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Insurers can pick-up more than 4% of yield net of SCR charge by switching 
from single A into high yield bonds.

High yield is attractive from a return on capital perspective

To see how much of the extra return on high yield bonds is eroded due to the higher SCR charges we 
assume a base case portfolio of A-rated US corporate bonds and a 6% cost of capital. Our analysis 
suggests that there are significant gains to be had from moving into high yield even with the higher 
capital charges accounted for. 

Capital adjusted yield comparison, high yield and investment grade 

There is a significant after capital pick-up in yield available from switching to high yield.

Credit rating Duration (years) Yield to Worst 
(%)

Solvency II 
Spread + Interest 

Rate SCR  
Charge (%)

Solvency II SCR 
Related Yield 
Impact (bps)

Capital Adjusted 
Yield (%)

AAA 4 1.30% 7.6% -46 0.84%

AA 4 1.55% 8.4% -50 1.05%

A 4 1.82% 9.6% -58 1.24%

BBB 4 2.55% 14.0% -84 1.71%

BB 4 4.38% 22.0% -132 3.06%

B 4 7.63% 34.0% -204 5.59%

Source: Schroders, 27 April 2016. Indices used are: The BofA Merrill Lynch 1-5 Year AAA US Corporate Index, The BofA Merrill 
Lynch 1-5 Year AA US Corporate Index, The BofA Merrill Lynch 1-5 Year A US Corporate Index, The BofA Merrill Lynch 1-5 Year 
BBB US Corporate Index, The BofA Merrill Lynch 1-5 Year BB US Cash Pay High Yield Constrained Index, The BofA Merrill Lynch 
1-5 Year B US Cash Pay High Yield Constrained Index.

The table above illustrates the yield pick up net of SCR charge available when switching from single A 
investment grade bonds into high yield. Carefully chosen single-B securities could increase the after 
capital charge yield by more than 4% relative to an investment grade portfolio.

Why global high yield now? Today’s market may present a buying opportunity 

In late 2015, high yield strategists, as well as investors, began to increase their default expectations 
for 2016. The number of defaults will rise over the coming year, but the global default rate is likely 
to be in the range of 4–5% in 2016 and defaults will be clustered in just a few industries – primarily 
in metals & mining and energy as well as in retail and media. The market is already pricing in a high 
probability of default for a number of issuers in these sectors, as can been seen by looking at the 
distressed debt ratio which has risen after the 2015 selloff.

Below we show the spread between broad global high yield and high yield excluding the problematic 
energy and mining sectors to the European investment grade sector. Spreads have widened sharply 
from June 2015 before stabilising and beginning to contract very recently. 
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Yield to worst 

Yields in energy and mining are increasing and bringing the broader high yield market with them.

Global High Yield Index
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Yield to worst (%)

Global High Yield ex Energy, Metals & Mining* European IG Corporates (1-5yr)**

Source: Barclays Live, Bloomberg; at 31 March 2016. 
Data represent the Barclays Global High-yield xCMBS xEMG 2% Issuer Capped Index. 
*Data represent the Barclays Global High-yield xCMBS xEMG 2% Issuer Capped Index ex Energy and ex Metals and Mining. 
**Data represents the Bloomberg 1-5 Year Single-A Euro Corporate Index. 
Yield is “Yield to worst”, All indices have USD as their base currency.

In their February 2016 Default Report, Moody’s said that they expect ‘… deteriorating credit quality 
in sectors such as oil & gas and metals & mining due to stagnating commodity prices. These two 
sectors’ default rates are expected to remain at significantly high levels – 14.0% for metals & mining 
and 9.1% for oil & gas for Moody’s-rated issuers in the US. 

A significant portion of the recent spread widening in the high yield bond market also represents a 
wider risk premium which partially reflects greater uncertainty about the macro backdrop and partially 
reflects investor beliefs that a higher illiquidity risk premium is needed in order to be enticed to invest 
in the asset class. For long-term oriented value investors, that can provide a good opportunity to gain 
additional yield if liquidity is not necessary on a very short-term basis. This has also created a better 
“margin of safety” for investors and provides the potential for future spread tightening.

