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1 1 International Monetary Fund data retrieved from the St. Louis Fed shows Household debt /GDP near 80% vs 100% in 2008. 

2JP Morgan, High-yield bond and institutional loan maturity schedule, June 2022 
3JP Morgan Default Statistics 

 

Discipline Drives Performance ® 

Appendix Updated on October 13, 2022 

 
The probability that the US and European economies will enter a 
recession has been increasing, based on several capital market 
indicators, economists’ statements, and market prognosticators.  

Analyzing how the leveraged debt market will react in a recession 
based on history has several issues:  
• There have only been four US recessions since 1990, 

therefore the sample set is relatively small,  
• Each recession has been driven by unique characteristics, 

and drawing conclusion from past cycles can be risky, 
• The make-up and structure of the leveraged debt market has changed dramatically over time. 

If the economy enters into a recession (or already is in one), there are many possible outcomes for the 
leveraged debt markets. Some of the key considerations are: 
• What type of recession occurs,  
• The quality of today’s High Yield Bond market as opposed to the past,  
• How much the High Yield Bond market has already repriced year-to-date. 

Given all the bear cases that have been suggested in the press and investment reports, we thought it would 
be healthy “food for thought” to consider a scenario where specific circumstances around a recession 
could benefit High Yield Bonds. 

The Potential Recession Scenario 
• The US enters a recession in the next 12 months (while debt maturity walls are still low), 
• The current strength of the corporate and household balance sheets keeps the recession short and 

shallow1, 
• The lack of debt maturities from 2020-21 refinancing2 keeps defaults low. Currently, the default rate 

is 0.7%.3 
• Investors’ concerns recede over central bank hawkishness as the economy slows,  
• A pause by the Fed would likely create stability in the High Yield Bond market. 

The Relative Quality of the High Yield Bond Market Makes a Difference in the Recession 
• The High Yield market has more BBs and less CCCs than in the  last three recessions (Exhibit 1). 
• The maturity wall for bonds and loans for the next two years is approximately 6.2% of the amount 

outstanding, well below historical averages.2 
 

                                    Exhibit 1 
ICE BofA US High Yield Index - Par Weighted 
As a % of Index BB B CCC and Below 

12/31/2000 29.6 55.5 15.0 
9/30/2007 41.0 40.5 18.5 
12/31/2019 47.2 38.3 14.5 
5/31/2022 50.9 37.0 12.1 
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Has the High Yield Market Already Repriced for the Economic and Rate Concerns?5 

During the last three recessions, the High Yield Bond market initially posted negative quarterly returns (as it has 
year-to-date), but in each case, began to post meaningful gains prior to the recession ending (see Appendix)4 

 

• Year-to-date the average price has declined from 103.3 to 85.6. 
 

• The average YTW has increased from 4.4% to 8.9%. 
 

• The average STW has increased from 330 bps to 592 bps. 
 

• If one focused on the higher quality portion of the market and avoided CCCs, the average YTW has increased 
from 3.9% to 8.1% for the BB-B Index. 
 

• A 8.1% yield would compare favorably to the average annual return on the High Yield Bond market for the last 
decade of about 4.4% and the recent yield on the investment grade market of 4.7%5.  

 
• Given that the Investment Grade market has about 2X the duration that High Yield Bond market has on average, 

if rates start to decline meaningfully Investment Grade market would likely rally more than High Yield. However, 
in an environment in which rates continue to climb or stay stable the excess yield in High Yield Bond market 
would likely outperform. 

 
Closing Comment 
Despite the uncertain outlook, what we do know is maturity walls have been pushed off, defaults are near historic 
lows, and yields are elevated - making the High Yield asset class more attractive on a relative basis than it has in 
several years. 

APPENDIX:  
 
ICE BofA US High Yield Index 

Recession Q1 2001-Q4 2001 
Inclusive 

 Recession Q4 2007-Q3 2009 
Inclusive 

 Recession Q1 2020-Q3 2020 
Inclusive 

2001 Return  2007 Returns  2020 Returns 
Q1 5.783  Q4 -1.164  Q1 -13.123 
Q2 -2.269  2008   Q2 9.606 
Q3 -4.651  Q1 -3.036  Q3 4.706 
Q4 5.987  Q2 1.809    

   Q3 -9.476    
   Q4 -17.628    
   2009     
   Q1 5.016    
   Q2 23.191    
   Q3 14.817    
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DISCLAIMERS 
 
The Shenkman Group of Companies (the “Shenkman Group”) consists of Shenkman Capital Management, Inc., and its affiliates and subsidiaries, 
including, without limitation, Shenkman Capital Management Ltd, Romark Credit Advisors LP, and Romark CLO Advisors LLC. The Shenkman Group 
focuses on the leveraged finance market and is dedicated to providing in-depth, bottom-up, fundamental credit analysis. 
 
