
Executive summary

We believe many of the issues that confronted the leveraged credit markets in 
2022 will persist into 2023, though we hope to see resolution of certain issues as the 
credit cycle matures. Notable macro themes for 2023 include slower global growth 
with heightened potential for recession, decelerating inflation, less aggressive and 
less synchronous central bank policies, lower interest-rate volatility and continuing 
geopolitical risks. 

As the end of the hiking cycle nears, we expect central bank policies to diverge 
globally, driven by regional differences in growth and inflation. We believe the European 
Central Bank will prioritize growth, since energy, the primary driver of inflation, is outside 
its control. Generally, we believe interest rate volatility will recede as central banks move 
beyond peak hawkishness, although higher rates will linger globally. As a result, markets 
will pivot from pricing interest rate risk to pricing fundamental risk, potentially with 
recessions scattered around the globe. 

The prominent themes shaping our return expectations for 2023 are higher starting yields 
balanced against growing fundamental concerns. We believe that, barring a deep and 
prolonged recession and meaningful escalation of the war in Ukraine, leveraged credit 
should deliver positive returns. 

Review of 2022

By many accounts, 2022 was a tumultuous year. More than two years since the start of 
a global pandemic, economies and markets faced the aftermath of monetary and fiscal 
policies aimed at taming the dovish overshoot from prior years. Inflation swelled globally 
to levels not seen in decades, geopolitical shocks created an energy crisis, central bank 
policy exhibited peak hawkishness and global bond yields spiked. 

Certainly, the macro backdrop looked supportive at the start of the year. In the United 
States and Europe, solid corporate earnings, excess consumer savings, robust labor 
markets, tourism and reopening tailwinds created favorable environments for risk assets. 
Inflation proved to be more than transitory, however, as it accelerated from core products 
into services and was further amplified by commodity price increases after Russia’s 
invasion of Ukraine. This geopolitical crisis disrupted flows of natural gas flows to key 
economies across Europe, leading to fears of energy scarcities and soaring prices. As 
inflation quickly accelerated, policies that bolstered markets in 2020 and 2021 became 
a headwind, and central banks were forced to play catch-up. The US Federal Reserve 
increased its policy rate by than 350 basis points (bp) from the start of the year ― the 
fastest pace of monetary policy tightening in history. The European Central Bank 
(ECB) delivered a cumulative rate increase of 250 bp, and the Bank of England (BOE) 
reacted similarly. 

This unforeseen aggressiveness in global central bank policy resulted in market volatility, 
with no shortage of debates about the size of rate hikes and terminal rates. The yield 
on 10-year US Treasury notes increased by more than 300 bp, creating a massive reset 
in financial asset valuations and upending a prolonged period of low yields and excess 
liquidity. Meanwhile, 10-year yields on British gilts jumped to their highest level in more 
than a decade, while 10-year yields on German bunds turned positive for the first time 
in years. 
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Nearly all European risk assets felt the pain, but duration-sensitive assets bore the brunt 
of it. Looking at Exhibit 1, European equities lost 12.76% and European government 
bonds lost 17.17%; investment grade, high yield bonds and emerging market debt also 
experienced steep declines. Floating-rate senior loans fared better than other broad 
asset classes, closing out the year at -3.06%. Negative market sentiment and interest rate 
sensitivity drove performance in 2022, while corporate fundamentals did not weigh as 
much on valuations, particularly in the first half of the year. 

Exhibit 1. European risk assets broadly sustained losses in 2022 

As of 12/31/22. Source: LCD, Bloomberg. European government bonds are represented by the Bloomberg Euro-Aggregate Treasury 
index. Emerging market debt is represented by the Bloomberg Emerging Markets USD Aggregate index. European investment 
grade bonds are represented by the Bloomberg Pan-Euro Corporate index. The STOXX Europe 600 index represents European 
equities. European high yield bonds are represented by the Bloomberg Pan-European High Yield index. European Loans are 
represented by the Morningstar European Leveraged Loan ex-currency index. See disclosures for index definitions. Investors 
cannot invest directly in an index.

