
MARKET VIEW
HIGH YIELD: THE POTENTIAL BENEFITS OF AN AGILE APPROACH

Large swings in returns by ratings and industry, year in and year out, suggest that an actively managed  
high-yield portfolio could be both prudent and potentially beneficial.
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The year 2016 was an eventful one in the U.S. high-yield bond 
sector, and a very different market than what was experienced in 
2015, when risk assets were very much out of favor, primarily due 
to collapsing commodity prices and concerns over global economic 
growth. While the U.S. high-yield market (as represented by the 
BofA Merrill Lynch U.S. High Yield Index) finished 2015 down 
-4.6%, there was significant dispersion within the asset class, 
both by industry and by credit quality. The energy sector suffered 
the brunt of the sell-off, with a decline of more than -23%, while 
the ‘CCC’ rated portion of the market (as represented by the rating 
categories within the BofA Merrill Lynch U.S. High Yield Index) 
declined -15%.

This downward trend continued in early 2016, with U.S. high-
yield bond spreads widening by nearly 200 basis points (bps) in just 
the first six weeks of the year, led lower by ‘CCC’ rated bonds, par-
ticularly commodity-related names. After bottoming out on 
February 11, high yield had a strong rally throughout the rest of 
the year, led by the ‘CCC’ rated portion of the index. In a reversal 
from 2015, the ‘CCC’ rated portion of the index finished the year up 
36.5%, more than 2,300 bps ahead of ‘BB’ rated securities. High-
yield securities in the energy sector—the worst performing in 
2015—led the way, with a 38% return in 2016.

The large dispersion of returns within the U.S. high-yield 

market—which the stark change in the market environment year 
over year highlights—underscores the benefit of an active approach 
to high-yield investing, in our opinion. Given that credit risk is a 
major risk to such securities, there’s a case to be made that active 
management would be the most appropriate approach. Rather 
than matching the exposure of the largest issuers of high-yield 
debt, an active manager can undertake rigorous, fundamental 
credit research on individual issuers and choose to over-weight 
the best opportunities, while avoiding those credits that pose the 
largest risk of default, or trade at unattractive valuations. In 
addition, a seasoned investment team’s macro insights lend them-
selves, in an active portfolio, to favor those industries that are best 
positioned for the economic environment, while adjusting overall 
risk exposure across the credit-rating spectrum. 

A passive strategy, on the other hand, would have had no choice 
but to fully expose itself to the high-yield energy sector in 2015. 
This was the largest sector of the BAML U.S. High Yield Index, and 
the worst performing sector. Likewise, an index approach would 
have had full exposure to the ‘CCC’ rated portion of the market. 
Even if underlying credit fundamentals, valuations, and the 
economic environment were to suggest that these areas of the 
market were most at risk, a passive approach would be fully 
invested there. But the severe risk-off environment experienced in 
early 2016 created attractive valuations in multiple sectors and 
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CHART 1: SECTOR RETURNS HIGHLIGHT THE DISPERSION OF PERFORMANCE BETWEEN 2015 AND 2016
TOP FIVE/BOTTOM FIVE PERFORMANCE SECTORS IN U.S. HIGH-YIELD BOND MARKET FOR 2015 AND 2016
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Source: BofA Merrill Lynch, as represented by the sectors of the U.S. High Yield Index. 
Performance quoted represented past performance. Past performance is not a reliable indicator or a guarantee of future results. 
The historical data shown in the chart are for illustrative purposes only and do not represent any specific portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged, do not reflect the deduction of fees or 
expenses, and are not available for direct investment. 

https://www.lordabbett.com/content/lordabbett/en/perspectives/marketview/us-high-yield-turnaround-tale.html
https://www.lordabbett.com/content/lordabbett/en/perspectives/marketview/us-high-yield-turnaround-tale.html
https://www.lordabbett.com/content/lordabbett/en/perspectives/marketview/fixed-income-which-sectors-can-benefit-from-active-approach.html


individual credits for active managers to take advantage of, as 
areas of the market that suffered the most in 2015, such as energy 
and basic industry, led the market higher in 2016.

But within active strategies, the recent volatility suggests that it 
is vitally important to not have a bias, such as, for example, to 
always be overweight the ‘BB’ rated portion of the market, or to 
always be overweight the ‘CCC’ segment. The year 2015 would 
have been a challenging market for those with significant weight-
ings in ‘CCC’ rated securities, while managers focused on those 
rated ‘BB,’ which may have held up well in 2015, would have lagged 
dramatically in 2016. The wide dispersion of returns among the 
ratings categories is highlighted in Table 1. 

