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Perspectives

Year-to-date, bank loans and high yield bonds have been 
subject to a variety of market forces similar between the 
two sectors, but others have impacted each uniquely. While 
we typically recommend that clients allocate to both sub-
investment grade credit asset classes on an equal-weighted 
basis in order to benefit from each of their strengths as well 
as the diversification, it is very sound and well-grounded for 
investors to ask — especially in light of this unprecedented 
crisis in which we find ourselves — what the unique advantages 
and disadvantages are from each. Certain investor situations may 
necessitate maintaining an overweight to one or the other or holding only one. We 
will perform a deep dive into the nuances of the performance, technical factors, 
fundamentals, and valuations between bank loans and high yield in order to make 
these distinctions. In summary, we determine the merits of a modest overweight 
of high yield versus bank loans given the current environment due especially to 
two dynamics — the Fed’s unprecedented purchasing of high yield bonds1 and 
weakened bank loan demand as a direct result of weak CLO2 demand — explored 
in more detail in the following pages. 

PERFORMANCE
Bank loans and high yield performed identically going into this crisis, as shown 
below in the Year-to-Trough column of Exhibit 1. Both asset classes declined by 
19.8% from the start of the year to March 23rd, when the markets hit bottom in this 
pandemic. 

Ben Mohr, CFA
Director of Fixed Income

Source: Bloomberg, Credit Suisse Leveraged Loan index and Bloomberg Barclays High Yield index.

Exhibit 1:  Year-to-Date Returns (%)

%
Year-to-Trough 

12/31/19-3/23/20

Trough-to-Fed Buying HY 
3/23/20-4/8/20

Fed Buying HY-to-Date 
4/8/20-5/31/20

Bank Loan -19.8 10.4 6.1

High Yield -19.8 8.9 9.0

JUNE 
2020

https://www.marquetteassociates.com/people/ben-mohr-cfa/


2

After hitting this recent pandemic bottom, bank loans rebounded more than high yield, as shown in the 
middle Trough-to-Fed Buying HY column, corresponding with the March 23rd to April 8th timeframe prior 
to the Fed’s announcement that it would for the first time buy high yield bonds as part of its quantitative  
easing. In this period, bank loans rose by 10.4% while high yield rose by only 8.9% due to bank loans’ 
greater exposure to industries that have weathered this crisis relatively well such as food, utilities, and 
technology as well as less exposure to more troubled industries including aerospace, energy, gaming/
leisure, retail, and transportation. However, the Fed announced that it would buy high yield bonds on April 
9th and high yield has been outperforming ever since, as shown in the right-most column, with bank loans 
rising only 6.1% from April 8th to May 31st and high yield rising 9.0% during this time period, the latter as a 
result of the boost in prices directly associated with the positive sentiment from the Fed’s unprecedented 
high yield bond purchases.

Historically, bank loans and high yield have traded off in terms of which protected better in market 
downturns. Shown in Exhibit 2, in energy-driven downturns such as 2018 and 2015, bank loans typically 
protected better while high yield fared worse, due to the latter’s greater exposure to energy. In the 2008 
housing crisis, which was not energy-driven, high yield protected better.

Source: Bloomberg, Credit Suisse Leveraged Loan index and Bloomberg Barclays High Yield index.

Exhibit 2:  Calendar Year Returns (%)

% 2019 2018 2017 2016 2015 2014 2013 2012 2011 2010 2009 2008

Bank Loan 8.2 1.1 4.2 9.9 -0.4 2.1 6.2 9.4 1.8 10.0 44.9 -28.8

High Yield 14.3 -2.1 7.5 17.1 -4.5 2.5 7.4 15.8 5.0 15.1 58.2 -26.2

This historical track record of bank loans and high yield behaving differently in various market environments 
is due in part to their industry exposure differences but also to their duration (interest rate sensitivity) and 
capital structure differences: bank loans are senior, secured, and at the top of the capital stack while high 
yield is junior, unsecured, and below bank loans in the capital stack. Therefore, a fixed income portfolio 
benefits from allocations to both rather than just holding one. Shown below in Exhibit 3, over a long-term 
investment horizon a 50% bank loan/50% high yield allocation provides a better risk/return profile than just 
bank loans or high yield alone.
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Source: eVestment, Credit Suisse Leveraged Loan index and Bloomberg Barclays High Yield index longest common available data January 1992 to March 
2020, latest available as of May 31, 2020. 50/50 portfolio rebalanced monthly.

