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High Yield off to a Strong Start Year-to-Date

It was a strong first quarter for both equities and fixed-income. The S&P 500 Index showed 
a double-digit gain of +13.6%, while the High-Yield Index logged a +7.40% gain—its best 
first quarter performance since Q3 2009. CCC bonds barely outperformed BBs, at +7.9% 
and +7.4%, respectively. 

Strong inflows matched the market performance, with high-yield mutual funds and ETFs 
recording $12.9 billion of inflows, the largest quarterly inflow since Q3 2012.

U.S. high-yield spreads tightened over the first four months to 415 bps versus the 20-year 
historical average of 518 bps. Default rates typically lag changes in spread levels and mirror 
the economic cycle. We are now in the tenth year of economic expansion. Currently, the 
default rate stands at 1%—compared with a default rate of 10% during the dotcom bust 
and over 16% during the Great Recession in 2008-2009.

New issuance over the quarter was moderate, at $65.4 billion—triple the level of 
Q1 2018—but still some 26% lower than the average Q1 issuance volume over the past 
nine years.

High-yield trend towards higher quality, public companies continues

There has been a positive shift in credit quality over the past six years, with the BB rated 
segment increasing its share of new issuance to 55% of the high-yield market, from 31.3% 
in 1997-2000 and 36.0% in 2004-2008. Leveraged buyouts declined significantly as a 
percentage of new issuance, from 22.6% during the 2004-08 period, to just 3.2% currently. 
While we see a massive credit bubble in the U.S. financial system, we do not see that 
reflected in the high-yield asset class, primarily due to the improvement in credit quality.

Growth in U.S. high-yield market has leveled off

The high-yield market has seen an outflow of money into leveraged loans and the 
investment-grade market. Both of those segments have shown significant growth, more 
than doubling in size, while growth in the high-yield market has leveled off over the past 
eight years.

Perspectives
High-Yield Market Shows Significant 
Capacity for Growth

Key takeaways

• U.S. high-yield market is 
typically less vulnerable 
to interest-rate risk 
than other fixed-
income markets, due 
to its shorter duration 
and ability to reinvest 
quickly at higher rates

• U.S. high-yield market’s 
Q1 7.40% gain was 
strongest start in 
history

• Current spreads at 
415 bps are tight versus 
historical average of 
518 bps

• New issuance has 
declined year-over-
year, but reflects higher 
credit quality overall

• High-yield market has 
significant capacity for 
growth, given decrease 
in net issuance and 
transition of fallen 
angels to investment-
grade status

Access more on our blog:
nylinvestments.com/blog

http://nylinvestments.com/blog
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Perspectives

Typically, a strong economic environment favors leveraged 
loans due to their floating rates, which reset every three 
months. Floating rates removes short-term, interest-rate 
risk. New BB issuance in the high-yield market has been 
strong, but with the cost of capital so cheap, many of these 
higher-quality, public U.S. companies have the financial 
flexibility to migrate up to BBB status.

As a result, we see significant potential for growth in the 
high-yield space.

The high-yield investor base is diverse and 
unleveraged

Pension funds, insurance companies and high-yield mutual 

funds account for 80% of the high-yield investor base. ETFs 

are not a significant player in this market segment. These 

investors tend to stabilize the high-yield asset class, adding 

more dollars when spreads widen.

Summary

High-yield bonds appear appropriately priced at current 

levels. In a strong economic environment, spreads can 

remain tight over long periods of time. Conversely, during 

panic periods such as 2008 or 2000-2002, wide spreads tend 

to last a short time, and default rates increase significantly. 

The degree and depth of the next economic downturn will 

determine the trend and level of default rates. However, 

if there were to be another recession, we do not expect to 

see anywhere near the level of defaults as we have seen 

in prior recessions. The higher credit quality we see in the 

high-yield market will tend to mitigate risk going forward. 

