
 

STRICTLY PRIVATE AND CONFIDENTIAL 
MARKETING MATERIAL 
 
Copyright © 2025 Nomura 
This document is the sole property of Nomura. No part of this document may be reproduced in any form or by any means – electronic, mechanical, photocopying, recording 
or otherwise – without the prior written permission of Nomura. 

 

NCRAM 
The Case for High Yield Bonds 
   

APRIL 2025 

 

  



 

1 

The Case for High Yield Bonds 
 
Over the last few decades, NCRAM has observed global investors increasingly embrace a strategic portfolio 
allocation to high yield bonds. We believe there are three key factors driving this interest: 
 

 The asset class has delivered competitive absolute and risk-adjusted returns and attractive income 
 High yield maintains limited correlation to other major asset classes and thus provides valuable portfolio 

diversification 
 The high yield market offers opportunities for a skilled active manager to outperform passively managed 

alternatives 
 
High yield has grown and matured as an asset class in recent years. In the post-Global Financial Crisis 
environment, the widely followed ICE BofA US High Yield Constrained Index has nearly doubled in size, with the 
face value of the index rising above $1.4tn (as of March 31, 2025). Over the same period, net leverage among 
high yield issuers declined from 5.0x to less than 4.0x1. As the market continues to evolve, investors across the 
world have incorporated high yield bond portfolio allocations, attracted to the favorable absolute and risk-adjusted 
returns, income, and diversification benefits. Asset owners have found the asset class is additive to a strategic 
allocation, augmented by alpha driven by manager selection. Wealth managers are similarly drawn to the asset 
class’ carry and prospective return contribution to a client portfolio.  
 
Solid Performance vs. Other Asset Classes 
High yield bonds have generated competitive results vs. other risk or rates assets over the last 20 years. As seen 
in the table below, high yield returns have topped other public market fixed income options. While the absolute 
return in equities has been stronger, high yield’s income provides downside cushioning, reducing volatility and 
generating superior risk-adjusted returns. High yield has also provided more consistent performance vs. most 
other fixed income or equity asset classes, as measured by batting average (percentage of months with a positive 
total return). 
 
Returns and Risk 

 
Ann. TR Std. Dev. Risk/Return Batting Avg. 

High Yield 6.47% 9.02% 0.72 70.00% 

Loans 4.98% 6.85% 0.73 76.25% 

EM Sovereigns 5.55% 8.70% 0.64 65.00% 

Inv Grade 4.18% 6.30% 0.66 62.50% 

US Agg Bond 3.18% 4.25% 0.75 61.25% 

10-Year UST 2.86% 7.33% 0.39 50.83% 

US LC Equity 10.23% 15.02% 0.68 67.50% 

US SC Equity 7.55% 20.24% 0.37 61.25% 

Sources: NCRAM, Bloomberg, batting average calculated as the percentage of months with total returns greater than zero, data herein based on monthly returns 
from April 2005 through March 2025 
High Yield as measured by the ICE BofA US High Yield Constrained Index (HUC0), Loans as measured by the Morningstar LSTA US Leveraged Loan Index, 
EM Sovereigns as measured by the JPMorgan Emerging Markets Bond Index Global (EMBIG), Investment Grade as measured by the ICE BofA US Corporate 
Index (C0A0), US Agg Bond as measured by the Bloomberg US Aggregate Bond Index, 10-Year UST as measured by the ICE BofA Current 10-Year US Treasury 
Index (GA10), US Large Cap (LC) Equity as measured by the S&P 500 Index, US Small Cap (SC) Equity as measured by the Russell 2000 Index 
 
Diversification Benefits 
High yield bonds enhance diversification in a fixed income or a multi-asset class portfolio. Somewhat surprisingly, 
high yield’s long-term correlation vs. the 10-year US Treasury is slightly negative. Correlation vs. other rate-
                                                      
1JP Morgan Data, 4Q09 vs. 4Q24 
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sensitive asset classes such as core bonds is also limited. This means an allocation to high yield is advantageous 
in a fixed income portfolio. High yield is a “risk asset,” thus correlations with equities are higher, but remain 
sufficiently low to provide meaningful diversification benefits. The connection with stock index returns also varies 
over time (rolling 36-month correlation to small cap equities has ranged as low as 0.4 over the last 20 years), 
further illustrating the important role played by high yield bonds in a multi-asset portfolio.  
 
Asset Class Correlation 

Correlation High Yield Loans EM Sovereign Inv Grade US Agg Bond 10-Year UST US LC Equity US SC Equity 

High Yield 1.00 0.84 0.79 0.68 0.36 -0.04 0.75 0.72 

Loans 0.84 1.00 0.56 0.45 0.06 -0.32 0.58 0.57 

EM Sovereigns 0.79 0.56 1.00 0.83 0.64 0.33 0.62 0.54 

Inv Grade 0.68 0.45 0.83 1.00 0.86 0.59 0.47 0.39 

US Agg Bond 0.36 0.06 0.64 0.86 1.00 0.88 0.24 0.16 

10-Year UST -0.04 -0.32 0.33 0.59 0.88 1.00 -0.09 -0.16 

US LC Equity 0.75 0.58 0.62 0.47 0.24 -0.09 1.00 0.89 

US SC Equity 0.72 0.57 0.54 0.39 0.16 -0.16 0.89 1.00 

Sources: NCRAM, Bloomberg, batting average calculated as the percentage of months with total returns greater than zero, data herein based on monthly returns 
from April 2005 through March 2025 
High Yield as measured by the ICE BofA US High Yield Constrained Index (HUC0), Loans as measured by the Morningstar LSTA US Leveraged Loan Index, 
EM Sovereigns as measured by the JPMorgan Emerging Markets Bond Index Global (EMBIG), Investment Grade as measured by the ICE BofA US Corporate 
Index (C0A0), US Agg Bond as measured by the Bloomberg US Aggregate Bond Index, 10-Year UST as measured by the ICE BofA Current 10-Year US Treasury 
Index (GA10), US Large Cap (LC) Equity as measured by the S&P 500 Index, US Small Cap (SC) Equity as measured by the Russell 2000 Index 
 
Alpha Generation Possibilities 
High yield is a less liquid public market asset class, featuring an array of bonds issued by companies lightly 
followed by Wall Street analysts. This creates alpha generation opportunities for a skilled active manager with 
sufficient research resources, a robust investment process, and the relationships necessary to gain access to 
trading liquidity, new issue allocations, and traditional and non-traditional sources of data and information.  
 