We believe that the global high yield market is now relatively cheap after the spread widening during 
late 2015. In our opinion, high yield valuations are attractive in several ways:

 – Relative to the high yield market’s own valuations during historically analogous periods 

 – Relative to other asset classes such as investment grade credit, government bonds and cash

 – Relative to predicted valuations from fundamentally-based forecasting models

 –  Relative to our sense of the severity of potential further downside risk and relative to the probability 
of positive catalysts emerging which could improve valuations over the next year.  

High yield returns have low correlation to US Treasuries 

The yield of the global high yield index is approaching 9% in early 2016 and the yield of the US High 
Yield Index is nearly 9.5%, a yield which is sufficient to cushion some of the price erosion that might 
occur if Treasury yields begin to rise and/or high yield spreads widen further. High yield bonds may 
perform better than other fixed income alternatives in a rising yield environment for three reasons: (1) 
the average duration in the high yield sector is shorter than that of many other fixed income sectors 
such as investment grade corporate bonds; (2) greater coupon income which mitigates price erosion; 
and (3) lower correlation to movements in government bond yields due to the greater component of 
credit risk in the investment. The fairly low correlation of high yield to the 10-year Treasury benchmark 
(see chart below) should prove to be a buffer supporting high yield returns even if government bond 
yields rise or the Fed raises the Fed funds rate further.
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High yield bonds have low correlation with Treasuries 

If an investor is worried about rising government bond yields, high yield is a good place to be.

Correlation of HY vs 10-year US Treasury

Note: Correlations are calculated based on weekly total returns referencing the Merrill Lynch US High Yield Master II Index (H0A0).  
Source: Bank of America Merrill Lynch Global Research; data through 31 December 2015.

In the graph above, it can be seen that the correlation of rolling 12-month total returns between 
high yield bonds and the 10-year US Treasury varies significantly over time depending on market 
conditions. The correlation has ranged from approximately +80% to -40% over the past 25 years. 
In general, there is a much higher positive correlation between high yield bonds and US Treasuries 
whenever high yield spreads are tight. The gray shaded region in the graph above denotes when the 
spread versus US Treasuries of the US High Yield Index was less than 500 basis points; such periods 
of relatively tight spreads typically correspond to periods of relatively high correlation between high 
yield and Treasury returns. Given that the current spreads of both the Global High Yield and US  
High Yield indices are more than +700 basis points over Treasuries in early 2016, however, the current 
market environment should correspond to very low positive, or even negative, correlation between 
high yield bond and government bond returns. 

Investors should be aware of the fact that correlations between asset classes increase dramatically 
during a market crisis, but such high correlation persists for only a relatively short time-frame; over 
longer-term investment horizons, high yield bonds typically have low correlations to US Treasuries. 

High yield can produce positive returns even when US Treasury yields rise 

During previous periods of rising Treasury yields, high yield bonds have provided better returns than 
US Treasuries or investment grade corporate bonds, as can be seen in the panel of four graphs 
shown below. This chart doesn’t specifically look at how high yield bonds and other investments 
performed when the Fed was raising rates. Instead, it examines the period when the 5-year Treasury 
(chosen due to its similarity to the US HY market duration) rose by a significant amount. Sometimes, 
this preceded the first rate hike as in the 2004-2006 period and in other cases it coincided with Fed 
rate hikes such as in 1994.
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HY spread < 500bp Correlation (HY vs 10yr Treasury)
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Interest rate sensitivity is modest for lower-rated credit

Performance of US high yield over four historical periods of materially rising Treasury yields

Periods reflect 6-month horizons when 5-year Treasury yields rose approximately 100 basis points.

Note: data reflect yield changes and total returns for the 6-month periods stated in each panel; all data reflect the respective 
Barclays index for US Treasuries, US Investment Grade Credit, BBBs, US High Yield, and the three major ratings sub-indices within 
the US High Yield Index. Sources: Barclays, Bloomberg.

