
MARKET VIEW
HIGH Y IELD:  T IME FOR A  CLOSER LOOK 

While weaknesses in energy and metals and mining bonds have grabbed the headlines, other sectors have held up well. 
That’s the kind of environment that presents opportunities for active managers.

MONDAY, JANUARY 11, 2016

The U.S. high-yield market just closed out a challenging 2015. 
The turbulence in the asset class mainly reflected the negative 
impact of collapsing commodity prices on the energy and metals 
and mining sectors. Amid the financial media’s focus on the high-
yield market’s difficulties, what investors may not realize is that the 
negative return for 2015 is an anomaly for an asset class with a 
strong history, because according to Credit Suisse, the high-yield 
market’s negative performance in 2015 was only its fifth annual loss 
in the past 28 years. 

However, when you look beyond the headlines, you will find a 
great deal of divergence of returns among sectors within the high-
yield market (see Chart 1). As noted earlier, companies that are 
most closely tied to commodities were among the worst performers 
in 2015, with energy lower by 24% and the metals and mining sector 
down 28%. Conversely, several sectors were able to generate 
positive returns, including food and beverage (+6.8%) and gaming 
and leisure (+4.4%). Such industries are more tied to the health of 
the U.S. consumer, and can benefit from lower energy prices.

While there will certainly be concerns about the credit quality of 
companies within the two worst-performing sectors, much of that 
likely is reflected in current valuations of bonds in those groups. 
With the average spread in the metals and mining sector more than 

1,600 basis points (bps), and more than 1,400 bps in the energy 
sector, according to JP Morgan, these groups already are trading at 
distressed levels. Select securities within these beaten-down 
groups may represent an opportunity for active high-yield managers. 
As Steven Rocco, Lord Abbett Partner & Portfolio Manager for High 
Yield, noted in the December 21, 2015, Market View, “We are care-
fully examining the distressed sectors of the high-yield market … 
[including] the energy sector.”

The wide dispersion of returns within the high-yield market can 
also be illustrated by looking at returns by credit rating, as detailed 
in Chart 2. For example, ‘CCC’ rated bonds bore the brunt of the 
market sell-off in 2015, declining nearly 15%, while the higher 
credit-quality segment of high yield, ‘BB’ rated bonds, was down 
only 0.8%. As we have pointed out before, there is often a wide range 
of returns by credit category, but with the extreme difference 
between ‘CCC’ and ‘BB’ rated securities, proper allocation across 
the credit spectrum was vital to successfully navigating the waters 
in 2015. 

This performance divergence highlights the need for an active 
approach to high-yield investments. Rigorous, bottom-up credit 
research can help avoid those sectors and individual companies 
that are most at risk for credit deterioration. At the same time, 
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CHART 1. DECLINING ENERGY AND COMMODITY PRICES 
HURT SOME SECTORS AND BENEFITED OTHERS IN 2015
FULL-YEAR 2015 PERFORMANCE OF SELECT SECTORS IN  
THE HIGH-YIELD MARKET

CHART 2. PERFORMANCE VARIED WIDELY BY  
CREDIT RATING IN 2015
ANNUAL RETURN BY CREDIT-RATING CATEGORY FOR 2015

Sources: J.P. Morgan. Data represent full-year 2015 returns for sectors within the 
J.P. Morgan U.S. High Yield Index.

Sources: J.P. Morgan. Data represent full-year 2015 returns for rating categories 
within the J.P. Morgan U.S. High Yield Index. Split-rated bonds refer to those that 
carry a ‘CCC,’ ‘B,’ ‘BB,’ or ‘BBB’ rating from at least one of the major credit rating 
agencies and a lower designation from one or more of the others.
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Past performance is no guarantee of future results. It is important to note that the high-yield market may not perform in a similar manner under similar conditions in the future. The historical data shown in the chart 
above are for illustrative purposes only and do not represent any specific portfolio managed by Lord Abbett or any particular investment.

https://www.lordabbett.com/en/perspectives/marketview/fixed-income-2016-focus-remains-on-fed.html
https://www.lordabbett.com/en/perspectives/marketview/high-yield-no-place-for-passive.html
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employing top-down, macro insights can help tilt the portfolio 
toward favored sectors, or move the overall risk profile to a position 
most appropriate for the current environment. A passive strategy, of 
course, would not have this flexibility, but it would have to mirror the 
sector allocation of benchmark indexes—the good performers as 
well as the bad. 

Amid declining returns for benchmark high-yield indexes, 
mutual-fund investors have fled the asset class. Since the energy 
sector began its correction in June 2014, the Lipper High Yield Bond 
Category witnessed more than $27 billion in outflows, and saw 
assets decline by more than 15% (through November 30, 2015), 
according to Lipper. 

