
 

UCITS HAVE NO GUARANTEED RETURN, AND PAST PERFORMANCE IS NOT A GUIDE TO FUTURE PERFORMANCE 

• The sell-off in high yield markets has been unprecedented in terms of both magnitude and pace, with spreads now 
indicating a worst-case scenario. While we expect high yield markets to remain volatile in the short term, on a 
medium to long-term basis, we think the asset class now offers the potential for strong returns. 

• We believe that M&G, with long-running expertise in high yield investing and relying on an in-house team of credit 
analysts, is well positioned to capture the compelling opportunities that are emerging across high yield bonds.  

Please note that the value and income from the funds’ assets will go down as well as up. This will cause the value of your 
investment to fall as well as rise, and you may get back less than you originally invested. Investments in bonds are affected 
by interest rates, inflation and credit ratings. It is possible that bond issuers will not pay interest or return the capital. All of 
these events can reduce the value of bonds held by the fund. In addition, high yield bonds usually carry greater risk that 
the bond issuers may not be able to pay interest or return the capital. 
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Opportunities in high yield?  

As countries across the globe battened down the hatches 

and imposed national lockdowns in a bid to curb the outbreak 

of Covid-19, many risk asset classes sold off, not least high 

yield bonds. High yield spreads widened nearly 500 basis 

points (bps) during the height of the turbulence in March and 

are now currently hovering at just under 1,000 bps. The huge 

decline in oil prices exacerbated problems, given that the 

energy sector makes up more than 10% of the global high 

yield market. The pandemic also prompted income-hungry 

investors to quickly abandon the asset class, accelerating 

the selling pressure and removing much-needed liquidity.  

Amid ongoing coronavirus-related volatility, high yield 

valuations are now looking cheap on a historic basis, 

potentially generating some very attractive medium to long-

term opportunities for investors willing to take on the risk: 

• The global high yield market fell -13.6% in Q1 2020. 

Looking back, the last six occasions when the global high 

yield market had a quarterly drawdown of at least 4%, it 

resulted in returns in excess of 20% over the following two 

Figure 1. Implied levels of default 
Historical 5-year cumulative default rate vs what is currently priced in 

Source: M&G, Deutsche Bank, 2020. 
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years. Furthermore, buying high yield with spreads over 

900 bps has never lost money over a 12-month holding 

period historically, and the median 12-month return has 

been 28%. The last time the high yield market sold off this 

hard (2008), the subsequent return from the asset class in 

the following year was 60.7%. 

• Spreads in the global high yield market are pricing in a 

cumulative 5-year default rate of 51% (assuming a 40% 

recovery). The floating rate high yield market is pricing in 

a cumulative 5-year default rate of 70% (assuming an 

average recovery of 60%).The prior record default rate 

was 31% and the average default rate during recessions 

is 17% using data all the way back to 1980. 

These are certainly compelling numbers to us. But the risks 

are still very prevalent too; spreads topped out at more than 

2,000 bps after the Lehman Brothers bankruptcy, and 

investors should brace for downgrades and higher default 

rates over the coming months, particularly in hard-hit sectors. 

However, nothing is stopping us from expecting default rates 

to be consistent with previous recession cycles. We should 

also remember that the level of stimulus provided by central 

banks and governments has been nothing short of 

extraordinary. Measures to support businesses and 

consumers have been quick and robust compared to 

2008/09. Central banks have been willing to grow balance 

sheets and put swap lines in place, even buying corporate 

bonds as part of their bond-buying programmes. 

There will also be some winners too. Food retailers, 

packaging businesses, technology, media, and 

communications companies, pharmaceutical and healthcare 

operators (all significant areas of the high yield market), are 

likely to either experience relatively limited impact or in fact 

see an upturn in revenues. The ability to carefully select high-

quality, attractively priced credit exposure will be crucial in 

the coming weeks and months. Having access to one of the 

leading in-house credit analyst teams will help us to identify 

those companies which can preserve liquidity and continue 

to serve their debt liabilities. 

While we expect high yield markets to remain volatile in the 

short term, on a medium to long-term basis we think high 

yield markets offer the potential for strong returns, based on 

a combination of income and significant capital upside as 

spreads return to more normal levels.  

The world of high yield at M&G 

As one of the largest and most experienced high yield 

investors in Europe, M&G boasts impressive expertise in this 

highly specialised asset class. M&G offers four distinct high 

yield strategies, designed to cater for a variety of investor 

needs (Figure 2).  

