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Summary
• We believe it’s possible to build high yield strategies 

that are systematically well positioned not only to seek 
to deliver downside mitigation when investors need it 
most, but also seek to deliver potentially better upside 
participation when high-yield bond markets rebound.

• Historically, high yield markets are an asset class that has 
exhibited sharp mean reversion patterns after outsized 
down periods (see Figure 3). The challenge for most 
high yield managers is the ability to oscillate between 
offensive and defensive positioning during these periods 
of heightened volatility.

• An analysis of the eVestment high yield universe confirms 
the average high yield manager is positioned to prioritize 
risk mitigation over alpha generation. By clustering 
high yield performance by market regime, we can better 
observe the defensive nature of active managers in this 
asset class. We view this as the Achilles’ heel of both 
average, and even most top quartile high yield managers. 

• In this paper, we more closely examine the performance 
of high yield managers during periods of market stress, 
followed by quick market rallies. We detail how even 
among the top quartile of high yield managers, many are 
not suited to fully capture the rebounding nature of this 
asset class and offer a systematic counter perspective to 
this traditional approach.
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Does good defense in 
credit markets mean 
giving up offense?
As the Federal Reserve embarked on its fastest rate  
hiking campaign in decades, both risky and haven assets 
suffered in 2022. The S&P 500 Index fell over 18% in 
2022, U.S. high yield was down over 11% and even  
the S&P U.S. Aggregate Bond Index, the fixed income 
exposure investors generally rely upon as a ballast to  
risk assets, was down over 13%.1 After a punishing 2022, 
a new regime of heightened macroeconomic risk and 
elevated market volatility has presented new challenges 
for investors to navigate in an effort to reach for yield, 
while still remaining defensively positioned. 

The fallout of persistent rate hikes are still materializing, 
most visibly in regional bank failures early in the year and 
subsequent market responses. After losing over 11% in 
2022, U.S. high yield markets have delivered over 4%  
total return in 2023, as of the end of March.2 Given the 

underperformance of the asset class last year, defensive 
strategies were rewarded as high-quality bonds 
outperformed low-quality bonds, evidenced by BB-rated 
bonds posting an excess return over Treasuries of -2.2% 
and triple C-rated bonds being down -10.5%.2

The asymmetric return profile of high yield bonds  
cautions most portfolio managers to position for downside 
risk rather than upside potential. An analysis of eVestment 
data between 2003-2023, found the majority of high  
yield managers set out to build defensive portfolios 
irrespective of the macroeconomic regime. Figure 1 
illustrates the defensive nature of managers in this asset 
class by comparing upside and downside capture ratios  
of the average vs. top quartile managers. Figure 1 shows 
the average manager tends to participate in 87.2% of 
down markets and 95.6% of up markets. This illustrates 
how the average U.S. high yield manager is building a 
“defensive” exposure largely by creating a portfolio that 
has a lower beta than the broad index. Conversely, top 
decile managers tend to participate in fewer up market 
regimes, but also achieve greater differentiation primarily 
through downside mitigation.

1 Source: Bloomberg, as of 3/31/2023. 2 Source: Bloomberg, returns of the ICE BofA High Yield Constrained Index as of 3/31/2023.

Figure 1: The power of less downside capture
eVestment average high yield manager vs. top quartile 
manager capture ratio 2003-2023

● Upside capture ● Downside capture

Average high
yield manager

Top quartile high
yield manager

95.6% 98.0%

87.2% 81.5%

The figures shown relate to past performance. Past performance is not a reliable 
indicator of current or future results. Source: Chart by BlackRock using data from 
eVestment as of 3/31/2023.
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This trend was evident throughout 2022, as the average 
U.S. high yield manager outperformed their benchmark by 
0.47%.3 At first blush, this outperformance seems like a 
positive outcome, but did it come at the cost of lost  
upside potential? 

As seen in the long-term data in Figure 1, both the 
average and top quartile high yield managers have 
delivered downside mitigation. Where the average, and 
even most top quartile managers, have fallen short has 
been in their ability to capture upside performance as 
markets rotate. By clustering high yield performance  
by regimes, we can observe the defensive profile of  
active managers.

