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High yield bonds outlook

1. Central Banks will be less aggressive with their rate hikes in 2023.  This should lead to reduced interest rate 

volatility and increased credit spread stability

2. Inflation continues to turn the corner on both sides of the Atlantic and we note that gas prices in Europe have 

resumed their decline and are now at pre-Ukraine invasion levels. Low gas prices through 2023 will be extremely 

supportive to the European Area (EA) economy and is a key determinant of inflation overall 

3. A soft landing of the developed market economies is achievable given the “cooling” labor market, resilient 

consumer, and hopefully data dependent central banks combined with still solid credit fundamentals and 

manageable maturity wall for high yield issuers

4. A yield-to-worst starting at just over 8% is an attractive entry point for investors

− In the past, a down year was typically followed by double digit returns the year after

− Historically, 12-month forward looking returns tend to be positive from this starting point due to the power of 

high carry

5. The overall mix of the global high yield market constituents is high quality in terms of credit rating, collateral, and 

sector exposure

6. In all, we think that it is possible for high yield investors to earn a solid total return in 2023 from a combination of 

carry and capital appreciation

2Past performance is not a reliable indicator of current or future performance. Views subject to change.



For institutional investors only / not for public viewing or distribution

-20%

-10%

0%

10%

20%

30%

40%

0% 1% 2% 3% 4% 5% 6% 7% 8% 9% 10% 11% 12%

1
2
 M

o
n

th
 F

o
rw

a
rd

 L
o

o
k
in

g
 R

e
tu

rn
s

Yield to Worst

0%

9% 10% 12%11%8%

Lower range

Upper range

Forward-looking returns have been strong when the starting 
yield is at 8% or higher
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Regression of 12-month forward-looking returns on yield

Statistically Expected 12-Mo Forward Return

YTW as of 31.12.2022

Past performance is not a reliable indicator of current or future performance. 
Forecasts based on internal / external analysis; not guaranteed; and actual results may differ materially.

Source: ICE BofA Global Markets High Yield Constrained Index (HW0C Index). Daily data range from 1.1.2010 to 31.12.2022. 
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The meteoric rise in M2 money supply since the onset 
of the pandemic resulted in elevated price pressures… 

M2 growth has since collapsed and inflation should start to fade too

Source: BofA Research, as of December 2022.
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Inflation has started moderating given a usual turnaround lag 
of 18 months after M2 money supply growth peaked in Feb 2021

CPI YoY % (2Q21–4Q23E)
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Half of the US Core PCE is supply driven, and this contribution 
is receding as supply chain disruptions have eased…

The demand-driven contribution 

to Core PCE should also decline as 

the Fed Funds rate is now almost 

double the size of it, with Fed 

tightening typically impacting only this 

side of PCE. 

Further, the Feds Fund rate is now 

forecast to track inflation or exceed it, 

with Chair Jay Powell indicating that 

real borrowing rates for people are 

now meaningfully positive.

Source: Decomposing Supply and Demand Driven Inflation, Federal Reserve Bank of San Francisco, 10.2022. Bloomberg WIRP, as of 5.1.2023. 6
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Real Borrowing Rates are meaningfully positive and restrictive as 
people do not borrow at the Fed Funds rates, but at much higher bank rates 

Key quotes from Chair Powell’s November 2022 Q&A:

► Nick Timiraos Nick Timiraos of the Wall Street Journal. Chair Powell, core PCE inflation on 

a 3 or 6-month annualized basis and on a 12-month basis has been running 

in the high 4's, close to 5 percent. Is there any reason to think you won't have 

to raise rates at least above that level to be confident that you are imparting 

enough restraint to bring inflation down?