We believe that rigorous, issuer-specific credit research is vital 
to success in high-yield investing. However, the large swings in 
returns by ratings and industry, year in and year out, suggest that 
bottom-up research may not be enough. The insights gleaned 

from macro analysis can help inform an investment team’s overall 
positioning to ensure that the portfolio’s sector and risk exposure 
is appropriate for the given economic environment. With this 
approach—rather than having a bias to only perform well in “risk-
on” or “risk-off” markets—such a strategy can be a core high-yield 
holding through a full market cycle.

On a final note, some investors may be cautious about the 
outlook for the U.S. high-yield market, given the index return of 17.5% 
in 2016. However, one must consider that this followed the negative 
return of 4.6% in 2015; as a result, the trailing three-year return for 
the index (as of December 31, 2016) was a more modest 4.7%. 

As outlined in our recent 2017 outlook, we remain positive on 
the prospects for the U.S. economy, and are constructive on credit 
conditions in U.S. high yield, with the worst of the default cycle 
behind us. We believe this situation should create opportunities 
within the high-yield market in the coming year.
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TABLE 1: HISTORICAL PERFORMANCE VARIED WIDELY BY CREDIT RATING
ANNUAL RETURN BY ‘CCC’ RATED AND ‘BB’ RATED CREDIT CATEGORY FOR THE LAST FIVE YEARS

BAML High Yield Index  
Returns by Rating 2012 2013 2014 2015 2016

High Yield Index, BB Rated 14.4% 5.2% 5.3% -1.0% 13.2%

High Yield Index, CCC Rated 20.3% 13.0% -2.6% -15.0% 36.5%

Difference, CCC-BB 5.9% 7.8% -7.9% -14.0% 23.2%

Source: Bank of America. Data represent full-year returns for rating categories within the BofA Merrill Lynch High Yield Index. 
Performance quoted represented past performance. Past performance is not a reliable indicator or a guarantee of future results. The historical data shown in the chart are for illustrative purposes only and do not represent any 
specific portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

https://www.lordabbett.com/en/perspectives/fixedincomeinsights/2017-us-fixed-income-outlook.html
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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. 

This Market View may contain assumptions that are “forward-looking statements,” which are based on certain assumptions of future events. Actual events are difficult to predict and may differ from those assumed. There can 
be no assurance that forward-looking statements will materialize or that actual returns or results will not be materially different from those described here.

The BofA Merrill Lynch U.S. High Yield Index tracks the performance of U.S. dollar-denominated below investment-grade corporate debt publicly issued in the U.S. domestic market. Qualifying securities must have a 
below investment grade rating (based on an average of Moody’s, Standard & Poor’s, and Fitch), at least 18 months to final maturity at the time of issuance, at least one year remaining term to final maturity as of the rebalanc-
ing date, a fixed coupon schedule and a minimum amount outstanding of $100 million. In addition, qualifying securities must have risk exposure to countries that are members of the FX-G10, Western Europe or territories 
of the United States and Western Europe. The FX-G10 includes all euro members, the United States, Japan, the United Kingdom, Canada, Australia, New Zealand, Switzerland, Norway and Sweden. Original issue zero coupon 
bonds, 144a securities (both with and without registration rights), and pay-in-kind securities (including toggle notes) are included in the index. Callable perpetual securities are included provided they are at least one year 
from the first call date. Fixed-to-floating rate securities are included provided they are callable within the fixed rate period and are at least one year from the last call prior to the date the bond transitions from a fixed to a 
floating rate security. Contingent capital securities (“cocos”) are excluded, but capital securities where conversion can be mandated by a regulatory authority, but which have no specified trigger, are included. Other hybrid 
capital securities, such as those legacy issues that potentially convert into preference shares, those with both cumulative and non-cumulative coupon deferral provisions, and those with alternative coupon satisfaction 
mechanisms, are also included in the index. Securities issued or marketed primarily to retail investors, equity-linked securities, securities in legal default, hybrid securitized corporates, eurodollar bonds (USD securities not 
issued in the U.S. domestic market), taxable and tax-exempt U.S. municipal securities and DRD-eligible securities are excluded from the index.

The credit quality of the securities are 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 principle on these securities.

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

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. Read-
ers 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.

Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett Funds. This and other important information is contained in the Fund’s summary prospectus 
and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your investment professional, Lord Abbett Distributor LLC at 888-522-2388 or visit us at  
lordabbett.com. Read the prospectus carefully before you invest.
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