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After a year in which escalating trade war tensions, slowing 

global economic growth and rising US interest rates caused 

unease in financial markets, many investors have re-

assessed their portfolios to ensure they are well positioned 

for the challenges that lie ahead. In our view, high yield 

floating rate notes (FRNs) offer several distinctive features 

which make them well placed to generate steady investment 

returns in an environment of rising interest rates and 

increased market volatility. 

We believe that high yield FRNs offer a relatively defensive 

approach to high yield investing. This is because these 

instruments are often issued as senior-secured bonds which, 

in the event of default, provide a stronger claim on an issuer's 

assets. The additional security makes the segment less 

volatile than other areas of the high yield market. In addition, 

high yield FRNs carry only minimal levels of interest rate risk, 

which means they are broadly unaffected by volatility in 

government bond markets. 

The defensive attributes of high yield FRNs were particularly 

apparent during the turbulent market conditions of 2018. In 

contrast to the sharp volatility seen in conventional high yield 

markets – especially amongst European and emerging 

markets issuers – high yield FRNs held up remarkably well 

with significantly lower volatility. 

Interest duration close to zero 

A key advantage of FRNs is the protection they provide 

against rising interest rates. This works in two ways: firstly, via 

the variable coupon, which is automatically adjusted in line 

with short-term interest rates. In addition, having a duration 

close to zero means FRNs will not see their capital eroded in 

a rising rate environment – this is in contrast to conventional 

bonds whose fixed coupons will become relatively less 

attractive as rates rise.  

By focusing on the high yielding part of the FRN markets, the 

M&G (Lux) Global Floating Rate High Yield Fund1 makes 

targeted use of these characteristics. The fund, currently worth 

around EUR 3.1 billion (as at 28.02.2019), provides access to 

a floating rate income stream, along with the potential to 

deliver attractive total returns. 

1The M&G (Lux) Global Floating Rate High Yield Fund, a Luxembourg-authorised 

SICAV, launched on 21 September 2018. On 7 December 2018, the non-sterling 

share classes of the M&G Global Floating Rate High Yield Fund (a UK-authorised 

OEIC) merged into the SICAV. The SICAV is run by the same fund manager, 

applying the same investment strategy, as the UK authorised OEIC. 

  

Performance of high yield indices in 2018 

 

Source: BofA Merrill Lynch Indices, rebased to 100 on 31 December 2017.  As at 31 December 2018 

Past performance is not a guide to future performance. 

 



   

Defensive strategy 

The global high yield FRN market has seen solid growth in 

recent years, helped by a steady flow of new issuance in the 

primary market. As well as providing additional liquidity, 

increased new issuance has also brought diversification 

benefits, with the asset class now providing access to a broad 

range of industrial sectors and regions.  

We continue to find attractive opportunities in the primary 

market, which many new issues offering compelling value, in 

our view. However, it is important to remain selective. We 

carefully scrutinise the bond’s legal documents to ensure 

bondholders’ rights have not been watered down and we 

passed on several new deals in 2018 due to unfavourable 

bond clauses. 

In the current environment, we believe the optimum strategy 

is to continue capturing the attractive coupons that the market 

currently offers, but without taking undue levels of credit risk. 

In our view, the M&G (Lux) Global Floating Rate High Yield 

Fund is well placed to generate steady returns in an 

environment of rising interest rates and higher volatility. 

The value and income from the fund’s assets will go down as 

well as up. This will cause the value of your investment to fall 

as well as rise. There is no guarantee that the fund will achieve 

its objective and you may get back less than you originally 

invested. The views expressed in this document should not be 

taken as a recommendation, advice or forecast. 

The fund allows for the extensive use of derivatives.
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