Shenkman Capital Management, Inc. (“Shenkman” or “Shenkman Capital”) is registered as an investment adviser with the U.S. Securities and 
Exchange Commission (the “SEC”). Romark Credit Advisors LP is also registered as an investment adviser with the SEC and Romark CLO Advisors 
LLC is registered as a relying adviser of Romark Credit Advisors LP (together, “Romark”).  Shenkman Capital Management Ltd is a wholly-owned 
subsidiary of Shenkman Capital Management, Inc. and is authorized and regulated by the U.K. Financial Conduct Authority. Such registrations do not 
imply any specific skill or training.   
 
The information and opinions expressed herein are provided for informational purposes only.  This information is not intended to be, and should not 
be considered as, impartial investment advice, an offering of investment advisory services or an offer to sell or a solicitation to buy any securities. 
Any offer to sell or any solicitation to buy securities of an investment fund managed by Shenkman or invest in any Shenkman strategy will be made 
only by means of the Prospectus or Offering Memorandum relating to that fund or pursuant to an investment management agreement for a separately 
managed account. All interests in securities of any fund shall not be offered or sold in any jurisdiction in which such an offer, solicitation or sale 
would be unlawful or would require registration of disclosure until the requirements of the laws, rules and regulations of such jurisdiction have 
been satisfied. In certain jurisdictions, including Switzerland, this is an advertising document. 
 
The information found herein are projections based on Shenkman’s judgment.  Shenkman makes no representations or guarantees regarding the 
accuracy of such projections.  There is no guarantee that any assumptions made herein are correct or accurate.  Shenkman has no obligation to 
update the information found herein at any time in the future.   
 
Third-party information contained in this presentation was obtained from sources that the Shenkman Group considers to be reliable; however, no 
representation is made as to, and no responsibility, warranty or liability is accepted for, the accuracy, adequacy completeness, timeliness or 
availability of such information, including ratings.  The Shenkman Group is not responsible for any errors or omissions (negligent or otherwise), 
regardless of the cause, or for the results obtained from the use of such content.  THE SHENKMAN GROUP DOES NOT GIVE ANY EXPRESS OR 
IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A PARTICULAR 
PURPOSE OR USE.  THE SHENKMAN GROUP SHALL NOT BE LIABLE FOR ANY DIRECT, INDIRECT, INCIDENTAL, EXEMPLARY, COMPENSATORY, 
PUNITIVE, SPECIAL OR CONSEQUENTIAL DAMAGES, COSTS, EXPENSES, LEGAL FEES, OR LOSSES (INCLUDING LOST INCOME OR PROFITS 
AND OPPORTUNITY COSTS OR LOSSES CAUSED BY NEGLIGENCE) IN CONNECTION WITH ANY USE OF SUCH THIRD-PARTY CONTENT. 
 
Any information in these materials from ICE Data Indices, LLC (“ICE BofA”) was used with permission. ICE BofA PERMITS USE OF THE ICE BofA 
INDICES AND RELATED DATA ON AN "AS IS" BASIS, MAKES NO WARRANTIES REGARDING SAME, DOES NOT GUARANTEE THE SUITABILITY, 
QUALITY, ACCURACY, TIMELINESS, AND/OR COMPLETENESS OF THE ICE BofA INDICES OR ANY DATA INCLUDED IN, RELATED TO, OR 
DERIVED THEREFROM, ASSUMES NO LIABILITY IN CONNECTION WITH THE USE OF THE FOREGOING, AND DOES NOT SPONSOR, ENDORSE, 
OR RECOMMEND THE SHENKMAN GROUP, OR ANY OF ITS PRODUCTS OR SERVICES. 
 
The ICE BofA U.S. High Yield Index (H0A0) has an inception date of August 31, 1986 and tracks the performance of U.S. dollar denominated below 
investment grade corporate debt publicly issued in the U.S. domestic market.  
 
ICE BofA US Corporate Index tracks the performance of US dollar denominated investment grade corporate debt publicly issued in the US domestic 
market. 
 
The data, information, and opinions contained herein are current and/or accurate as of the date stated or the date of this presentation, whichever is 
later; Shenkman Capital is under no obligation to update any data, information, or opinions contained herein. 
 
The inclusion of particular investment(s) in this presentation is not intended to represent, and should not be interpreted to imply, a past or current 
specific recommendation to purchase or sell an investment.  These materials do not undertake to explain the risks associated with any investment. 
No person or entity should make any investment unless satisfied that it (or its investment representative) has asked for and received all information 
that would enable it (or them) to evaluate the merits and risks thereof. 
 
This paper, including the information contained herein, may not be copied, republished or reposted in whole or in part, without the prior written 
consent of Shenkman Capital.  SHENKMAN®, SHENKMAN CAPITAL®, and other Shenkman trademarks and logos used herein are registered 
trademarks of Shenkman Capital Management, Inc.  All rights reserved. 
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