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Market Overview 

Risky assets falter as rates rise once again 

• The ICE BofA US High Yield Index lost 1.29% in February, bringing its year-to-date return down to 2.57%. 

• After falling 82bps between October 2022 and January 2023, the 5-Year US Treasury rate increased 70bps from 

a February low of 3.48% to end the month at 4.18%. 

• The S&P 500 fell 2.61% during the month and the ICE BofA US Corporate Index returned lost 2.91%. 

• Yields on the ICE BofA US High Yield index rose 48bps during the month to 8.65% while spreads narrowed 6bps 

to 435bps.  

Funds/ETFs see large outflow; issuance levels still muted 

• US high yield mutual funds/ETFs posted recorded outflows of $10.2bn for the month. Year-to-date outflows are 

now $11.7bn.  

• Gross issuance totaled $14.4bn, of which about 64% was BB rated. BB issuance is approximately 62% of issuance 

this year.  

BBs lag on higher rates; all sectors negative  

• BBs and Single-Bs underperformed, down 1.84% and 1.02%, respectively on higher rates. CCCs were positive for 

the month (as stressed issuers recovered) at 0.24%. 

• Leisure outperformed all other sectors losing just 0.22%. Transportation was down 0.52% and Capital Goods fell 

0.76%. 

• Telecommunications was down 2.85%, followed by Media and Utility at -2.08% and -1.81%, respectively. 

 

 

Portfolio Highlights & Strategy Review 

The portfolio’s underweight to CCCs detracted from returns during the month. Selection aided returns within BBs.  

An overweight to Schaeffler Group was positive for returns in the Auto Parts & Equipment sector. The portfolio’s underweight 

to pressured Telecom-Wireline companies was also beneficial for returns.  

An underweight to Community Health Systems detracted from returns in the Health Facilities sector. Select positions in the 

Gaming sector lagged the broader market. 
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Fund Outlook 

Inflation has historically proven to be hard to extinguish. If it persists, or worse, flares up again, higher interest rates are 

likely in store. Even after 2022’s large spike, interest rates remain low in a historical context. 

The broader interest rate outlook remains worrisome. “Don’t fight the Fed,” the late Marty Zweig famously coined in 1970. 

Investors heeding that advice have profited handsomely during the bull market in interest rates that started in 1984, 

especially in the past twelve years. Unfortunately, the mantra may have the complete opposite meaning today. The era of 

accommodative monetary policy may have reversed; the Fed has hiked interest rates and started to drain liquidity from the 

bond market through quantitative tightening. 

If interest rates spike, the US high yield market is better positioned than most fixed income asset classes due to its higher 

spreads, bigger coupons and shorter maturities. High yield returns have usually been positive during previous rising interest 

rate environments because of the correlation between rising rates and economic growth. However, today’s high yield market 

is clearly more vulnerable to rising interest rates than it has been historically. As the overall credit quality has improved, 

coupons have shrunk. 

On a more positive note, credit trends in the US high yield market remain stable.  

The quality of high yield bonds has improved significantly in the past decade. The ICE BofA US High Yield Index is now 

comprised of 50% BBs (on a par value basis), up from 43% at the end of 2011. At the same time, CCCs have declined to 

11%. (BBs percentage of the market did decline modestly in 2022 from 54% in 2021 due to the significant volume of bonds 

that were upgraded to investment grade and exited the high yield market). 

The largest high yield issuers today are generally large publicly traded companies; 69% of the US High Yield market has 

publicly traded equity, according to JP Morgan. Even if the US economy heads into a recession, it is unlikely that default 

rates spike far above historical norms. 

Valuations are more expensive after the recent rally, but far from excessive. The current spread of 435bps is now tighter 

than the historical average of 469bps and toward the middle of the non-panic range of 350-550.  

