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1  Why High Yield Now?

What does the current HY market look 

like?

We’ve often heard that European High Yield spreads are tight (currently ~370bps), 

and that prices need to fall (and yields rise) before the credit cycle can ultimately 

deteriorate.  However, this cycle is resilient due to (i) resilient growth, (ii) strong 

job creation, and (iii) clear progress on disinflation.  In addition, the promise of 

elevated all-in yields is fuelling demand, creating an exceptionally strong 

technical for the market.  What is clear is that the two primary risks to the 

European high yield market have receded. Namely, runaway inflation or the 

prospect of rates remaining at restrictive levels for a multiple-year period which 

would have created unsustainable stress for levered capital structures and FCF 

generation. 

Do fundamentals justify current spread levels?

Looking at whether fundamentals justify current spread levels, the market has 

identified the companies and sectors that have challenged business models and 

capital structures for this environment of higher interest rates and a slowing 

economy.  

These are well-identified situations and are pricing as such: 8-9% of the HY 

market is trading at distressed levels. From this cohort we expect some sort of 

default/restructuring process on around 3%, but given current trading levels, we 

think that this risk is contained and fairly priced and we see upside in several of 

those situations. The reminder 90%+ of the companies have demonstrated 

capacity to deleverage, generate cash flow and absorb the cost of financing, and 

we keep seeing consistent upgrades and improving fundamentals in many 

sectors (transportation, banking, industrials, etc.).

What is less well understood about HY bonds?

Finally, while the improving quality of the market is well understood (2/3 of the 

market is BB, and <5% is CCC), what is less understood is the concept of spread-

to-worst vs spread-to-current.  Currently, 2/3 of European HY bonds are trading 

below par (while both index duration and average years to maturity are at clear 

post-GFC lows) therefore the spread is computed to maturity.  

However, high yield bonds are not left outstanding until maturity and are often 

called at least 12 months in advance.  If we adjust the workout dates of these 

bonds to 12-month before maturity, this adds around 70bps of spread at the 

index level. 
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What does the 
market look 
like?

Growth and employment 
remain resilient, while 
inflation is cooling down.

What is less well 
understood?

The concept of spread-to-
worst vs spread-to-current.

Are current 
spread levels 
justified by 
fundamentals?

The market has identified 
the companies/sectors that 
challenge business models 
and capital structures.

FFIM0924E/S-3857071-1/5MKTGM0924E/S-3857088-1/5



Why European High Yield Now?

While defaults have increased from virtually zero at the end of 
2022,  they have remained below average in 2023 (2.5%) and 
may increase marginally in 2024.  However, we see this as a 
return to the long-term average default rate rather than a 
default spike.  We believe current yields are more than 
compensating investors for default risk as default candidates 
are relatively well identified and are already priced at recovery 
levels, thereby reducing downside risk.  The other factor which 
is important to point out is that we expect many defaults to be 
“amend and extend” – meaning high to full recoveries for 
investors with limited impact on total returns. 

Yield-to-worst remains over 6% despite the recent rally.  
This is even more compelling given this yield is earned on 
the front-end of the curve – a level of yield simply not 
available in other areas of fixed income.  In addition, an 
average cash price around 95 in a short duration asset class 
represents near-term capital appreciation potential as 
bonds get called at par typically 12-24 months ahead of 
maturity.  This frontloaded nature of high yield bond returns 
when prices are at a discount to par means that you can 
earn in excess of the yield-to-worst, a feature of the asset 
class that is not properly understood.  This also creates 
additional alpha opportunities for active high yield 
managers. 

01 02Elevated yield increase 
opportunity cost of not being 
invested 

Yields are overcompensating 
investors for default risk
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Despite being a backwards looking metric, the 
fundamentals of HY companies remain relatively robust – 
interest coverage is elevated while leverage has stabilised 
back down to pre-COVID levels.  The primary risks to credit 
market have receded – namely, runaway inflation or the 
prospect of rates remaining at restrictive levels for a 
multiple-year period which would have created 
unsustainable stress for levered capital structures and FCF 
generation.  If this assessment is correct, we believe we are 
entering a highly favourable environment for credit. As rates 
and equity volatility comes down, credit spreads have room 
to compress from current levels. 