For example, in 1999, from the end of January through the end of July 1999, 5-year Treasury yields 
rose 123 basis points, which produced losses of -3.15% and -3.76% for the US Treasury index and 
the US investment grade credit index, respectively; meanwhile, the US high yield index was able 
to post a positive return of +1.11%. During that period, high yield returns were boosted by strong 
performance among CCCs, but the strength was broad-based across all three major ratings tiers of 
the high yield index in the 1996 and 2003 rising yield environments. In the 1994 rising yield episode, 
CCCs posted losses while the high yield market overall posted a positive total return due to the 
strength of BBs and Bs. 

This analysis focuses on 6-month periods because that more appropriately matches the investment 
horizon of long-term investors than do very short time periods. Abrupt increases in Treasury prices 
over short periods of time can be destabilizing for high yield bonds which can lead to short-term 
losses. These can be greater than that of lower-yielding, lower-beta asset classes. This was the case 
during May-June 2013 when high yield bond spreads widened at the same time as Treasury yields 
were rising during the so-called “taper tantrum.” At that time, investors feared the Fed might soon end 
its policy of quantitative easing, leading to losses for high yield bonds over a short one- to two-month 
period. Yet, that proved to be a buying opportunity, as high yield bonds outperformed Treasuries and 
investment grade credit over the subsequent six-month horizon. 

High yield can produce positive returns while the Fed is hiking short-term rates

Historical experience shows that high yield can perform well when the Fed funds rate is rising. Given 
that the US Federal Reserve raised the Fed funds rate in December 2015 for the first time in nine 
years, an analysis of how various asset classes perform in the year following the first rate hike by the 
Fed is relevant to determining potential downside risk as well as possible positive outcomes in the 
2016 market environment. 

Schroders IAM Insurance Strategy – Global High Yield 

1994
6-month horizon: 31 March – 30 September 1994
Change in yield of 5-year US Treasury: +101 bps (6.27% to 7.28%)

1996
6-month horizon: 29 February – 30 August 1994
Change in yield of 5-year US Treasury: +95 bps (5.79% to 6.74%)

1999
6-month horizon: 29 January – 30 July 1999
Change in yield of 5-year US Treasury: +123 bps (4.59% to 5.82%)

2003
6-month horizon: 30 June – 31 December 2003
Change in yield of 5-year US Treasury: +81 bps (2.41% to 3.22%)
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Analysis of recent Fed funds rate hiking cycles by the US Federal Reserve

Total returns by asset class over a 12-month horizon

Periods reflect 12-month horizons after the Fed first began hiking the Federal funds rate: 
1994–95, 1999–2000, and 2004–2006.

Fed funds rate  
hike cycles

Total return (in %) over the next 12 months from date of the first rate hike

1994 – 1995  
rate hike cycle

1999 – 2000 
rate hike cycle

2004 – 2006 
rate hike cycle

Date of first rate hike 4 February 1994 30 June 1999 30 June 2004

Fed funds rate at 1st hike 3.00% – 3.25% 4.75% – 5.00% 1.00% – 1.25%

Total number of rate hikes 
in cycle 7 rate hikes over 15 months 6 rate hikes over 18 months 17 rate hikes over 25 months

Change in Fed funds rate 
over the entire cycle +300 bps +175 bps +425 bps

US Treasury Index +1.97 +5.31 +7.06

US Credit Index (Investment 
Grade) -1.82 +3.00 +8.15

US High Yield Index +1.82 -1.02 +10.86

S&P500 Index +4.77 +7.24 +6.32

Russell 2000 Index +4.16 +14.47 +9.40

Sources: Barclays, Bloomberg.

All three of these prior Fed rate hike cycles shared several market conditions in common, such as 
solid economic growth and an improving equity market after having recovered from a major recession 
or market crisis just a couple of years before the Fed began to hike rates. However, there were also 
various differences in the macro backdrop which impacted how strongly risk assets performed in the 
midst of rising short-term rates. 

