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   Topic of the week: High yield: defying the odds 

• European high yield has overperformed this year in the context of 
sluggish growth in the euro area and ECB tightening; 

• Negative net bond issuance has been supportive of the asset class and 
high yield ETF inflows have been strong throughout August;  

• The credit quality remains rather strong with low default rates and 
rising stars outnumbering fallen angels so far this year; 

• Valuations however point to some widening risk. The single-B bucket 
performed beyond expectations; 

• Given rich valuations after a sharp compression move, euro high yield 
could reprice wider over the months to come.  

 

 

 
   Market review: The Fed makes a statement

   Chart of the week   

Comments: China has become the world's 

creditor, particularly towards poor countries. 

$500 billion in projects have been funded since 

2008.  

Most of these loans have reached maturity. 

However, since 2017 the number of loans has 

slowed down. Between 2020 and 2021, the 

amount of loans fell by 40%, reflecting the 

insolvency situation of many countries linked to 

the Covid pandemic. 

 

   Figure of the week

• Fed rates to stay higher for longer; 

• US T-note yields near 4.50%; 

• BoE opts for status quo, UK Gilts outperform; 

• Growth stocks take a hit from higher yields. 

53 
Source : BoJ 

According to Bank of Japan estimates, the real 
effective exchange rate of the Japanese yen has 
dropped to a 53-year low. 
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  Topic of the week 

High yield: defying the 

odds 

The combination of ECB monetary tightening 

and slow growth in the euro area should spell 

trouble for European high yield. Yet, default 

rates remain low and the total return so far in 

2023 is close to 7%. We explore the reasons 

behind the strong performance looking at 

fundamentals, flows and valuations to gauge 

risks ahead for the high yield asset class.  

Strong performance despite 

monetary tightening 
 

This is a great year for European high yield. The total 

return since the start of the year stands at 7%. As of 

September 18, high yield spreads trade at 428 bp in 

option-adjusted terms against German Bunds. In turn, 

asset swap spreads hover around 372 bp. The 

average spread on speculative-grade bonds has 

shrunk by close to 75 bp in 2023 even as the ECB 

pursues tighter monetary policy.  

 

 
 

So far, European high-yield borrowers have thus 

dodged the impact from higher policy rates and tighter 

bank lending standards. Moreover, it appears that the 

single-B segment has continued to outperform even 

as single-B spreads are near multi-year tights relative 

to the BB group.  

 

Low net issuance has kept a lid on 

spreads 
 

High yield bond supply has been a supportive factor 

for markets so far. Gross issuance in the first semester 

of 2023 (€33 billion) is up sharply from €20 billion in 

the same period last year. The months of July-August 

were quiet as per usual but new transactions were 

launched in September. Net supply was however very 

light at €2 billion, with the bulk of primary market 

activity being for refinancing purposes.  

 

BB-rated bonds accounted for just of over half of all 

transactions. The single-B share averaged a third of 

the deal flow in 2023. The remainder came from 

unrated corporate issuers, as there has been no CCC-

rated corporate supply in 2023. That said, the net 

supply picture shows that the single-B issuance 

shrank the most, which helped the performance of the 

bucket. A larger share of senior secured bond was 

recorded in the second quarter.  

 

 
 

Reduced net supply has thus contributed to the 

tightening in high yield spreads but, at the end of the 

day, higher interest rates will kick in and raise 

borrowing costs upon debt refinancing. It is therefore 

important to monitor the maturity wall for the asset 

class. Given the price action of 2022, most calls are 

out of the money for corporate borrowers. Effective 

duration in the European high yield market has 

nevertheless declined due to low net supply and a 

reduction in the maturities of new issuance.  
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The chart above indicates that the refinancing risk may 

be more significant in 2025 and 2026 than in the year 

to come. 

Current market yields in excess of average coupon 

rates also give a sense of the cost of refinancing 

existing bonds. The gap between 8.21% yields to 

worst and 4.19% coupons on the Bloomberg Pan-

European high yield index suggests borrowing costs 

would rise by around 4 pp.  