Using the returns of the ICE BofA High Yield Constrained 
Index,4 we found that U.S. high yield markets generally 

oscillate between four monthly performance regimes.  
We defined these four regimes as <1.5% (“Very Negative”), 
>=-1.5%<0% (“Negative”), >=0 - <1.5% (“Positive”), and 
>1.5% (“Very Positive”). We saw that high yield managers 
deliver the bulk of their excess returns in “Very Negative” 
regimes, and trailed index performance in “Very Positive” 
regimes (see Figure 2). When accounting for the average 
management fee of active high yield managers (which is 
49 bps5 for a separate account), net of fees excess returns 
would be negative in all regimes except “Very Negative” 
regimes. It is also important to note that the total of 
“Positive” and “Very Positive” regimes (169 months) vastly 
outnumber the total of “Negative” and “Very Negative” 
regimes (71 months), emphasizing the importance to 
deliver upside participation, in addition to downside 
mitigation, over the long run.

3 Source: eVestment, excess returns are gross of fees as of 12/31/2022. 4 The ICE BofA US High Yield Index is market capitalization weighted and is designed to measure the 
performance of U.S. dollar denominated below investment grade corporate debt publicly issued in the US market. 5 Source: eVestment as of 3/31/2023.

Figure 2: High yield excess return by performance regime
Average high yield manager vs. top quartile manager monthly excess return 2003-2023
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0.46%

0.63%
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0.03%
0.08%

-0.21% -0.19%

The figures shown relate to past performance. Past performance is not a reliable indicator of current or future results.
Source: Chart by BlackRock using data from eVestment, using monthly return data from March 2003 to March 2023. eVestment uses data which is manager self-reported and only 
includes managers that opt into reporting. Top quartile managers are the average top 25% of managers with the highest total return over a 20-year period. Average manager is the 
average return for all managers vs. the ICE BofA HY Constrained Index over 20 years. Past performance does not guarantee future results.
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A review of recent periods of market stress (in Figure 3), 
including the 2013 taper tantrum, 2018 tightening of 
financial conditions, 2020 COVID drawdown and spread 
widening in 2022, we can observe the defensive dynamic 
among both average and top quartile active managers. 
Importantly however, in the months where rapid 
transitions between “Very Negative” and “Very Positive” 
performance regimes occurred, the same group of 
managers were unable to capture upside as the broader 
market snapped back. In many cases, these managers 
gave up more excess return in subsequent “Very Positive” 
regimes than was mitigated on the downside during  
“Very Negative” regimes. In today’s environment, as 
market drawdowns are commonly followed by quick 
rebounds, employing a defensive strategy that relies on 
beta tilts alone would likely lead to underperformance  
in a market rebound as shown in Figure 3.

As noted in our recent systematic fixed income outlook, 
dramatic swings in both the market narrative and market 
performance reflect rapid shifts in policy expectations.  
The U.S. Federal Reserve has now turned its focus to 
realized inflation rather than inflation forecasts. This  
means short run changes in inflationary data and other 
economic indicators will have an outsized impact on policy 
expectations, and as a result, market behavior.6 We have 

seen this play out in dramatic swings in asset  
performance as we noted above with the sharp rebounds 
in asset performance year to date in 2023 vs 2022.  
We believe high yield strategies should be well positioned 
to deliver both downside mitigation and participate in 
market upswings.

Systematically 
navigating credit risk
Investors who rely on high yield bonds to generate 
incremental return understand that periods of market 
stress can result in increases in downside risk. Most high 
yield strategies prioritize mitigating this risk, as indicated  
in Figure 1. But there are potential solutions to manage 
downside risk, along with seeking to maximize upside 
return potential. A systematic approach benefits from  
the opportunity to cover thousands of high yield issuers 
daily. Unlike fundamental managers, systematic financial 
models are less susceptible to bias in the investment 
process. Our models employ strict criteria to identify  
entry and exit points on securities. This approach seeks  
to lessen the risk of emotions playing a role in closing 
winning positions too early or holding onto losing 
positions too long.