Importantly for potential total returns across financial assets in the current rate hiking cycle, the Fed is 
likely to be careful to raise rates only gradually and to assess the impact on financial markets before 
reducing policy accommodation any further. In the statement accompanying the conclusion of the 
December 15–16th FOMC meeting when the Fed funds rate was raised by 25 basis points, the Fed 
stated that any further changes in short-term rates would be data dependent: “In determining the 
timing and size of future adjustments to the target range for the federal funds rate, the Committee will 
assess realized and expected economic conditions relative to its objectives of maximum employment 
and two percent inflation. This assessment will take into account a wide range of information, 
including measures of labor market conditions, indicators of inflation pressures and inflation 
expectations, and readings on financial and international developments.” …“The Committee expects 
that economic conditions will evolve in a manner that will warrant only gradual increases in the federal 
funds rate; the federal funds rate is likely to remain, for some time, below levels that are expected 
to prevail in the longer run. However, the actual path of the federal funds rate will depend on the 
economic outlook as informed by incoming data.”



6 Schroders IAM Insurance Strategy – Global high yield 

High yield can provide equity-like returns with less volatility 

The returns of high yield bonds are more highly correlated to equities than they are to US Treasuries. 
High yield companies, like equities, are more likely to perform well when the underlying credit 
fundamentals of their business are improving and economic growth is positive but inflation is not 
accelerating. This is also true for investment grade companies but high yield companies tend to 
be more leveraged, with less certain cash flows and this makes them more vulnerable to a weak 
business environment.

What is perhaps even more interesting is that high yield bonds are much less volatile despite having 
similar returns to equities over most long-term time periods (see chart below). This is because 
bondholders are higher in the capital structures than shareholders and have better recovery rates in the 
event of bankruptcy. In addition, high yield bonds provide higher coupon income than the divided yield 
paid by the typical stock, which helps to reduce volatility and cushion returns during market downdrafts.

High yield bond returns are similar to equity returns but with much less volatility

Over most long-term investment horizons, the HY risk-return profile has been superior to that of stocks.

Note: “USHY” denotes the Barclays US High Yield Corporate Index, and “SPX” denotes the S&P500 Index of stocks. 
Sources: Barclays, Bloomberg for the S&P500 Index data, and Schroders; all data reflect periods ending 31 December 2015.

Over the past 10 years, for example, the US High Yield Index has provided 95% of the return of 
the S&P500, but with only 70% of the volatility of monthly returns. Over other long-term periods, 
the ratio of total return generation to volatility incurred is even better for high yield bonds relative to 
equity indices such as the S&P500. Over the past 25 years, the US high yield index has produced 
an average annual total return of 9.00% compared to the 9.82% average annual total return of 
the S&P500, but with 8.72% annualized standard deviation of monthly returns versus the 14.44% 
annualized volatility of the S&P500. In other words, an investment in US high yield bonds has 
provided 92% of the return with 40% lower volatility than the S&P 500 over the 25-year period ending 
December 2015. 

We find that investors often worry considerably about a 5-10% allocation to high yield, yet have 
exposure to equities in the range of 50-70%. The findings of this analysis illustrate that investors can 
almost always benefit from an allocation to high yield bonds rather than maintaining high exposure to 
equities with no high yield component in their portfolio.

High yield provides a good diversification benefit to portfolios

While the volatility of high yield bond returns is relatively high compared to investment grade bonds and 
Treasuries, the moderate to low correlation that it has exhibited with other asset classes allows investors 
to reduce overall portfolio volatility by investing a portion of their assets in the high yield asset class. The 
chart below shows the correlation of the high yield index to other key markets and indices over a thirty-
year period ending in December 2015. We have referenced the US High Yield Index in this correlation 
analysis because it has the longest period of historical data and the US market does serve as a good 
proxy for global high yield index in such an analysis because of the very high correlation between the 
USHY and GHY indices. Single-B and triple-C rated high yield bonds have particularly low correlations 
with government bond, as can be seen in the box at lower right in the table below. 
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Correlation of high yield bond returns with other asset class – a 30-year history

High Yield has relatively modest correlation with other sectors over the long-term.

