
MARKET VIEW
HIGH YIELD: WHAT’S THE SPREAD?

Previous instances in which high-yield spreads exceeded 800 basis points represented  
attractive entry points into the U.S. high-yield market

MONDAY, FEBRUARY 1, 2016

While fans of U.S. football have been eying the projected margin 
of victory for the favored Carolina Panthers in Super Bowl 50, 
fixed-income investors have been avidly following changes in 
another spread—the yield difference between high-yield bonds 
versus U.S. Treasury bonds. 

Investors’ appetite for riskier assets has diminished as a slowdown 
in global growth—paced by softness in China, the world’s second- 
biggest economy—sparked a sharp decline in commodity prices. Year 
to date through January 30, the Credit Suisse [CS] High Yield Index 
was down around 2%. (By comparison, the S&P 500® Index was down 
nearly 6%, and the Russell 2000® Index was lower by around 10%.) The 
yield on the CS High Yield Index reached more than 10% on January 20 
(the highest level since 2011), before settling back down to 9.62% on 
January 29, still 42 basis points (bps) above where it started the year.

Initially, most of the pain was in commodity-related segments of 
high yield, especially bonds in the beleaguered energy sector. 
(Energy companies make up around 11% of the value of the CS High 
Yield Index, although this is down from around 17% in mid-2014, 
before the beginning of the crude oil slump.) Other non-commodity 
sectors that represent smaller weights in the index also have 
weakened in recent weeks. 

The recent volatility has been reflected in high-yield spreads, 
which have expanded from 747 bps at the end of 2015 to 826 bps as 
of January 29; spreads reached as wide as 873 bps on January 20. 
(By comparison, the long-term median spread is 538 bps.)  
As Chart 1 shows, it is quite rare for spreads to reach levels above 
800 bps. Spreads have breached this level only a handful of times 
in the past 30 years, and those episodes have tended to be fairly 
short-lived.

In the January 11, 2016, Market View, we reminded investors that 
periods of negative returns in the high-yield market historically 
have provided attractive entry points. We noted that in the four 
previous years in which the Credit Suisse High Yield Index generated 
negative returns, the following three years historically generated 
solid returns. 

But the recent widening of spreads gave us fresh impetus to 
examine the valuation question. What does history tell us about the 
performance of the high-yield market after episodes of spread 
widening, specifically those that eclipsed the 800 basis-point mark? 
Actually, the high-yield market historically has provided strong 
returns over the following one-, two-, three-, four-, and five-year 
periods. (See Chart 2.)
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CHART 2. HOW HAVE INVESTORS FARED AFTER SPREADS 
EXCEED 800 BASIS POINTS?
AVERAGE RETURN ON THE CREDIT SUISSE HIGH YIELD INDEX DURING 
INDICATED PERIODS AFTER SPREADS HAVE REACHED 800 BASIS POINTS
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February 1990 10.3% 23.1% 20.2% 19.1% 15.1%

September 1990 36.9% 28.4% 24.0% 18.5% 17.6%

September 2000 -4.9% -1.1% 7.8% 9.1% 8.6%

September 2002 20.8% 16.2% 14.1% 11.8% 11.8%

September 2008 3.8% 12.2% 10.9% 11.5% 10.7%

September 2011 17.9% 12.4% 10.6% 6.8% 5.2%*

Source: Morningstar.

Past performance is no guarantee of future results. CHART 1: 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 charts above are for illustrative purposes only and do not represent any specific portfolio managed by Lord Abbett or any particular investment. CHART 2: It is important to note that the high-yield market 
may not perform in a similar manner under similar conditions in the future. Instances of high double-digit returns were achieved primarily during favorable market conditions and may not be sustainable over time.  
The historical data shown in the charts above are for illustrative purposes only and do not represent any specific portfolio managed by Lord Abbett or any particular investment.

Source:  Credit Suisse. Yield spreads represented by the Credit Suisse High Yield Index.