Exhibit 3:  Long Term Risk/Return

Capital Market Line
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To summarize the performance perspective, bank loans rebounded more strongly than high yield coming 
out of the March 23rd trough and it was not until the Fed stepped in that high yield rallied past bank loans. 
Over multiple market cycles, bank loans and high yield have been shown to take turns in outperforming 
or underperforming each other due to their intrinsic differences in industry exposure, duration, and where 
they stand in the capital stack. Lastly, a fixed income portfolio that holds both bank loans and high yield 
benefits from diversification across both and produces the most efficient risk/return profile compared with 
holding just one of the sectors.

With this performance assessment in mind, we now turn to technical factors such as inflows and demand 
constituents.

TECHNICAL FACTORS
As discussed earlier, the Fed’s purchases of high yield bonds have been a tailwind for prices since April 9th 
when it first announced this unprecedented stimulus to provide liquidity to the high yield markets. Bank 
loans, on the other hand, are supported on the demand side in large part by CLOs. Due to the pandemic, 
the low and negative rates from abroad are expected to maintain some demand for U.S. CLOs, which 
in turn is expected to continue to drive demand for bank loans. While the Fed has not started outright 
purchasing bank loans directly, it is in fact purchasing bank loans indirectly through the TALF (Term Asset-
Backed Securities Loan Facility) programs as narrowly-defined types of CLOs are permitted in TALF funds 
in addition to ABS. Year-to-date through May 18th, 105 U.S. CLOs have collectively priced $48.7 billion 
compared to 132 U.S. CLOs totaling $65.3 billion for the same time period last year. So, while lower, CLO 
issuance is still roughly two-thirds as strong so far this year as compared with last year. The market size for 
both bank loans and high yield remain solid, as shown in Exhibit 4.
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Source: Credit Suisse, May 4, 2020; latest available as of May 31, 2020. 

Exhibit 4:  Bank Loan & High Yield Market Sizes Remain Strong

CLOs own approximately 60% of the bank loan market, with institutions owning the majority of the 
remaining share (retail investors own 5% or less of the overall market). There is growing concern that new 
CLO formation is slowing down. We are seeing some new CLO issuance, but it has been slow ever since 
March. Japanese and German pensions and insurers are a substantial source of demand for CLO AAA 
tranches but demand from them has been declining because many of them have reached their maximum 
allocations for CLOs. Recently, the single biggest owner of CLO tranches, the Japanese Norinchukin Bank 
that invests for Japanese farming cooperatives announced that it would discontinue additional investing 
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in CLOs. Norinchukin Bank holds $70 billion, or 10%, of the $700 billion CLO market, which in turn owns 
roughly 60% of the bank loan market. We are concerned about the limited demand outlook for bank loans 
as a direct result of the limited demand outlook for CLOs.

From a technical viewpoint, the Fed is supporting both the high yield and bank loan markets, with respect 
to the former through quantitative easing high yield bond purchases and with respect to the latter through 
CLOs invested through the TALF program. CLO issuance has been declining during the pandemic at 
roughly two-thirds of last year’s issuance so far year-to-date, driven by some demand especially from the 
likes of Japanese and German pensions and insurers faced with negative-yielding bonds in their respective 
countries. However, many of these investors are reaching their maximum limit in holding CLOs and some 
are discontinuing additional CLO investment. 

With the performance and technical aspects now covered, we now turn to fundamentals followed by 
valuations.