Correlations of monthly total 
returns over past 30 years

US High 
Yield IG Credit S&P 500 Emerging 

Markets
Government 

Bonds BB B

IG Credit 0.53

S&P 500 0.58 0.29

Emerging markets 0.60 0.48 0.55

Government bonds 0.08 0.79 0.02 0.13

BB 0.94 0.63 0.56 0.60 0.21

B 0.98 0.50 0.57 0.58 0.06 0.90

CCC 0.90 0.34 0.53 0.50 -0.07 0.78 0.87

Note: Correlations are calculated using monthly returns since 1984 for all asset classes except Emerging Markets Debt, for which 
data is only available since 1994. Except for S&P500 data, all figures reflect the respective Barclays bond indices. “IG Credit” 
denotes investment grade corporates – the Barclays US Credit Bond Index. 
Source: Barclays US High Yield Corporate Update, 4 January 2016; data through 31 December 2015.  
Sectors are mentioned for illustrative purposes only and should not be viewed as a recommendation to buy/sell.   
Past performance is no guarantee of future results. The value of an investment can go down as well as up and is not guaranteed.

Within the high yield universe, global high yield provides the best risk-return profile 

Investors can benefit by owning global high yield bonds instead of limiting themselves to one regional 
market. The high yield debt market has grown substantially over the past thirty years, and the global 
high yield market now exceeds $2 trillion with roughly 75% of that denominated in USD. While the 
longest history and greatest diversity of high yield securities is in the United States, the high yield 
market in Europe, Asia, and South America has grown considerably over the last fifteen years and 
offers both attractive potential returns and diversification.

The global high yield market, compared to any one regional market, has a larger opportunity set 
of bond issues from which to select. As of year-end 2015, the European universe (referencing the 
Barclays   Pan-European High Yield Index) was comprised of 684 bonds, compared to 2,891 bonds 
in the global universe. The US high yield market is much larger, more diverse and more developed 
relative to the European and emerging markets regions – whether it is measured on the basis of the 
number of issuers, number of bonds outstanding or the market value of high yield debt outstanding. 
Furthermore, there is a much greater breadth of industries represented by high yield issuers in the US 
than there is in the European or emerging markets regions. By market value, the proportion of high 
yield bonds issued by European and UK companies represents only 31.9% of the global universe, 
compared to 66.2% from North America and 1.6% from Asia. The proportion of euro and sterling-
denominated issuers is even smaller – 23.2% of the global universe compared to 76.4% for US dollar-
denominated issuers, and there is no significant high yield bond issuance denominated in currencies 
other than USD, EUR, or GBP. A comparison of the different high yield markets can be seen in the 
table below. 

Global high yield offers a broad opportunity set

Pan-European high yield and emerging markets can be good diversifiers to US high yield.

Market Yield Spread  
(in bps) Price Duration 

(in years)
Average 

rating
Number  
of bonds

Market Value  
(In USD Billions)

GHY 7.86% +613 $91.46 4.22 Ba3/B1 2,891 $1,569

US HY 8.74% +660 $89.10 4.34 Ba3/B1 2,208 $1,199

PE HY 5.01% +458 $100.10 3.81 Ba2/Ba3 684 $370

EM HY 9.07% +725 $87.28 4.47 Ba3/B1 510 $521

Note: “Yield” reflects the yield-to-worst, and “Spread” reflects the option-adjusted spread (OAS) versus US Treasuries. “GHY” 
denotes the Barclays Global High Yield xCMBS xEMG 2% Issuer Capped Index (USD hedged), “US HY” denotes the Barclays US 
Corporate High Yield Index, “PE HY” denotes the Barclays Pan-European High Yield Index (USD hedged), and “EM HY” denotes 
the Barclays Emerging Markets USD Aggregate High Yield Index. 
Source: Barclays; 31 December 2015.

