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Tactical high yield strategies historically have been shown to improve long-run portfolio returns and risk. When used 

alongside traditional 60-40 stock-and-bond allocations, tactical high yield has a historical track record of improving 

absolute returns while mitigating downside. It’s a rare combination that sometimes gets lost among all the details 

investors should consider. 

Here’s what we mean by improved returns and risk. The below charts show the returns to an all-stock portfolio, a 60-

40 stock-and-bond portfolio, and a “50-30-20” portfolio that allocates 50% to stocks, 30% to bonds, and 20% to a 

tactical high yield strategy. The green line, which represents the portfolio that includes tactical high yield, shows a 

greater total return than the 60-40 portfolio over the past 20 years and shallower drawdowns as well. 

 

 

Source: Morningstar. Displayed above are scenarios using the S&P 500 Total Return Index to represent “Stocks,” the 

Bloomberg Barclays US Aggregate Bond Index to represent “Bonds,” and a Tactical High Yield Strategy in various 

combinations. The Tactical High Yield Strategy is defined by buying the Morningstar High Yield Category when it 

closes above its 200-day moving average the prior day. The strategy entirely switches to exposure of the Bloomberg 

U.S. Treasury 3-5 Year Total Return Index when the Morningstar High Yield Category closes below its 200-day moving 

average. 

For Illustrative Purposes Only 



 

2 COPYRIGHT © 2021 COUNTERPOINT FUNDS. ALL RIGHTS RESERVED.

Portfolio Return Max Drawdown 

50% Stocks, 30% Bonds, 20% Tactical High Yield 9.40 -26.60 

60% Stock, 40% Bond (Agg) Annual Rebalance 9.04 -33.91 

S&P 500 TR USD 10.55 -55.25 

Source: Morningstar. For illustrative purposes only. 

 

The proposition is straightforward enough that it can fade into the background, especially as investors sweat lots of 

details – like interest rate risk, ESG strategies, tax policy shifts, and what to do in a post-YOLO stock market. 

 

All strategies occasionally deviate from their core mission, delivering performance that leaves investors scratching 

their heads. Tactical high yield is no exception, which raises the question: How bad might it have been to have been 

invested in tactical high yield strategies during their worst periods, from a total portfolio perspective? 

 

In years when tactical high yield turned in some its worst performances, the strategy still more or less earned its keep 

within a portfolio. The table below compares the returns and risk performances of three portfolios during challenging 

years for tactical high yield. The “50-30-20” portfolio represents a blend of 50% stocks, 30% bonds, and 20% tactical 

high yield. The “60-40” portfolio represents the traditional blend of 60% stocks and 40% bonds, and “All Stocks” 

represents a portfolio composed entirely of equities. 

 

Source: Morningstar. For illustrative purposes only. 

 

In each “bad year” for tactical high yield, the 50-30-20 strategy dragged modestly on returns compared with the 60-

40 portfolio – 26 basis points in 1994, 67 basis points in 2011, and 48 basis points in 2018. But at the same time, the 

tactical high yield strategy contributed to a shallower max drawdown. Keeping in mind that the 50-30-20 portfolio 

has a reduced exposure to stock market risk (and return), the trade-off seems reasonable in each instance. 

Meanwhile, by maintaining an objective to mitigate portfolio drawdowns, tactical high yield strategies create the 

potential for investors to rebalance from a position of strength into assets that may have become cheap on a 

fundamental basis. 
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https://counterpointfunds.com/do-you-know-your-core-bonds-duration-risk/
https://counterpointfunds.com/esg-stocks-are-actually-just-expensive-stocks/
https://counterpointfunds.com/why-you-shouldnt-time-tax-hikes-with-munis/
https://counterpointfunds.com/managing-risk-in-a-post-yolo-market/
https://counterpointfunds.com/when-do-tactical-high-yield-strategies-not-work/
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In brief, even during years when tactical high yield strategies disappointed and/or lagged other asset classes, they 

still did what a diversifier should do – limit portfolio volatility, often with some sacrifice of return. Their contributions 

during these periods are the type many investors may be willing to accept in pursuit of asset class diversification and 

reasonable long-run returns. 

 

 

Portfolios benefit when investors allocate to strategies with differentiated sources of return and genuine 

diversification potential. Tactical high yield strategies have a track record of delivering these benefits. In fact, over 

the past several economic cycles tactical high yield has supported robust absolute and risk-adjusted performance, 

supporting portfolios in times of market stress while offering the potential for improved returns. While no strategy is 

perfect and no one can predict the future, tactical high yield strategies have been reasonable contributors to 

portfolio performance even in their weakest moments. 

 

 

 

Investments cannot be made in an index. Unmanaged index returns do not reflect any fees, expenses or sales 

charges. Past performance is no guarantee of future results. There is no guarantee that any investment will achieve 

its objectives, generate positive returns, or avoid losses. The Adviser’s reliance on its strategy and judgments about 

the attractiveness, value and potential appreciation of particular securities and the tactical allocation among 

investments may prove to be incorrect and may not produce the desired results. No level of diversification or non-

correlation can ensure profits or guarantee against loss. 

 

 

The S&P 500 is widely regarded as the best single gauge of large-cap U.S. equities and serves as and captures 

approximately 80% coverage of available US equity market capitalization. Bonds allocation is represented by the 

Bloomberg Barclays US Aggregate Bond Index is made up of the Bloomberg Barclays U.S. Government/Corporate 

Bond Index, Mortgage-Backed Securities Index, and Asset-Backed Securities Index, including securities that are of 

investment grade quality or better, have at least one year to maturity, and have an outstanding par value of at least 

$100 million. The Tactical High Yield Strategy is defined by buying the Morningstar High Yield Category when it 

closes above its 200-day moving average the prior day. The strategy entirely switches to exposure of the Bloomberg 

U.S. Treasury 3-5 Year Total Return Index when the Morningstar High Yield Category closes below its 200-day 

moving average. 
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