6 BlackRock Systematic. “Peak inflation arrives. Now what?” Winter 2023.

Figure 3: Downside mitigation without upside capture
Excess active manager returns during “Very Negative” to “Very Positive” performance regimes 2013-2023

■ Average manager excess return ■ Top quartile manager excess return
● Benchmark return (Very Positive return) ● Benchmark return (Very Negative return)
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The figures shown relate to past performance. Past performance is not a reliable indicator of current or future results.
Source: Chart by BlackRock using data from eVestment as of 3/31/2023, gross of management fee. Top quartile managers are the average top 25% of managers with 
the highest total return over a 20 year period. Average manager is the average return of all managers vs the ICE BofA HY Constrained Index over 20 years. Past 
performance does not guarantee future results.
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7 Source: BlackRock, ICE BofA ML as of 3/31/2023, using data since January 2010.

A systematic investment approach to credit also prioritizes 
an ability to embed defensive positioning that may help 
protect investors when they need it most, during down 
market environments. Our proprietary probability of 
default signal that has underpinned all of our credit 
strategies for over 20 years has successfully identified 
74% of the defaulted bonds in the ICE BofA High Yield 
Index within 24 months of its default since 2010.7 Our 
probability of default signal centers on a simple economic 
assumption that default occurs when the value of a firm’s 
assets fall below the value of its liabilities. The probability 
of default model uses accounting, market data of equity 
and bond instruments, bond ratings, and other economic 
variables to estimate the probability of default for the 
issuer over a forward looking 12-month period. A full 
balance sheet approach is taken in assessing credit 
quality, not dissimilar to fundamental credit analysis to 
evaluate risk. We believe defensive outcomes are key to 
integrate in credit strategies to counter the asymmetrical 
nature of credit markets.

The science of  
security selection
Unlike many high yield managers, we don’t believe that 
upside should be sacrificed at the expense of downside 
mitigation. We believe the best outcomes in credit markets 
are possible through improved security selection using 
quality and value insights rather than beta tilts. Despite 
the unfavorable asymmetry of risk and return in credit 
markets, it is not always prudent to be looking for safety, 
irrespective of the macro-economic environment. A 
strategy that is flexible enough to balance downside 
mitigation and still participate in strong market regimes is 
imperative to help investors navigate today’s markets. An 
uncertain economic outlook, increased volatility in asset 
pricing and sharp asset class reversals demand a strategy 
that offers flexibility to counter market reactions to further 
shifts in monetary policy. 

Our high yield strategies are built on the foundation of a 
quality screen, which can help mitigate losses in a 
portfolio during periods of market decline. Using our 
proprietary probability of default signal, we screen out the 
names with the highest default probability. In a portfolio 
where you are solely screening for higher quality bonds, 
you would achieve a defensive outcome, but also lower 
overall total return, evidenced in Figure 4. Intuitively, 
reducing default risk results in a higher quality portfolio, 
but that also comes at the expense of total return. 

Figure 4: Improved returns and Sharpe ratios 
when combining insights

● Market Value Weighted Benchmark ● Quality
● Value ● Combined Quality/Value
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The figures shown relate to past performance. Past performance is not a reliable 
indicator of current or future results.
Source: BlackRock, as of March 31, 2023. Shows the market value weighted returns  
of the bonds in the ICE BAML U.S. HY Corporate Bond Index. Index data was rerun  
and updated by BlackRock from 2004-2022. Benchmark portfolios were constructed 
by market value weighting the BAML U.S. High Yield Corporate universes. Quality 
portfolios were constructed by screening the lowest quality quintile and market  
value weighting the remaining universe. Volatility calculated as standard deviation  
of monthly returns.

To counterbalance our quality screen, we seek to evaluate 
credit value at the same time. We identify bonds that have 
compelling default-adjusted spread, meaning those that 
you are being compensated with a wider spread, adjusted 
for the default risk you’re being asked to take. Combining 
these insights can leads to higher Sharpe Ratio as well as 
higher return than the overall high yield market.

