Has Yield
Disappeared,
or Is It Just
Harder to Find?
Finding value beyond
investment-grade credit

While rising inflation is leading to higher prices
for everything from snacks to used trucks
over the short term, mark-ups are unlikely
to prove transitory in at least one area: the
credit markets. Yield spreads—the difference
between the rates of return on two different
investments—in most asset classes have
collapsed from their 2020 highs, with even
the riskiest category of U.S. high yield bonds
offering narrow spreads (which means higher

Navigating Below-Investment-Grade Credit
A bond issuer’s classification is based on its credit
rating, which is defined broadly as either “investment
grade” and “below investment grade.” Rating symbols
reflect the opinion of the rating agency about an
issuer’s ability to meet its financial obligations in full and
on time. An issuer is considered below investment grade
if one of the major rating agencies has assigned a belowinvestment-grade (BBB- or Baa3) rating symbol to it.2
Credit rating scales are an efficient way to understand
an issuer’s creditworthiness

pricing and increased competition) last seen in
2014 when Ebola, not COVID-19, was generating
1

headlines. But this doesn’t mean value has

Investment
Grade

disappeared—it’s just harder to find. Belowinvestment-grade credit is one place investors
may look to find value.
ICE BofA CCC & Lower U.S. High Yield Index Option-Adjusted Spread;
as of May 31, 2021.
2
BBB- is the bond rating assigned by S&P, Fitch. Baa3 is the bond rating
assigned by Moody’s.
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Standard & Poor’s ratings from A to CCC may be modified by a plus or minus
sign to show relative standing within the rating categories. Moody’s uses numerical
modifiers “1,” “2” and “3” in each category; “3” indicates the lower end of that
rating category. Source: Standard & Poor’s, Moody’s.
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Below-investment-grade securities are generally associated
with high yield bonds, which are securities whose issuers
have high debt-to-equity ratios or whose ratings have
been downgraded to below investment grade—also
known as “fallen angels.”
However, below-investment-grade credit instruments
include more than just high yield bonds. They can
also come in the form of senior secured floating-rate
loans, structured credit such as commercial mortgage-

backed securities (CMBS) and collateralized loan
obligations (CLOs), emerging markets debt,
and convertible securities.
What these instruments have in common is that
they’re typically riskier, more complex and less
liquid than investment-grade assets. However, they
also have the potential to generate a more attractive
return and better current income than traditional
investment-grade assets.

Looking Beyond Investment-Grade Credit
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A convertible bond is “busted” when the underlying equity price falls materially below the conversion price.
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The Potential for Higher Yields
As the prolonged low interest rate environment has
persisted, it has also applied pressure to traditional fixed
income yields. As shown, since 2010 annualized income
yields for high yield bonds and leveraged loans have
out-earned investment-grade corporate bonds and
equities by a considerable amount.

Investors now must look beyond traditional fixed
income assets for yield, and data demonstrate that
below-investment-grade credit has provided a solution
for investors who are willing to move up on the
risk/reward spectrum.

Sources of Yield Have Evolved
10-Year Annualized Income Yield Comparison
Below Investment Grade

Investment Grade
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Corporate Bonds

S&P 500

Past performance is not a guarantee of future results. Represents 10-year annualized income yields/interest returns for each asset class. U.S. High Yield
Bonds represented by ICE BofA U.S. High Yield Master II Constrained Index. U.S. Senior Loans represented by Credit Suisse Leveraged Loan Index. Corporate
Bonds represented by Bloomberg Barclays U.S. Aggregate Bond Index. Indices are not actively managed. An investor cannot invest in an index.
As of December 31, 2021.
Source: Cliffwater, S&P LCD, ICE BofAML, Credit Suisse, Bloomberg
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The Potential for Lower Interest Rate Sensitivity
• Shorter duration:4 As shown, below-investment-grade
credit generally has shorter duration than investmentgrade debt. And the lower a bond’s duration, the less
sensitive it is to interest rate changes.

Increasing inflationary pressures and a rebounding U.S.
economy have many investors concerned that a rising
interest rate environment could be on the near-term
horizon. This could have a negative impact on fixed
income assets—particularly those sensitive to interest
rate changes.

• Higher coupons: Below-investment-grade debt offers the
potential for higher coupons than investment-grade debt.
The higher coupon allows the asset to better absorb any
decline in dollar price caused by rising interest rates.