M&G (Lux) Global High Yield Bond Fund1 – Our long-

running global high yield strategy, with a track record of more 

than 20 years. The fund seeks to capture the best relative 

value ideas across the global high yield universe. 

M&G (Lux) Global High Yield ESG Bond Fund – A global 

high yield bond fund, which combines our expertise in high 

yield investing with a rigorous assessment of environmental, 

social and governance (ESG) factors. The fund offers a 

formal and measurable ESG screening process that goes 

beyond a simple exclusion approach.  

Figure 2. The world of high yield at M&G 

 
Source: M&G, March 2020. 

1. On 9 November 2018, the non-sterling share classes of the M&G Global High Yield Bond Fund, a UK-authorised OEIC, merged into the M&G 
(Lux) Global High Yield Bond Fund, a Luxembourg-authorised SICAV, which launched on 9 November 2018. The SICAV is run by the same fund 
managers, applying the same investment strategy, as the UK-authorised OEIC. 



 

 

M&G (Lux) Global Floating Rate High Yield Fund2 – 

Focusing on global high yield floating rate notes (FRNs), this 

innovative strategy is designed to provide a more defensive 

approach to high yield investing by focusing predominantly 

on senior-secured high yield bonds, while offering protection 

against interest rate risk at the same time.  

M&G (Lux) Floating Rate High Yield Solution – A synthetic 

floating rate high yield strategy with minimal levels of interest 

rate risk. The fund gains its high yield exposure exclusively 

through CDS indices, providing a cost-effective, well 

diversified and highly liquid way to access this market.  
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2. On 7 December 2018, the non-sterling share classes of the M&G Global Floating Rate High Yield Fund, a UK-authorised OEIC which launched on 11 
September 2014, merged into the M&G (Lux) Global Floating Rate High Yield Fund, a Luxembourg-authorised SICAV, which launched on 13 September 
2018. The SICAV is run by the same fund manager, applying the same investment strategy, as the UK-authorised OEIC. 
 

Please note, not all funds mentioned above may be available in your jurisdiction. 

The funds allows for the extensive use of derivatives. 

The funds may invest more than 35% in securities issued by any one or more of the governments listed in the fund prospectus. 

Such exposure may be combined with the use of derivatives in pursuit of the fund objective. It is currently envisaged that the 

funds’ exposure to such securities may exceed 35% in the governments of Germany, Japan, UK, USA although these may 

vary subject only to those listed in the prospectus.  

Further risks associated with the funds can be found in the funds’ Key Investor Information Document. 

 
For Investment Professionals, Institutional Investors, Accredited Investors and Professional Investors only. Not for onward distribution. No other persons should rely 

on any information contained within. Distribution of this document in or from Switzerland is not permissible with the exception of the distribution to Qualified Investors 

according to the Swiss Collective Investment Schemes Act, the Swiss Collective Investment Schemes Ordinance and the respective Circular issued by the Swiss 

supervisory authority ("Qualified Investors"). Supplied for the use by the initial recipient (provided it is a Qualified Investor) only. In Spain the M&G Investment Funds are 

registered for public distribution under Art. 15 of Act 35/2003 on Collective Investment Schemes as follows: M&G (Lux) Investment Funds 1 reg. no 1551. The collective investment 

schemes referred to in this document (the "Schemes") are open-ended investment companies with variable capital, incorporated in England and Wales in respect of M&G Investment 

Funds and in Luxembourg in respect of M&G (Lux) Investment Funds. In the Netherlands, all funds referred to are UCITS and registered with the Dutch regulator, the AFM. For 

Hong Kong only: The contents of this document have not been reviewed by any regulatory authority in Hong Kong. You are advised to exercise caution in relation to the offer of any 

funds mentioned in it. If you are in any doubt about any of the contents of this document, you should obtain independent professional advice. Shares, units or other interests in the 

funds mentioned in this document may only be offered or sold in Hong Kong to persons who are “professional investors” as defined in the Securities and Futures Ordinance 

(“Ordinance”) and any rules made under the Ordinance – or in circumstances which are permitted under the Companies (Winding Up and Miscellaneous Provisions) Ordinance. In 

addition, distribution of this document in Hong Kong is restricted. It may not be issued or possessed for the purposes of issue, whether in Hong Kong or elsewhere, and shares, 

units or other interests in the funds mentioned may not be disposed of to any person unless such person is a “professional investor” as defined in the Ordinance and any rules made 

under the Ordinance or as otherwise may be permitted under Hong Kong law. For Singapore only: For “accredited investors” and “institutional investors” as defined under the 