Spotlight on leveraged credit

While there were many similar themes across the senior loan and high yield bond markets, 
the floating-rate characteristics of the loan market versus the fixed characteristics 
of the high yield market explained much of their total-return differences in 2022. 
As central banks reacted aggressively and bond yields rose, performance in high yield 
suffered. While loans were shielded from the volatile rate movements, the worsening 
macro outlook combined with rising geopolitical risks undoubtedly affected performance. 
The average bid price of the Morningstar European Leveraged Loan Index (ELLI) started 
the year above 98.5 and decreased to the low-90s (and even into the high-80s on 
numerous occasions) due to growing concerns of a recession in the Eurozone. As a result, 
sharp market value declines more than offset the increased coupon “carry” due to rising 
Euribor rates.

Borrowers faced an increasingly difficult economic backdrop, which put both technical and 
fundamental factors under pressure and caused performance dispersion at the rating and 
sector levels. Unsurprisingly, these growing fears resulted in a clear bias towards higher-
quality paper. As reflected in Exhibit 2, performance for CCC-rated loans was second 
lowest to only the global financial crisis, while the outperformance of BB rated loans 
relative to B rated loans (which account for the bulk of ELLI outstandings) was the highest 
since 2008. Although a similar theme was evident in high yield, the level of dispersion 
between ratings was far less pronounced, particularly between BB and B rated bonds 
where the return discrepancy was less than 70 bp.
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Exhibit 2. Higher-rated European leveraged credit cohorts fared better in 2022
Total return

As of 12/31/22. Source: LCD, Bloomberg. European high yield bonds are represented by the Bloomberg Pan-European High Yield 
index. European Loans are represented by the Morningstar European Leveraged Loan ex-currency index. Investors cannot invest 
directly in an index.

Supply and demand

European new issue formation in 2022 was constrained by broad uncertainty and volatility. 
Following a record €112 billion of new issue loans launched in 2021, institutional loan 
issuance totaled just €35 billion, the lowest since 2012, during Europe’s sovereign debt 
crisis. The notable slowdown was partly driven by a dearth of opportunistic transactions 
such as refinancing and dividend recapitalizations, both of which were prevalent in 2021. 
Additionally, given the challenging conditions, banks tapped into the private credit markets 
to address some of the new issue pipeline deals instead of syndicating them in the 
leveraged loan primary markets. As if loan market conditions weren’t difficult enough, the 
high yield market fared even worse, with only €22.3 billion of new issuance in 2022, the 
lowest figure since 2008. Heightened market volatility, limited demand for the asset class 
given inflation and rising rates, higher funding costs and pushed-out maturities stemming 
from 2021’s historic refinancing wave kept most issuers on the sidelines.

For 2023, we are forecasting a recovery in capital market activity but lower overall 
volumes relative to recent historical trends. We do believe refinancings have some room 
to grow, however, particularly in the high yield bond market as issuers look to lock in fixed 
rate financings amid fears of further rate volatility into 2024. With just 9% and 14% of loan 
and high yield markets set to mature in the next two years, we don’t foresee a strong 
catalyst to drive refi activity much higher. We project gross issuance volumes to reach 
levels of €60–70 billion in both markets in 2023, with most of the volume launching in the 
second half of the year, assuming a clearer economic outlook (Exhibit 3). 

Exhibit 3. Euro loan and high yield issuance should increase in 2023
Year-end issuance in € billions 

As of 12/31/22. Source: LCD. 
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On the investor demand side, European collateralized loan obligation (CLOs) ― the primary 
buyers of European loans ― helped provide a stable bid for the asset class. Despite the 
challenging backdrop, total origination amounted to a respectable €26.2 billion. Despite 
widening liabilities due in part to the LDI-driven sell-off by UK pension funds, a thin 
investor base for AAA-rated CLO tranches and muted new issue loan supply, managers 
found creative solutions to ink deals, such as tapping into the secondary loan market 
to build portfolios via “print-and-sprint” transactions and issuing shorter-dated or static 
structures. Meanwhile, demand for high-yield bonds faltered due to reduced appetite 
for duration sensitive assets. Retail fund flows, as tracked by Emerging Portfolio Fund 
Research, Inc., were negative during the year. 

