
We like Fixed Income 

High yield and investment grade credit markets continue to look very attractive on a multi-year 
horizon. In fact, we find the market as attractive as it has been in nearly two decades. High yield 
looked great at the tail end of 2023 with the yield-to-worst on the Bloomberg U.S. High Yield 
Corporate Index  pushing over 9%. At end of March 2024, it is 7.7%, which is still above 15-year 
averages. Likewise, yields in investment grade credit also look appealing. The yield-to-worst 
on the Bloomberg U.S. Corporate Investment Grade Indexis above 5%, again a multi-year high. 
This  still represents a good starting point and is also one of the main reasons we are positive on 
bonds this year.

Exhibit 1: 

High Yield Index - YTW (%)

Investment Grade Index - YTW (%)

Source: Bloomberg 31 January 2000 to 29 March 2024. High Yield chart based on monthly yield-to-worst data of the Bloomberg U.S. 
High Yield Corporate Index. Investment Grade chart based on monthly yield-to-worst data of the Bloomberg U.S. Corporate Investment 
Grade Index. Past performance is not indicative of future results. For illustrative purposes only. Indices do not reflect the performance of 
an actual investment. It is not possible to invest directly in an index, which also does not take into account trading commissions and costs. 
Statements concerning financial market trends are based on current market conditions which will fluctuate. All investments contain risk 
and may lose value.    
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Spreads are skinny, which may become an issue if we don’t achieve 
the immaculate disinflation 

Within credit markets however, the level of the credit spread, which represents the premium for 
taking on additional risk of default, is eyewateringly low. Looking at the Bloomberg U.S. High Yield 
Corporate Index, credit spreads sit at 320bps, which is the lowest that it has been in the past 15 
years*. In an asset class such as high yield this is important as it is the asset class at most risk of 
defaults. The picture is exactly the same when we look at investment grade credit. 

Exhibit 2: 

High Yield Index - Credit Spread Levels

Investment Grade Index - Credit Spread Levels

Source: Bloomberg 31 January 2000 to 29 March 2024. High Yield chart based on monthly spread data of the Bloomberg U.S. High Yield 
Corporate Index. Investment Grade chart based on monthly spread data of the Bloomberg U.S. Corporate Investment Grade Index. Past 
performance is not indicative of future results. For illustrative purposes only. Indices do not reflect the performance of an actual investment. It is 
not possible to invest directly in an index, which also does not take into account trading commissions and costs. Statements concerning financial 
market trends are based on current market conditions which will fluctuate. All investments contain risk and may lose value.   

This differentiation between yields and spreads has been very topical in the past 12 months. We 
realize that the attractiveness of fixed income is the all-in starting yields. It is important to be aware, 
however, that of this headline yield, credit spreads now represent a smaller proportion compared to 
history.

2
*Source: Bloomberg as at 29 March 2024. Based on monthly spread data of the Bloomberg U.S. High Yield Corporate Index for 15 years to 29 
March 2024. 
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Exhibit 3: 

High Yield Index - yield vs spread

Investment Grade Index - yield vs spread

Source: Bloomberg 31 January 2000 to 29 March 2024. High Yield chart based on monthly yield-to-worst and spread data of the 
Bloomberg U.S. High Yield Corporate Index. Investment Grade chart based on monthly yield-to-worst and spread data of the Bloomberg 
U.S. Corporate Investment Grade Index. Past performance is not indicative of future results. For illustrative purposes only. Indices do not 
reflect the performance of an actual investment. It is not possible to invest directly in an index, which also does not take into account 
trading commissions and costs. Statements concerning financial market trends are based on current market conditions which will 
fluctuate. All investments contain risk and may lose value.    

