
Hawkish central bank rhetoric and aggressive rate hikes 
have many fixed income investors seeking shelter. Though 
rising rates can detract from most fixed income returns, high 
yield corporate bonds may warrant a closer look. In fact, for 
investors cautious on rates and seeking higher income, short-
dated high yield bonds present compelling opportunities.   

Exhibit 1: Three key benefits of short dated high yield1

1All investments contain risk and may lose value.

#1 Lower duration risk

Rising rates are a reason for concern for any fixed income 
investor since bond prices decline when rates rise. However, 
the high yield asset class can offer some protection against 
rising rates, particularly since high yield bonds are often issued 
with shorter maturities than investment grade securities. 
The higher spreads can also help dampen the effects of 

rising rates. This enhanced spread serves as a cushion since 
spread tightening can help absorb rate changes or offset price 
declines. Given these characteristics, high yield has historically 
performed well and outpaced investment grade credit in 
rising-rate environments (Exhibit 2), while also generating 
strong returns across various environments. Contrary to many 
prior rising-rate periods, the current market is fraught with 
high inflation and macro uncertainty. While most fixed income 
assets have declined year to date, high yield bonds have held 
up better than longer-duration investment grade corporates.  

Exhibit 2: High yield has historically outperformed investment 
grade in rising-rate environments 

Past performance is not indicative of future results. Sources: Aegon AM, ICE BofA 
and Bloomberg. As of August 31, 2022. Based on monthly data and rate changes 
over the trailing 12 months from 31 August 2004 to 31 August 2022, totaling 217 
periods. Out of the 217, 97 periods were characterized as falling, 47 periods were 
characterized as flat and 73 were characterized as rising. The August 2004 start 
date coincides with the first available data date for all three indices. Reflects average 
annualized index returns for the Bloomberg US High Yield Corporate index, ICE BofA 
1-3 Year US Corporate and Government index, and the Bloomberg US Corporate 
Investment Grade index. Falling periods are described as when the Barclays US 
Treasury bellwether 10-year yield fell more than 0.25% since the last period. Rising 
periods were when the 10-year yield increased more than 0.25% since the last period. 
Flat periods are described as when the 10-year yield did not increase or decrease 
by 0.25% since the last period. Indices do not reflect the performance of an actual 
investment. It is not possible to invest directly in an index, which also does not take 
into account trading commissions and costs.  

#2 Enhanced yield and relative value 

For those investors concerned about rates, refining the focus 
to short-dated high yield bonds with a maturity of less than 
five years can provide opportunities to seek even greater 
protection against rising rates.
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Key Takeaways

• Amid aggressive monetary tightening, the short
duration profile of high yield bonds can help
defend against rising rates

• Short-dated high yield bonds can offer enhanced
yield, lower duration and higher risk-adjusted
returns

• In the current environment, short-dated high
yield bonds present interesting investment
opportunities as they offer over 90% of the yield
of the overall high yield market with about half the
typical duration risk
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Lower duration risk

The short duration profile 
of high yield bonds can help 
dampen the effects of rising 
rates 

Enhanced yield potential 
and relative value

Short-dated bonds can offer 
compelling opportunities to 
add yield 

Lower volatility and 
compelling risk-adjusted 
returns

Short-maturity bonds may 
exhibit greater resilience to 
negative market movements 
and typically provide higher 
risk-adjusted returns than 
longer-dated bonds
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While there are many short-duration assets within the bond 
market, high yield currently offers a larger premium over 
investment grade bonds. This increased spread and higher 
coupons can provide compelling carry and income potential. 
Additionally, the incremental yield provided by high yield 
corporates should more than cover the duration, as evidenced 
by the enhanced yield-to-duration ratio or breakeven point 
(Exhibit 2).  

Exhibit 3: High yield provides a higher yield-to-duration ratio

Past performance is not indicative of future results. Sources: ICE BofA and 
Bloomberg. Data as of September 30, 2022. Based on various ICE BofA indices. 
Indices do not reflect the performance of an actual investment. It is not possible to 
invest directly in an index, which also does not take into account trading commissions 
and costs.  