03 The composition of the market 
has improved over time making 
the spread level more attractive
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Exhibit 2: Headline leverage has plateaued after 
trending downward while interest coverage ratios 
remain at healthy levels2

There is no guarantee that any forecasts and forward-looking expectations made will come to pass. For 
illustrative purpose only. Sources: Barclays, JP Morgan, as of August 31 2024. Yield to Worst is shown for 
BBG Barclays Pan Euro High Yield 3% Capped index. Indices are unmanaged and one cannot invest 
directly in an index. 2. J.P. Morgan 30 June 2024 

Exhibit 1: Default rates are returning to long-term averages, while yields remain elevated¹
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Active strategies can provide 
durable alpha in up and down 
markets

Given the elevated level of dispersion in the market is 

creating outsized alpha opportunities for skilled 

managers with well-resourced teams. 

The size, expertise and experience of our high yield team 

facilitates an unrivalled depth of independent bottom-up 

analysis which is supplemented by cutting edge 

proprietary technology which is used to analyse  and 

evaluate competitors, relative value, industry trends, 

factor analysis to generate unique trade ideas and 

enables our portfolio managers to take contrarian or high 

conviction views on specific credits. 

As we navigate this downturn, we aim to select the best 

credits within industry silos (rather than avoid industries 

altogether) and we have been finding value in select 

names within out-of-favour cyclical sectors which are 

well-positioned to survive a downturn due to healthy 

liquidity profiles and sticky cash flows – which often come 

from stable long-term contracts or best-in-class pricing 

power within the sector.

Our approach of building diversified portfolios of cash-

generative companies with the financial flexibility to 

perform resiliently through a cycle lends itself well to the 

current environment.  

The increase in dispersion between sectors and industries 

creates greater opportunities to generate alpha, and 

at BlackRock we are confident we have the right team, 

experience, and investment skill to capture the outsized 

future return potential the asset class has to offer, while 

avoiding the market’s pitfalls and defaults.

Exhibit 3 – Dispersion and convexity have returned to the European High Yield Market

Sources: Barclays, as of August 31 2024. Prices are shown for BBG Barclays Pan Euro High Yield 3% Capped index. 
Indices are unmanaged and one cannot invest directly in an index. 
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This document is marketing material: Before investing please read 
the Prospectus and the PRIIPs KID available on 
www.blackrock.com/it, which contain a summary of investors’ rights.

Risk Warnings

Capital at risk. The value of investments and the income from them 
can fall as well as rise and are not guaranteed. Investors may not get 
back the amount originally invested.

Past performance is not a reliable indicator of current or future 
results and should not be the sole factor of consideration when 
selecting a product or strategy.

Changes in the rates of exchange between currencies may cause the 
value of investments to diminish or increase. Fluctuation may be 
particularly marked in the case of a higher volatility fund and the 
value of an investment may fall suddenly and substantially. Levels 
and basis of taxation may change from time to time and depend on 
personal individual circumstances.

Important Information

This material is for distribution to Professional Clients (as defined 
by the Financial Conduct Authority or MiFID Rules) only and 
should not be relied upon by any other persons. 

This document is marketing material.

In the UK and Non-European Economic Area (EEA) countries: this 
is issued by BlackRock Investment Management (UK) Limited, 
authorised and regulated by the Financial Conduct Authority. 
Registered office: 12 Throgmorton Avenue, London, EC2N 2DL. Tel: 
+ 44 (0)20 7743 3000. Registered in England and Wales No. 
02020394. For your protection telephone calls are usually recorded. 
Please refer to the Financial Conduct Authority website for a list of 
authorised activities conducted by BlackRock.