But periods of negative returns in the high-yield market histori-
cally have provided attractive entry points. As Table 1 shows, when 
you look back to the four previous years in which the Credit Suisse 
High Yield Index generated negative returns, the following three 
years historically generated strong returns.

As we noted earlier, 2015 was a challenging year for high yield, 
but we believe the recent weakness has created more attractive 
valuations. The average yield in the J.P. Morgan U.S. High Yield 
Index was 9.43% as of January 8, 2016, which is more than 400 bps 
higher than the low point in June 2014, and near the highest level 
since 2011. The average spread on the J.P. Morgan index of 788 bps 
is more than 350 bps higher than its low point in mid-2014, and is 
also near the highest level since 2011. Certainly, there may be more 
volatility in the near term, but wider spreads may create investment 
opportunities. As Rocco recently pointed out, if one were “to be more 
bearish on the asset class in 2016, one would have to assume that 
there will be a fairly sharp deceleration in the U.S. economy that 
leads to a recession. We believe that is not a likely outcome.” 

IMPORTANT INFORMATION

A Note about Risk: The value of investments in fixed-income securities will change as interest rates fluctuate and in response to market movements. Generally, when interest rates rise, the prices of debt securities fall, 
and when interest rates fall, prices generally rise. High-yield securities, sometimes called junk bonds, carry increased risks of price volatility, illiquidity, and the possibility of default in the timely payment of interest and 
principal. Bonds may also be subject to other types of risk, such as call, credit, liquidity, interest-rate, and general market risks. Longer-term debt securities are usually more sensitive to interest-rate changes; the longer the 
maturity of a security, the greater the effect a change in interest rates is likely to have on its price. Lower-rated bonds may be subject to greater risk than higher-rated bonds. No investing strategy can overcome all market 
volatility or guarantee future results.

Forecasts and projections are based on current market conditions and are subject to change without notice. Projections should not be considered a guarantee.

High-yield securities carry increased risks of price volatility, illiquidity, and the possibility of loss in the timely payment of interest and principal.

A basis point is one one-hundredth of a percentage point.

Bond prices move inversely to interest rates: when interest rates rise, bond prices fall, and when rates fall, bond prices rise.

Yield is the annual interest received from a bond and is typically expressed as a percentage of the bond’s market price.

The Credit Suisse High Yield Index is an unmanaged, trader-priced index constructed to mirror the characteristics of the high-yield market. The index includes issues rated BB and below by S&P or Moody’s, with par 
amounts greater than $75 million.

The J.P. Morgan U.S. High Yield Index is designed to mirror the investable universe of the U.S. dollar domestic high yield corporate debt market.

Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

The credit quality of the securities in a portfolio is assigned by a nationally recognized statistical rating organization (NRSRO), such as Standard & Poor’s, Moody’s, or Fitch, as an indication of an issuer’s creditworthiness.  
Ratings range from ‘AAA’ (highest) to ‘D’ (lowest).  Bonds rated ‘BBB’ or above are considered investment grade.  Credit ratings ‘BB’ and below are lower-rated securities (junk bonds).  High-yielding, non-investment-grade 
bonds (junk bonds) involve higher risks than investment-grade bonds.  Adverse conditions may affect the issuer’s ability to pay interest and principal on these securities.

The opinions in Market View are as of the date of publication, are subject to change based on subsequent developments, and may not reflect the views of the firm as a whole. The material is not intended to be relied upon as a 
forecast, research, or investment advice, is not a recommendation or offer to buy or sell any securities or to adopt any investment strategy, and is not intended to predict or depict the performance of any investment. Readers 
should not assume that investments in companies, securities, sectors, and/or markets described were or will be profitable. Investing involves risk, including possible loss of principal. This document is prepared based on the 
information Lord Abbett deems reliable; however, Lord Abbett does not warrant the accuracy and completeness of the information. Investors should consult with a financial advisor prior to making an investment decision.
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INVESTMENT-LED. INVESTOR-FOCUSED.

YEAR RETURN ONE YEAR AFTER THREE-YEAR AVERAGE ANNUAL

1990 -6.4% 43.8% 25.9%

1994 -1.0% 17.4% 14.1%

2000 -5.2% 5.8% 11.8%

2008 -26.2% 54.2% 23.0%

TABLE 1. HOW HAS THE HIGH-YIELD MARKET RESPONDED AFTER NEGATIVE YEARS?
ONE- AND THREE-YEAR PERFORMANCE AFTER FULL-YEAR DECLINES FOR THE INDICATED YEARS

Source: Credit Suisse. Data are for calendar years and represent performance of the Credit Suisse High Yield Index.
Past performance is no guarantee of future results.
It is important to note that the high-yield market may not perform in a similar manner under similar conditions in the future. The historical data shown in the table above are 
for illustrative purposes only and do not represent any specific portfolio managed by Lord Abbett or any particular investment.


