
HigH-Yield Bonds:  WHY a CorreCtion is  not imminent 
Spreads over Treasuries can stay below average for years.

The bull market in high-yield bonds has compressed yield spreads to 
below the long-term average, and this means a correction is imminent, at 
least according to some commentators. But even a cursory look at his-
torical trends reveals that the spread between the yield on these bonds 
and that on U.S. Treasuries can remain quite narrow for years at a time. 

Chart 1 shows that this spread over Treasuries remained largely 
below the median level of 544 basis points (bps) from March 31, 
1992, to July 31, 1998, or more than six years. Similarly, in April 
2004, the spread dropped below the median and didn’t exceed it for 
another 48 months. 

Typically, spreads on high-yield debt rise when a credit cycle comes 
to an end. And this usually happens when the economy overheats, 
prompting the Federal Reserve to raise short-term interest rates. 
Alternatively, the credit cycle can end when investors become wary of 
aggressive corporate borrowing. Neither scenario is in play today. 

The economy is nowhere near overheating, and, in fact, the Fed has 
said an interest-rate increase is unlikely until it has finished tapering 
its bond-buying program (known as quantitative easing). That 
probably won’t be wrapped up before the end of the year. 

So a rate increase is unlikely until at least 2015. But it could be 
delayed even longer, depending on the strength of the economy. The 
Fed said in January 2014 that its accommodative position “will remain 
appropriate for a considerable time after the asset purchase program 
ends and the economic recovery strengthens.”1 So even after the 
economy strengthens, the Fed could keep rates low. 

As for aggressive borrowing by the corporate sector, Chart 2 
suggests that companies have so far refrained from the acquisition 
binge that drove high-yield issuance in the last credit cycle. Most of 
the new issuance in this cycle has been used to refinance existing 
debt. And with yields at relatively low levels, these deals have helped 
reduce companies’ interest expense. Issuers have also been pushing 
out maturities by several years, according to J.P. Morgan. Both of 
these moves reduce the likelihood of a near-term default. 

As of February 28, 2014, the default rate was just 0.85%, according to 
Credit Suisse, a rate similar to that of the previous two low-spread periods. 
Defaults may eventually rise, and if that happens, spreads will spike upward 
in anticipation. But for defaults to increase, there must be a catalyst, such 
as a recession, and there doesn’t appear to be a sign of anything like that. 

Chart 2. Refinancings May Help Extend the  
Current Credit Cycle
Breakdown of total high-yield issuance  
(as of 2/28/2014)

Chart1. High-Yield Spreads Can Remain Below  
Average for Extended Periods
U.S. high-yield corporate bond spreads over Treasuries  
(as of 2/28/2014)

Source: J.P. Morgan. Data are most recent available. Source: Credit Suisse. Yield spreads represented by the Credit Suisse High Yield Index.
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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 charts above are for illustrative 
purposes only and do not represent any specific Lord Abbett mutual fund or any particular investment.
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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. 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. 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 date of a security, the greater the effect a 
change in interest rates is likely to have on its price. 
No investing strategy can overcome all market volatility or guarantee future results.
Treasuries are debt securities issued by the U.S. government and secured by its full faith and credit. Income from Treasury securities is exempt from state and local taxes. Although U.S. 
government securities are guaranteed as to payments of interest and principal, their market prices are not guaranteed and will fluctuate in response to market movements.
Spread is the difference in yield between two different investments.
A basis point is 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.
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. 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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The high-yield market may, therefore, perform in 2014 much as it 
did in 2013, according to Zane Brown, Lord Abbett Partner and Fixed 
Income Strategist. “With the Fed keeping short-term interest rates 
near zero, money market funds aren’t likely to increase their rates 

anytime soon. So, I think you’ll still see investors looking for addi-
tional yield opportunities, keeping demand for these securities strong 
well into 2015.”

1 Press release, Board of Governors of the Federal Reserve, January 29, 2014.


