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Introduction
With the interest-rate cycle turning sharply as the US Federal Reserve and other major central banks 
start to squeeze monetary policy due to surging inflation, investor attention is being drawn to 
short-duration bonds. We explored the tactical and strategic merits of short-duration credit in Hitting 
the sweet spot: Opportunities in short duration credit, a paper written jointly with our investment-
grade credit and liquidity colleagues. 

To mark a decade since the launch of the Aviva Short Duration Global High Yield Bond Strategy, 
we focus here on the attractive income, diversification and risk characteristics of short-duration 
global high-yield bonds (SDGHY). 

In this paper, we set out five reasons why we believe investors should consider an allocation to the 
asset class; share the main lessons we have learned since the strategy’s launch in February 2012; and 
set out our expectations of the key themes that will shape the asset class from here. 

Five characteristics supporting an allocation 
to short-duration global high yield
1. Low interest-rate sensitivity
SDGHY has the potential to offer materially less interest-rate risk than sovereign debt, 
investment-grade corporate bonds and broad global high-yield debt, providing a strong 
rationale for an allocation in a rising interest rate environment.

With the interest-rate 
cycle turning sharply, 
investor attention is 
being drawn to short-
duration bonds.

Figure 1.   Short end of the GHY curve can offer more compelling valuations with lower duration risk

Duration  
(years)

Yield to  
worst

Option- 
adjusted

Average  
rating

BBG Global High Yield Excl CMBS & EMG  
2% Cap 1-5 Years Index Hedged USD

2.53 5.93 442 BA3/B1

BBG Global High Yield Excl CMBS & EMG  
2% Cap Index Hedged USD

4.13 5.75 399 BA3/B1

BBG Global Aggregate Credit Index  
Hedged USD

6.99 2.98 130 A2/A3

BBG Global Aggregate Treasuries Index Value 
Hedged USD

8.36 1.27 - AA2/AA3

For illustrative purposes only. Source: Bloomberg. Data as of February 28, 2022.



4 Aviva Investors

Figure 2.   SDGHY exhibits negative correlations versus global treasuries

US 
Treasuries 
(1-5 years)

US 
Treasuries

G7 
Treasuries

US IG Credit
(1-5 years)

Global IG 
Corporate

Global HY 
(1-5 years)

Global 
HY 

EM HC 
Agg

US 
Treasuries 
(1-5 years)

1.000

US 
Treasuries

0.902 1.000

G7 
Treasuries

0.756 0.898 1.000

US IG Credit
(1-5 years)

0.392 0.393 0.485 1.000

Global IG 
Corporate

0.276 0.432 0.582 0.907 1.000

Global HY 
(1-5 years)

-0.324 -0.278 -0.100 0.661 0.677 1.000

Global 
HY 

-0.245 -0.192 0.037 0.687 0.716 0.983 1.000

EM HC 
Agg

0.034 0.085 0.220 0.782 0.795 0.818 0.851 1.000

For illustrative purposes only. Note: 10 years data. Source: Bloomberg. Data as of January 31, 2022. 

2. Negative correlation to global government bonds
SDGHY has considerable diversification benefits; it is negatively correlated with short and 
long-dated US Treasuries as well as global government bonds, meaning it has an important 
role to play in a broader fixed income portfolio.
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3. High income from diverse sectors and business profiles
The global high-yield spread curve is currently flat and offers wider spreads in zero-to-three years 
versus the three-to-five years section. Investors therefore have the opportunity to find attractive 
compensation in the short end of the curve for half the duration exposure of the broader market.

Figure 3.    Bloomberg Global High Yield excluding CMBS and EMG 2 per cent Cap Index Hedged US$ spread curve
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SDGHY has similar sector diversity to the broad global high-yield market but avoids the 
concentration in the technology and industrial other sectors found in secured bank loans.

