
Manning Up YoUr portfolio with high-Yield MUnis 
Munis’ fourth-quarter comeback has carried over into 2014.

Last year was a tumultuous one for the municipal bond market. 
Interest-rate fears caused a sell-off that began in May, when Federal 
Reserve chairman Ben Bernanke first mentioned that the Fed would 
soon begin tapering its bond purchases. The turmoil continued as 
credit fears rose with the Detroit bankruptcy in July and with the 
media’s focus on Puerto Rico’s fiscal condition in August. Neverthe-
less, the market fell only 2.6% in 2013, according to the Barclays 
Muni Bond Index, as a fourth-quarter rally offset earlier losses. 

Two segments that were hardest hit by the sell-off were longer-
dated and high-yield munis. The long end of the yield curve (as repre-
sented by the Barclays Municipal Bond [22+] Index) suffered a 6% 
loss for the year, while the high-yield segment (as represented by 
Barclays High Yield Municipal Bond Index) lost 5.5%. (See Chart 1.)

Since the end of third quarter 2013, however, the muni market 
has been bouncing back. The long and high-yield portions of the 
market, in particular, have been rebounding, producing gains of 
6.7% and 6.2%, respectively. In fact, momentum has picked up in 
2014, with year-to-date returns (as of January 28) amounting to 

2.0% for the muni market overall and stronger still for long and 
high-yield segments. 

Of these two segments, high yield may represent the more attrac-
tive opportunity. While all bonds might face a headwind if interest 
rates rise over the coming months, longer-dated bonds could be 
affected more than most. The credit-sensitive high-yield segment, on 
the other hand, which has been hurt by dire headlines about Detroit 
and Puerto Rico, could benefit as investors realize those fiscal 
problems are not widespread and as the economy continues to 
improve. Despite the rebound, the yield spread of high-yield munis 
over investment-grade munis remains above the long-term average. 
(See Chart 2.)

“Credit-quality trends have remained generally favorable despite the 
media headlines,” said Dan Solender, Lord Abbett Partner & Director 
of Municipal Bonds. “At the state level, data from the U.S. Census 
Bureau show that tax revenues have increased for 13 straight quarters, 
while local governments are experiencing better economic conditions, 
in part due to continued improvement in the housing market.” 

Chart 1. Muni Returns Have Shown Signs of Recovery
Returns of U.S. Treasuries and municipal bonds

  Source: Barclays Index data. 
*  Represented by the Barclays Capital Investment Grade Municipal Bond Index8 and the Barclays 

Capital High Yield Municipal Bond Index. Average calculated from December 29, 1995. 

1 Barclays U.S. Treasury Index.
2 Barclays Municipal Bond: 5 Year (4–6) Index.
3 Barclays Municipal Bond: 10 Year (8–12) Index.
4 Barclays Municipal Bond Index.

5 Barclays Municipal Bond: 15 Year (12–17) Index.
6 Barclays Municipal Bond: Long Bond (22+) Index.
7  Barclays High Yield Municipal Bond Index.

  Source: Morningstar and Barclays Municipal Index data. 
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Past performance is no guarantee of future results. The historical data are for illustrative purposes only, do not represent the performance of any Lord Abbett mutual fund or any particular in-
vestment, and are not intended to predict or depict future results. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment. An investor 
will not experience similar results. An investor will not experience similar results. Income from municipal bonds may be subject to the alternative minimum tax. Federal, state, and local taxes may 
apply. High-yielding, non-investment-grade bonds have higher risk than investment-grade bonds. Adverse conditions may affect the issuer’s ability to pay interest and principal on these securities.

-2.7%

0.8%

-2.2%

3.0%

1.1%

4.3%

2.0%

-2.6%

4.6%

2.0%

-3.3%

5.7%

2.5%

-6.0%

6.7%

3.2%

-5.5%

6.2%

3.3%

1.0% 1.1%

-8%

-6%

-4%

-2%

0%

2%

4%

6%

8%

Treasury1 5 Year Muni2 10 Year Muni3 Barclays
Muni Bond4

15 Year Muni5 22 Year+ Muni6 High Yield Muni7

2013 Returns Returns Since 09/30/2013

YTD Returns as of 01/28/2014

100

200

300

400

500

600

700

800

900

Jan
2002

Jan
2004

Jan
2006

Jan
2008

Jan
2010

Jan
2012

Jan
2014

Hi
gh

-Y
ie

ld
 S

pr
ea

d 
(b

as
is 

po
in

ts
)

Average Spread = 290 bps*

360

340

380

320

300

280
Dec
2012

Mar
2013

Jun
2013

Sep
2013

Jan
2014

311 bps

369 bps

Chart 2. High-Yield Muni Spreads* Have Widened to 
Attractive Levels
Yield spread over investment-grade municipal bonds, 
01/31/2002–01/28/2014
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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. As interest rates fall, the prices 
of debt securities tend to rise, and as interest rates rise, the prices of debt securities tend to fall. Lower-rated bonds carry greater risks than higher-rated bonds. Investments in 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. Income from 
municipal securities may be subject to the alternative minimum tax. Federal, state, and local taxes may apply. There is a risk that a bond issued as tax-exempt may be reclassified by 
the IRS as taxable, creating taxable rather than tax-exempt income. 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. Puerto Rico and other U.S. territories, commonwealths, and possessions may be affected by local, state, and regional factors. These may include, for example, economic or 
political developments, erosion of the tax base, and the possibility of credit problems. No investing strategy can overcome all market volatility or guarantee future results.
Treasuries are debt securities issued by the U.S. government and are secured by its full faith and credit. Income from Treasury securities is exempt from state and local taxes.
Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.
The credit quality ratings of the securities in a portfolio 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 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 before making an investment decision.
Copyright © 2014 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.
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Technical factors also appear favorable. Issuance has been light, 
keeping supply low, while the composition of demand is starting to 
improve. Institutional investors dominated the market during the 

second half of 2013 and helped keep a floor under prices, but recently 
retail investors have begun to return. Should this trend continue, 
high-yield munis would be likely to benefit.