We expect AAA new issue spreads to remain wide for European new issue CLOs in 2023. 
Recently, the overall global CLO, AAA investor base has been constrained due to the 
reluctance of US banks to invest, given their heightened need for improving capital ratios. 
At the same time, higher hedging costs and currency volatility have dampened Japanese 
interest. Nonetheless, we believe the new-issue market will remain adequate for much of 
the year, with the primary driver of new deal formation being the use of structural levers 
that are afforded to well established managers. We project CLO issuance to be nearly in 
line with 2022 at around €25 billion (Exhibit 4). Upside drivers could emerge if we see 
improvement in the macro environment, tighter CLO liabilities and a notable uptick in 
loan supply. 

Exhibit 4. European CLO issuance in 2023 should approximate 2022 issuance
Annual issuance in € billions

As of 21/31/22. Source: LCD.

On the other hand, investor appetite for high yield likely will remain challenged given the 
prospects of rising rates and a recessionary environment across Europe. While all-in yields 
look compelling, the ability to earn increased yields across higher rated areas of fixed 
income likely will limit demand for below investment grade credit.

Defaults and fundamentals

Following a period of strong growth and balance sheet improvement, issuer fundamentals 
started to show signs of weakness during 2022. While default rates remained near historic 
lows in both the loan and high yield bond markets, other distressed metrics — such as 
loans trading below 80 percent of par, high-yield bonds with an OAS of 1000 bp or more 
— increased notably. 

Looking at 2023, we expect fundamentals to continue to worsen in the loan market. 
The cumulative effects of higher rates and slower growth should begin to weigh on highly 
leveraged balance sheets, eroding interest coverage ratios. As a result, we expect default 
rates to increase to 2–3% for both loans and high yield (Exhibit 5). Despite the slightly 
better average rating profile of the high yield market versus the loan market, it is offset by 
different sector compositions, particularly the greater exposure in the high yield market to 
sectors that could be more vulnerable in the current environment.

We expect loan and high yield 
defaults to increase toward their 
historical average ranges of 2–3%.
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Apart from defaults, we expect downgrade activity to pose more challenges in 2023. 
Rating agencies are focused on issuers with deteriorating credit metrics, including margin 
pressure from higher input prices, increased financing costs due to rising interest rates 
and lower consumer spending due to the drawdown of excess savings. Nevertheless, we 
do not envision a repeat of 2020 when the agencies took aggressive, widespread action 
based on unprecedented macro shocks. 

Exhibit 5. Loan default rates should approach the historical average range of 2–3% 
in 2023
Trailing-12-month default rates by par amount

As of 12/31/22. Source: LCD (loans), BofA Global Research (high yield). Loan data represented by the Morningstar European 
Leveraged Loan index, trailing 12-month default rate by par amount. High yield bond default data represent the trailing 12-month 
par-weighted default rate.

Sector views and market opportunities

In 2022, sectors that benefited from tourism tailwinds and defensive/stable-oriented 
sectors outperformed. By contrast, industries that experienced weakened demand, 
margin compression and the inability to pass through price increases underperformed. 
Automotive, construction and paper and packaging also experienced growth headwinds 
as a result of more careful corporate spending, increased margin pressures and more 
downgrades. This was in large part due to combinations of macro/sector challenges and 
idiosyncratic execution issues.

Looking at 2023, sectors that remain relatively resilient in the current environment are 
healthcare/pharmaceuticals and telecommunications/cable, where demand is stable and 
the ability to pass through the impact of inflation exists. We believe the more challenging 
sectors are those reliant upon discretionary consumer spending (retail) and those where 
the impact of rising rates is more profound (building materials).