Figure 4.    Sector exposure of SDGHY, global high-yield and bank loans (per cent)
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For illustrative purposes. Source: Bloomberg. Data as of January 31, 2022.
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During January 2022, when we saw a modest widening in option-adjusted spreads (less than 60 
basis points), caused by the Federal Reserve’s hawkish pivot, SDGHY again offered an opportunity 
for better downside protection. It experienced less than half the drawdown of broad global high 
yield in total return terms. 

Figure 5.    Portfolio construction creates downside protection
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For illustrative purposes. Past performance is not a reliable guide to future performance. Performance shown is net of fees. Source: Bloomberg. Data as of 
January 31, 2022. 

4.  Recent history suggests SDGHY can weather spread-widening events better 
than broad high-yield debt

SDGHY outperformed the broad global high-yield market in three notable spread-widening 
events in the past decade: 

1. The 2014-15 energy crisis caused by a sharp fall in oil prices – SDGHY had less exposure 
to the underperforming energy sector

2. The 2018 ‘taper tantrum’ when the Federal Reserve raised interest rates four times that 
year – SDGHY outperformed because of its lower duration

3. The first quarter of 2020 when COVID-19 fears led to severe market turbulence – 
although there were defaults at the front end of the yield curve, longer-dated bonds 
underperformed overall

SDGHY outperformed 
the broad global 
high-yield market in 
three spread-widening 
events.

1
2

3
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Figure 7 shows the attractive risk/reward profile of SDGHY bonds versus US Treasuries. SDGHY 
(represented by the Bloomberg Short Duration Global High Yield Index) has delivered over twice 
the return of ten-year US Treasuries (6.02 per cent versus 2.51 per cent) and slightly less volatility 
(5.68 per cent versus 5.98 per cent).

Figure 6.     Superior risk-adjusted returns by maturity bucket

 
Maturity

Cumulative  
return (per cent)

Annualised  
return (per cent)

Annualised standard 
deviation (per cent)

Sharpe ratio (risk free  
rate at 0 per cent)

Total 384 7.9 9.1 0.87

1 - 3 years 388 8.0 7.3 1.10

3 - 5 years 361 7.7 8.3 0.93

<5 years 367 7.7 7.8 0.99

5 - 7 years 355 7.6 9.5 0.80

7 - 10 years 339 7.4 10.1 0.74

10 - 20 years 797 11.2 10.0 1.11

> 20 years 1,502 14.4 13.5 1.07

For illustrative purposes only. Source: Bloomberg. Based on data for the period April 30, 2001 – December 31, 2021.

Figure 7.   The superior risk/reward profile of SDGHY: Risk versus return for various asset classes (per cent)
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For illustrative purposes only. Past performance is not a reliable guide to future performance. Note: Ten-year period. Source: Bloomberg. Data as of December 31, 2021

5. Relative resilience has led to lower volatility versus broad global high-yield debt 
Since April 2001, SDGHY has displayed lower volatility and delivered superior risk-adjusted returns 
than the broader global high-yield market.
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The two biggest lessons we have learned in the 
past decade
1. SDGHY is naturally subject to credit and default risk – but a bias towards 
higher-quality names has helped us navigate more challenging times
We have found better longer-term outcomes from our bias towards higher-quality issuers (BB and 
B-rated names) and active security selection. 

Over the long term, BB and B-rated high-yield bonds have outperformed CCC-rated bonds. This is 
because the higher probability of defaults from lower-rated high-yield debt is often not fully 
priced. Our approach to managing high yield is focused on a strategic allocation to BB and B-rated 
bonds, while tactically allocating to CCC-rated bonds when attractive opportunities arise. 

1. Source: Moody’s. Data as of December 31, 2021. 

We believe our approach has long-term benefits from both total return and risk-adjusted return 
perspectives. It helps account for the strategy’s lower-than-benchmark volatility over time and has 
limited the strategy’s drawdown in credit market sell-offs, as highlighted in Figure 8.

BB and B-rated high-
yield bonds have 
outperformed  
CCC-rated bonds.