► Chair Powell So, this is the question of [inaudible] does the policy rate need to get above 

the inflation rate? And I would say, there are a range of view on it. That's the 

classic Taylor principle view. But I would think you'd look more at a forward, 

a forward-looking measure of inflation to look at that. But, I think the answer 

is, we'll want to get the policy rate to a level where it is, where the real interest 

rate is positive. We will want to do that. I do not think of it as the single and 

only touchstone though. I think you put some weight on that, you also put 

some weight on rates across the curve. Very few people borrow at the short 

end, at the federal funds rate for example, so households and businesses, 

if they're very meaningfully positive interest rates all across the curve for 

them, credit spreads are larger so borrowing rates are significantly higher 

and I think financial conditions have tightened quite a bit. So, I would look 

at that as an important feature. I'd put some weight on it but I wouldn't say 

it's something that is the single dominant thing to look at.

“

”
“

”
7
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Gas prices are a key determinant of the way forward for EA inflation, and consequently 
the ECB policy response rate. The one year forward curve sees much lower prices

About 70% of inflation in the EA is 

supply or non-core i.e. Food and 

Energy.

With these components easing, 

especially Gas prices, the ECB 

policy response rate should be 

milder and the odds of a mild 

recession have increased.

Source: Bloomberg Netherlands Nat Gas 1 year forward index; Morgan Stanley HICP decomposition. 8
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Total returns have typically rebounded after negative years

Global High Yield Index annual performance, in USD
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Debt maturity wall has been pushed out – low refinancing 
needs in 2023

USD HY bond maturity wall1 EUR HY bond maturity wall2

Source: 1JPMorgan, as of 29.11.2022; 2Barclays, as of 1.12.2022.
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Strong energy markets should keep defaults low in the 
Energy sector

US Energy Sector was a major contributor in US HY defaults

Source: Moody’s, BofA Research, Vontobel, as of 31.3.2022.
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Credit quality of the HY universe has improved due to relative 
increase in the BB universe

HY benchmark rating composition
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Credit quality has improved further by a record portion
of secured single Bs

US High Yield (% secured)
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Important Information

This marketing document was produced by one or more companies of the Vontobel
Group (collectively "Vontobel") for institutional clients.

This document is for information purposes only and nothing contained in this document

should constitute a solicitation, or offer, or recommendation, to buy or sell any investment
instruments, to effect any transactions, or to conclude any legal act of any kind

whatsoever.

Information provided should not be construed as investment advice or any other kind of
advice on legal, tax, financial or other advice or a recommendation to purchase, hold or

sell any investment. No representation is given that the securities, products, or services

discussed herein is suitable for any particular investor. Neither asset allocation nor

diversification assure a profit or protect against loss in declining markets.

Information, opinions and estimates provided herein are subject to change and may have

already been acted on by Vontobel for their purposes. Such information is not intended to
predict actual results and no assurances are given with respect thereto. Some of the

information provided may contain projections or other forward-looking statements

regarding future events or future financial performance of countries, markets and/or

investments. These statements are only opinion and actual events or results may differ
materially. The reader must make their own assessment of the relevance, accuracy and

adequacy of such information and make such independent investigations as they consider

necessary or appropriate for the purpose of such an assessment. All information contained

in this document, particularly any share prices, calculation data and forecasts, are based
on the best information available at the date indicated in the document. Although we

believe that the information provided in this document is based on reliable sources, we

cannot assume responsibility for the quality, correctness, timeliness or completeness of the

information contained herein including that which has been obtained from or is based upon
trade and statistical services or other third party sources.

Although Vontobel believes that the information provided in this document is based on
reliable sources, it cannot assume responsibility for the quality, correctness, timeliness or

completeness of the information contained in this document. Except as permitted under

applicable copyright laws, none of this information may be reproduced, adapted,

uploaded to a third party, linked to, framed, performed in public, distributed or transmitted
in any form by any process without the specific written consent of Vontobel. To the

maximum extent permitted by law, Vontobel will not be liable in any way for any loss or

damage suffered by you through use or access to this information, or Vontobel’s failure

to provide this information. Our liability for negligence, breach of contract or
contravention of any law as a result of our failure to provide this information or any part of

it, or for any problems with this information, which cannot be lawfully excluded, is limited,

at our option and to the maximum extent permitted by law, to resupplying this information

or any part of it to you, or to paying for the resupply of this information or any part of
it to you. Neither this document nor any copy of it may be distributed in any jurisdiction

where its distribution may be restricted by law. Persons who receive this document

should make themselves aware of and adhere to any such restrictions.
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Appendix – Important Legal Information for Australian & New 
Zealand Investors

This document has been prepared by a company of the Vontobel Group (“Vontobel”). Vontobel is 

represented in Australia by Vontobel Asset Management Australia Pty Limited (ABN 80 167 015 698), 

which is the holder of Australian Financial Services Licence number 453140 (“Vontobel Australia”). 