 

Default rates and credit quality 
 

As the euro area shows tentative signs of an economic 

slowdown, default rates may increase from very low 

levels at present. There are several sources for default 

rates. Moody’s estimate covers a broad region 

including Europe, the Middle East and Africa. Their 

default rate estimate was around 2.7% over the twelve 

months to July. The rating agency forecasts a 

deterioration under every scenario from 3.4% in the 

bullish scenario to 14.4% in a deep credit crisis. The 

Bloomberg data shown below is more representative 

of the euro high yield universe. The rolling twelve-

month default rate is still very low at 0.23% in July on 

these estimates. In addition, the share of high yield 

bonds at immediate default risk based on market 

prices is just under 10% of the market for an aggregate 

par value of €8.1 billion. This is in line with the 5-year 

average. 

 

 
 

Overall, the credit quality remains relatively strong at 

this stage of the economic cycle. The ratio of rating 

upgrades to downgrades is roughly in line with the 

long-run average: slightly worse for Moody’s but 

slightly better for S&P. On both Moody’s and S&P 

counts, there are still more rising stars (high yield 

borrowers upgraded to investment grade) than fallen 

angels (IG names cut to speculative grade) in 2023. 

Interest coverage (measured by EBITDA to interest 

expenses) is steady for most borrowers. That said, the 

interest coverage ratio has deteriorated somewhat in 

single-B space over the last quarter.  

 

Demand for euro high yield has 

been more upbeat than feared 
 

There have been conflicting signals as regards flows 

into the euro high yield asset class. Mutual funds 

continue to bleed outflows. However, as in many asset 

markets, ETFs continue to attract inflows. It is harder 

to track flows in and out of institutional investment 

mandates in high yield but it looks like appetite for yield 

premia on BBs remains strong enough to delay a full-

fledged shift back into investment grade credit.  

 

 
 

Valuations offer less comfort in 

lower ratings 
 

It is hard to gauge valuations in high yield. A standard 

approach is a rock-bottom spread calculation where 

default risk compensation given the average credit 

quality in an index is deducted from prevailing market 

spreads to back out a clean high yield risk premium. 

We like to monitor the value proposition in high yield 

by looking at spread per turn of leverage. Leverage is 

indeed key to determine the probability of default.  
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The spread by turn of leverage is roughly in line with 

the long-run average or median in BB and possibly 

slightly tight in the single-B area. However, the current 

backdrop for interest rates could justify a higher 

spread per turn of leverage compared with the recent 

past. Furthermore, ECB quantitative tightening may 

affect some BB/Crossover names at the margin.  

 

Conclusion 

The strong performance of European high 

yield in 2023 is a surprise considering the 

slow growth environment in the euro area and 

ECB policy tightening. Default rates have 

stayed low and the balance of upgrade to 

downgrades or the number of rising stars are 

not signaling deterioration in credit quality. 

Default rate should not exceed their long-term 

average over 2024. The net bond issuance 

backdrop has been very supportive and there 

is little sign of immediate refinancing 

pressure. The refinancing issue may come in 

2025-2026. That said, high yield asset swap 

spreads have rallied a lot to 370 bp currently 

and the value proposition is less compelling 

now. Some decompression looks overdue 

with the single-B bucket repricing wider. We 

therefore expect some high yield spread 40-

50 bp widening in the months to come. 

Axel Botte 
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   Market review 

The Fed makes a 

statement 
The FOMC announces a prolonged period of 

high interest rates and markets must adjust to 

a new rate environment. 

 

The Fed will not let its guard down. The September 

pause does not invalidate a future increase in Fed 

funds, probably as soon as the November FOMC. The 

financial markets are finally pricing in a scenario of 

higher for longer rate environment. T-note yield hit a 

yearly high at 4.50% after the FOMC decision driving 

the German bond yield towards its 2023 peak (2.75%). 

The tension in long-term yields weighed on growth 

stocks, as the Nasdaq plunging 3% last week. 

European stock markets were down about 2%. The 

announced monetary tightening offsets the rise in oil 

prices so that long-term breakeven inflation rates 

remain stable. Greek and Italian sovereign spreads 

widened marginally, above their respective thresholds 

of 140 and 180 bp. Credit, including high yield, is 

weathering this period of rate volatility rather well. 

 

The Fed's pause in September is part of the pattern 

seen in June/July and undoubtedly foreshadows a 

final 25 bp hike in November. US economic growth 

turned out to be more sustained than expected and 

current inflation remains significantly above the 2% 

target. The FOMC raised its growth forecast to 2.1% 

in 4Q 2023 and 1.5% next year. The unemployment 

rate is projected at 4.1% over the next two years. In 

this context, underlying inflation will decrease from 

3.7% at the end of 2023 to 2.6% in 2024 and 2.3% in 

2025. Given these economic projections, the 

consensus within the FOMC sems to be that the 

potential for monetary relief is limited between 1 and 3 

rate cuts, which suggest that the Fed funds rate will 

stay above 5% throughout 2024. Views diverge for 

2025 and a debate on the neutral rate looks overdue. 