To put it in perspective, credit spread is only 42% of the overall yield that we can now extract from 
the high yield market and the rest is from government bonds. And the picture is even more stark in 
investment grade credit, where spreads are just 17% of the overall index yield. 
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Exhibit 4: 

High Yield Index - spread as % of yield

Investment Grade Index - spread as % of yield

Source: Bloomberg 31 January 2000 to 29 March 2024. High Yield chart based on monthly spread as % of yield of the Bloomberg U.S. 
High Yield Corporate Index. Investment Grade chart based on monthly spread as % of yield of the Bloomberg U.S. Corporate Investment 
Grade Index. Past performance is not indicative of future results. For illustrative purposes only. Indices do not reflect the performance 
of an actual investment. It is not possible to invest directly in an index, which also does not take into account trading commissions and 
costs. Statements concerning financial market trends are based on current market conditions which will fluctuate. All investments 
contain risk and may lose value.    

Why does this matter?

We are not bearish on the economic outlook per se. In fact, we think growth will be reasonable going 
forward. However, we are aware that corporate credit is a ‘mean reverting’ asset class. There is a 
minimum amount of default risk that needs to be baked into credit spreads in order to compensate us 
as investors for that risk. We never know what the future holds, but we know that when we see these 
levels of credit spreads, the cushion that we have in credit markets against any sort of exogenous 
shocks is minimal. In other words, it could take very little in the news for the market to suddenly wake 
up and panic and for credit spreads to sell off. 

Furthermore, at current spread levels, we think that the market is pricing in an immaculate disinflation 
ahead of us, the Federal Reserve manages to achieve the perfect soft landing, and inflation lands at 
2% in the next year, while employment and growth remain resilient. 
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This certainly is one of the possibilities. In fact, this scenario has increased in probability exponentially 
over the past 12 months. However, it is not the only scenario and there are a few more possible 
paths that the global economy can take. Not all of them have the same probability of occurring. 
What is important, however, is that any other economic scenario ahead of us could prove that either 
government bonds, high yield or investment grade credit (if not all) are incorrectly priced at current 
valuations.

Possible scenarios

Four scenarios among many in 2024:

Modest positive growth - soft landing Modest negative growth - no recession

Inflation between 2-3%

Policy rate year end - closer to 4%

Asset class: HY > IG > Govt

Probability: Higher likelihood

Inflation between 2-3%

Policy rate year end - closer to 3%

Asset class: IG > HY > Govt

Probability: Higher likelihood

Deep recession - hard landing Re acceleration - no landing

Inflation below 2%

Policy rate year end - closer to 2%

Asset class: Govt > IG > HY

Probability: Lower likelihood

Inflation towards 4%

Policy rate year end - above 5%

Asset class: HY > IG > Govt

Probability: Lower likelihood

Being very flexible is key to capturing attractive bond yields while 
navigating pitfalls 

When we look at the bond market, we see multi-year wide index level yields. However, we also see 
multi-year tight credit spreads that could sell off in all but one scenario. This makes us want to: 1) 
definitely be exposed to bond markets in order to extract that yield that we have not seen in decades 
but, 2) we want to be exposed to the part of the markets that looks cheaper (yields), while minimizing 
exposure to the part of the market that looks like it has little further room to outperform (spreads) at 
this point in time.  

For this reason, in our strategic bond strategies, we maintain a headline yield of near 7% in the 
portfolios but have tactically reduced our credit risk exposure at the moment. We do not have an 
immediate catalyst for a spread sell-off, however we know that one always comes. We stand ready to 
increase our credit risk once we see better compensation for default risks, while in the meantime we 
continue to enjoy the overall high income that we can now extract from bonds. 

Exhibit 5: Net High Yield Exposure

Source: Aegon Asset Management 01 January 2017 to 01 March 2024. Based on monthly high yield exposure in Aegon Strategic Bond 
representative portfolio. For illustrative purposes only. All investments contain risk and may lose value.  
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Disclosures

6aegonam.com
linkedin.com/company/aegonam

This material is provided by Aegon Asset Management (Aegon 
AM) as general information and is intended exclusively for 
institutional and wholesale investors, as well as professional 
clients (as defined by local laws and regulation) and other Aegon 
AM stakeholders.