However, high yield compares favorably to equities. When comparing high yield bond yields with the earnings yield (EY) of 

the S&P 500 (the earning yield is the inverse of the P/E ratio), the differential of HY to EY is 3.5% or greater – it stands at 

3.5% today, high yield has historically outperformed equities 82% of the time over the following one-year period. 

There are many risks in financial markets today. However, stable fundamentals and reasonable valuations suggest that US 

high yield continues to represent a reasonable, lower duration fixed income investment option. 

 
This marketing communication is provided for information purposes only, it does not constitute an offer to buy or sell financial instruments, nor does it represent an investment recommendation or confirm 

any kind of transaction, except where expressly agreed. Although Candriam selects carefully the data and sources within this document, errors or omissions cannot be excluded a priori. Candriam cannot 

be held liable for any direct or indirect losses as a result of the use of this document. The intellectual property rights of Candriam must be respected at all times, contents of this document may not be 

reproduced without prior written approval. 

Warning: Past performance of a given financial instrument or index or an investment service or strategy, or simulations of past performance, or forecasts of future performance does not predict future returns. 

Gross performances may be impacted by commissions, fees and other expenses. Performances expressed in a currency other than that of the investor's country of residence are subject to exchange rate 

fluctuations, with a negative or positive impact on gains. If the present document refers to a specific tax treatment, such information depends on the individual situation of each investor and may change. 

In respect to money market funds, please be aware that an investment in a fund is different from an investment in deposits and that the investment’s principal is capable of fluctuation. The fund does not rely 

on external support for guaranteeing its liquidity or stabilizing its NAV per unit or share. The risk of loss of the principal is borne by the investor.  

Candriam consistently recommends investors to consult via our website www.candriam.com the key information document, prospectus, and all other relevant information prior to investing in one of our funds, 

including the net asset value (“NAV") of the funds. Investor rights and complaints procedure, are accessible on Candriam’s dedicated regulatory webpages https://www.candriam.com/en/professional/legal-

and-disclaimer-candriam/regulatory-information/. This information is available either in English or in local languages for each country where the fund’s marketing is approved. According to the applicable 

laws and regulations, Candriam may decide to terminate the arrangements made for the marketing of a relevant fund at any time. 

Information on sustainability-related aspects: the information on sustainability-related aspects contained in this communication are available on Candriam webpage 

https://www.candriam.com/en/professional/market-insights/sfdr/. The decision to invest in the promoted product should take into account all the characteristics or objectives of the promoted product as 

described in its prospectus, or in the information documents which are to be disclosed to investors in accordance with the applicable law. 

Notice to investors in Switzerland: The information provided herein does not constitute an offer of financial instruments in Switzerland pursuant to the Swiss Financial Services Act ("FinSA") and its 

implementing ordinance. This is solely an advertisement pursuant to FinSA and its implementing ordinance for financial instruments. 

Swiss representative: CACEIS (Switzerland) SA, Route de Signy 35, CH-1260 Nyon. The legal documents as well as the latest annual and semi-annual financial reports, if any, of the investment funds may 

be obtained free of charge from the Swiss representative. 

Swiss paying agent: CACEIS Bank, Paris, succursale de Nyon/Suisse, Route de Signy, 35, CH-1260 Nyon. Place of performance: Route de Signy 35, CH-1260 Nyon. Place of jurisdiction: Route de Signy 

35, CH-1260 Nyon. 

Specific information for investors in France: the appointed representative and paying agent in France is CACEIS Bank, Luxembourg Branch, sis 1-3, place Valhubert, 75013 Paris, France. The prospectus, 

the key investor information, the articles of association or as applicable the management rules as well as the annual and semi-annual reports, each in paper form, are made available free of charge at the 

representative and paying agent in France. 

Specific information for investors in Spain: Candriam Sucursal en España has its registered office at C/ Pedro Teixeira, 8, Edif. Iberia Mart I, planta 4, 28020 Madrid and is registered with the Comisión 

Nacional del Mercado de Valores (CNMV) as an European Economic Area management company with a branch. CNMV:1392 