Vontobel and Vontobel Australia are also an Overseas Financial Adviser in the meaning of the Financial 

Advisers Act 2008 of New Zealand (“FAA”) and neither Vontobel nor any of its affiliates or subsidiaries 

has a presence in New Zealand.

The provision of this document to any person does not constitute an offer of a financial product to that 

person or an invitation to that person to apply for a financial product.  Unless otherwise expressly stated 

to the contrary, this information is not a recommendation to invest in any investments, securities or 

financial products offered by Vontobel Australia or any other member of the Vontobel Group. Although 

Vontobel and Vontobel Australia believes that the information provided in this document is based on 

reliable sources, they cannot assume responsibility for the quality, correctness, timeliness or 

completeness of the information contained in this document. 

The information in this document has been prepared without taking into account any investor’s 

investment objectives, financial situation or particular needs. This information is not designed for the 

purpose of providing personal financial product or investment advice.  Before acting on the information 

you should consider its appropriateness having regard to your investment objectives, financial situation 

and needs. You can either make this assessment yourself or seek the assistance of any adviser. 

Vontobel and Vontobel Australia explicitly reserves the right to change, amend or delete parts of this 

document or the document as a whole without further notice.

All information contained in this document, particularly any share prices, calculation data and forecasts, 

are based on the best information available at the date indicated in the presentation. Vontobel and 

Vontobel Australia do not guarantee any particular rate or return, the performance of any investment, or 

the repayment of capital from any investment. Investment is subject to investment and other risks. 

Possible risks could include delays in repayment and loss of income or capital invested.

Past performance, simulations or forecasts are not reliable indicators of current or future performance. 

Commissions, fees and other forms of remuneration may affect the performance negatively.

Not all products and services referred to in this information are provided by the same Vontobel Group 

company.

This information is intended to be provided to persons:

• in Australia if that person is a wholesale client for the purposes of section 761G of the Corporations Act of 

Australia; and
• in New Zealand if that person is a wholesale client for the purposes of section 5C of the FAA.

This document is not intended to be distributed or passed on, directly or indirectly, to any other class of persons 

in Australia or New Zealand. This document has not been prepared specifically for Australian or New Zealand 

investors. It:

• may contain references to dollar amounts which are not Australian or New Zealand dollars;

• may contain financial information which is not prepared in accordance with Australian or New Zealand law or 

practices;

• may not address risks associated with investment in foreign currency denominated investments; and
• does not address Australian or New Zealand tax issues.

Except as permitted under applicable copyright laws, none of this information may be reproduced, adapted, 

uploaded to a third party, linked to, framed, performed in public, distributed or transmitted in any form by any 

process without the specific written consent of Vontobel or Vontobel Australia.

To the maximum extent permitted by law, Vontobel Australia or Vontobel will not be liable in any way for any 

loss or damage suffered by you through use or access to this information, or Vontobel Australia or Vontobel’s

failure to provide this information.  Our liability for negligence, breach of contract or contravention of any law as 
a result of our failure to provide this information or any part of it, or for any problems with this information, which 

cannot be lawfully excluded, is limited, at our option and to the maximum extent permitted by law, to resupplying 

this information or any part of it to you, or to paying for the resupply of this information or any part of it to you.

Neither this document nor any copy of it may be distributed in any jurisdiction where its distribution may be 
restricted by law. Persons who receive this report should make themselves aware of and adhere to any such 

restrictions. In particular this report must not be distributed or handed over to US persons and must not be 

distributed in the USA. Any use, in particular the total or partial reproduction of this document or disclosure to 

third parties is only permitted with the prior written consent of Vontobel.