Indeed, 2.5% seems too low. Elsewhere, a narrow 

majority, 5 votes to 4, secured a monetary status quo 

in the United Kingdom. The latest inflation reading 

(6.7% in August) and Andrew Bailey's vote have 

tipped the decision towards no change. The BoE is 

nevertheless accelerating its QT to the tune of £100 

billion next year. The BoJ decision was also highly 

anticipated by market participants. Kazuo Ueda's 

recent comments calling for an end to negative rates 

led to familiar inaction from the BoJ. In addition, 

Scandinavian central banks increased their interest 

rates by 25 bp as expected while the SNB left its rate 

unchanged at 1.75% due to the strength of the franc. 

 

The bond markets are clearly bearish. The buying 

consensus is being undermined by the Fed's rhetoric 

and the weakness of the T-note (4.50% at the weekly 

peak) is dragging down the German Bund (2.75%) and 

the majority of the G10. The T-note spread to Bunds 

continues to widen. However, Gilt is outperforming 

thanks to the monetary status quo, whilst waiting for 

the November update of the BoE forecasts. The 

gradual normalization of long-term rates results in a 

steepening of yield curves. The 2s10s spread in the 

United States moved higher to around -65 bp. 

Persistently high rates should hit intermediate 

maturities the hardest, as medium-term bons compete 

with money market instruments. The sovereign 

primary bond market remains active in the euro area 

but issuance focused mainly on short maturities given 

the risk of curve steepening. Greek and Italian bond 

spreads widened by 3 to 5 bp last week. The 

persistence of inflation argues for an inflation-

receiving position in the short term. Ten-year 

breakeven inflation rates are less sensitive to oil price 

changes and respond more to monetary tightening. In 

the emerging markets, fund outflows seem to have 

little impact on USD debt spreads in (418 bp). 

 

On the credit market, the Euro IG spread (147 bp 

against Bund, 89 bp against swap) narrowed by 5 bp 

over the last five trading sessions despite a turbulent 

week on rates. Issuance totaled €15 billion last week 

with two-thirds coming from financials but exclusively 

BBB ratings. Medium-term credit funds are recording 

inflows which contribute to the reduction in new issue 

premiums and the sharp tightening of some hybrid 

debt deals issued without a yield premium. Despite a 

9th week of outflows, high yield spreads show stability 

(ASW 375 bp). Spread compression in B vs. BB space 

continues. Cocos remain attractive with a discount 

estimated at 50-60 bp just like high yield hybrids 

compared to IG equivalents. 

 

Equity markets correct by 2 to 3% in New York and 2% 

in Europe. The rise in rates logically penalizes growth 

stocks, including luxury, as cyclical consumer stock 

prices remain under downward pressure. 

Axel Botte
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Main market indicators  
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Additional notes 

This material has been provided for information purposes only to investment service providers or other Professional Clients, 
Qualified or Institutional Investors and, when required by local regulation, only at their written request.  This material must not 
be used with Retail Investors.  
To obtain a summary of investor rights  in the official language of your jurisdiction, please consult  the legal documentation 
section of the website (im.natixis.com/intl/intl-fund-documents) 
In the E.U.: Provided by Natixis Investment Managers International or one of its branch offices listed below. Natixis Investment 
Managers International is a portfolio management company authorized by the Autorité des Marchés Financiers (French 
Financial Markets Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the 
Paris Trade and Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris. 
Italy: Natixis Investment Managers International Succursale Italiana, Registered office: Via San Clemente 1, 20122 Milan, Italy. 
Netherlands: Natixis Investment Managers International, Nederlands (Registration number 000050438298). Registered office: 
Stadsplateau 7, 3521AZ Utrecht, the Netherlands. Spain: Natixis Investment Managers International S.A., Sucursal en España, 
Serrano n°90, 6th Floor, 28006  Madrid, Spain. Sweden: Natixis Investment Managers International, Nordics Filial (Registration 