An additional factor mitigating risk is the six- year average 

maturity and four-year average duration in the high-yield 

market. Should there be a technical sell-off in risk assets, 

with a consequent spillover to the high-yield asset class, 

we would see that as a good entry point to allocate more 

dollars to the class.
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Figure 1: Size of Market
(Par Value US$Bn)
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New York Life Investments engages the services of Epoch Investment Partners, Inc., an unaffiliated, federally registered investment advisor. New York Life 
Investments is a service mark and name under which New York Life Investment Management LLC does business. New York Life Investments, an indirect
subsidiary of New York Life Insurance Company, New York, New York 10010, provides investment advisory products and services. The MainStay Funds®

are managed by New York Life Investment Management LLC and distributed by NYLIFE Distributors LLC, 30 Hudson Street, Jersey City, NJ 07302, a wholly 
subsidiary of New York Life Insurance Company. NYLIFE Distributors LLC is a Member FINRA/SIPC.

For more information
800-624-6782
nylinvestments.com/funds

Before You Invest:
Before considering an investment in the Fund, you should understand that you could lose money.

Investing in below-investment-grade securities may carry a greater risk of nonpayment of interest or principal than higher-rated bonds. Foreign securities are 
subject to interest rate, currency exchange rate, economic, and political risks. These risks may be greater for emerging markets. Floating-rate funds are generally 
considered to have speculative characteristics that involve default risk of principal and interest, collateral impairment, non-diversification, borrower industry 
concentration, and limited liquidity. Issuers of convertible securities may not be as financially strong as those issuing securities with higher credit ratings and are 
more vulnerable to changes in the economy. The Fund may invest in derivatives, which may increase the volatility of the Fund’s NAV. Funds that invest in bonds 
are subject to interest-rate risk and can lose principal value when interest rates rise. Bonds are also subject to credit risk, in which the bond issuer may fail to pay 
interest and principal in a timely manner.
The ICE BofAML U.S. High Yield Index tracks the performance of U.S. dollar-denominated, below-investment-grade corporate debt publicly issued in the 
U.S. domestic market. 
There is no assurance that the investment objectives will be met. It is not possible to invest in an index. 
Past performance is no guarantee of future results, which will vary. All investments are subject to market risk and will fluctuate in value. 
A credit rating is an assessment of the creditworthiness of a borrower in general terms or with respect to a particular debt or financial obligation. Credit rating 
agencies typically assign letter grades to indicate ratings. Standard & Poor’s, for instance, has a credit rating scale ranging from AAA (excellent) and AA+ to C 
and D. A debt instrument with a rating below BBB- is considered to be speculative or non-investment grade. 
A credit spread is the difference in yield between a U.S. Treasury bond and another debt security with the same maturity but of lesser quality. Credit spreads 
between U.S. Treasuries and other bond issuances are measured in basis points, with a 1% difference in yield equal to a spread of 100 basis points. 
This material represents an assessment of the market environment as at a specific date; is subject to change; and is not intended to be a forecast of future events 
or a guarantee of future results. This information should not be relied upon by the reader as research or investment advice regarding the funds or any issuer or 
security in particular. 
The strategies discussed are strictly for illustrative and educational purposes and are not a recommendation, offer or solicitation to buy or sell any securities or to 
adopt any investment strategy. There is no guarantee that any strategies discussed will be effective. 
This material contains general information only and does not take into account an individual‘s financial circumstances. This information should not be relied upon 
as a primary basis for an investment decision. Rather, an assessment should be made as to whether the information is appropriate in individual circumstances and 
consideration should be given to talking to a financial advisor before making an investment decision.
For more information about MainStay Funds®, call 800-624-6782 for a prospectus or summary prospectus. Investors 
are asked to consider the investment objectives, risks, and charges and expenses of the investment carefully before 
investing. The prospectus or summary prospectus contains this and other information about the investment company. 
Please read the prospectus or summary prospectus carefully before investing.
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