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US High Yield 

The US high yield market was up +1.86% in November, extending October’s 
rebound, and bringing the YTD return to -10.54%, as measured by the ICE 
BofA US High Yield Constrained Index (HUC0). The outlook for Fed policy 
continues to be a dominant force in the market, and developments in No-
vember have solidified expectations that the Fed will slow the pace of in-
creases to 50 bps in December, while also trimming expectations for the ter-
minal rate to below 5% and increasing expectations for cuts in late 2023 and 
2024. As the market is increasingly confident that the economy is slowing 
and inflation is falling, and therefore fears about the Fed have relaxed, the 2-
year Treasury yield fell by 25 bps, the 10-year Treasury yield fell by 45 bps, 
the dollar fell by roughly 5%, and risk markets rallied. Within high yield, BBs 
led the way while CCCs lagged, as to be expected in a slowing economy. 
The best performing sectors included Leisure, Banks, and Metals, while the 
worst performing sectors included Broadcasting, Entertainment, and Media. 
The market ended the month with a yield of 8.64%, and a spread of 457. 
 
During November, evidence of a slowing US economy was seen in the S&P 
Manufacturing PMI of 47.6 and S&P Services PMI of 46.1, which the S&P 
economist said was consistent with the economy contracting at an annual-
ized rate of 1%. This followed the October CPI data, in which core CPI 
slowed to 0.3% month-over-month, and importantly, core services joined 
core goods in showing an inflation slowdown. It has been our view that man-
ufacturing, housing, and technology are three leading sectors that are 

 



 
retrenching, and that as they retrench a mild recession will occur. We have believed the labor market will 
start to rebalance, and inflation should abate. At this time, it appears this action is underway, though some 
sectors are still showing growth. The key question then becomes when will the labor market show sufficient 
rebalancing for the Fed to pause their rate increases. While the Fed is hesitant to signal such a pause, as 
they don’t want to reignite the markets and inflation, market participants currently think that the pause is not 
far away.  
 
For high yield, an important consideration is where spreads will peak in this cycle. So far, spreads have 
been relatively well contained, falling to 455 from a peak around 600 in June and 550 in September. The 
main reasons are high yield is a higher quality market that it once was, and defaults seem unlikely to in-
crease dramatically in a mild recession. In addition, low dollar prices and strong technical factors also sup-
press spreads. We are hopeful that spreads stay in their current range as companies navigate the slower 
economy, though bottom-up credit selection will be key. Looking ahead to the next year, we believe high 
yield will deliver an attractive return, thanks to the starting yield of 8.6%. We also note that it can be tough 
to pick the bottom in a high yield cycle, as the trough in prices usually occurs while a recession is ongoing. 
 

Global High Yield  

The European high yield market was strong in November, returning 3.73%, continuing the recovery which 
began in October, and bringing the YTD returns to -10.84%, according to the ICE BofA European Currency 
High Yield Constrained Index (HPC0) in local currency terms. Positive signs on inflation and the related 
shift in market perceptions of the path of central bank tightening provided meaningful relief to risk markets. 
The removal of political volatility in the UK and an improved natural gas situation on the continent were 
positive as well. While there have been some industries and issuers that have experienced margin com-
pression, overall Q3 earnings have been better than feared and led to relief rallies for many bonds. Finally, 
while the new issue market has re-opened somewhat, supply/demand technicals remain very favorable for 
European high yield. Our performance was driven by our ratings mix as Bs and CCCs outperformed; how-
ever, certain less liquid holdings have lagged the recovery so far and were a bit of a drag relatively. Overall, 
we feel the European high yield market offers more spread for the risk than US high yield. 
 
Emerging markets (EM) hard currency sovereign bonds, as measured by the JPMorgan Emerging Markets 
Bond Index Global (EMBIG), posted a +6.95% return in November, reducing the negative return YTD to -
16.77%. The strong gain in the month came from the combination of lower US Treasury yields and spread 
tightening that followed a better-than-expected CPI inflation report in the US in October, which boosted 
market expectations of a downshift in the Fed’s tightening pace. EM high yield sovereigns outperformed 
with spreads tightening by 103 bps, while investment grade sovereigns tightened marginally but captured 
the positive return from US Treasuries. The EMBIG index ended with a 392 bps spread over US Treasuries 
and a 7.74% yield at the end of November. EM high yield corporates posted a strong 7.97% return in No-
vember, as measured by the ICE BofA High Yield US Emerging Markets Corporate Plus Index (EMUH), 
driven mostly by expectations for re-opening and property support in China. Some EM high yield sovereign 
issuers were able to tap the market in November, which was encouraging. With current 10-year yields of 
around 3.6% at the end of the month and increased market bets of Fed cuts in 2023, we see reduced 
space for the November rally to extend and prefer to maintain a more cautious risk posture ahead of the 
start to 2023. 
 

Multi-Asset Credit  

Our Multi-Asset Credit Strategy continues to navigate the current environment with a slowing economy and 
Fed tightening. In the month, cash and hedges were a drag, while our long duration bias, exposure to in-
vestment grade, and modest allocation to EM were positive contributors. 
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