FUNDAMENTALS
Due to the growth and development of bank loans as an asset class over the last thirty years as well as 
its emergence as a staple within institutional portfolios, the bank loan market has evolved in terms of its 
underlying exposures. More specifically, there has been a significant reduction in the number of holdings 
that are not rated, as shown in Exhibit 5 (blue portions of the pie charts for bank loans). In addition, as 
more and more leveraged buyouts were financed with bank loans over the last thirty years — whether in 
conjunction with high yield bond issuance or as unitranche deals — we have also seen a growing weight 
to the mid-tier B rating as the largest component of the bank loan market, also shown in Exhibit 5 (tan 
portions of the pie charts for bank loans).

Source: Credit Suisse as of May 31, 2020. 

Exhibit 5:  Evolution of Quality Weights
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High yield, in contrast, has been around as an official asset class since the late 1980s and therefore is a more 
mature asset class. The high yield market has seen a gradual growth in the high-tier BB rating weight over 
the last 10 years due to private equity firms using bank loans in lieu of high yield bonds as their preferred 
financing vehicle to fund LBOs and, more recently, over the past month as fallen angels (corporate bonds 
downgraded from investment grade to sub-investment grade) fell from the BBB rating to BB, therefore 
leaving the investment grade index and joining the high yield index. 

As such, the distribution of ratings is markedly different across the two asset classes. Bank loans feature 
the bulk of their exposures to the mid-tier B rating with significantly less CCC, CC, and C rated securities 
as well less defaulted paper than high yield, whereas high yield is skewed heavily towards the high-tier BB 
rating but with significantly more CCC, CC, and C rated issues as well more defaulted paper than bank 
loans.

Another meaningful contrast exists in industry exposure, as mentioned earlier. Exhibit 6 shows that bank 
loans have heavier weightings to strong industries — those faring better during this crisis such as food, 
utilities, and technology — with lighter weighting towards weak industries — those faring worse during this 
crisis such as aerospace, energy, gaming/leisure, retail, and transportation. High yield, in contrast, features 
the exact opposite in terms of thematic exposures.

As the recession drags on, high yield’s less favorable industry exposure may be a headwind as more 
and more companies in the aerospace, energy, gaming/leisure, retail, and transportation sectors face 
downgrades, defaults, and bankruptcies. This is one reason why the Fed initiated its junk bond purchases.

Additional key differences between bank loans and high yield come in the form of reference rates, call 
protection, defaults, and recoveries. Bank loan spreads are based on LIBOR as the base rate while high 
yield spreads are based on Treasury yields as the base rate. The correlation between the two is typically 
greater than 90%, although LIBOR is a shorter-term rate that has 99% correlation with the Fed Funds rate, 
whereas high yield, depending on the maturity of the bond, may be priced off of a 5- or 10-year Treasury. 
Because of this, the base rate for bank loans would be lower than that for high yield when the yield curve 
is upward sloping as it is now, and LIBOR would be more sensitive to Fed rate cut/hike actions versus the 
base rate for high yield bonds. Certain bank loans have a floor feature where the yield is calculated as a 

Bank Loans

Strong Industries Weak Industries Other
Source: Credit Suisse as of May 31, 2020. Strong industries include food, utilities, and technology. Weak industries include aerospace, energy, gaming/leisure, 
retail, and transportation.

Exhibit 6:  Comparison of Strong and Weak Industry (During Coronavirus Pandemic) Weights

High Yield

Strong Industries Weak Industries Other



6

spread above this floor even if LIBOR falls below this floor. We are concerned about the decline in LIBOR 
to now 37bp, which has reduced bank loans’ base rate for their yield. In addition, only 30% of the bank 
loan market has LIBOR floors,3 but LIBOR floors are gradually making a comeback as investors increasingly 
demand them. 