The $1.4tn market features over 1,900 bonds issued by nearly 900 companies, well-diversified across sectors 
and industries2. This breadth offers a wealth of investment opportunities. Furthermore, some investors and 
traders have structural biases, which can cause asset prices to stray from intrinsic value. Data from Morningstar 
typically shows active high yield managers outperform passive strategies with greater frequency relative to active 
managers in most other fixed income or equity asset classes.  
 
Yields Self-Regulate High Yield Returns 
Investors should note the high yield market also possesses an important self-correcting mechanism – the yield 
from bond coupons. In the post-Global Financial Crisis environment, the yield to worst on the ICE BofA US High 
Yield Constrained Index has ranged between 3.9% and 9.6% (see chart overleaf). When market forces move 
yields higher, all else equal, the carry increases, driving up prospective total return. Conversely, when yields 
decline, carry falls and expected forward total return shrinks. Price moves also impact equity valuations, but a 
catalyst is required to unlock that value. High yield features a built-in catalyst, as lower prices create higher 
current yield and superior prospective returns.  
 
  

                                                      
2 ICE BofA US High Yield Index as of March 31, 2025 
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ICE BofA US High Yield Constrained Index Yield to Worst 

 
Source: ICE BofA. Data shown from January 2010 through March 2025 
 
In summary, NCRAM believes high yield bonds should be part of a strategic portfolio allocation for long term 
investors. High yield has delivered competitive absolute and risk-adjusted returns, maintains limited correlation 
to other major asset classes, and offers opportunities for a skilled active manager to outperform passively 
managed alternatives. 
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Disclosures  
 
This document is prepared by Nomura Corporate Research and Asset Management Inc. (NCRAM) and is for informational purposes only. 
All information contained in this document is proprietary and confidential to NCRAM. All opinions and estimates included herein constitute 
NCRAM's judgment, unless stated otherwise, as of this date and are subject to change without notice. There can be no assurance nor is 
there any guarantee, implied or otherwise, that opinions related to forecasts will be met. Certain information contained herein is obtained 
from various secondary sources that are believed to be reliable, however, NCRAM does not guarantee its accuracy and such information be 
incomplete or condensed. Historical investment performance is no guarantee of future results. There is a risk of loss. Strategy performance 
references are based on gross of fees performance. 
 
Certain information contained in this document contains forward-looking statements including future-oriented financial information and 
financial forecasts under applicable securities laws (collectively referred to herein as forward-looking statements). Except for statements of 
historical fact, information contained herein constitutes forward-looking statements. Although NCRAM believes that the expectations reflected 
in such forward-looking statements are based on reasonable assumptions, it can give no assurance that forward-looking statements will 
prove to be accurate. These statements are not guarantees of future performance and undue reliance should not be placed on them. For-
ward-looking information is subject to certain risks, trends, and uncertainties that could cause actual performance and financial results in 
future periods to differ materially from those projected. NCRAM undertakes no obligation to update forward-looking statements if 
circumstances or NCRAM’s estimates or opinions should change. 
 
This document is intended for the use of the person to whom it is delivered. Neither this document nor any part here-of may be reproduced, 
transmitted or redistributed without the prior written authorization of NCRAM. Further, this document is not to be construed as investment 
advice, or as an offer to buy or sell any security, or the solicitation of an offer to buy or sell any security. Any reproduction, transmittal or 
redistribution of its contents may constitute a violation of the U.S. federal securities laws. 
 
Performance data is calculated by NCRAM based upon market prices obtained from market dealers and pricing services or, in their absence, 
an estimate of market value based on NCRAM’s pricing and valuation policy. All performance is historical and assumes reinvestment of 
dividends, interest and capital gains. Performance data stated here-in may vary from pricing determined by an advisory client or by a third 
party on behalf of the advisory client. Performance data set forth herein is provided for the purpose of facilitating analysis of account assets 
managed by NCRAM, and should not be used for the purpose of reporting or advertising performance of specific account portfolios to account 
beneficiaries or to third parties. 
 
An investment in high yield instruments involves special considerations and certain risks, including risk of default and price volatility, and 
such securities are regarded as being predominantly speculative as to the issuer's ability to make payments of principal and interest. 
 
A copy of NCRAM's Code of Ethics and its Part 2A of Form ADV are available upon request by contacting NCRAM’s Chief Compliance 
Officer via e-mail at compliancenomuraasset@nomura.com or via postal mail request at Nomura Corporate Research and Asset 
Management Inc., Worldwide Plaza, 309 West 49th Street, Compliance Department, Attn: Chief Compliance Officer, New York, NY 10019-
7316. 
 
The views and estimates expressed in this material represent the opinions of NCRAM and are subject to change without notice and are not 
intended as a forecast or guarantee of future results. Such opinions are statements of financial market trends based on current market 
conditions. The views and strategies described may not be suitable for all investors. This material has been prepared for informational 
purposes only, and is not intended to provided, and should not be relied upon as legal or tax advice. 