We believe higher quality loans will continue to outperform in the near term should macro 
conditions remain challenged (Exhibit 6). Given high carry and significant price convexity, 
however, we think B-rated loans are positioned for some relative value opportunities, but 
careful selection is warranted. As downgrade risks mount, weaker loans rated B minus and 
B3 may come under additional pressures. CCC-rated loans are likely to stay under stress 
until more clarity emerges on central bank policy, the inflation outlook, the Russia/Ukraine 
crisis and the severity of any recessions that emerge. 

In high-yield bonds, valuations appear reasonable and spreads are currently pricing in 
only a mild recession (Exhibit 7). An up-in quality tilt could benefit the asset class in 2023, 
given longer duration and less credit risk compared to the riskier parts of the market, while 
B-rated bonds remain a cohort where credit selection is key. CCC-rated bonds will remain 
highly sensitive to any major macro drivers in either direction, and to company-specific 
developments. Similarly, we expect secured bonds to outperform unsecured bonds given 
prospects for widening spreads and an expected uptick in default activity.
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Exhibit 6. Recent loan price trends are likely to persist
Percent of par

As of 12/31/22. Source: LCD.

Exhibit 7. Recent high yield valuation trends are likely to persist
Option-adjusted spreads (OAS) in basis points

As of 12/31/22. Source: Bloomberg.
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Return expectations

The constraining effects on industrial activity of rationed energy supply and high prices will 
force the Eurozone into recession in the first half of 2023. Although inflation has peaked, 
the cost of goods, labor and financing remain highly elevated. We do not expect European 
inflation to abate in the medium term, as low unemployment and government subsidies 
to reduce energy costs should continue to support consumer spending. As the end of 
the hiking cycle nears, we expect central bank policies to diverge globally, driven by 
regional differences in growth and inflation. We believe the European Central Bank 
will prioritize growth, since energy, the primary driver of inflation, is outside its control. 
Generally, we believe interest rate volatility will recede as central banks move beyond 
peak hawkishness, although higher rates will linger globally. As a result, markets will pivot 
from pricing interest rate risk to pricing fundamental risk, potentially with recessions 
scattered around the globe. 

The prominent themes shaping our return expectations for 2023 are higher starting yields 
balanced against growing fundamental concerns. While there can be no guarantees 
of future performance, we believe that, barring a deep and prolonged recession and 
meaningful escalation of the war in Ukraine, leveraged credit should deliver positive 
returns. For floating-rate loans, we forecast a potential return in the range of 4–6%; we 
expect the improved carry will be able to cushion modest declines in loan prices and 
increased credit losses. We think the high yield market will perform in a comparable 
fashion. In the absence of material spread widening, the market should benefit from a 
modest decrease in rate volatility and an improving technical backdrop. Of course, both 
estimates are subject to an array of factors that could shift expectations considerably. 
Risks remain skewed to the downside and clarity on outcomes is still elusive. 

For 2023, we forecast leveraged 
credit potential returns in the range 
of 4–6%.
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Disclaimers