Even within the broader high yield market, short-dated bonds 
offer interesting opportunities to add incremental yield. For 
example, using the 1-5 year BB-B variation of the ICE BofA US 
High Yield index as a proxy for the short-dated market, we can 
assess relative value within the high yield market by looking 
at the yield differential between shorter bonds and the overall 
high yield market. 

Historically, the shorter high yield index has offered an average 
yield to worst that captures roughly 80% of the overall high 
yield market’s yield with about half of the duration. Now, 
given recent rate and spread movements in the first half of 
2022, the shorter index provides investors with 94% of the 
overall high yield market with about half of the duration risk. 
That means that as the short end of the curve shifts upward, 
investors have compelling opportunities to invest in short-
dated high yield issues that have yields around 6% to 9% and 
a duration of approximately two to three years. 

Exhibit 4: Short-dated high yield now captures 94% of the 
overall high yield market yield 

Past performance is not indicative of future results. Sources: ICE BofA and 
Bloomberg. Depicts the yield to worst for the ICE BofA US Corporate High Yield 1-5 
BB-B index (JVC4) and the ICE BofA US Corporate High Yield index (H0A0) over the last 
10 years ending September 30, 2022. Indices do not reflect the performance of an 
actual investment. It is not possible to invest directly in an index, which also does not 
take into account trading commissions and costs.  

#3 Lower volatility and compelling risk-adjusted returns

An emphasis on short duration or short-dated high yield may 
also help mitigate downside volatility — a common concern for 
high yield investors. Short-dated high yield bonds can be less 
susceptible to broad market moves driven by macro factors. In 
other words, shorter high yield bonds tend to exhibit greater 
price stability amid macro-induced volatility relative to longer-
dated bonds. Lower volatility has historically resulted in better 
risk-adjusted returns for 1- to 5-year high yield bonds. 

As shown in Exhibit 5, these shorter bonds have generated 
higher information ratios. This demonstrates that short-dated 
high bonds offer enhanced excess returns relative to the 
volatility of those returns. Although shorter-dated bonds could 
face refinancing risk, many high yield companies have termed 
out their balance sheets, resulting in few near-term maturity 
concerns in 2022 and 2023.
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Index
Yield to Worst 

(%)
Effective 
Duration

Yield / 
Duration

US HY 1-5 
Year BB-B

9.01 2.75 3.28

US High Yield 9.58 4.25 2.25

Global High 
Yield

9.88 3.99 2.48

US IG 1-5 Year 5.45 2.72 2.00 

US IG 5.74 6.81 0.84

Global IG 5.31 6.15 0.86

EM Corporates 7.56 4.79 1.58

US Treasuries 4.13 6.35 0.65

Global 
Government

2.95 7.53 0.39
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Exhibit 5: Shorter maturity high yield bonds (1 to 5 years) offer 
the potential for higher risk-adjusted returns 

Past performance is not indicative of future results. Sources: Aegon AM and 
Bloomberg. Depicts the information ratio (excess return / excess return volatility) from 
December 31, 2010 through August 31, 2022. Based on the Bloomberg US Corporate 
High Yield Total Return Index Value Unhedged USD (Returns, Unhedged). Indices do 
not reflect the performance of an actual investment. It is not possible to invest directly 
in an index, which also does not take into account trading commissions and costs. 

Short-dated high yield opportunities now

As central banks continue to fight inflation and implement 
monetary tightening policies, short-dated high yield bonds can 
offer compelling opportunities to lower duration risk, enhance 
yield and reduce volatility.

Similar to the broader high yield market, the repricing in 
2022 is presenting relatively rare yield opportunities to add 
exposure at above-average levels. Additionally, while economic 
uncertainty is elevated, most high yield companies appear 
well-positioned to navigate an economic slowdown given 
stable fundamentals and muted defaults outlook. 