CHART 1. HIGH-YIELD SPREADS RARELY HAVE  
BEEN HIGHER
U.S. HIGH-YIELD CORPORATE BOND SPREAD OVER TREASURIES,  
JANUARY 31, 1986–JANUARY 29, 2016
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Take a look at Table 1, which shows the performance of the high-
yield market during specific periods following dramatically widening 
spreads. In some cases, the market remained challenging, and 
there were negative returns over the next 12 months. But the overall 
average return is in the double digits. And looking farther out, 
returns have always been positive in the three to five years that have 
followed. The latest move above 800 bps in January 2016 may repre-
sent another attractive opportunity. [There is, however, no guarantee 
that the market will perform in a similar manner under similar condi-
tions in the future.] 

We also noted in the January 11 Market View that the negative 
annual return on high-yield bonds for 2015 is an anomaly for an 
asset class with a strong history; according to Credit Suisse, the 
high-yield market’s negative performance in 2015 was only its fifth 
annual loss in the past 28 years. Given this history, current spread 
levels may signal more favorable valuations for high-yield bonds.

Wider spreads and increased defaults remain a concern to 
many high-yield investors who have been concerned about the 
end of the current credit cycle, notes Zane Brown, Lord Abbett 
Partner and Fixed-Income Strategist. But these factors alone “do 
not assure the end of the credit cycle,” says Brown. In a recent 
column on lordabbett.com evaluating the status of the current 
credit cycle, Brown assessed four factors: U.S. economic growth, 
U.S. Federal Reserve policy, the maturity structure of high-yield 
bonds on the market, and a relatively conservative credit profile of 
new issues. His analysis suggested that aside from conditions 
specifically affecting energy and mining, crucial characteristics  
of the high-yield market “are not symptomatic of past credit 
cycles that were on the brink of more widespread defaults—and 
economic recession.” 

To be sure, in 2016 the high-yield sector likely will have to 
contend with some credit concerns and additional periods of 
increased volatility. In such an environment, investors may wish  
to consider the potential merits of an actively managed portfolio.  
We previously have emphasized our belief in the advantages for  
an investment portfolio of rigorous, bottom-up fundamental  
credit research from seasoned professionals, coupled with a 
flexible, opportunistic approach to security selection. We believe 
the recent market volatility has created attractive valuations in 
certain segments of the high-yield market, where an experienced 
active manager can uncover opportunity.manager can uncover 
opportunity.

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.
High-yield bond spread is the percentage difference in current yields of various classes of high-yield bonds (often junk bonds) compared against investment-grade corporate bonds, Treasury bonds or another benchmark bond 
measure. Spreads are often expressed as a difference in percentage points or basis points (which equal one-one hundredth of a percentage point).
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 S&P 500® Index is widely regarded as the standard for measuring large cap U.S. stock market performance and includes a representative sample of leading companies in leading industries. 
The Russell 2000® Index measures the performance of the 2,000 smallest companies in the Russell 3000 Index, which represents approximately 10% of the total market capitalization of the Russell 3000 Index.
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.
Copyright © 2016 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.
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INVESTMENT-LED. INVESTOR-FOCUSED.

TABLE 1. A CLOSER LOOK AT HISTORICAL RETURNS AFTER 
HIGH YIELD SPREADS EXCEED 800 BASIS POINTS
RETURN ON THE CREDIT SUISSE HIGH YIELD INDEX DURING INDICATED 
PERIODS AFTER SPREADS HAVE REACHED 800 BPS

Source: Morningstar.  *As of January 31, 2016.

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. Instances of high double-digit 
returns were achieved primarily during favorable market conditions and may not be sustainable over time. 
The historical data shown in the charts above are for illustrative purposes only and do not represent any 
specific portfolio managed by Lord Abbett or any particular investment.
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February 1990 10.3% 23.1% 20.2% 19.1% 15.1%

September 1990 36.9% 28.4% 24.0% 18.5% 17.6%

September 2000 -4.9% -1.1% 7.8% 9.1% 8.6%

September 2002 20.8% 16.2% 14.1% 11.8% 11.8%

September 2008 3.8% 12.2% 10.9% 11.5% 10.7%

September 2011 17.9% 12.4% 10.6% 6.8% 5.2%*

https://www.lordabbett.com/content/lordabbett/en/global/biographies/zane-brown.html
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