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MARKET REVIEW 

The final quarter of 2021 was constructive for 
both high yield bonds and leveraged loans despite 
a surge in COVID-19 with a new variant, Omicron. 
While most fixed income asset classes generated 
negative returns in Q4, U.S. high yield bonds 
returned +0.66% as measured by the ICE BAML US 
HY Index and leveraged loans returned +0.75% as 
measured by the S&P LSTA Leveraged Loan index, 
beating U.S. and Emerging Markets investment 
grade, European and Emerging Markets high yield, 
Treasuries and Mortgages. U.S. Treasury yields 
moved higher in anticipation of the rate hiking 
cycle from the Fed; the 10-year ended at 1.51% 
and the 5-year ended at 1.26% at the end of 
December. High yield bond yields widened to 
4.32% and spreads tightened to 310 basis points. 
In bank loans, yields widened slightly to 4.20% at 
the end of Q4. WTI oil prices were up ending Q4 at 
$75.21 / barrel and up 55% since the start of the 
year. The S&P 500 was up +11% in Q4 and 
+28.68% for the year.  

The best performing sectors during the quarter for 
high yield bonds were Automotive, Energy and 
Basic Industries and for loans they were Forest 
Products, Nonferrous Metals/Minerals and 
Cosmetics. The worst performing sectors for high 
yield bonds were Telecom, Media and Retail and 
for loans they were Radio and Television, 
Beverage and Tobacco and Home Furnishings. In 
terms of credit quality, B bonds returned +0.82%, 
outperforming BB and CCC bonds by 10 and 56 
basis points, respectively. Similarly for loans, Bs 
returned +0.85%, outperforming BB and CCC loans 
by 18 and 73 basis points, respectively. 

Quarterly fund flows were negative for U.S. high 
yield and totaled $800 million in Q4 and ended 
the year $13.2 billion in outflows. Conversely for 
loans, fund flows totaled $10.8 billion for the 
quarter and $46.5 billion inflows for the year. High 

Yield bond issuance totaled $73.3 billion gross and 
loan issuance totaled $179.6 billion gross in Q4. 
For 2021, high yield issuance totaled $483 billion 
or $192 billion ex-refinancing, which were up +7% 
and +26%, respectively, as compared to the 
volumes in 2020. For leveraged loans 2021 
issuance totaled $835.1 billion or $409.4 billion 
net of refi/re-pricing, which were up 98% and 
112% from 2020, respectively. Default rates 
continue to move lower; the Moody's global LTM 
default rate for High Yield bonds stood at 1.72% 
and for loans it was 0.29% according to S&P/LSTA, 
both down from the prior quarter.  

MARKET OUTLOOK 

Credit fundamentals remain positive. In 2022 we 
expect borrowers to continue to exhibit healthy 
revenue and cash flow growth, resulting in 
improving leverage ratios and credit default rates 
at or near record lows. At the same time we 
expect interest coverage to peak as borrowers 
have taken advantage of low interest rates to 
reduce interest costs. Solid balance sheet liquidity 
combined with pent up demand should fuel a 
corporate ratings upgrade cycle. Credit spreads 
appear fairly valued in light of expected benign 
defaults. We see heightened inflationary 
pressures persisting, leading to tightening 
financial conditions. Credit spreads appear fairly 
valued in light of benign defaults through 2022. 
The Fed’s pivot to quantitative tightening raises 
longer term risks of a faster tightening cycle but 
we think spreads have already begun to price this 
in. Historically, a growing economy (even if 
growth decelerates) and strong corporate 
earnings have been supportive of credit asset 
classes like high yield bonds and levered bank 
loans. Key risks to our view include central bank 
policy missteps and geopolitical conflicts. 




