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European High-Yield Bond Market

Q1 2015 Wrap-up

Special Comment

High-yield bond market recovers in Q1 2015

High-yield bond issuance activities picked up significantly compared to Q4 2014
(+102% qgoq), though lagging behind Q1 2014 volumes at EUR 25bn (-12% yoy). The
high level of activity was bolstered by positive European macroeconomic developments
and the ECB’s quantitative-easing policy.

The market for European high-yield bonds has set a new record on the supply side with
average maturities exceeding eight years. Moreover, American issuers have tapped the
European high-yield market in increasing numbers, contributing 10% of the overall
issued bond volume to become the fourth-largest issuer group.

More remarkably, Scope notes the continuing trend of higher investor scrutiny. While
Scope sees that the average credit quality of issuers has improved to BB- (up from B on
average in 2014), credit spreads continue to diverge, narrowing for higher-rated
issuances and widening on the other end of the rating scale.

Increasing credit-spread divergence between rating categories
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Scope states: issuance activities are all about yield. While corporates tend to lock in
long-term maturities to benefit from the low interest-rate environment, investors are
taking full advantage of the large supply of transactions, assuaging their appetite for
yield by making loans to more stable corporates.

Outlook

Scope expects liquidity in the European high-yield bond market to remain high due to
the ECB’s decision to embark on quantitative easing. However, investors are likely to
determine the rules in the market.
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Issuance volume below Quarter 1 2014 volume

Issuance volume is close to, but While the issuance volume of European high-yield bonds in Q1 2015 could not catch up with

below, Q1 2014 Q1 2014 records, the market has picked up strongly against a lame Q4 2014. With an
issued bond volume of EUR 25bn, new Q1 2015 issuances were double those of the
previous quarter (Q4 2014: EUR 12.4bn). Though no new records were set, the quarter-on-
quarter increase is strongly related to fading macroeconomic uncertainties in Europe,
intentions to finance mergers and acquisitions, as well as favourable interest-rate
developments for bond issuers based in the United States.

Figure 1: Issuance volume: yoy and goq (EUR bn) Figure 2: Number of issuances
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New records on maturities and credit quality

New record average maturity of Moreover, the trend towards longer maturities further stabilised with a record average length
eight years of eight years (see figure 3), thereby taking advantage of low interest rates and the healthy
investor appetite for fixed income. Given the current interest-rate environment, Scope
believes placements are easier for longer-term high-yield bonds. However, the longer
maturities may increase refinancing risks if the interest-rate environment changes

significantly after 2020.
Figure 3: New record of average maturity Figure 4: High-yield issuance by issuer country (EUR bn)
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American issuers rank fourth Italian, French and British companies led the recovery. However, American companies, as
among issuers the fourth-largest country issuer group, have strongly backed the quarter-on-quarter

recovery and benefited from the favourable interest-rate environment in Europe.
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It’s all about yield

With investors having the full choice of new high-yield bond issuances, the trend for
issuances from higher-rated entities strengthens. This trend may have been in place since
H2 2014. The Q1 2015 median rating of European high-yield issuers now stands at BB- (up
from B on average in 2014), signalling heightened investor scrutiny and selectivity.

Moreover, Scope recognises an increased divergence of coupons. Compared to FY 2014,
credit spreads are narrowing among entities rated B+ to BB+ and widening on the lower-
rated entities (see the figure on the first page). Hence, as investor behaviour is all about
yield, lower-rated issuers need to entice investors to take the risk. Scope believes that this
trend should persist over the next few quarters with investors focusing on the large supply of
debt offerings from more financially robust corporates.

Figure 5: Amount issued by rating category (EUR bn) Figure 6: Average rating of issued bonds
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Disclaimer

© 2015 Scope Corporation AG and all its subsidiaries including Scope Ratings AG, Scope Analysis GmbH, Scope
Capital Services GmbH (collectively, Scope). All rights reserved. The information and data supporting Scope’s
ratings, rating reports, rating opinions and related research and credit opinions originate from sources Scope
considers to be reliable and accurate. Scope cannot however independently verify the reliability and accuracy of the
information and data. Scope’s ratings, rating reports, rating opinions, or related research and credit opinions are
provided “as is” without any representation or warranty of any kind. In no circumstance shall Scope or its directors,
officers, employees and other representatives be liable to any party for any direct, indirect, incidental or otherwise
dam-ages, expenses of any kind, or losses arising from any use of Scope’s ratings, rating reports, rating opinions,
related research or credit opinions. Ratings and other related credit opinions issued by Scope are, and have to be
viewed by any party, as opinions on relative credit risk and not as a statement of fact or recommendation to
purchase, hold or sell securities. Past performance does not necessarily predict future results. Any report issued by
Scope is not a prospectus or similar document related to a debt security or issuing entity. Scope issues credit ratings
and related research and opinions with the understanding and expectation that parties using them will assess
independently the suitability of each security for investment or transaction purposes. Scope’s credit ratings address
relative credit risk, they do not address other risks such as market, liquidity, legal, or volatility. The information and
data included herein is protected by copyright and other laws. To reproduce, transmit, transfer, disseminate,
translate, resell, or store for subsequent use for any such purpose the information and data contained herein, contact
Scope Ratings AG at Lennéstral3e 5 D-10785 Berlin.
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