Bank loans typically allow the issuer to call the loan at any time whereas high yield bonds usually have 
five-year call protection, meaning that the high yield issuer cannot call the bond until after five years. In 
a declining rate environment, this is beneficial for bank loan issuers as they can refinance for a lower rate 
but detrimental for bank loan investors because of the prepayment and reinvestment risk. In contrast, a 
declining rate environment is detrimental for high yield issuers as they are locked into a higher rate for five 
years but beneficial for high yield investors because they continue to earn the higher rate. This distinction 
is a key advantage of high yield bonds for investors in declining rate environments. The opposite is true 
for rising rate environments, as a bank loan’s yield expands because it is a floating rate based on LIBOR 
increases. This is a key advantage of bank loans for investors in rising rate environments.

Bank loans are senior to high yield bonds in the capital stack and secured largely by 1st liens of the assets 
of the issuer versus high yield bonds which are unsecured. Consequently, bank loans typically have lower 
default rates and higher recovery rates. The current default rate for bank loans is 2.5%; for the sake of 
comparison, the 2009 default rate was 9.3%. For high yield the current default rate is 2.8% and during 2009 
the default rate peaked at 11.2%. The default cycle has not ramped up yet in this crisis and for both bank 
loans and high yield the default rate is expected to peak somewhere between high single digits and the 
low teens. Bank loans have a current recovery rate of 44% and high yield recovery rates are currently 37%. 
In 2009 these recovery rates were 40% and 20%, respectively.

To summarize the fundamental perspective, bank loans have less CCC, CC, and C rated as well as default-
ed paper and more B rated paper, whereas high yield has more CCC, CC, and C rated as well as defaulted 
paper and more BB rated paper. Bank loans have more weighting towards currently stronger industries 
such as technology, food, and utilities and less weighting towards weaker industries such as energy, travel, 
and retail; high yield exposures are generally the mirror image of these exposures. Bank loans are struc-
tured more advantageously for rising rate environments whereas high yield is structured more advanta-
geously for declining rate environments. Bank loans typically have better default and recovery rates than 
high yield bonds.

With the performance, technical, and fundamental analysis in mind, we now turn to valuations.

VALUATIONS
Spreads provide a measure of relative value, both on a cross-sectional basis across asset classes and on a 
time-series basis within an asset class comparing between time periods. Exhibit 7 on the following page 
shows that high yield spreads widened out to as high as 68.0% between their long-term historical average 
and the widest thus far in this crisis, wider than the 60.8% reached by bank loan spreads. 
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Source: Credit Suisse as of May 31, 2020. Based on entire history of bank loan and high yield indices. Bank loan spread is over LIBOR, high yield spread is over 
comparable maturity Treasury.

Exhibit 7:  Spreads and Yields

Bank Loan Spread Yield

Widest 1799 bp 19.9%

Average 463 bp 8.2%

Tightest 230 bp 4.9%

3/23/20 Peak Width 1275 bp 13.3%

% Between Average 
and Widest

60.8%

Today 734 bp 7.6%

% Between Average 
and Widest

20.3%

High Yield Spread Yield

Widest 1816 bp 20.5%

Average 570 bp 10.1%

Tightest 271 bp 5.2%

3/23/20 Peak Width 1417 bp 14.8%

% Between Average 
and Widest

68.0%

Today 728 bp 7.7%

% Between Average 
and Widest

12.7%

However, high yield spreads have tightened more than bank loans as a result of the Fed’s support. High 
yield is now 12.7% between its long-term historical average and the widest thus far in this crisis, tighter 
than the 20.3% where bank loan spreads are now. This shows that bank loans have relatively greater value 
based on spreads alone, but this is in large part due to the Fed’s junk bond buying that has helped tighten 
high yield bond spreads relatively further. There is also uncertainty as to whether the Fed’s high yield 
purchases have been fully priced into spreads or if further buying by the Fed might lead to additional 
spread compression relative to bank loans. Both bank loans and high yield offer comparable yields of 
7.6–7.7% today.

