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JULY HIGH YIELD CREDIT UPDATE 

Yield vs. Spread
BRIAN GELFAND   |   25 AUGUST 2023

To state the obvious, there is quite a bit of yield out there. You may have noticed. 
Perhaps it is because I operated in a marketplace for “high yield” bonds where 
investments earned somewhere between 4% and 5% for the better part of 2019 to 
2021, but the current yield environment is a real standout to me. 6-month T-bills 
are yielding 5.3%. Investment grade corporate bonds are yielding 5.8%. High 
yield corporate bonds are yielding 8.6%. Floating-rate bank loans, with a base 
Secured Overnight Financing Rate (SOFR) rate of 5.3%, are currently carrying 
at just over 10%. The AAA-rated tranche sitting atop a Collateralized Loan 
Obligation (CLO) capital stack yields over 7%. Private middle-market loans yield 
low-to-mid double digits. You can purchase and lease out a commercial aircraft 
for a high single digit to low double-digit cash on cash return. Pick your flavor, 
the list goes on and on. These are rates of return investors have associated with 
those of public and private equity for the better part of the last decade. I digress, 
but to recap, for every risk profile there is an achievable yield bogey that looks 
better than it has in years. Period.    

The conundrum facing the value investor in the credit markets today is of course 
spread, the premium earned in excess of riskless yields. We have highlighted this 
conundrum in prior memos. It is not a new feature of the post-Fed hiking cycle fixed 
income market. The conundrum is, however, as pronounced as it has been in the 
past 18 months. 

https://www.tcw.com/Insights/2022/2022-10-21-HY-Update
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Consider it this way: 

High yield bond yields, while off the highs of near-10% set in October of 2022, are holding steady in the mid-8% range since 
first resetting to this paradigm over one year ago. Spreads, on the other hand, have moved violently over that period as investor 
sentiment swung from fear to complacency (and back). They have now compressed to levels not observed since early-2022. 
The above experience is currently broad-based in credit markets, with investment grade bond spreads (+115 basis points (bps)) 
as a percent of all-in yields (5.83%) dipping below 20%, levels not observed since 2007 and pre-2000 (periods not known for 
delivering attractive prospective returns). Of note, where you are observing a more balanced contribution to carry is in the 
syndicated loan market. The current discount margin to a 3-year take-out of +555 bps is not only above long-run averages  
but is also a more balanced 55% of the 10.1% all-in yield.  

So what does it all mean? Yields are high. The absolute return characteristics are objectively reasonable for performing credits 
across the risk spectrum. Spreads are tight (in the aggregate), leaving credit markets vulnerable to fundamental dislocation.  
As starting spreads remain the best predictor of prospective returns for credit, our barbelled portfolio construction de-emphasizing 
systemic credit beta on the one hand, while picking our spots in idiosyncratic and thematic opportunities where spreads are uniquely 
attractive for the risks we are underwriting on the other, continues to make sense to us. 

Market Performance
High yield bonds extended their post-March rally in July, earning an incremental total return of +1.4%. Recent macroeconomic 
and company-specific data have proved supportive of risk asset prices in the aggregate, evidenced not just by the reflation in 
equity markets, but also the compression in credit spreads. Indeed, average high yield bond spreads set year-to-date tights 
on July 31 of +368 bps above Treasuries, a level that is objectively consistent with a corporate sector unfazed following a +5% 
increase in interest rates. Further evidence of the favorable tilt towards risk-taking in the levered credit markets is the continued 
outperformance of CCC-rated bonds. CCCs earned an additional +2.1% in July, bringing their year-to-date tally to +11.7%.  
In contrast, higher rated bonds have returned a respectable, though relatively light +5.5%.    

Yields Are Holding Near Highs, While Spreads Are Compressing to Lows

Source: JP Morgan
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Across sectors, nearly all boats floated in July save for the wireless schooner which was weighed down by its largest constituent, 
Altice France. The Altice complex, helmed by Patrick Drahi and spanning multiple geographies, is arguably the face of the beaten 
down high yield cable and wireline sectors. Once a darling among performing high yield bonds (the company borrowed at rates of 
3%, 4%, and 5% on many occasions between 2019 and 2021), Altice risk is decidedly out-of-favor in today’s market with its debt 
offering prospective returns of +11% to +20%. To be certain, we believe the risk is mispriced with Altice debt representing one of 
the best investment opportunities in the high yield bond market today.   