While the US HY is larger and more diverse than the other regional markets, exposure to these 
other universes can boost returns and dampen volatility as they have different characteristics. The 
European high yield market has the advantage of being slightly shorter duration, slightly higher rated 
on average, with a lower percentage exposure to CCCs and greater proportion of BBs than the US 
high yield market does, but it is also typically lower yielding and has tighter average credit spreads. 
Emerging markets provides greater yields and wider spreads, but the liquidity is not as good as in the 
US market.
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Within the HY universe, global high yield provides the best risk-return profile 

An analysis of historical returns in the asset class provides further support as to why an investor should 
prefer to invest using a global high yield universe rather than focusing on any one regional market.

The chart below shows the total return for each of the three major regional high yield markets and well 
as for the global index for each calendar year over the past 11 years, ranked from the best performing 
market to the worst in each year. The smaller high yield markets of the Pan-European region and 
Emerging Markets both tend to be more volatile and therefore produce either the best or the worst total 
return for each calendar year while the US high yield and global high yield indices tend to hover in the 
middle, proving that the larger universes provide a smoother ride for investors. 

In the table below, three calendar years have been highlighted by a red box outline; during these 
years (the dispersion of returns across regions was particularly large and the US high yield market 
performed the worst. Such periods are when a global high yield portfolio could add particular 
value above the return experience of a US high yield portfolio. Given the frequent top performance 
by each of the other two regional high yield markets, an investor might be tempted to focus their 
investments only on either the European region or emerging markets, but such an approach would 
incur substantially more volatility than a global high yield portfolio and may also be inhibited by worse 
liquidity in such smaller regional 

The global opportunity set is better than US high yield alone

Over the past decade, the US high yield market has never been the top performer.

2005 2006 2007 2008 2009 2010 2011 2012 2013 2014 2015

EM HY 
12.13%

PE HY 
13.58%

EM HY 
4.83%

EM HY 
-20.69%

PE HY 
84.56%

PE HY 
16.50%

EM HY 
5.07%

PE HY 
28.79%

PE HY 
10.49%

PE HY 
5.84%

EM HY 
6.92%

PE HY 
6.99%

EM HY 
12.69%

GHY 
1.91%

US HY 
-26.16%

GHY 
62.33%

EM HY 
15.30%

US HY 
4.98%

EM HY 
23.78%

GHY 
8.15%

GHY 
3.25%

PE HY 
2.04%

GHY
3.42%

US HY 
11.85%

US HY
1.87%

GHY
-26.54%

US HY
58.21%

GHY
15.14%

GHY
3.49%

GHY
18.23%

US HY
7.44%

US HY
2.45%

GHY
-2.99%

US HY
2.74%

GHY
10.79%

PE HY
-0.79%

PE HY
-31.24%

EM HY
43.67%

US HY
15.12%

PE HY
-2.50%

US HY 
15.81%

EM HY
-1.33%

EM HY
-1.40%

US HY
-4.77%

Dispersion*

9.39%
Dispersion*

1.70%
Dispersion*

5.54%
Dispersion*

10.55%
Dispersion*

40.88%
Dispersion*

1.37%
Dispersion*

7.58%
Dispersion*

12.98%
Dispersion*

11.82%
Dispersion*

7.25%
Dispersion*

11.69%

US HY 
Rank 4

US HY 
Rank 3

US HY 
Rank 3

US HY 
Rank 2

US HY 
Rank 3

US HY 
Rank 4

US HY 
Rank 2

US HY 
Rank 4

US HY 
Rank 3

US HY 
Rank 3

US HY 
Rank 4

*Dispersion reflects the difference in return between the best region and worst region in each year; “GHY” denotes the Barclays 
GHY xCMBS xEMG 2% Issuer Capped Index (USD Hedged), “US HY” denotes the Barclays US Corporate High Yield Index, “PE 
HY” denotes the Barclays Pan-European High Yield Index (USD hedged) and “EM HY” denotes the Barclays EM USD Aggregate 
High Yield Index. 
Source: Barclays; data through 31 December 2015.