CONCLUSION
Uncertainty remains elevated regarding vaccine development, reopenings, and further stimulus. 
Consequently, the future direction of interest rates and spreads could take a variety of paths from this point 
forward. However, we can still structure portfolios to account for this uncertainty. Because of the intrinsic 
differences between bank loans and high yield in performance through different market environments, 
quality weights, industry weights, and structure, we continue to recommend that investors consider 
complementing one with the other to benefit from both their advantages as well as the diversification. Over 
longer-term horizons that encapsulate multiple market cycles, a 50%/50% bank loan/high yield portfolio 
has been shown to provide a more efficient risk/return profile than holding each alone.

However, over shorter-term investment horizons in times of market and economic dislocation, it may 
be appealing to overweight one of the two asset classes. Given the pandemic, market dislocation, and 
stimulus measures, an overweight to high yield versus bank loans appears preferable at this time, for a few 
primary reasons. First, high yield has the unlimited support of the Fed’s “bazooka” stimulus of high yield 
bond purchases, which essentially insulates the market from dramatic downside risk. Furthermore, the 
call protections embedded in high yield bonds should also contribute to relative outperformance versus 
bank loans in this low — and potentially further falling — interest rate environment. Energy names in the 
high yield space are now higher in quality than over the last few years because there have been a lot of 
fallen angels with higher EBITDA and bigger balance sheets, so the quality has been upgraded. High yield 
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defaults are picking up at a slightly faster pace than for bank loans because of high yield’s greater energy 
exposure but the companies defaulting and filing bankruptcies are not a big surprise to us because these 
are the ones that were weak going into the crisis. We consider the high yield market to be fairly healthy 
as the fallen angels that have contributed to the high yield market have a lot more scale. In the event of 
a second wave of COVID-19 infections or if a vaccine does not come to fruition, we would expect high 
yield, due to its greater weak industry exposure and greater CCC or below exposure, to leg down worse 
than bank loans but the Fed will be there to support high yield with its high yield bond buying. We believe 
that the Fed’s propping up of high yield, now and in that worst-case scenario, will have an indirect impact 
on bank loans as well. Bank loans and high yield bonds are both sub-investment grade debt with natural 
ties and positive correlation such that the Fed’s high yield purchases are already serving and will continue 
to support bank loans as well. That said, we see these worst-case scenarios as less likely than the best-
case scenarios and are still constructive on both sub-investment grade credit asset classes for long-term 
investors.

Nonetheless, we are concerned with the technicals in regard to bank loan and CLO downgrades, which 
is happening and will likely continue to happen, thus creating downward pressure on the lowest part of 
the bank loan market since most CLOs cannot hold more than 7.5% in bank loans rated CCC or below. As 
more bank loans are downgraded to CCC or below, CLOs will continue to sell these loans. We see this 
challenging technical more pronounced in bank loans than in high yield. 

As a result of the Fed’s explicit support of the high yield market as well as potentially impaired demand 
for CLOs and by extension bank loans, it may be prudent for investors to tilt their below investment 
grade exposures towards high yield and away from bank loans as these dynamics play out. The fact that 
Norinchukin Bank as the world’s largest CLO investor is discontinuing its new CLO investments discussed 
earlier is a key concern and may be a trend. Given that we expect the pandemic will last until at least the 
end of this year, the Fed is likely to continue its high yield purchases as well as overall quantitative easing, 
which will keep rates low, if not depress them further. For long-term investors, an equal weighting towards 
the two asset classes is recommended, but given the current environment, an overweight to high yield 
versus bank loans could pay off in the short- to intermediate-term investment horizon.

NOTES
1 The Fed’s high yield bond purchases have so far only been through ETFs rather than direct bonds. So far to date during this 

pandemic, the Fed has bought $1.3 billion of corporate bond ETFs, including $100 million in the HYG high yield bond ETF. At this 
point, it is much more the positive sentiment driven by the Fed’s promise and commitment to buy more high yield bonds, whether 
through ETFs or directly, if it has to that has tightened spreads rather than the actual dollar volume of the purchases.

2 A collateralized loan obligation holds a pool of bank loans and tranches them out much like how a pool of mortgages is tranched out 
into mortgage backed securities (“MBS”).

3 Floors are typically 100 bp.
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