While this approach is not overly complex, the daily 
application of our proprietary systematic default insights 
to the high yield universe, alongside a disciplined 
combination of both quality and value insights, is what 
can help achieve a better optimized risk and return 
tradeoff. Put another way, as default risk increases, 
investors may want to consider avoiding buying riskier 
assets in order to achieve potentially higher yields. 
Simultaneously, as default risk declines, investors’ search 
for yield may prove beneficial. Quality screens can help 
protect high yield investors on the downside, while adding 
value screens can help improve upside participation.  
This complementary approach also can help investors 
avoid attempts to try to time economic regimes.
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Seeking to capture alpha 
opportunity in high yield
Across high yield and investment grade 
credit approaches, a combination of  
credit model signals help us align risk 
characteristics to help ensure our portfolios 
exclude any unintended sector, ratings,  
or duration deviation from relevant 
benchmarks. Our portfolio construction 
framework has evolved over decades, is 
enhanced by our systematic expertise, and 
enriched by signals that seek to capitalize on 
the inherent biases in credit markets. Our 
systematic approach to high yield credit 
markets allows us to have a view on 
thousands of bond issuers daily. 

We believe the best outcomes in credit 
markets are possible through improved 
security selection that helps mitigate 
downside risk and is well positioned to 
capitalize on market rotation. Our financial 
models employ strict criteria to identify entry 
and exit points on each security, which 
means anticipating and countering the 
impact of monetary policy, geopolitical 
headwinds or pinpointing the next recession 
is already built into the framework that 
underpins each of our systematic credit 
strategies. We believe investors should be 
able to systematically capture upside 
opportunities in the high yield segment  
of credit markets, without losing sleep over 
fears of downside risk in their portfolio.
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For investors in Italy: This document is marketing material. Before investing please read the Prospectus and the PRIIPS KID available on www.blackrock.com/it, which contain a summary 
of investors’ rights.

Risk warnings
Capital at risk. The value of investments and the income from them can fall as well as rise and are not guaranteed. Investors may not get back the amount originally invested.

Past performance is not a reliable indicator of current or future results and should not be the sole factor of consideration when selecting a product or strategy.

Changes in the rates of exchange between currencies may cause the value of investments to diminish or increase. Fluctuation may be particularly marked in the case of a higher volatility 
product or strategy and the value of an investment may fall suddenly and substantially. Levels and basis of taxation may change from time to time.

Companies which issue higher yield bonds typically have an increased risk of defaulting on repayments. In the event of default, the value of investors investment may reduce. Economic 
conditions and interest rate levels may also impact significantly the values of high yield bonds.

Important information
This material is provided for educational purposes only and is not intended to be relied upon as a forecast, research or investment advice, and is not a recommendation, offer or solicitation 
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This material may contain “forward-looking” information that is not purely historical in nature. Such information may include, among other things, projections, forecasts and estimates 
of yields or returns. No representation is made that any performance presented will be achieved by any BlackRock Funds, or that every assumption made in achieving, calculating or 
presenting either the forward-looking information or any historical performance information herein has been considered or stated in preparing this material. Any changes to assumptions 
that may have been made in preparing this material could have a material impact on the investment returns that are presented herein. Past performance is not a reliable indicator of 
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The information and opinions contained in this material are derived from proprietary and nonproprietary sources deemed by BlackRock to be reliable, are not necessarily all-inclusive and 
are not guaranteed as to accuracy.

In the U.S., this material is for Institutional use only – not for public distribution.

In Canada, this material is intended for permitted clients as defined under Canadian securities law, is for educational purposes only, does not constitute investment advice and should not 
be construed as a solicitation or offering of units of any fund or other security in any jurisdiction.

This material is for distribution to Professional Clients (as defined by the Financial Conduct Authority or MiFID Rules) only and should not be relied upon by any other persons.
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For Italy, for information on investor rights and how to raise complaints please go to https://www.blackrock.com/corporate/compliance/investor-right available in Italian.

For qualified investors in Switzerland: This document is marketing material. 

This document shall be exclusively made available to, and directed at, qualified investors as defined in Article 10 (3) of the CISA of 23 June 2006, as amended, at the exclusion of qualified 
investors with an opting-out pursuant to Art. 5 (1) of the Swiss Federal Act on Financial Services (“FinSA”). For information on art. 8/9 Financial Services Act (FinSA) and on your client 
segmentation under Art. 4 FinSA, please see the following website: www.blackrock.com/finsa.

