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Where 
income meets 
volatility 
Stephen Tapley
Senior Fund Manager 

High yield 
For those seeking attractive yields, 
the high yield market continues 
to ofer a compelling case, 
especially when complemented
by resilient risk management, 
in a rapidly evolving world. 

As we look ahead to 2026, the global economic 
landscape is marked by persistent uncertainty. 
Global growth is forecast to decelerate to the 
slowest pace since the pandemic, amid ongoing 
geopolitical tensions, shifting trade policies, and 
the risk of policy missteps. From conversations 
with investors, a common concern that keeps 
being raised is the combination of worries 
over expensive valuations in the market and 
fear at missing any further potential upside. 
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Where do we sit? 
Central banks are expected to continue 
easing, but the path of rates is clouded 
by infation volatility and fscal pressures, 
especially in the US and Europe. The US 
Federal Reserve and Bank of England are 
projected to cut rates further, but the pace 
and depth remain highly data dependent. 
Euro area rates are near neutral, with limited 
room for further cuts unless growth falters. 

Fiscal support is likely to remain robust, 
particularly in the US and Europe, with 
increased spending on infrastructure 
and defence. Elevated volatility and policy 
uncertainty are expected to persist, 
reinforcing the need for defensive 
positioning and careful risk management. 

What areas within high yield 
ofer an attractive option? 
As such, with those conditions hovering in the 
background, where can investors look in high 
yield markets? In our view, a short duration 
bias, focusing on bonds being redeemed in 
less than two years, can ofer a defensive 
stance in a mature high yield market. This 
approach minimises exposure to interest 
rate and spread volatility, which is especially 
valuable as we look at central banks on 
diferent rate paths in 2026, unlike longer-
duration strategies that are more vulnerable 
to negative returns in such environments. 

Historical data can show that focusing on 
short duration high yield can deliver similar 
total returns to the broader high yield market, 
but with signifcantly lower volatility and 
drawdowns. As bonds approach maturity, 
price volatility diminishes, and the ‘pull-to-par’ 
efect helps insulate portfolios from market 
swings. Despite tighter spreads, we feel yields 
in the short duration segment remain relatively 
attractive and above historical averages. 

A strategy that focuses on ‘battle-tested’ 
bonds, those nearing maturity, should 
mean default risk is lower, and also beneft 
from a higher proportion of higher-rated 
sub-investment-grade securities. 

Another aspect to consider is the self-
liquidating nature of a strategy that focuses on 
short duration bonds. It should see constant 
cashfow from positions being redeemed, 
allowing for a somewhat organic re-positioning 
opportunity as market conditions evolve, as 
you re-invest and tilt and tweak positioning. 

We are seeing private 
debt markets grow 
in size, hoovering up
lower rated companies. 
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The high yield market has matured, with BB 
rated bonds now making up a larger share, 
and some lower-quality issuers have exited 
the market (chart 1). This has been brought 
about by the ever-growing presence of private 
debt. We are seeing private debt markets 
grow in size, hoovering up lower rated 
companies. This results in public markets 
being left in a structurally stronger place. As 
the CCC portion of the market continues to 
diminish, taking the most stressed part of the 
market out of public hands, we can see clear 
signs of why default rates remain so low. 

Chart 1 

Is now the right time? 
Heading into 2026, could a short duration 
bias ofer a reliable and repeatable process? 
We believe so, as it is ultimately an evergreen 
strategy. Whether entering or exiting a 
slowdown, a short duration high yield strategy 
that provides defensive positioning and 
access to high coupon bonds from resilient 
issuers could protect investors from the 
expected volatility that next year may bring. 
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CCC & Below B BB 

Source: ICE Data Indices LLC using ICE BofA Global High Yield Index (HW00) as at 31 October 2025. Percentages 
subject to rounding. 

High yield 



5 |  Royal London Asset Management 

OUTLOOK 2026

  
 

  
 

  
 

 

 
 

 
 

 
 

 
 

 
 

 
 

 
 

  
  

 

 
 

 
 

 

  
  

Important information 

Investment risks 

Past performance is not a guide to future performance. The value of investments and the income
from them is not guaranteed and may go down as well as up and investors may not get back the amount originally
invested. Changes in currency exchange rates may afect the value of these investments. 