Market Technicals
High yield retail funds have been in the process of slowly recapturing capital lost during the March retreat from risk assets amid 
the regional banking crisis. Over the past four months, mutual funds and ETFs have received cumulative net inflows of +$5.5 bn, of 
which +$1.3 bn was received in July. While this only partially recoups losses during the first quarter, recent momentum is building 
and likely supported by the combination of sanguine investor sentiment and elevated all-in yields. These supportive demand 
technicals in June and July were absolutely felt while operating in both the primary and secondary markets for high yield bonds, 
creating a general lift to prices day in and day out that was difficult to counter. Year-to-date, high yield mutual funds and ETFs have 
still seen -$9.3 bn of net outflows, though again, the majority of that took place in the first quarter.     

HY Performance HY Ba B Caa Ca-D

July 2023 Total Return 1.38% 1.09% 1.45% 2.11% 4.36%

2023 Total Return (as of 7/31) 6.83% 5.50% 6.96% 11.65% 12.22%

July 2023 OAS (as of 7/31) +368 bps +238 bps +372 bps +82 bps 

July 2023 OAS Change -24 bps -13 bps -28 bps -16 bps

Source: Bloomberg, Barclays 

Best Performing Sectors July YTD 2023 Worst Performing Sectors July YTD 2023

Banking 4.66% 2.47% Wireless -2.29% -1.40%

Pharmaceuticals 3.13% 4.42% Supermarkets 0.49% 5.41%

Brokerage Asset Mgmt Exchanges 2.93% 11.29% Wirelines 0.54% 1.75%

Other Financial 2.92% 6.98% Food and Beverage 0.58% 4.63%

Oil Field Services 2.73% 10.57% Aerospace / Defense 0.72% 4.71%

Source: Bloomberg, Barclays
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The new issue calendar appeared active enough in July though, empirically, volumes were light and remain well below long-run 
averages. Just under $7 bn of USD-denominated bonds were syndicated into our market during the month, thus aiding in the 
technical imbalance which reflated prices over the prior two months. Why do we say “appeared active?” Well, perhaps that was 
just our experience. Simply stated, the deals that were brought to market in July (and in the first half of August) were good.  
Good bonds as we term them. Businesses with good fundamentals, credits with good collateral, documents with good terms,  
and bonds with good yields. Did we pass on more deals than not? Absolutely. The recent reflation in the market has indeed 
allowed marginal borrowers to regain access to credit markets. However, we did find ourselves extending credit at 7.5%-8.25%  
to high quality, performing borrowers with some reasonable frequency, and it felt good.  
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Recent Demand Technicals Have Turned Favorable, Providing Clear Support to Bond Prices

Source: JP Morgan, Lipper FMI
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Deal Flow Remains Light by Historical Standards, but the Quality of Issuance Is Night and Day Versus 2021

Source: JP Morgan

https://www.tcw.com/Insights/2022/2022-11-17-HY-Update
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Fundamental Trends
Default activity in the high yield bond market retreated in July, with just two defaults or “distressed exchanges” taking place. 
Voyager Aviation missed an interest payment during the month and U.S. Renal Care effected a distressed exchange in both 
its bonds and bank debt in order to stay a formal restructuring. Trailing default rates are still holding below long-run averages 
(a little over 2% versus the 3% average) though in recent months we have seen run-rate default activity peak at a near -5% 
annualized rate. July is clearly putting a damper on that recent momentum. Still, no matter how you slice it, we remain both in 
a low default and a low quality default world. The latter references the types of credits we are seeing break, i.e., bad businesses 
with bad balance sheets resulting in low absolute recoveries for bondholders.  

Date Company
Bonds 
($mm)

Loans  
($mm)

Total 
($mm) Industry Action

15-Apr-2023 Envision Healthcare 938.9 9,413.7 10,352.6 Healthcare Filed Chapter 11

15-Feb-2023 Diamond Sports 4,783.5 3,819.6 8,603.1 Broadcasting Filed Chapter 11

15-May-2023 Wesco Aircraft Holdings 3,026.8 – 3,026.8 Industrials Filed Chapter 11

14-Feb-2023 Avaya 1,000.0 1,893.0 2,893.0 Technology Filed Chapter 11

1-Jun-2023 Diebold 1,100.0 934.1 2,034.1 Technology Filed Chapter 11

23-Jan-2023 Serta Simmons Bedding – 1,889.3 1,889.3 Consumer Products Filed Chapter 11

24-Jul-2023 U.S. Renal Care 82.4 1,512.2 1,594.6 Healthcare Distressed exch.

23-Apr-2023 Bed Bath & Beyond Inc 1,029.9 547.1 1,577.0 Retail Filed Chapter 11

17-Apr-2023 Lumen Technologies 1,556.3 – 1,556.3 Telecommunications Distressed exch.

29-Jun-2023 Exela 1,271.2 – 1,270.7 Technology Distressed exch.

Total 14,789.2 20,008.9 34,797.6

The Top 10 Defaults of 2023 Can Largely Be  
Characterized As “Bad Business, Bad Balance Sheet”

Source: JP Morgan