In the European Economic Area (EEA): this is issued by BlackRock 
(Netherlands) B.V., authorised and regulated by the Netherlands 
Authority for the Financial Markets.  Registered office Amstelplein 1, 
1096 HA, Amsterdam, Tel: 020 – 549 5200, Tel: 31-20-549-5200. 
Trade Register No. 17068311 For your protection telephone calls are 
usually recorded.

In Italy: For information on investor rights and how to raise 
complaints please go to 
https://www.blackrock.com/corporate/compliance/investor-right 
available in Italian.

For investors in Bahrain

The information contained in this document is intended strictly for 
sophisticated institutions.

The information contained in this document, does not constitute 
and should not be construed as an offer of, invitation or proposal to 
make an offer for, recommendation to apply for or an opinion or 
guidance on a financial product, service and/or strategy. Whilst 
great care has been taken to ensure that the information contained 
in this document is accurate, no responsibility can be accepted for 
any errors, mistakes or omissions or for any action taken in reliance 
thereon. You may only reproduce, circulate and use this document 
(or any part of it) with the consent of BlackRock. 

The information contained in this document is for information 
purposes only. It is not intended for and should not be distributed to, 
or relied upon by, members of the public.

The information contained in this document, may contain 
statements that are not purely historical in nature but are “forward 
looking statements”. These include, amongst other things, 
projections, forecasts or estimates of income. These forward looking 
statements are based upon certain assumptions, some of which are 
described in other relevant documents or materials. If you do not 
understand the contents of this document, you should consult an 
authorised financial adviser.

For investors in Dubai (DIFC)

BlackRock Advisors (UK) Limited - Dubai Branch is a DIFC Foreign 
Recognised Company registered with the DIFC Registrar of 
Companies (DIFC Registered Number 546), with its office at Unit 

L15 - 01A, ICD Brookfield Place, Dubai International Financial 
Centre, PO Box 506661, Dubai, UAE, and is regulated by the DFSA to 
engage in the regulated activities of ‘Advising on Financial Products’ 
and ‘Arranging Deals in Investments’ in or from the DIFC, both of 
which are limited to units in a collective investment fund (DFSA 
Reference Number F000738).

The information contained in this document is intended strictly for 
Professional Clients as defined under the Dubai Financial Services 
Authority (“DFSA”) Conduct of Business (COB) Rules.

The information contained in this document, does not constitute 
and should not be construed as an offer of, invitation or proposal to 
make an offer for, recommendation to apply for or an opinion or 
guidance on a financial product, service and/or strategy. Whilst 
great care has been taken to ensure that the information contained 
in this document is accurate, no responsibility can be accepted for 
any errors, mistakes or omissions or for any action taken in reliance 
thereon. You may only reproduce, circulate and use this document 
(or any part of it) with the consent of BlackRock.

The information contained in this document is for information 
purposes only. It is not intended for and should not be distributed to, 
or relied upon by, members of the public.

The information contained in this document, may contain 
statements that are not purely historical in nature but are “forward-
looking statements”. These include, amongst other things, 
projections, forecasts or estimates of income. These forward-looking 
statements are based upon certain assumptions, some of which are 
described in other relevant documents or materials. If you do not 
understand the contents of this document, you should consult an 
authorised financial adviser.

For investors in Israel

BlackRock Investment Management (UK) Limited is not licensed 
under Israel's Regulation of Investment Advice, Investment 
Marketing and Portfolio Management Law, 5755-1995 (the “Advice 
Law”), nor does it carry insurance thereunder.

For investors in Oman

The information contained in this document is intended strictly for 
sophisticated institutions.

The information contained in this document, does not constitute 
and should not be construed as an offer of, invitation or proposal to 
make an offer for, recommendation to apply for or an opinion or 
guidance on a financial product, service and/or strategy. Whilst 
great care has been taken to ensure that the information contained 
in this document is accurate, no responsibility can be accepted for 
any errors, mistakes or omissions or for any action taken in reliance 
thereon. You may only reproduce, circulate and use this document 
(or any part of it) with the consent of BlackRock.