number 516412-8372- Swedish Companies Registration Office). Registered office: Covendrum Stockholm City AB, 
Kungsgatan 9, 111 43 Stockholm, Box 2376, 103 18 Stockholm, Sweden. Or, 
Provided by Natixis Investment Managers S.A. or one of its branch offices listed below. Natixis Investment Managers S.A. is a 
Luxembourg management company that is authorized by the Commission de Surveillance du Secteur Financier and is 
incorporated under Luxembourg laws and registered under n. B 115843. Registered office of Natixis Investment Managers S.A.: 
2, rue Jean Monnet, L-2180 Luxembourg, Grand Duchy of Luxembourg. Germany: Natixis Investment Managers S.A., 
Zweigniederlassung Deutschland (Registration number: HRB 88541). Registered office: Senckenberganlage 21, 60325 
Frankfurt am Main. Belgium: Natixis Investment Managers S.A., Belgian Branch, Gare Maritime, Rue Picard 7, Bte 100, 1000 
Bruxelles, Belgium.  
In Switzerland: Provided for information purposes only by Natixis Investment Managers, Switzerland Sàrl, Rue du Vieux Collège 
10, 1204 Geneva, Switzerland or its representative office in Zurich, Schweizergasse 6, 8001 Zürich.  
In the British Isles: Provided by Natixis Investment Managers UK Limited which is authorised and regulated by the UK Financial 
Conduct Authority (register no. 190258) - registered office: Natixis Investment Managers UK Limited, One Carter Lane, London, 
EC4V 5ER. When permitted, the distribution of this material is intended to be made to persons as described as follows: in the 
United Kingdom: this material is intended to be communicated to and/or directed at investment professionals and professional 
investors only; in Ireland: this material is intended to be communicated to and/or directed at professional investors only; in 
Guernsey: this material is intended to be communicated to and/or directed at only financial services providers which hold a 
license from the Guernsey Financial Services Commission; in Jersey: this material is intended to be communicated to and/or 
directed at professional investors only; in the Isle of Man: this material is intended to be communicated to and/or directed at only 
financial services providers which hold a license from the Isle of Man Financial Services Authority or insurers authorised under 
section 8 of the Insurance Act 2008.  
In the DIFC: Provided in and from the DIFC financial district by Natixis Investment Managers Middle East (DIFC Branch) which 
is regulated by the DFSA. Related financial products or services are only available to persons who have sufficient financial 
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experience and understanding to participate in financial markets within the DIFC, and qualify as Professional Clients or Market 
Counterparties as defined by the DFSA. No other Person should act upon this material.  Registered office: Unit  L10-02, Level 
10 ,ICD Brookfield Place, DIFC, PO Box 506752, Dubai, United Arab Emirates 
In Japan: Provided by Natixis Investment Managers Japan Co., Ltd. Registration No.: Director-General of the Kanto Local 
Financial Bureau (kinsho) No.425. Content of Business: The Company conducts investment management business, investment 
advisory and agency business and Type II Financial Instruments Business as a Financial Instruments Business Operator.  
In Taiwan: Provided by Natixis Investment Managers Securities Investment Consulting (Taipei) Co., Ltd., a Securities 
Investment Consulting Enterprise regulated by the Financial Supervisory Commission of the R.O.C. Registered address: 34F., 
No. 68, Sec. 5, Zhongxiao East Road, Xinyi Dist., Taipei City 11065, Taiwan (R.O.C.), license number 2020 FSC SICE No. 025, 
Tel. +886 2 8789 2788. 
In Singapore: Provided by Natixis Investment Managers Singapore Limited (NIM Singapore) having office at 5 Shenton Way, 
#22-05/06, UIC Building, Singapore 068808 (Company Registration No. 199801044D) to distributors and qualified investors for 
information purpose only. NIM Singapore is regulated by the Monetary Authority of Singapore under a Capital Markets Services 
Licence to conduct fund management activities and is an exempt financial adviser. Mirova Division (Business Name Registration 
No.: 53431077W) and Ostrum Division (Business Name Registration No.: 53463468X) are part of NIM Singapore and are not 
separate legal entities. This advertisement or publication has not been reviewed by the Monetary Authority of Singapore. 
In Hong Kong: Provided by Natixis Investment Managers Hong Kong Limited to professional investors for information 
purpose only. 
In Australia: Provided by Natixis Investment Managers Australia Pty Limited (ABN 60 088 786 289) (AFSL No. 246830) and is 
intended for the general information of financial advisers and wholesale clients only .   
In New Zealand: This document is intended for the general information of New Zealand wholesale investors only and does not 
constitute financial advice. This is not a regulated offer for the purposes of the Financial Markets Conduct Act 2013 (FMCA) and 
is only available to New Zealand investors who have certified that they meet the requirements in the FMCA for wholesale 