All this leads us to a constructive outlook on the high yield 
market. For investors seeking high income and lower duration 
risk, short-dated high yield opportunities may be worth a closer 
look.
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investments contain risk and may lose value. This document 
contains "forward-looking statements" which are based on 
Aegon AM's beliefs, as well as on a number of assumptions 
concerning future events, based on information currently 
available. These statements involve certain risks, uncertainties 
and assumptions which are difficult to predict. Consequently, 
such statements cannot be guarantees of future performance, 
and actual outcomes and returns may differ materially from 
statements set forth herein.  

Investments in high yield bonds may be subject to greater 
volatility than fixed income alternatives, including loss of 
principal and interest, as a result of the higher likelihood of 
default. The value of these securities may also decline when 
interest rates increase.

The following Aegon affiliates are collectively referred to 
herein as Aegon Asset Management: Aegon USA Investment 
Management, LLC (Aegon AM US), Aegon USA Realty 
Advisors, LLC (Aegon RA), Aegon Asset Management UK plc 
(Aegon AM UK), and Aegon Investment Management B.V. 
(Aegon AM NL). Each of these Aegon Asset Management 
entities is a wholly owned subsidiary of Aegon N.V. In addition, 
Aegon Private Fund Management (Shanghai) Co., a partially 
owned affiliate, may also conduct certain business activities 
under the Aegon Asset Management brand.

Aegon AM UK is authorised and regulated by the Financial 
Conduct Authority (FRN: 144267) and is additionally a 
registered investment adviser with the United States (US) 
Securities and Exchange Commission (SEC). Aegon AM US and 
Aegon RA are both US SEC registered investment advisers. 
Aegon AM NL is registered with the Netherlands Authority for 
the Financial Markets as a licensed fund management 
company and on the basis of its fund management license is 
also authorized to provide individual portfolio management 
and advisory services in certain jurisdictions. Aegon AM NL has 
also entered into a participating affiliate arrangement with 
Aegon AM US. Aegon Private Fund Management (Shanghai) 
Co., Ltd is regulated by the China Securities Regulatory 
Commission (CSRC) and the Asset Management Association 
of China (AMAC) for Qualified Investors only; ©2022 Aegon 
Asset Management or its affiliates. All rights reserved.
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Disclosures

Unless otherwise noted, the information in this document has 
been derived from sources believed to be accurate at the time 
of publication. 

This material is provided by Aegon Asset Management (Aegon 
AM) as general information and is intended exclusively for 
institutional and wholesale investors, as well as professional 
clients (as defined by local laws and regulation) and other 
Aegon AM stakeholders. 

This document is for informational purposes only in connection 
with the marketing and advertising of products and services, 
and is not investment research, advice or a recommendation. It 
shall not constitute an offer to sell or the solicitation to buy 
any investment nor shall any offer of products or services be 
made to any person in any jurisdiction where unlawful or 
unauthorized. Any opinions, estimates, or forecasts expressed 
are the current views of the author(s) at the time of publication 
and are subject to change without notice. The research taken 
into account in this document may or may not have been used 
for or be consistent with all Aegon AM investment strategies. 
References to securities, asset classes and financial markets 
are included for illustrative purposes only and should not be 
relied upon to assist or inform the making of any investment 
decisions. It has not been prepared in accordance with any 
legal requirements designed to promote the independence of 
investment research, and may have been acted upon by Aegon 
AM and Aegon AM staff for their own purposes.

The information contained in this material does not take 
into account any investor's investment objectives, particular 
needs, or financial situation. It should not be considered a 
comprehensive statement on any matter and should not 
be relied upon as such. Nothing in this material constitutes 
investment, legal, accounting or tax advice, or a representation 
that any investment or strategy is suitable or appropriate 
to any particular investor. Reliance upon information in this 
material is at the sole discretion of the recipient. Investors 
should consult their investment professional prior to making 
an investment decision. Aegon Asset Management is under no 
obligation, expressed or implied, to update the information 
contained herein. Neither Aegon Asset Management nor any 
of its affiliated entities are undertaking to provide impartial 
investment advice or give advice in a fiduciary capacity 
for purposes of any applicable US federal or state law or 
regulation. By receiving this communication, you agree with the 
intended purpose described above. 

Past performance is not a guide to future performance. All 

Contact us: aegonam.com
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