark that they track most of the time, and this struggle to keep up 
becomes quite clear over longer time periods (Figure 5). 

Figure 4 
Over the Long Run, 
Upside Capture Becomes 
Important

Median Active Manager Excess Return (%) During Those Periods

GHY Market Monthly Returns (%)
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Median Monthly Excess Return (%) 0.07 0.22 -0.06 -0.39

# of Months 20 51 117 42

Cumulative Market Returns (%) -96.3 -43.2 111.9 161.8

Average Monthly Market Return (%) -4.8 -0.8 1.0 3.9
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Source for Figures 3, 4 & 5: Morningstar, based on the EEA Global High Yield Bond Universe of active managers, with funds 
managed to Unconstrained/Cash, Paris Aligned and Fallen Angel benchmarks removed. As of 28 Feb 2025. Number of funds 
in the universe as of the latest date after above mentioned adjustments: 69. All returns are net of fees.

Figure 5 
A Majority of Active 
Managers Lag Behind 
Their Benchmark 
Performance Over 
Longer Time Periods

 � 5th to 95th Percentile

 � 25th to 75th Percentile

 � Median

Figure 6 
Performance Persistence 
of GHY Managers

In conclusion, while HY bonds are often seen as a complex, risky corner of the fixed income 
market — that doesn’t mean indexing can’t work in this sector. In fact, evolving market structures, 
increased electronic trading, and better data tools have made index investing in HY both 
practical and cost-efficient, and arguably a better way to implement an investment. As we’ve 
shown, active managers often underperform over longer time periods, fail to capture upside, 
and lack consistency — making a strong case for indexing as a smarter, easier-to-implement 
long-term strategy in HY. 
 
With the improvements in implementation costs along with the effective sampling techniques of 
sophisticated index managers like SSGA, investors today can efficiently and reliably capture the 
GHY market’s return potential via indexing. Indexing in High Yield can be either used on its own, 
without the added cost and complexity associated with evaluating and monitoring active managers. 
It can also be used as a complement to an existing active approach — providing flexibility and 
efficient access to liquidity, especially to take tactical views during market dislocations.

Myth 3: Once a 
Top-Performing 
Active Manager 
is Identified and 
Selected, Consistent 
Outperformance 
is Assured
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3 Active Manager Excess Returns (%)

 1 yr(Cumulative)  3 yr (Annualized)  5 yr (Annualized)  7 yr (Annualized)  10 yr (Annualized)

Number / % of Funds Persistent in the Top Quartile as at the End of

Fund Count at Start (Feb 2022): 64 
16 Funds in top Quartile

Feb 2023 Feb 2024 Feb 2025

Morningstar EEA Global HY Universe 4/16.0% 0/0.0% 0/0.0%

Source: Morningstar, based on the EEA Global High Yield Bond Universe of active managers, with funds managed to 
Unconstrained/Cash, Paris Aligned and Fallen Angel benchmarks removed. As of 28 Feb 2025. From the universe of 69, an 
additional 5 funds were removed as they had inception dates post the starting point of this analysis.

The Final Word

While active managers can and do perform well over certain periods of time, this tends not to 
persist. The true measure of successful active management is whether a manager can deliver 
above-average returns consistently over multiple periods. This ability to outperform consistently 
is a way to differentiate a manager’s skill from pure luck. To evaluate this further, we split the 
actively managed GHY universe into quartiles based on managers’ excess returns and see if the 
managers who started at the top quartile were able to remain in the top quartile returns over the 
subsequent three years. 
 
Among top-quartile funds in the Morningstar EEA GHY Universe as of the start of the analysis 
period (February 2022), no fund remained in the top quartile over the following three years to 
end February 2025. This points to the difficulty that manager selection teams face in selecting a 
manager who can consistently deliver and remain a top-performing HY fund. 



3 Global High Yield Myths That Just Don’t Hold Up  ﻿ 6

ssga.com 
For investment professional use only.

State Street Global Advisors 
Worldwide Entities

Investing involves risk including the risk of loss 
of principal.

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 as such term is defined 
under the Markets in Financial Instruments 
Directive (2014/65/EU) or applicable Swiss 
regulation and it should not be relied on as such. 
It should not be considered a solicitation to buy 
or an offer to sell any investment. It does not 
take into account any investor’s or potential 
investor’s particular investment objectives, 

strategies, tax status, risk appetite or 
investment horizon. If you require investment 
advice you should consult your tax and financial 
or other professional 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 
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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For over four decades, State Street Global Advisors has served the world’s governments, 
institutions, and financial advisors. With a rigorous, risk-aware approach built on research, 
analysis, and market-tested experience, and as pioneers in index and ETF investing, we are 
always inventing new ways to invest. As a result, we have become the world’s fourth-largest asset 
manager* with US $4.72 trillion† under our care.

* Pensions & Investments Research Center, as of December 31, 2023.  
†�This figure is presented as of December 31, 2024 and includes ETF AUM of $1,577.74 billion USD of which approximately 
$82.19 billion USD in gold assets with respect to SPDR products for which State Street Global Advisors Funds Distributors, 
LLC (SSGA FD) acts solely as the marketing agent. SSGA FD and State Street Global Advisors are affiliated. Please note all 
AUM is unaudited.
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