This document is for informational purposes only in connection 
with the marketing and advertising of products and services, and is 
not investment research, advice or a recommendation. It shall not 
constitute an offer to sell or the solicitation to buy any investment 
nor shall any offer of products or services be made to any person 
in any jurisdiction where unlawful or unauthorized. Any opinions, 
estimates, or forecasts expressed are the current views of the 
author(s) at the time of publication and are subject to change 
without notice. The research taken into account in this document 
may or may not have been used for or be consistent with all Aegon 
AM investment strategies. References to securities, asset classes 
and financial markets are included for illustrative purposes only 
and should not be relied upon to assist or inform the making of any 
investment decisions. It has not been prepared in accordance with 
any legal requirements designed to promote the independence of 
investment research, and may have been acted upon by Aegon AM 
and Aegon AM staff for their own purposes.

The information contained in this material does not take into 
account any investor's investment objectives, particular needs, or 
financial situation. It should not be considered a comprehensive 
statement on any matter and should not be relied upon as such. 
Nothing in this material constitutes investment, legal, accounting 
or tax advice, or a representation that any investment or strategy 
is suitable or appropriate to any particular investor. Reliance upon 
information in this material is at the sole discretion of the recipient. 
Investors should consult their investment professional prior to 
making an investment decision. Aegon Asset Management is under 
no obligation, expressed or implied, to update the information 
contained herein. Neither Aegon Asset Management nor any of its 
affiliated entities are undertaking to provide impartial investment 
advice or give advice in a fiduciary capacity for purposes of any 
applicable US federal or state law or regulation. By receiving this 
communication, you agree with the intended purpose described 
above.

Past performance is not a guide to future performance. All 
investments contain risk and may lose value. This document 
contains "forward-looking statements" which are based on Aegon 
AM's beliefs, as well as on a number of assumptions concerning 
future events, based on information currently available. These 
statements involve certain risks, uncertainties and assumptions 
which are difficult to predict. Consequently, such statements 
cannot be guarantees of future performance, and actual outcomes 
and returns may differ materially from statements set forth herein. 

Results for certain charts and graphs are included for illustrative 
purposes only and should not be relied on for investment decisions.

Investments in high yield bonds may be subject to greater volatility 
than fixed income alternatives, including loss of principal and 
interest, as a result of the higher likelihood of default. The value of 
these securities may also decline when interest rates increase.

The following Aegon affiliates are collectively referred to herein as 
Aegon Asset Management: Aegon USA Investment Management, 
LLC (Aegon AM US), Aegon USA Realty Advisors, LLC (Aegon RA), 
Aegon Asset Management UK plc (Aegon AM UK), and Aegon 
Investment Management B.V. (Aegon AM NL).  Each of these Aegon 
Asset Management entities is a wholly owned subsidiary of Aegon 
Ltd. In addition, Aegon Private Fund Management (Shanghai) Co., 
a partially owned affiliate, may also conduct certain business 
activities under the Aegon Asset Management brand.

Aegon AM UK is authorised and regulated by the Financial Conduct 
Authority (FRN: 144267) and is additionally a registered investment 
adviser with the United States (US) Securities and Exchange 
Commission (SEC). Aegon AM US and Aegon RA are both US SEC 
registered investment advisers.

Aegon AM NL is registered with the Netherlands Authority for the 
Financial Markets as a licensed fund management company and 
on the basis of its fund management license is also authorized 
to provide individual portfolio management and advisory services 
in certain jurisdictions. Aegon AM NL has also entered into a 
participating affiliate arrangement with Aegon AM US. Aegon 
Private Fund Management (Shanghai) Co., Ltd is regulated by the 
China Securities Regulatory Commission (CSRC) and the Asset 
Management Association of China (AMAC) for Qualified Investors 
only; ©2022 Aegon Asset Management or its affiliates. All rights 
reserved.
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