Below-investment-grade debt has historically offered
lower interest rate sensitivity relative to other debt
instruments and this is driven by several key factors:

• Wider spreads: Below-investment-grade credit offers
wider yield spreads than core fixed income.

• Floating rate exposure: Exposure to floating-rate
instruments—such as senior loans and structured
credit—lowers interest rate sensitivity.

Below-Investment-Grade Credit Can Potentially Offer Lower Duration and Higher Yield
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Interest Rate Sensitivity (measured by duration in years)
Past performance is not a guarantee of future results. There can be no assurance that historical trends will continue during the life of any fund.
Yield-to-Worst is a measure of the lowest possible yield that can be received on a bond that fully operates within the terms of its contract without defaulting.
It is a type of yield that is referenced when a bond has provisions that would allow the issuer to close it out before it matures. U.S. Investment Grade
represented by ICE BofA U.S. Corporate Index, U.S. Treasuries represented by ICE BofA U.S. Treasury Index, High Yield Bonds represented by FTSE U.S.
High-Yield Market Capped Index, Senior Loans represented by Credit Suisse Leveraged Loan Index.
As of April 30, 2022.
Source: ICE BofA, Bloomberg, Credit Suisse.

4

Duration is a measure of the sensitivity of the price of a bond or other debt instrument to a change in interest rates.
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The Ability to Tactically Adjust Exposures
As the below-investment-grade credit opportunity set
is comprised of a number of different debt instruments,
it also offers diversification benefits—and the ability
to tactically adjust exposures based on market conditions.

As shown, the asset classes within below-investment-grade
credit are imperfectly correlated with another—offering
the potential for diversification benefits within
the allocation.

Imperfect Correlations Offer the Potential for Diversification Benefits
High Yield
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High Yield Bonds represented by FTSE High Yield Cash-Pay Capped Index and ICE BofA Global Non-Financial HY European Issuers Excluding Russia (USD
Hedged). Senior Loans represented by Credit Suisse Leveraged Loan Index and Credit Suisse Western European Leveraged Loan Index (USD). Real Estate
Debt represented by Barclays U.S. CMBS 2.0 Baa Index. Corporate Structured Credit represented by JPMorgan CLO BBB/BB Post-Crisis Index. Emerging
Markets Debt represented by JPMorgan Corporate Broad EMBI Diversified High-Yield Index. Convertible Bonds represented by Thomson Reuters Global
Focus Convertible Index (USD Hedged).
The correlations shown are calculated over a trailing five-year period, due to data availability. Correlation is a statistic that measures the degree to which
two investments move in relation to each other. A correlation coefficient of 1 indicates a perfect positive correlation, meaning that they move in the same
direction by the same amount. A coefficient of -1 indicates a perfect negative correlation, meaning that they have historically moved in the opposite direction.
Therefore, the lower the number, the better the diversification.
As of December 31, 2021.
Source: S&P LCD, ICE BofAML, Credit Suisse, Bloomberg.
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Diversification Can Help Provide Advantages Across Market Cycles
A diverse set of debt instruments within below-investmentgrade credit also means investors can adjust exposures
based on the ever-changing macroeconomic environment.
For example, fixed-rate instruments such as high yield
bonds can be negatively affected by rising inflation,
so investors can look to bolster returns by reducing
exposure to them during inflationary periods while
increasing exposure to floating-rate assets such

as senior loans. Without the ability to tactically pull
these levers, investors could potentially miss out on
considerable upside and capture more than their fair
share of the downside. In addition, no sector wins or
loses consistently, providing an advantage to investors
who allocate across sectors.

Annual Returns of Credit Indices Ranked in Order of Performance (2012-2021)
2014
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14%
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Past performance does not guarantee future results. Private Credit reflects Cliffwater Direct Lending Index, High Yield Bonds reflects ICE BofA U.S.
High Yield Index, Senior Loans reflects Credit Suisse Leveraged Loan Index, Real Estate Debt reflects Barclays U.S. CMBS 2.0 Baa Index, Corporate Structured
Credit reflects JPMorgan CLO 2.0 BB Post-Crisis Index, Emerging Markets Debt reflects JPMorgan Corporate Broad CEMBI Diversified High Yield Index
Level, Convertible Bonds reflects Refinitiv Global Focus Convertible Index. Indices are not actively managed. An investor cannot invest in an index.
As of December 31, 2021.
Source: JPMorgan, ICE BofAML, Credit Suisse, Bloomberg, Cliffwater, Refinitiv.
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Identifying An Attractive Risk/Return Profile Requires Specialized Skill
Taking the macro environment into consideration gives
investors the ability to dynamically allocate among credit
asset classes to achieve the best outcomes.
But no matter the stage of the market cycle, and
regardless of the asset class, finding value comes down
to locating idiosyncratic opportunities, and underwriting
credit transactions for optimal upside and minimal
downside capture.