Figure 8.  Long-term outperformance with lower risk
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Since index inception (annualised)

Volatility
(per cent)

Sharpe
ratio

Average 
default rate
(per cent)1

BB 6.96 1.29 0.63

B 8.56 0.92 2.50

CCC 13.61 0.54 15.35
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2. Be mindful of negative convexity when investing in SDGHY
More than 80 per cent of our strategy’s benchmark is callable.4 When interest rates fall and the price of 
these callable bonds increases, they start to exhibit negative convexity. Investors in SDGHY need to be 
aware of the implications; namely that the upside for a callable bond is capped by its call price and 
therefore short-duration bonds tend to underperform when interest rates fall. 

Let’s look at how this happens. When interest rates fall, the price of callable bonds increases and the 
incentive for the issuer to call the bond and refinance at a lower interest rate also increases. When a 
bond’s first call date approaches, if its price increases to a level nearing or above its call price, the 
convexity of the bond decreases, and it starts trading with negative convexity. 

As shown in Figure 10, SDGHY has experienced negative and lower convexity than the broader 
high-yield index over the past decade.

2. Strategy launch date February 29, 2012, based on ‘I’ US$ Accumulation share class.  
3. Bloomberg Global High Yield ex CMBS & EMG 1-5 years 2% TR US$ Hedged Index.
4. Bloomberg Global High Yield ex CMBS & EMG 1-5 years 2% TR US$ Hedged Index. Data as of February 14, 2022.

Short-duration 

bonds tend to 
underperform when 
interest rates fall.

Figure 10.  Option-adjusted convexity
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Figure 9.   A defensive approach to limit volatility and protect investor’s capital (per cent)

3 years 5 years Since inception2

Volatility comparison

Aviva Investors SDGHY strategy volatility 8.15 6.41 4.95

Benchmark volatility3 8.64 6.85 5.68

Drawdown comparison

Aviva Investors SDGHY strategy maximum drawdown 12.19 12.19 12.19

Benchmark’s maximum drawdown 13.25 13.25 13.25

Past performance is not a reliable indicator of future performance. Source: Bloomberg. Data as of January 31, 2022.
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By contrast, high-yield bonds with an effective duration (option-adjusted duration) of five years or 
more have traded with positive convexity over the past decade. That’s because the call dates of 
these bonds are either far away, or they are structured as bullet bonds. Longer-duration bonds 
with positive convexity continue to see their prices rise when interest rates fall.

In summary, SDGHY bonds tend to capture less upside when the average price of the index is high, 
and start experiencing negative convexity. Conversely, the long-duration segment of the index will 
continue to exhibit positive convexity. The short end of the yield curve will therefore tend to 
underperform the broader global high-yield index in a market rally when interest rates are falling.

Our expectations of where short-duration global 
high yield goes from here
1. SDGHY should perform better in a period of rising interest rates 
Falling interest rates and declining bond yields have largely defined the past four decades; periods 
of rising bond yields have been extremely rare. During 2021, however, there were two such 
instances: January to April and September to October. SDGHY bonds (zero to four years effective 
duration) outperformed longer-duration high-yield debt (four to eight years effective duration) 
during these periods.

Figure 11.  HY duration performance during 2021 Treasuries selloff (per cent)
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Figure 14.   Market scenario analysis

Scenario 1 Scenario 2 Scenario 3 Scenario 4

Default rate (per cent) 5.00 3.00 1.50 1.00

Hypothetical recovery (per cent) 30 35 45 55

Spread change (bps) 400 50 -25 -75

Treasury change (bps) -100 0 50 75

Hypothetical return SDGHY (per cent) -3.4 3.0 4.3 5.1

Hypothetical return GHY (per cent) -8.6 2.0 3.7 4.8

Forecasts are not a reliable indicator of future returns. The value of an investment and any income from it can go down as well as up. Investors may not get back  
the original amount invested. Hypothetical return is calculated by summing the per cent change from spreads per cent change from Treasury per cent change 
from defaults and the hypothetical current yield. Calculations do not include amortisation or accretion. Source: Bloomberg and Aviva Investors. Data as of 
December 31, 2021.