For those investors willing to expand the list of permitted investments to include high yield bonds 
globally rather than be restricted to investing in just one region or currency, the best opportunity set 
with the best long-term risk-adjusted returns can be experienced in the global high yield market.  
This can especially be the case when such a portfolio is actively managed and the investment 
manager is skilled at conducting in-depth market, political and issuer-level credit research across all 
regions and can effectively asset allocate across regions based on changing relative fundamentals, 
technicals and valuations. 
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Active management is superior to passive for long-term high yield investors

Exchange-traded funds (ETFs) and index funds can sometimes be a low cost and efficient way for 
investors to gain exposure to some market segments, especially efficient markets such as some large 
cap equity markets or government bond markets. However, it is our view that an index or passive ETF 
approach does not work well at all in the high yield market. Despite higher management fees and often 
higher total expense ratios, actively managed high yield funds have often outperformed the high yield 
ETFs. There are several reasons for this phenomenon: (1) high yield ETFs (and index funds) typically 
own the largest issuers within the reference index and that often includes highly levered companies and 
bonds where the technical situation may be poor (crowded positions because they are large issuers and 
when fundamental trends turn negative, sellers can far outstrip buyers), whereas an active portfolio can 
be managed to avoid highly levered credits and bonds with negative fundamental or technical trends; 
(2) high yield ETFs often attract “fast money” of traders, hedgers, and tactical investors which can 
cause major inflows during a rallying market and then large outflows during market sell-offs, which can 
contribute to ETF returns lagging the performance of high yield portfolios with more stable assets; and 
(3) ETF prices can diverge from the underlying net asset value (NAV) based on heavy buying or selling 
activity and this can drive the ETF price from a premium to a discount. 

ETFs are not as effective in the high yield market as active management can be

Actively managed high yield mutual funds have often outperformed HY ETFs in both up & down markets.

Schroder ISF Global High Yield USD C Class Accumulation Shares vs ETFs

Note: Fund performance represents Schroder ISF Global High Yield USD C class accumulation shares (ticker SCHHYDC LX); 
performance shown is net of all management fees and expenses; as of 31 December 2015, the total expense ratios for the Fund 
and the two high yield ETFs, HYG and JNK, were 0.81%, 0.50% and 0.40%, respectively. Total returns include the reinvestment of 
income into the respective fund or ETF during the stated period. 
Sources: Schroders, Bloomberg; data through 31 December 2015. 
Past performance is no guarantee of future results. The value of an investment may go down as well as up and is not guaranteed. 

As can be seen in the graph above, the Schroder ISF Global High Yield USD C Class Accumulation 
Shares (the “Schroder Fund”) outperformed both high yield ETFs in each of the past four calendar 
years. Over that entire 4-year period, the Schroder Fund posted a cumulative total return of +25.56%, 
outpacing the ETF returns of +14.28% for HYG and +12.84% for JNK. On an annualized basis 
net of all fees and expenses, that equates to outperformance by the Schroder Fund of +246 basis 
points and +279 basis points vs HYG and JNK, respectively (given the average annual total returns 
of +5.85%, +3.39%, and +3.86%, respectively), despite the C class of shares of the Schroder Fund 
having a higher total expense ratio than the ETFs.
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Conclusion:

The case for high yield is based on both long-term attractive features as well as on the 
current market opportunity

As this brief paper has highlighted, there are several tenets which we believe can serve  
investors well. 