investors. Natixis Investment Managers Australia Pty Limited is not a registered financial service provider in New Zealand. 
In Colombia: Provided by Natixis Investment Managers International Oficina de Representación (Colombia) to professional 
clients for informational purposes only as permitted under Decree 2555 of 2010. Any products, services or investments referred 
to herein are rendered exclusively outside of Colombia. This material does not constitute a public offering in Colombia and  is 
addressed to less than 100 specifically identified investors.  
In Latin America: Provided by Natixis Investment Managers International.  
In Uruguay: Provided by Natixis Investment Managers Uruguay S.A., a duly registered investment advisor, authorised and 
supervised by the Central Bank of Uruguay. Office: San Lucar 1491, Montevideo, Uruguay, CP 11500. The sale or offer of any 
units of a fund qualifies as a private placement pursuant to section 2 of Uruguayan law 18,627.  
In Mexico: Provided by Natixis IM Mexico, S. de R.L. de C.V., which is not a regulated financial entity, securities intermediary, 
or an investment manager in terms of the Mexican Securities Market Law (Ley del Mercado de Valores) and is not registered 
with the Comisión Nacional Bancaria y de Valores (CNBV) or any other Mexican authority. Any products, services or investments 
referred to herein that require authorization or license are rendered exclusively outside of Mexico. While shares of certain ETFs 
may be listed in the Sistema Internacional de Cotizaciones (SIC), such listing does not represent a public offering of securi ties 
in Mexico, and therefore the accuracy of this information has not been confirmed by the CNBV. Natixis Investment Managers is 
an entity organized under the laws of France and is not authorized by or registered with the CNBV or any other Mexican author ity. 
Any reference contained herein to “Investment Managers” is made to Natixis Investment Managers and/or any of its investment 
management subsidiaries, which are also not authorized by or registered with the CNBV or any other Mexican authority. 
In Brazil: Provided to a specific identified investment professional for information purposes only by Natixis Investment Managers 
International. This communication cannot be distributed other than to the identified addressee. Further, this communication 
should not be construed as a public offer of any securities or any related financial instruments. Natixis Investment Managers 
International is a portfolio management company authorized by the Autorité des Marchés Financiers (French Financial Markets 
Authority - AMF) under no. GP 90-009, and a public limited company (société anonyme) registered in the Paris Trade and 
Companies Register under no. 329 450 738. Registered office: 43 avenue Pierre Mendès France, 75013 Paris. 
The above referenced entities are business development units of Natixis Investment Managers, the holding company of a 
diverse line-up of specialised investment management and distribution entities worldwide. The investment management 
subsidiaries of Natixis Investment Managers conduct any regulated activities only in and from the jurisdictions in which they are 
licensed or authorized. Their services and the products they manage are not available to all investors in all jurisdictions. It is the 
responsibility of each investment service provider to ensure that the offering or sale of fund shares or third party investment 
services to its clients complies with the relevant national law. 
The provision of this material and/or reference to specific securities, sectors, or markets within this material does not constitute 
investment advice, or a recommendation or an offer to buy or to sell any security, or an offer of any regulated financial activity. 
Investors should consider the investment objectives, risks and expenses of any investment carefully before investing. The 
analyses, opinions, and certain of the investment themes and processes referenced herein represent the views of the portfolio 
manager(s) as of the date indicated. These, as well as the portfolio holdings and characteristics shown, are subject to change. 
There can be no assurance that developments will transpire as may be forecasted in this material. The analyses and opinions 
expressed by external third parties are independent and does not necessarily reflect those of Natixis Investment Managers. 
Past performance information presented is not indicative of future performance.  
Although Natixis Investment Managers believes the information provided in this material to be reliable, including that from third 
party sources, it does not guarantee the accuracy, adequacy, or completeness of such information. This material may not be 
distributed, published, or reproduced, in whole or in part. 
All amounts shown are expressed in USD unless otherwise indicated. 
Natixis Investment Managers may decide to terminate its marketing arrangements for this product in accordance with the 
relevant legislation 
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