The information contained in this document is for information 
purposes only. It is not intended for and should not be distributed to, 
or relied upon by, members of the public.

The information contained in this document, may contain 
statements that are not purely historical in nature but are “forward-
looking statements”. These include, amongst other things, 
projections, forecasts or estimates of income. These forward-looking 
statements are based upon certain assumptions, some of which are 
described in other relevant documents or materials. If you do not 
understand the contents of this document, you should consult an 
authorised financial adviser.
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For investors in Saudi Arabia

This material is for distribution to Institutional and Qualified 
Clients (as defined by the Implementing Regulations issued by 
Capital Market Authority) only and should not be relied upon by 
any other persons.

The information contained in this document, does not constitute 
and should not be construed as an offer of, invitation or proposal to 
make an offer for, recommendation to apply for or an opinion or 
guidance on a financial product, service and/or strategy. Whilst 
great care has been taken to ensure that the information contained 
in this document is accurate, no responsibility can be accepted for 
any errors, mistakes or omissions or for any action taken in reliance 
thereon. You may only reproduce, circulate and use this document 
(or any part of it) with the consent of BlackRock. 

The information contained in this document is for information 
purposes only. It is not intended for and should not be distributed to, 
or relied upon by, members of the public.

The information contained in this document, may contain 
statements that are not purely historical in nature but are “forward 
looking statements”. These include, amongst other things, 
projections, forecasts or estimates of income. These forward-looking 
statements are based upon certain assumptions, some of which are 
described in other relevant documents or materials. If you do not 
understand the contents of this document, you should consult an 
authorised financial adviser.

For investors in South Africa

Please be advised that BlackRock Investment Management (UK) 
Limited is an authorised Financial Services provider with the

South African Financial Services Conduct Authority, FSP No. 43288.

For investors in Switzerland

For professional clients and qualified investors only. 

This document shall be exclusively made available to, and directed 
at, qualified investors as defined in Article 10 (3) of the CISA of 23 
June 2006, as amended, at the exclusion of qualified investors with 
an opting-out pursuant to Art. 5 (1) of the Swiss Federal Act on 
Financial Services ("FinSA").

For information on art. 8 / 9 Financial Services Act (FinSA) and on 
your client segmentation under art. 4 FinSA, please see the following 
website: www.blackrock.com/finsa.

For investors in United Arab Emirates

The information contained in this document is intended strictly for 
Professional Investors. 

The information contained in this document, does not constitute 
and should not be construed as an offer of, invitation or proposal to 
make an offer for, recommendation to apply for or an opinion or 
guidance on a financial product, service and/or strategy. Whilst 
great care has been taken to ensure that the information contained 
in this document is accurate, no responsibility can be accepted for 
any errors, mistakes or omissions or for any action taken in reliance 
thereon. You may only reproduce, circulate and use this document 
(or any part of it) with the consent of BlackRock.

The information contained in this document is for information 
purposes only. It is not intended for and should not be distributed to, 
or relied upon by, members of the public.

The information contained in this document, may contain 
statements that are not purely historical in nature but are “forward-
looking statements”. These include, amongst other things, 
projections, forecasts or estimates of income. These forward-looking 
statements are based upon certain assumptions, some of which are 
described in other relevant documents or materials. If you do not 
understand the contents of this document, you should consult an 
authorised financial adviser.

Any research in this document has been procured and may have 
been acted on by BlackRock for its own purpose. The results of such 
research are being made available only incidentally. The views 

expressed do not constitute investment or any other advice and are 
subject to change. They do not necessarily reflect the views of any 
company in the BlackRock Group or any part thereof and no 
assurances are made as to their accuracy.

This document is for information purposes only and does not 
constitute an offer or invitation to anyone to invest in any BlackRock 
funds and has not been prepared in connection with any such offer.

© 2024 BlackRock, Inc. All Rights reserved. BLACKROCK, 
BLACKROCK SOLUTIONS and iSHARES are trademarks of 
BlackRock, Inc. or its affiliates. All other trademarks are those of 
their respective owners.
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