If deciding whether or not to add high yield bonds to an asset allocation, it is important to note 
the following:

–  The potential for over 4% yield pick-up net of SCR charge available by switching from single 
A into carefully chosen high yield bonds 

–  If government bond yields are rising, high yield can provide positive returns and outperform 
most other fixed income asset classes

– Interest rate sensitivity is modest for lower-rated credit

– High yield bonds can provide equity-like returns with less volatility

–  High yield provides a good diversification benefit versus other asset classes in a portfolio context

–  There are frequent tactical market opportunities that provide good entry points to gain 
exposure to the high yield bond market – such as the current environment in early 2016 – 
and, as difficult as it may be to do, investors should seek to buy or add exposure during or 
after market selloffs rather than after a prolonged period of tranquility.

If deciding between a global or regional approach to high yield, investors should consider  
the following:

–  Within the high yield universe, global high yield provides the best risk-return profile; while 
Pan-European high yield and emerging markets high yield can be good diversifiers to  
US high yield, the global opportunity set is better than constraining oneself to any one 
region alone

–  Active management is superior to a passive approach (ETFs or index funds) in high yield 
bonds for long-term investors.

While many uncertainties remain, the risk premium embedded in high yield valuations is high and 
there are several signposts that we will be monitoring in the market to potentially become more 
constructive as the year progresses. Fundamental research and active risk management in the 
face of changing market conditions will continue to be key to outperforming.
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Important information: For professional investors and advisors only. Not suitable for retail clients. The views and opinions contained herein are those of the Insurance 
Asset Management team and may not necessarily represent views expressed or reflected in other Schroders communications, strategies or funds. This document does not 
constitute an offer to anyone, or a solicitation by anyone, to subscribe for shares of Schroder International Selection Fund (the “Company”). Nothing in this document should 
be construed as advice and is therefore not a recommendation to buy or sell shares. Subscriptions for shares of the Company can only be made on the basis of its latest Key 
Investor Information Document and prospectus, together with the latest audited annual report (and subsequent unaudited semi-annual report, if published), copies of which can 
be obtained, free of charge, from Schroder Investment Management (Luxembourg) S.A. An investment in the Company entails risks, which are fully described in the prospectus. 
Past performance is not a reliable indicator of future results, prices of shares and the income from them may fall as well as rise and investors may not get the amount originally 
invested. The capital is not guaranteed. The capital may be subject to circumstances and periods where returns could be negative. Therefore the capital is not guaranteed and 
may decrease. Non-investment grade securities will generally pay higher yields than more highly rated securities but will be subject to greater market, credit and default risk. A 
security issuer may not be able to meet its obligations to make timely payments of interest and principal. This will affect the credit rating of those securities. Investments in money 
market instruments and deposits with financial institutions may be subject to price fluctuation or default by the issuer. Some of the amounts deposited may not be returned to the 
fund. Currency derivative instruments are subject to the default risk of the counterparty. The unrealised gain and some of the desired market exposure may be lost. Investment 
in bonds and other debt instruments including related derivatives is subject to interest rate risk. The value of the fund may go down if interest rate rise and vice versa. The fund 
may hold indirect short exposure in anticipation of a decline of prices of these exposures or increase of interest rate. The fund may be leveraged, which may increase its volatility. 
The fund enters into financial derivative transactions. If the counterparty were to default, the unrealised profit on the transaction and the market exposure may be lost. Information 
herein is believed to be reliable but Schroder Investment Management Limited (Schroders) does not warrant its completeness or accuracy. No responsibility can be accepted for 
errors of fact or opinion. This does not exclude or restrict any duty or liability that Schroders has to its customers under the Financial Services and Markets Act 2000 (as amended 
from time to time) or any other regulatory system. Third party data is owned or licensed by the data provider and may not be reproduced or extracted and used for any other 
purpose without the data provider's consent. Third party data is provided without any warranties of any kind. The data provider and issuer of the document shall have no liability 
in connection with the third party data. The Prospectus and/or www.schroders.com contains additional disclaimers which apply to the third party data. Issued in May 2016 by 
Schroder Investment Management Limited, 31 Gresham Street, London EC2V 7QA. Registration No. 1893220 England. Authorised and regulated by the Financial Conduct 
Authority. For your security, communications may be recorded or monitored. w48751 INS04791
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