The Bloomberg Euro-Aggregate Treasury index consists of fixed-rate, investment grade public obligations of the sovereign countries in the Eurozone. This index currently contains euro-
denominated issues from 17 countries. Investors cannot invest directly in an index.
The Bloomberg Emerging Markets USD Aggregate index is a flagship hard currency emerging markets debt index that includes fixed and floating-rate US dollar-denominated debt issued 
from sovereign, quasi-sovereign and corporate EM issuers. Country eligibility and classification as emerging markets is rules based and reviewed annually using World Bank income group and 
International Monetary Fund (IMF) country classifications. Investors cannot invest directly in an index.
The Bloomberg Pan-Euro Corporate index measures fixed-rate, investment grade securities in the following European currencies: Swiss franc, Czech koruna, Danish krone, euro, British 
pound, Hungarian forint, Norwegian krone, Polish zloty, Romanian leu, Russian ruble and Swedish krona. Securities must be rated investment grade (Baa3/BBB-/BBB- or higher) using the middle 
rating of Moody’s, S&P or Fitch; when a rating from only two agencies is available, the lower is used; when only one agency rates a bond, that rating is used. Investors cannot invest directly in 
an index.
The STOXX Europe 600 index, also called the STOXX 600 (SXXP), is an index of European stocks with a fixed number of 600 components representing large, mid and small capitalization 
companies among 17 European countries, covering approximately 90% of the free-float market capitalization of the European stock market. The index is not limited to the Eurozone. The 
countries that make up the index are Austria, Belgium, Denmark, Finland, France, Germany, Ireland, Italy, Luxembourg, The Netherlands, Norway, Poland, Portugal, Spain, Sweden, Switzerland 
and the United Kingdom. Investors cannot invest directly in an index.
The Bloomberg Pan-European High Yield index measures the market of publicly issued, non-investment grade, fixed-rate corporate bonds denominated in euros, pounds sterling, Danish 
krone, Norwegian krone, Swedish krona and Swiss francs. Inclusion is based on the currency of issue, and not the domicile of the issuer. Securities must be rated high yield (Ba1/BB+/BB+ or 
below) using the middle rating of Moody’s, S&P or Fitch. Senior and subordinated issues are included. The index excludes emerging market debt. Investors cannot invest directly in an index.
The Morningstar European Leveraged Loan ex-currency index is an unmanaged total return index that captures accrued interest, repayments and market value changes. The index does not 
reflect fees, brokerage commissions, taxes or other expenses of investing. Investors cannot invest directly in an index.
Bloomberg® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). Bloomberg or Bloomberg’s licensors own all proprietary rights in the 
Bloomberg Indices. Bloomberg does not approve or endorse this material, nor guarantee the accuracy or completeness of any information herein, nor make any warranty, express or implied, as 
to the results to be obtained therefrom and, to the maximum extent allowed by law, shall not have any liability or responsibility for injury or damages arising in connection therewith. 
Past performance is not indicative of future results. All investing involves risks of fluctuating prices and the uncertainties of rates of return and yield inherent in investing. All security 
transactions involve substantial risk of loss. 
Principal risks for senior loans: Voya’s senior loan strategies invest primarily in below investment grade, floating rate senior loans (also known as “high yield” or “junk” instruments), which are 
subject to greater levels of liquidity, credit and other risks than are investment grade instruments. There is a limited secondary market for floating rate loans, which may limit a strategy’s ability 
to sell a loan in a timely fashion or at a favorable price. If a loan is illiquid, the value of the loan may be negatively impacted and the manager may not be able to sell the loan in order to meet 
redemption needs or other portfolio cash requirements.
The value of loans in the portfolio could be negatively impacted by adverse economic or market conditions and by the failure of borrowers to repay principal or interest. A decrease in demand 
for loans may adversely affect the value of the portfolio’s investments, causing the portfolio’s net asset value to fall. Because of the limited market for floating rate senior loans, it may be difficult 
to value loans in the portfolio on a daily basis. The actual price the portfolio receives upon the sale of a loan could differ significantly from the value assigned to it in the portfolio. The portfolio 
may invest in foreign instruments, which may present increased market, liquidity, currency, interest rate, political, information and other risks. These risks may be greater in the case of emerging 
market loans.
Although interest rates for floating rate senior loans typically reset periodically, changes in market interest rates may impact the valuation of loans in the portfolio. In the case of early 
prepayment of loans in the portfolio, the portfolio may realize proceeds from the repayment that are less than the valuation assigned to the loan by the portfolio. In the case of extensions of 
payment periods by borrowers on loans in the portfolio, the valuation of the loans may be reduced. The portfolio may also invest in other investment companies and will pay a proportional 
share of the expenses of the other investment company.
Principal risks for high yield bonds: High-yield securities, or “junk bonds,” are rated lower than investment-grade bonds because there is a greater possibility that the issuer may be unable to 