When it comes to below-investment-grade credit,
achieving a favorable risk/return profile requires an
investment manager with both of these highly specialized
skill sets, and a proven process in place for balancing
them effectively.
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Sources of foreign exchange rates may be different between the Composite and
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U.S. Senior Loans: The Credit Suisse Leveraged Loan Index is designed to mirror
the investable universe of the USD-denominated leveraged loan market. The index
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Real Estate Debt: The Bloomberg Barclays Capital CMBS 2.0 BBB Index
is a rules-based index constructed to measure the market of investmentgrade CMBS BBB conduit and fusion deals issued since the beginning
of 2010.
Corporate Structured Credit: The JPMorgan CLO 2.0 BBB Post-Crisis
Index tracks floating-rate CLO BBB securities in post-crisis vintages, which
consist of deals issued in 2010 and later. The index utilizes a market-valueweighted methodology.
Emerging Markets Debt: The JPMorgan Corporate Emerging Market Bond High
Yield Index (CEMBI HY) is a global, liquid corporate emerging markets
index that tracks USD-denominated corporate bonds (high yield subset only)
issued by emerging markets entities.
Convertible Bonds: The Refinitiv Global Focus Convertible Index is designed to
provide a broad measure of the performance of the investable, global convertible
bond market. Qualifying fixed income securities may be rated investment grade
or non-investment grade by a recognized rating agency or unrated, may be issued
with fixed or floating rates and must meet minimum size requirements in their
local currency.
U.S. Investment Grade: The ICE BofA U.S. Corporate Index tracks the
performance of USD-denominated investment-grade corporate debt
publicly issued in the U.S. domestic market. Index constituents are market
capitalization weighted.
U.S. Treasuries: The ICE BofA U.S. Treasury Index (10 year) is a subset of the Bank
of America Treasury Master Index. The index measures the total-return performance
of U.S. Treasury bonds with an outstanding par that is greater than or equal
to $25 million.
U.S. Mortgages: The ICE BofA U.S. Mortgage Backed Securities Index tracks
the performance of USD-denominated fixed-rate residential mortgage pass-through
securities publicly issued by U.S. agencies in the U.S. domestic market. Hybrid,
interest-only, balloon, mobile home, graduated payment and quarter coupon
fixed-rate mortgages are excluded from the index, as are all collateralized
mortgage obligations.
U.S. Agencies: The ICE BofA U.S. Bullet Agency Index is a subset of the ICE BofA
U.S. Agency Index excluding all securities with embedded call or put options except
those having passed their last exercise date.

7

Has Yield Disappeared, or Is It Just Harder to Find?
Index Disclosures
The quoted indexes within this publication are unmanaged and cannot be
purchased directly by investors. Index performance is shown for illustrative
purposes only and does not predict or depict the performance of any investment.
There may be material factors relevant to any such comparison, such as differences
in volatility and regulatory and legal restrictions between the indexes shown and
any investment in a Brookfield strategy, composite or fund. Brookfield obtained
all index data from third-party index sponsors and believes the data to be accurate;
however, Brookfield makes no representation regarding its accuracy. Indexes
are unmanaged and cannot be purchased directly by investors.
Brookfield does not own or participate in the construction or day-to-day
management of the indexes referenced in this document. The index information
provided is for your information only and does not imply or predict that

a Brookfield product will achieve similar results. This information is subject to
change without notice. The indexes referenced in this document do not reflect
any fees, expenses, sales charges or taxes. It is not possible to invest directly in
an index. The index sponsors permit use of their indexes and related data on an
“as is” basis, make no warranties regarding same, do not guarantee the suitability,
quality, accuracy, timeliness and/or completeness of their index or any data
included in, related to or derived therefrom, and assume no liability in connection
with the use of the foregoing. The index sponsors have no liability for any direct,
indirect, special, incidental, punitive, consequential or other damages (including
loss of profits). The index sponsors do not sponsor, endorse or recommend
Brookfield or any of its products or services. Unless otherwise noted, all indexes
are total-return indexes.
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