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Nordic high yield - Update and review 
In the Nordics – DNB Insights series, we have already 
discussed the subject of Nordic high yield several times. A 
look at the past development and the current situation is 
worthwhile at this juncture. Most importantly, let’s take stock of 
the latest developments in this segment of the Scandinavian 
fixed-income markets.  
I revisited the current situation on this market several times in 
2016. At that time, the price of crude oil was one of the main 
market drivers. Following record high prices in 2014, prices 
slumped, bottoming out at USD 30 per barrel in February 
2016. In the February 2016 edition of Nordics – DNB Insights, 
I described the situation at that time in detail.  
 
Rise, fall and rebound in oil prices  
The rise in oil prices led to a boom, especially in the 
Norwegian high-yield market. Many issuers from the area of 
explorers and service providers in the oil business sought to 
raise funds on the capital market. Investment banks 
extrapolated into the future the positive development of the 
price of oil, and many companies based their business models 
on these forecasts. However, the fall in the oil price has 
resulted in a cooling of the Scandinavian market. Suddenly, 
companies in the energy sector had to contend with changed 
conditions, and the supposed planning certainty of high oil 
prices disappeared. 

This was compounded by a massive capex reduction by 
the major oil production companies. This resulted in 
service companies not working at full capacity and a 
number of defaults in the Norwegian high-yield bond 
market. 
In spite of this situation, DNB predicted the expected 
medium-term increase in crude oil prices at an early 
stage. In April and June 2016, I published our price target 
of 70 to 80 dollars per barrel in my two Insights in those 
months. The demand for crude oil was (and still is) simply 
too high to justify prices near the USD 30 mark. By the 
end of 2016, it was already clear to interested market 
participants that the major oil companies were winding 
down their capex reductions. As a result, some securities 
with significantly lower valuations and attractive yields 
were acquired. With yields of more than 10 percent per 
annum, the Nordic high-yield market attracted investors at 
the low point of the oil price crisis; for more information, 
see my DNB Insights of February 2016. 
Brave investors were rewarded and are profiting from their 
entry into the Nordic market. But we need to do more than 
just look back, we need to consider the future. 
 
A market is maturing 
The Nordic market for high-yield bonds developed very 
well after the financial crisis. Many banks were no longer 
willing to grant loans to companies in the energy sector. In 
the end, the restrictions on lending stimulated market 
growth. This growth continues at present, but two things 
have to be taken into account. The total of all issues (and 
oil prices) peaked in 2014, at just over NOK 100 billion. 
This was surpassed in 2017, with a volume of almost 
NOK 120 billion. I interpret this as a good sign for the 
overall development of the market, which now has a total 
volume of over EUR 40 billion. The restructuring is almost 
complete and the market has settled down. However, 
another fact is much more important. While the number of 
new issues from the energy sector has declined sharply 
and has not regained its former level, the total volume of 
the market suggests that the market is maturing. 
 
Diversification through growth in individual sectors 
Two things changed in 2015. While the share of 
Norwegian new issues decreased, meaning a decline in 
the share of energy-intensive securities as well, the share 
of Swedish bonds rose dramatically.
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As it currently stands, the market consists mainly of Norwegian 
and Swedish issuers. One consequence of this is greater 
sector diversification, which will have positive effects in the 
medium term.The Swedish issuers consist mainly of 
companies from the real estate sector. As a result, the market 
has diversified in two directions, as the share of securities 
denominated in Swedish currency has been added to that of 
another sector.  
In addition to the euro (39 percent) and the Swedish krona (21 
percent), the Norwegian krone and the US dollar (16 and 21 
percent, respectively) complement the diversified currency 
portfolio.  
 
Oslo as a hub for high yield investors 
Norway has a long tradition in both the maritime sector and the 
oil business. These two economic sectors traditionally conduct 
the bulk of their transactions in US dollars. Logically, many 
Norwegian companies issue securities in dollars. 
Consequently, the Oslo financial centre has a long tradition in 
the high-yield bond segment and is a hub for international 
investors.  

As in any market, there are a number of companies in 
Scandinavia that are active as regular issuers and that 
can be interpreted as a good sign for the market and 
particularly for investors. 
 
The high level of internationality of the Oslo market is a 
particularly good sign for European investors. Many 
investors frequently prioritise market liquidity, especially 
in difficult market phases. In an era when monetary policy 
is more than unconventional and the search for yields is 
sometimes desperate, the markets for high-yield bonds 
are also experiencing distortions. But is that a reason to 
stay out of the market? Not at all, because, as with any 
investment, portfolio construction and bond selection are 
important. The basis of any good high-yield portfolio 
should be good quality issuers that already have an 
issuer history, are internationally known and are therefore 
also liquid. A good selection of the top 10 positions also 
creates a basis that enables the portfolio manager to 
compensate for any redemptions. The remainder of the 
portfolio should be as broadly diversified as possible. 
While the top 10 holdings can make up between 15 and 
20 percent of the portfolio, the remaining 75 to 80 percent 
should be as broadly diversified as possible. The 
Scandinavian high-yield market makes it possible to 
invest in over 100 different securities, each of which then 
accounts for around 1 percent of the portfolio. A small 
cash position rounds off the portfolio and serves as an 
additional buffer in the event of market movements.  
 
The broad diversification considerably reduces the risk of 
potential defaults. Here again, I would like to point out 
that even minor irregularities, such as delayed coupon 
payments, trigger a default. There is relatively low 
probability of a complete loss of the invested capital. As a 
rule, recovery rates range between 40 and 70 percent 
and a company rarely becomes completely insolvent. 
Should this nevertheless occur, a broadly diversified 
portfolio protects investor assets. Nordic high yield has 
become a mature asset class. Responsibly managed, it 
generates additional returns in the portfolio.


