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In an environment where risk assets are increasingly beholden to macro developments, this post assesses the relative 
value of global high yield bonds vs. global equities. As macro uncertainty rises and falls, absolute yields and spreads in 
global high yield offer an attractive entry point, suggesting that the sector has the potential to generate equity-like returns 
with far greater resiliency than stocks. Our assessment is based upon the following: 

 Historical performance vs. equities and prospective returns 

 relative valuations vs. equities 

 performance in volatile markets 

 credit fundamentals 

 and allocation conclusions. 

Historical performance vs. equities and prospective returns 
We start with a comparison of the historical performance for global high yield and global equities as observed in Figure 1. 
Since 2001, global high yield outperformed equities not only in terms of absolute return, but with less volatility, resulting in 
better risk-adjusted returns and a higher Sharpe ratio. 

FIGURE 1: Tale of the Tape - Since 2001, global high yield has outperformed global equities in both absolute and 
risk-adjusted returns (monthly returns). 

 
Source: Historical performance calculated using monthly USD-hedged returns from February 28, 2001 to March 31, 2025. Risk measured by volatility = 
standard deviation. Historical monthly performance (table) using USD-hedged returns. High yield represented by ICE BofA Developed Markets High Yield 
Index and equities by MSCI World (USD Hedged) Index. 

Looking ahead, the global high yield market’s current yield level of more than 7% provides an attractive entry point for 
investors. In fact, since 1987, periods when yields were between 7-8% have indicated positive returns 91% of the time over 
the following 12 months (Figure 2). 
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FIGURE 2: Since 1987, when starting yields were between 7% and 8%, global high yield bonds generated positive 
forward 12-month returns in 91% of periods, with returns of 10-15% being the most prevalent. 

 
Source: Calculated by PGIM using data from Bloomberg, as of March 31, 2025. Yield-to-worst monthly data for Bloomberg Global Corporate High Yield 
Index. 61 periods since index inception in 1987 in which the YTW for the Index was between 7% and 8%. An investment cannot be made directly in an 
index. Past Performance is no guarantee of future results. 

Relative Valuations vs. Equities 
The post-COVID bear market in interest rates lifted bond yields to levels not seen on a sustained basis since the pre-GFC 
period. In contrast, rising equity prices have outstripped earnings growth, leading to progressively more expensive equity 
valuations. This decrease in equity attractiveness can be quantified as either a high P/E multiple or a low earnings yield 
(E/P ratio). 

Comparing the yield on U.S. high yield bonds with the earnings yield on U.S. stocks, we arrive at a crude relative valuation 
metric, as shown in Figure 3. The increase in rates in 2022 - in the context of rising equity-price multiples and falling 
earnings yields - has pushed this differential well above average levels to around 4 percentage points. In short, higher 
equity prices and the increase in rates drove a wedge between high yield and equity valuations that places high yield’s 
relative attractiveness in the top quartile over the past decade (Figure 3).1 

Those seeking to justify current equity valuations could cite the potential for higher-than-normal earnings growth. However, 
we see that as an unlikely outcome given our base case expectation for further economic moderation across developed 
economies (click here for more detail on our global economic scenarios). 

 

 

 

 

 

 

https://www.pgim.com/pgim-japan/insight/pgim-fixed-income_2025q2-market-outlook
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FIGURE 3: The gap between yields in U.S. high yield and the S&P 500’s earnings yield extended to the 78th 
percentile, underscoring the attractiveness of high yield vs. equities. 

 
Source: Bloomberg 

Performance in Volatile Markets 
Like all risk-based assets, high yield is not immune to periods of risk-off drawdowns. To that end, Figure 4 displays the 
high yield and equity drawdowns since 2000. We find that global high yield’s drawdowns - which averaged 11% - were not 
only far shallower than global equities’ 26% average drawdown but were also followed by much swifter recoveries to pre-
drawdown levels. For example, the trough-to-recovery period in global high yield averaged slightly more than seven months, 
while equities’ trough-to-recovery period averaged 18.5 months. 

FIGURE 4: Global high yield displays shallower drawdowns and faster recoveries relative to global equities. 