Securities and Futures Act (Cap. 289) of Singapore (“SFA”) only. This document forms part of, and should be read in conjunction with, the Information Memorandum of the Fund 

and other communications permitted for offers made in reliance of prospectus exemptions under the SFA. All forms of investments carry risks. Such investments may not be suitable 

for everyone. M&G Investments (Hong Kong) Limited, M&G Investments (Singapore) Pte. Ltd. (Co. Reg. No. 201131425R),  and M&G International Investments S.A. and the funds 

referred to in this document may not be authorised, recognised or regulated by the local regulator in your jurisdiction. This information is not an offer or solicitation of an offer for the 

purchase or sale of investment shares in one of the funds referred to herein. Purchases of a fund should be based on the current Prospectus. The Instrument of Incorporation 

Prospectus, Key Investor Information Document, the, annual or interim Investment Report and Financial Statements, are available free of charge, in paper form, from one of the 

following: M&G International Investments S.A., German branch, mainBuilding, Taunusanlage 19, 60325 Frankfurt am Main, the Austrian paying agent Société Générale Vienna 

Branch, Zweigniederlassung Wien Prinz Eugen-Strasse, 8-10/5/Top 11 A-1040 Wien, Austria; the Luxembourg paying agent: Société Générale Bank & Trust SA, Centre operational 

28-32, place de la Gare L 1616 Luxembourg; the Danish paying agent: Nordea Bank Danmark A/S Issuer Services, Securities Services, Hermes Hus, Helgeshøj Allé 33, Postbox 

850, DK-0900, Copenhagen C, Denmark; Allfunds Bank, Calle Estafeta, No 6 Complejo Plaza de la Fuente, La Moraleja, 28109, Alcobendas, Madrid, Spain; M&G International 

Investments S.A. or its French branch; from the French centralising agent of the fund: RBC Investors Services Bank France; or from the Swedish paying agent: Nordea Bank AB 

(publ), Smålandsgatan 17, 105 71 Stockholm, Sweden. For Switzerland, please refer to M&G International Investments Switzerland AG, Talstrasse 66, 8001 Zurich. For Italy, they 

can also be obtained on the website: www.mandgitalia.it. For Ireland, they are available in English language and can also be obtained from the Irish facilities agent, Société Générale 

SA, Dublin Branch, 3rd Floor IFSC House – The IFSC Dublin 1, Ireland. For Germany and Austria, copies of the Instrument of incorporation, annual or interim Investment Report, 

Financial Statements and Prospectus are available in English and the Prospectus and Key Investor Information Document/s are available in German. For Greece, they are available 

in English, except the Key Investor Information Document/s which is available in Greek, from the Greek Representative: Eurobank Ergasias S.A. 8, Othonos Street, 10557 Athens. 

For Taiwan only: The financial product(s) offered herein has not been reviewed or approved by the competent authorities and is not subject to any filing or reporting requirement. 

The financial product(s) offered herein is only permitted to be recommended or introduced to or purchased by customers of an offshore banking unit of a bank (“OBU”)/offshore 

securities unit of a securities firm (“OSU”) which customers reside outside the R.O.C. Customers of an OBU/OSU are not eligible to use the financial consumer dispute resolution 

mechanism under the Financial Consumer Protection Law. This product(s) may be made available for purchase by Taiwan OBUs/OSUs acting on behalf of non-Taiwan customers 

of such units but may not otherwise be offered or sold in Taiwan. Before subscribing investors should read the Prospectus, which includes a description of the investment risks 

relating to these funds. The information contained herein is not a substitute for independent investment advice. In Hong Kong, this financial promotion is issued by M&G Investments 

(Hong Kong) Limited, Office: Unit 1002, LHT Tower, 31 Queen’s Road Central, Hong Kong; In Singapore, this document is issued by M&G Investments (Singapore) Pte. Ltd. (Co. 

Reg. No. 201131425R), regulated by the Monetary Authority of Singapore; and, elsewhere, by M&G International Investments S.A. Registered Office: 16, boulevard Royal, L 2449, 

Luxembourg. The Portuguese Securities Market Commission (Comissão do Mercado de Valores Mobiliários, the “CMVM”) has received a passporting notification under Directive 

2009/65/EC of the European Parliament and of the Council and the Commission Regulation (EU) 584/2010 enabling the fund to be distributed to the public in Portugal. 
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