make interest and principal payments on those securities. As interest rates rise, bond prices may fall, reducing the value of the portfolio’s share price. Debt securities with longer durations tend 
to be more sensitive to interest rate changes than debt securities with shorter durations. Other risks of the portfolio include but are not limited to credit risk, other investment companies’ risks, 
price volatility risk, the inability to sell securities and securities lending risks. 
This insight has been prepared by Voya Investment Management for informational purposes. Nothing contained herein should be construed as (i) an offer to sell or solicitation of an offer to buy 
any security or (ii) a recommendation as to the advisability of investing in, purchasing or selling any security. Any opinions expressed herein reflect our judgment and are subject to change. 
Certain of the statements contained herein are statements of future expectations and other forward-looking statements that are based on management’s current views and assumptions and 
involve known and unknown risks and uncertainties that could cause actual results, performance or events to differ materially from those expressed or implied in such statements. Actual 
results, performance or events may differ materially from those in such statements due to, without limitation, (1) general economic conditions, (2) performance of financial markets, (3) interest 
rate levels, (4) increasing levels of loan defaults (5) changes in laws and regulations and (6) changes in the policies of governments and/or regulatory authorities. The opinions, views and 
information expressed in this commentary regarding holdings are subject to change without notice. The information provided regarding holdings is not a recommendation to buy or sell any 
security. Fund holdings are fluid and are subject to daily change based on market conditions and other factors. 
The distribution in the United Kingdom of this presentation and any other marketing materials relating to portfolio management services of the investment vehicle is being addressed to, or 
directed at, only the following persons: (i) persons having professional experience in matters relating to investments, who are “Investment Professionals” as defined in Article 19(5) of the 
Financial Services and Markets Act 2000 (Financial Promotion) Order 2005 (the “Financial Promotion Order”); (ii) persons falling within any of the categories of persons described in Article 49 
(“High net worth companies, unincorporated associations etc.”) of the Financial Promotion Order; and (iii) any other person to whom it may otherwise lawfully be distributed in accordance with 
the Financial Promotion Order. The investment opportunities described in this presentation are available only to such persons; persons of any other description in the United Kingdom should 
not act or rely on the information in this piece. 
The Capital Markets Authority and all other regulatory bodies in Kuwait assume no responsibility whatsoever for the contents of this presentation and do not approve the contents thereof or 
verify their validity and accuracy. The Capital Markets Authority and all other regulatory bodies in Kuwait assume no responsibility whatsoever for any damages that may result from relying on 
the contents of this presentation either wholly or partially. It is recommended to seek the advice of an Investment Advisor. 
Voya Investment Management does not carry on a business in a regulated activity in Hong Kong and is not licensed by the Securities and Futures Commission. This insight is issued 
for informational purposes only. It is not to be construed as an offer or solicitation for the purchase or sale of any financial instruments. It has not been reviewed by the Securities and 
Futures Commission. 
Voya Investment Management accepts no liability whatsoever for any direct, indirect or consequential loss arising from or in connection with any use of or reliance upon this insight, which does 
not have any regard to the particular needs of any person. Voya Investment Management takes no responsibility whatsoever for any use, reliance upon or reference by persons other than the 
intended recipient of this insight. Any prices referred to herein are indicative only and dependent upon market conditions. 
Unless otherwise specified, investments are not bank deposits or other obligations of a bank, nor is the repayment of principal insured or guaranteed. All investments are subject to risks, 
including the possibility that the value of any investment and income derived therefrom (if any) can increase, decrease or in some cases, be entirely lost; and investors may not get back the 
amount originally invested. The contents of this insight have not been reviewed by any regulatory authority in the countries in which it is distributed. The opinions and views herein do not 
take into account your individual circumstances, objectives or needs, and are not intended to be recommendations to you of particular financial instruments or strategies. This insight does 
not identify all the direct or indirect risks or other considerations which might be material to you when entering any financial transaction. You are advised to exercise caution in relation to any 
information in this document. If you are in doubt about any of the contents of this insight, you should seek independent professional advice. 
In addition, please be advised that Voya Investment Management is a non-Canadian company. We are not registered as a dealer or adviser under Canadian securities legislation. We operate 
in the Provinces of Nova Scotia, Ontario and Manitoba based on the international adviser registration exemption provided in National Instrument 31-103. Accordingly, investors will have more 
limited rights and recourse than if the investment manager were registered under applicable Canadian securities laws.
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