Figure 13.   Bloomberg Global High Yield Index

Price ($) 102.97

Yield to maturity (per cent) 4.69

Spread (bps) 311

Yield to worst (per cent) 4.10

Current yield (per cent) 5.01

Past performance is not a reliable guide to future performance. Source: Bloomberg and Aviva Investors. Data as of December 31, 2021.

Figure 12.   Bloomberg Short Duration Global High Yield Index

Price ($) 102.48

Yield to maturity (per cent) 4.80

Spread (bps) 337

Yield to worst (per cent) 3.96

Current yield (per cent) 5.24

Past performance is not a reliable guide to future performance. Source: Bloomberg and Aviva Investors. Data as of December 31, 2021.

SDGHY could  
experience almost half 
the drawdown of broad 
global high-yield in a 
credit sell-off.

2. SDGHY could experience a much lower drawdown in a credit sell-off 
In our differing potential market scenarios for 2022, set in Figures 12, 13 and 14, our central (2 
and 3) and upside (4) scenarios result in similar hypothetical returns for SDGHY and broad 
global high-yield debt. However, our analysis suggests SDGHY could experience almost half the 
drawdown of broad global high-yield in a credit sell-off (scenario 1 – defined as a 400-basis 
point widening in high-yield credit spreads and assuming a five per cent default rate).
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Key takeaways
SDGHY has an appealing mix of potential risk, diversification and income benefits. These may 
come to the fore as the interest-rate cycle turns and should credit spreads widen from current 
historically low levels. 

We believe, over the last decade, the Aviva Investors Short Duration Global High Yield 
Bond Strategy has proved itself as a credible option for investors seeking exposure to this 
attractive asset class, based upon:

• Relative resilience in credit market sell-offs, helped by a structural bias to higher-
quality issuers

• An investment process that incorporates company engagement and considers 
sustainability risk6

• A genuinely global approach that eschews the regional sleeves favoured by many other 
short-duration high-yield bond funds – our European and US-based portfolio managers work 
closely with our analysts to identify the most attractive issuers and best bonds within capital 
structures, irrespective of location

Key risks
Past performance is not a guide to future performance.

Investment risk
The value of an investment and any income from it can go down as well as up. Investors may not 
get back the original amount invested.

Credit risk
Bond values are affected by changes in interest rates and the bond issuer's creditworthiness. 
Bonds that offer the potential for a higher income typically have a greater risk of default.

Last year we engaged 
with 76 companies to 
raise ESG issues.

5. ESG integration is a non-binding investment process, beyond the firm’s baseline exclusions and binding ESG criteria of the strategy or fund (where applicable), 
where ESG factors are considered alongside other risk factors at the investment manager’s discretion. 

6. This is not binding on the investment manager’s decision.

3. High-yield bond issuers who ignore ESG factors may pay a higher price 
ESG integration in high-yield bond strategies has progressed considerably over the past decade. This 
is true for us as well. When our strategy launched ten years ago, our credit assessment focused on 
governance, with little consideration of environmental and social factors. Over time, we have 
integrated the ‘E’ and ‘S’ into our investment process, and they are now key inputs in our assessment 
of issuer credit risk.5

Investors should have constructive and ongoing dialogue with borrowers to amplify the positive 
effects of responsible investing. We have chosen to engage directly with issuers rather than simply 
divest holdings when companies fall short on ESG matters. In our view, engagement with companies 
to improve their ESG impact is more effective than immediate and undiscerning divestment 
following guideline breaches. For example, last year we engaged with 76 companies to raise ESG 
issues (including carbon intensity-related).

In future, companies who ignore ESG factors, including failing to monitor and reduce the carbon 
intensity of their operations, will likely be penalised by investors, leading to higher borrowing costs.
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