A basis point is equivalent to 0.01% (1/100th of a percent). 
A yield curve is the relation between the level of interest rates and time to maturity

1  Barclays U.S. Treasury is an index composed of all bonds covered by the Barclays Treasury Bond Index with 
maturities of 10 years or greater. The index calculates total returns for one-month, three-month, 12-month, 
and 10-year periods and year to date. Total return comprises price appreciation/depreciation and income as a 
percentage of the original investment. Indexes are rebalanced monthly by market capitalization. 

2  Barclays Municipal Bond: 5 Year (4–6) is a subset of the Barclays Municipal Bond Index, which is a rules-
based, market-value-weighted index engineered for the long-term tax-exempt bond market. The index is a broad 
measure of the municipal bond market with maturities of at least one year. To be included in the index, bonds 
must be rated investment grade (Baa3/BBB- or higher) by at least two of the following ratings agencies: 
Moody’s, S&P, Fitch. If only two of the three agencies rate the security, the lower rating is used to determine 
index eligibility. If only one of the three agencies rates a security, the rating must be investment grade. Bonds 
must have an outstanding par value of at least $7 million and be issued as part of a transaction of at least $75 
million. The bonds must be fixed rate, have a dated-date after December 31, 1990, and must be at least one 
year from their maturity date. 

3  The Barclays 10 Year Municipal Index is a subset of the Barclays Investment-Grade Municipal Index. Securities 
in the index have at least one year to maturity, must be rated investment grade (Baa3/ BBB-/BBB- or better), 
must have an outstanding par value of at least $7 million and be issued as part of a transaction of at least $75 
million, and have an effective maturity of 10 to 12 years.

4  Barclays Municipal Bond Index is a rules-based, market-value-weighted index engineered for the long-term tax-
exempt bond market. The index is a broad measure of the municipal bond market with maturities of at least one 
year. To be included in the index, bonds must be rated investment grade (Baa3/BBB- or higher) by at least two 
of the following ratings agencies: Moody’s, S&P, Fitch. If only two of the three agencies rate the security, the 
lower rating is used to determine index eligibility. If only one of the three agencies rates a security, the rating 
must be investment grade. Bonds must have an outstanding par value of at least $7 million and be issued as 
part of a transaction of at least $75 million. The bonds must be fixed rate, have a dated-date after December 31, 
1990, and must be at least one year from their maturity date. 

5  Barclays Municipal Bond: 15 Year (12–17) is a subset of the Barclays Municipal Bond Index, which is a rules-based, 
market-value-weighted index engineered for the long-term tax-exempt bond market. The index is a broad measure 

of the municipal bond market with maturities of at least one year. To be included in the index, bonds must be rated 
investment grade (Baa3/BBB- or higher) by at least two of the following ratings agencies: Moody’s, S&P, Fitch. If 
only two of the three agencies rate the security, the lower rating is used to determine index eligibility. If only one 
of the three agencies rates a security, the rating must be investment grade. Bonds must have an outstanding par 
value of at least $7 million and be issued as part of a transaction of at least $75 million. The bonds must be 
fixed rate, have a dated-date after December 31, 1990, and must be at least one year from their maturity date. 

6  The Barclays Municipal Long Bond Index is a total return benchmark designed for long-term municipal assets. 
The index includes bonds with a minimum credit rating of BAA3, bonds issued as part of a deal of at least $50 
million, with an amount outstanding of at least $5 million, a maturity of 22 years or greater and have been 
issued after December 31, 1990.

7  The Barclays High Yield Municipal Bond Index is an unmanaged index consisting of non-investment-grade, un-
rated or below Ba1 bonds. The Barclays High Yield Municipal Bond Index is a subset of the Barclays Municipal 
Bond Index; a rules-based, market-value-weighted index engineered for the long-term tax-exempt bond market.

8  The Barclays Investment-Grade Municipal Index is an unmanaged index composed of municipal securities with 
the following criteria applied: 

* Bonds must have at least one year to maturity.
*  Non-credit-enhanced bonds (municipal debt without a guarantee) must be rated investment grade (Baa3/ BBB-/

BBB- or better) by looking to the middle rating of Moody’s, S&P, and Fitch (after dropping the highest and 
lowest available ratings) to determine a security’s index eligibility.

   Before using this two-out-of-three rating criterion in July 1, 2005, we first used Moody’s ratings as the primary 
source and then the more conservative of Moody’s and S&P’s ratings.

*   Securities must have an outstanding par value of at least $7 million and be issued as part of a transaction of at 
least $75 million. Before January 1, 2005, the liquidity constraint was $50 million/$5 million.

   The liquidity constraint for several lower-capitalized state-specific benchmarks is $20 million deal size and  
$2 million issue size.

*  Taxable municipal bonds, remarketed issues, bonds with floating-rates, and derivatives are excluded.
*  Bonds with a dated-date of January1, 1991, and later are eligible for inclusion into the benchmark.