Blackrock Advisors (UK) Limited-Dubai Branch is a DIFC Foreign Recognised Company registered with the DIFC Registrar of Companies (DIFC Registered Number 546), with its office at 
Unit L15-01A, ICD Brookfield Place, Dubai International Financial Centre, PO Box 506661, Dubai, UAE, and is regulated by the DFSA to engage in the regulated activities of ‘Advising on 
Financial Products’ and ‘Arranging Deals in Investments’ in or from the DIFC, both of which are limited to units in a collective investment fund (DFSA Reference Number F000738).

In DIFC, the information contained in this document is intended strictly for Professional Clients as defined under the Dubai Financial Services Authority (“DFSA”) Conduct of Business 
Rules. The information contained in this document, does not constitute and should not be construed as an offer of, invitation or proposal to make an offer for, recommendation to apply 
for or an opinion or guidance on a financial product, service and/or strategy. Whilst great care has been taken to ensure that the information contained in this document is accurate, no 
responsibility can be accepted for any errors, mistakes or omissions or for any action taken in reliance thereon. You may only reproduce, circulate and use this document (or any part of 
it) with the consent of BlackRock. The information contained in this document is for information purposes only. It is not intended for and should not be distributed to, or relied upon by, 
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term is defined by the Comissão de Valores Mobiliários.
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according with the terms and conditions set forth therein.

In Peru, this private offer does not constitute a public offer, and is not registered with the Securities Market Public Registry of the Peruvian Securities Market Commission, for use only with 
institutional investors as such term is defined by the Superintendencia de Banca, Seguros y AFP.

In Uruguay, the Securities are not and will not be registered with the Central Bank of Uruguay. The Securities are not and will not be offered publicly in or from Uruguay and are not and 
will not be traded on any Uruguayan stock exchange. This offer has not been and will not be announced to the public and offering materials will not be made available to the general public 
except in circumstances which do not constitute a public offering of securities in Uruguay, in compliance with the requirements of the Uruguayan Securities Market Law (Law Nº 18.627 
and Decree 322/011).

For investors in Central America, these securities have not been registered before the Securities Superintendence of the Republic of Panama, nor did the offer, sale or their trading 
procedures. The registration exemption has made according to numeral 3 of Article 129 of the Consolidated Text containing of the Decree-Law No. 1 of July 8, 1999 (institutional 
investors). Consequently, the tax treatment set forth in Articles 334 to 336 of the Unified Text containing Decree-Law No. 1 of July 8, 1999, does not apply to them. These securities are 
not under the supervision of the Securities Superintendence of the Republic of Panama. The information contained herein does not describe any product that is supervised or regulated 
by the National Banking and Insurance Commission (CNBS) in Honduras. Therefore, any investment described herein is done at the investor’s own risk. This is an individual and private 
offer which is made in Costa Rica upon reliance on an exemption from registration before the General Superintendence of Securities (“SUGEVAL”), pursuant to articles 7 and 8 of the 
Regulations on the Public Offering of Securities (“Reglamento sobre Oferta Pública de Valores”). This information is confidential, and is not to be reproduced or distributed to third parties 
as this is NOT a public offering of securities in Costa Rica. The product being offered is not intended for the Costa Rican public or market and neither is registered or will be registered 
before the SUGEVAL, nor can be traded in the secondary market. If any recipient of this documentation receives this document in El Salvador, such recipient acknowledges that the same 
has been delivered upon their request and instructions, and on a private placement basis.

In Singapore, this document is provided by BlackRock (Singapore) Limited (company registration number: 200010143N) for use only with institutional as defined in Section 4A of the 
Securities and Futures Act, Chapter 289 of Singapore. This advertisement or publication has not been reviewed by the Monetary Authority of Singapore.

In Hong Kong, this material is issued by BlackRock Asset Management North Asia Limited and has not been reviewed by the Securities and Futures Commission of Hong Kong. This 
material is for distribution to “Professional Investors” (as defined in the Securities and Futures Ordinance (Cap. 571 of the laws of Hong Kong) and any rules made under that ordinance.) 
and should not be relied upon by any other persons or redistributed to retail clients in Hong Kong.

