
 

 

High yield bonds resilient amid market volatility  
 
US High yield bonds have managed to hold on to most of their yearly gains while their higher rated 
investment grade peers have slipped into the red during recent market volatility.  
 

 US high yield bonds have returned over 3% year to date, investment grade down 0.5% 

 Yield difference between investment grade and high yield is lowest since November 2014 

 Recent slump in investment grade has been almost entirely driven by benchmark bonds  
 
US high yield bonds have enjoyed a good 
start to the year so far. Primary market 
issuance remains resolute, with Northern Oil 
& Gas and Restaurant Brand Inc. the latest 
corporations to dip into the market. Spreads 
over treasuries have fallen across every 
sector, with the energy and consumer based 
sectors faring particularly well. Most 
significantly, the asset class has continued to 
perform well in the face of the recent bond 
market slump. 
 

 
 
The last three weeks have seen a sell off of 
government bonds in Europe; a trend which 
has also extended into US treasuries, with the 
10-yr rising 40bps. This reversal of fortunes 
means that the benchmark US treasury is 
now trading with the highest yield since 
November last year.  
 

 
 
Investment grade hit by bearish sentiment 
This slump has also been reflected in 
corporate bonds, but interestingly the 
supposedly less volatile investment grade 
bonds have borne the brunt of the bearish 
news.  
 
US investment grade bonds have lost almost 
all their total return this year to date, as 
represented by the iBoxx $ Liquid Investment 
Grade Index. Total returns for the asset class 
stood at 3% in mid-April, but these bonds are 
now down 0.5% for the year.  
 
Conversely, US high yield bonds have 
remained resilient; the iBoxx $ Liquid High 
Yield Index has returned over 3% this year 
and is only 0.5% off the recent highs seen in 
April. 
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The diverging performance between the two 
sets of bonds is exemplified by the yield 
difference between the two indices. This 
figure has been on a steady decline since last 
December when it touched over 3%. April and 
May this year has further squeezed the 
difference and the yield difference now sits at 
a six month low of 1.96%. 
 
The iBoxx $ Liquid Investment Grade Index 
now yields around 4%, up from around 3.5% 
before the latest slump. But the asset class’ 
spreads over treasuries have remained 
relatively flat, indicating that the higher yields 
were a consequence of the government bond 
slump, rather than a deteriorating credit 
profile 
 
In contrast, yields on the iBoxx $ Liquid High 
Yield Index have remained above 5.5%, but 
it’s worth nothing that these were as high as 
7% last December. 
 
The divergence between US high yield and 
investment grade can be attributed to two 
factors. The recent Treasury bond selloff has 
had much more of an impact on investment 

grade yields, whose yield spreads are made 
up largely of underlying interest rates, as 
opposed to high yield bonds that have a 
greater credit component. Recent rising oil 
prices have also increased credibility among 
high yield corporations in the energy space. 
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