Important information 

For professional clients/qualifed investors/wholesale investors only, not suitable for retail investors. 
This is a marketing communication. 

This is a fnancial promotion and is not investment advice. Telephone calls may be recorded. 
For further information please see our Privacy policy at www.rlam.com 

The views expressed are those of Royal London Asset Management at the date of publication unless otherwise indicated, 
which are subject to change, and is not investment advice. 

This document is private and confdential and only for use by “permitted clients” in Canada. This document is for information 
purposes only and is not intended as an ofer or solicitation to invest. This document does not constitute investment advice 
and should not be relied upon as such. Royal London Asset Management Limited is authorized to provide investment 
services in Canada under the International Adviser Exemption. Royal London Asset Management’s principal place for 
business is in the United Kingdom, and it is not registered as a manager in the provinces of Alberta, British Columbia, 
Ontario, and Québec. 

Issued in December 2025 within Europe (ex-Switzerland) by FundRock Distribution S.A. (“FRD”) the EU distributor for 
Royal London Asset Management Limited. FRD is a public limited company, incorporated under the laws of the Grand 
Duchy of Luxembourg, registered ofce at Airport Center Luxembourg, Level 2, 5 Heienhaf, L-1736 Senningerberg, 
Luxembourg, and registered with the Luxembourg trade and companies register under number B253257. FRD is 
authorized as distributor of shares/units of UCIs without making or accepting payments (within the meaning of Article 
24-7 of the 1993 Law), as updated from time to time. FRD is authorised and regulated by the Commission de Surveillance 
du Secteur Financier (CSSF). Portfolio management activities and services are undertaken by Royal London Asset 
Management Limited, 80 Fenchurch Street, London, EC3M 4BY, UK. Authorised and regulated by the Financial Conduct 
Authority in the UK, frm reference number 141665. A subsidiary of The Royal London Mutual Insurance Society Limited. 

For Switzerland: Copies of the Memorandum and Articles of Association,the Prospectus, KIIDs and the annual and semi-
annual reports of the fund may be obtained free of charge from the fund’s representative 
in Switzerland, ACOLIN Fund Services AG, Leutschenbachstrasse 50, CH-8050 Zurich. The Paying Agent 
in Switzerland is Banque Cantonale Vaudoise, Place St François 14, CH-1003 Lausanne. 

For Australia: For Wholesale clients only. Royal London Asset Management Limited is exempt from the requirement to 
hold an Australian fnancial services licence under the Corporations Act (as a result of the operation of ASIC Class Order 
03/1099 as amended by the ASIC Corporations (Repeal and Transitional) Instrument 2016/396 and extended by ASIC 
Corporations (Amendment) Instrument 2020/200) in respect of the fnancial services it provides to wholesale clients in 
Australia and is regulated by the Financial Conduct Authority under UK laws which difer from Australian laws. 

Issued in December 2025 within Switzerland, Australia and the UK by Royal London Asset Management Limited, 
80 Fenchurch Street, London, EC3M 4BY. Authorised and regulated by the Financial Conduct Authority, 
frm reference number 141665. A subsidiary of The Royal London Mutual Insurance Society Limited. 

AL RLAM PD 0208 

http://www.rlam.com
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Contact us 

For more information about our range of products and services, please contact us. 
Royal London Asset Management, 80 Fenchurch Street, London, EC3M 4BY 

UK 
For advisers and wealth For institutional client 
managers queries 

bdsupport@rlam.co.uk institutional@rlam.co.uk 
+44 (0)20 3272 5950 +44 (0)20 7506 6500 

Switzerland 
For all investors: 

john.parkin@rlam.com 
+44 (0)20 3272 5912 

Germany 
For all investors: 

immo.gatzweiler@fundrock.com 
+49 151 54 72 5296 

FundRock provide EU Management Company services to RLAM. 

Spain 
For all investors: 

mrona@altamarcam.com| 
+34 91 290 07 28 

Proud to partner with Altamar Capital to serve clients in Spain. 

All other EEA investors 
For all investors: 

arnaud.gerard@fundrock.com 
+352 691 992 088 

FundRock provide EU Management Company services to RLAM. 

Australia 
For all investors: 

kevin.haran@rlam.com 
+61 (0)413 138 055 
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