 
Source: High yield represented by ICE BofA Developed Markets High Yield Index and equities by MSCI World (USD Hedged) Index. Our analysis includes 
drawdowns of 10% or greater. The drawdowns analyzed include 2001-2005, 2007-2013, 2015-2016, 2018-2019, 2020, 2022-2023. 
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Credit Fundamentals 
While credit fundamentals are backward looking, high yield issuers continue to operate with strong balance sheets as gross 
leverage remains solidly below pre-COVID levels. Furthermore, interest coverage is notably higher than pre-COVID levels, 
and credit rating upgrades continued to outpace downgrades through Q1 2025. 

Furthermore, the quality profile of the high yield market remains on a trajectory of secular improvement. As the top-end, 
BB-rated segment of the high yield market rose from around 40% pre-GFC to 55% at present, the share of the B- and 
CCC-rated segments declined, leading to a significant improvement in the market’s average credit quality. 

FIGURE 5: The quality profile of the global high yield market has strengthened in recent years as the share of BBs 
has risen from just below 40% in 2005 to more than 50% while the share of Bs and CCCs declined. 

 
Source: As of January 31, 2025. Source: ICE BofA Developed Markets High Yield Constrained Index. Based on market value percent. 

In terms of potential trade-related effects, our global credit research team indicates that some companies are guiding 
expectations lower for the second half of the year. However, our analysts also relay that most issuers continue to generate 
positive cash flow, and management teams remain focused on balance sheet optimization, operating efficiencies, and 
reductions in capital expenditures and costs. While this caution may not energize equity holders, it serves as another point 
in the relative value proposition of global high yield vs. global equities. 

Discussion of credit metrics within the leveraged finance space invariably turns to defaults, and after a benign experience 
in 2024, we expect a further decline in global defaults in 2025 and into 2026. Figure 6 is based on the issuer-weighted 
default rate - which is higher than the frequently cited par-weighted default rate - as it excludes liability management 
exchanges that have kept the par-weighted default rate near historically low levels. Our default forecasts in our base case 
and optimistic scenarios indicate a reduction of more than 50 bps in the default rate into 2026, continuing the historically 
the low-default conditions of recent years. In our pessimistic scenario, we expect a 200 bp increase in defaults in the 
coming year. 
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FIGURE 6: Our base-case default forecast indicates a further decline in the issuer-weighted default rate. 

 
Source: Moody’s Ratings Service as of April 2025 

Conclusion - High Yield Appears Well Positioned For Strong Performance 
While a high level of macro-economic uncertainty remains, if history is any guide, high yield bonds may be a more reliable 
return generator than equities. Yields are high, relative valuations are favorable, and credit trends remain above average. 
And in the event the environment turns exigent, high yield drawdowns have typically been far less severe than those in 
equities and followed by much swifter recoveries. With the performance of risk assets remaining highly subject to macro 
developments, high yield appears well positioned to generate strong performance in absolute and in risk-adjusted terms. 

 

 

 

1. It is also in the top quartile if one were to extend the timeframe back to 2005. 

 

 

 
The comments, opinions, and estimates contained herein are based on and/or derived from publicly available information 
from sources that PGIM Fixed Income believes to be reliable. We do not guarantee the accuracy of such sources or 
information. This outlook, which is for informational purposes only, sets forth our views as of this date. The underlying 
assumptions and our views are subject to change. Past performance is not a guarantee or a reliable indicator of future 
results. 
Source(s) of data (unless otherwise noted): PGIM Fixed Income, as of June 2025. 
For Institutional Investors only. Past performance is not a guarantee or a reliable indicator of future results and an 
investment could lose value. All investments involve risk, including the possible loss of capital. 
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留意事項  
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インクの債券運用部門です。 
 
※本資料は情報提供を目的としたものであり、特定の金融商品の勧誘又は販売を目的としたものではありません。また、本資料に記載された内容等に
ついては今後変更されることもあります。 
 
※記載されている市場動向等は現時点での見解であり、これらは今後変更することもあります。また、その結果の確実性を表明するものではなく、将来
の市場環境の変動等を保証するものでもありません。 
 
※本資料で言及されている個別銘柄は例示のみを目的とするものであり、特定の個別銘柄への投資を推奨するものではありません。 
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いて当社が保証するものではありません。 
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