In South Korea, this information is issued by BlackRock Investment (Korea) Limited. This material is for distribution to the Qualified Professional Investors (as defined in the Financial 
Investment Services and Capital Market Act and its sub-regulations) and for information or educational purposes only, and does not constitute investment advice or an offer or solicitation 
to purchase or sells in any securities or any investment strategies.

In Taiwan, independently operated by BlackRock Investment Management (Taiwan) Limited. Address: 28F., No. 100, Songren Rd., Xinyi Dist., Taipei City 110, Taiwan. Tel: (02)23261600.

In Australia & New Zealand, issued by BlackRock Investment Management (Australia) Limited ABN 13 006 165 975, AFSL 230 523 (BIMAL) for the exclusive use of the recipient,  
who warrants by receipt of this material that they are a wholesale client as defined under the Australian Corporations Act 2001 (Cth) and the New Zealand Financial Advisers Act  
2008 respectively.

This material provides general information only and does not take into account your individual objectives, financial situation, needs or circumstances. Before making any investment 
decision, you should therefore assess whether the material is appropriate for you and obtain financial advice tailored to you having regard to your individual objectives, financial situation, 
needs and circumstances. Refer to BIMAL’s Financial Services Guide on its website for more information. This material is not a financial product recommendation or an offer or solicitation 
with respect to the purchase or sale of any financial product in any jurisdiction.

This material is not intended for distribution to, or use by, any person or entity in any jurisdiction or country where such distribution or use would be contrary to local law or regulation. 
BIMAL is a part of the global BlackRock Group which comprises of financial product issuers and investment managers around the world. BIMAL is the issuer of financial products and acts 
as an investment manager in Australia. BIMAL does not offer financial products to persons in New Zealand who are retail investors (as that term is defined in the Financial Markets Conduct 
Act 2013 (FMCA)). This material does not constitute or relate to such an offer. To the extent that this material does constitute or relate to such an offer of financial products, the offer is 
only made to, and capable of acceptance by, persons in New Zealand who are wholesale investors (as that term is defined in the FMCA). BIMAL, its officers, employees and agents believe 
that the information in this material and the sources on which it is based (which may be sourced from third parties) are correct as at the date of publication. While every care has been taken 
in the preparation of this material, no warranty of accuracy or reliability is given and no responsibility for the information is accepted by BIMAL, its officers, employees or agents. Except 
where contrary to law, BIMAL excludes all liability for this information.

In China, this material may not be distributed to individuals resident in the People’s Republic of China (“PRC”, for such purposes, not applicable to Hong Kong, Macau and Taiwan) 
or entities registered in the PRC unless such parties have received all the required PRC government approvals to participate in any investment or receive any investment advisory or 
investment management services. 

The information provided here is not intended to constitute financial, tax, legal or accounting advice. You should consult your own advisers on such matters. BlackRock does not guarantee 
the suitability or potential value of any particular investment. Investment involves risk including possible loss of principal. International investing involves risks, including risks related to 
foreign currency, limited liquidity, less government regulation, and the possibility of substantial volatility due to adverse political, economic or other developments. These risks are often 
heightened for investments in emerging/developing markets or smaller capital markets.

Any research in this document has been procured and may have been acted on by BlackRock for its own purpose. The results of such research are being made available only incidentally. 
The views expressed do not constitute investment or any other advice and are subject to change. They do not necessarily reflect the views of any company in the BlackRock Group or any 
part thereof and no assurances are made as to their accuracy. 

This document is for information purposes only and does not constitute an offer or invitation to anyone to invest in any BlackRock funds and has not been prepared in connection with any 
such offer.

FOR PROFESSIONAL, INSTITUTIONAL INVESTORS, QUALIFIED INVESTORS, WHOLESALE INVESTORS AND PERMITTED, PROFESSIONAL AND QUALIFIED CLIENT USE 
ONLY. THIS MATERIAL IS NOT TO BE REPRODUCED OR DISTRIBUTED TO PERSONS OTHER THAN THE RECIPIENT.
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FOR PROFESSIONAL, INSTITUTIONAL INVESTORS, QUALIFIED INVESTORS, WHOLESALE INVESTORS AND 
PROFESSIONAL CLIENT USE ONLY – NOT FOR PUBLIC DISTRIBUTION (PLEASE READ IMPORTANT DISCLOSURES)
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