
HigH-Yield Bonds:  THe BenefiTs of THe Refi  Boom 
Companies’ refinancing of high-yield debt has lowered interest costs, extended maturities,  

and helped shore up balance sheets.

In last week’s Market View, we examined why the spread between 
the yield on high-yield bonds and that on U.S. Treasuries is below the 
long-term average, and why it may stay that way for some time. We 
concluded that market fears that yield spreads will widen soon, and 
that prices on high-yield debt will correct, appear to be unfounded. 
Why? One reason we touched on last week was that spreads typically 
rise in anticipation of increasing defaults. But indications are that 
default rates will remain low through the end of 2015. 

This week we’ll take a closer look at one reason default rates will 
likely stay low, and examine other positive trends for the market. The 
first factor to consider is the rate at which companies are refinancing 
their high-yield debt. Companies refinance their borrowings when 
they can issue new debt at lower interest rates. Lower interest rates 
mean decreased interest costs for the company, since the payments it 
has to make on its debt are smaller.

Considering that more than 50% of the issuance in the high-yield 
market since 2010 has been for refinancing, according to J.P. Morgan, 
there has been a steady decline in interest expense for issuers in the 
high-yield market. (See Chart 1.)

The current wave of refinancing has led to lower financing costs 
for companies, which makes them more likely to be able to pay their 
debt, strengthen their balance sheets, and improve their credit profiles. 
The relief from higher interest costs could also free up cash for capital 
spending to boost revenue growth. More important, it could make 
these companies better able to withstand economic downturns.

That last point may be underscored by another noteworthy trend. 
An additional effect of the refinancing push is that the maturity dates 
of the debt (when final repayment is due) are extended into the future. 
For instance, if debt were issued in 2005 with a 10-year maturity, the 
principal had to be repaid in 2015. If a company refinanced that 2005 
debt in 2010 at a lower interest rate, with the new bonds due in 10 
years, the maturity would be extended to 2020, meaning there is 
another five years until the final repayment is due. 

Chart 2 illustrates how this has played out in recent years. In 
December 2008, for example, the high-yield market had a large 
volume of debt coming due in 2013–16. This “maturity wall” led to 
fears in the market that this volume of repayment would cause diffi-
culties for issuers. The recent refinancing wave has replaced much of 

Chart 2. The Maturity of High-Yield Debt Has  
Been Extended
Dollar amount of high-yield bonds maturing in indicated years,  
as of February 28, 2014 (latest available data)

Chart 1. Refinancing Has Helped Reduce Interest Expense 
for High-Yield Issuers
Last 12 months of interest expense as a percentage of total debt outstand-
ing for high-yield issuers, as of February 28, 2014 (latest available data)

Source: Credit Suisse.Source: BofA Merrill Lynch Global Research.
LTM interest expense (%) = last 12 months of interest expense as a percentage of total debt outstanding.
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Past performance is no guarantee of future results. 
The historical data shown in the charts above are for illustrative purposes only and do 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. Moreover, the specific collateral used to secure a loan may decline in value or become illiquid, which would adversely affect the loan’s value. 
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.
Forecasts and projections are based on current market conditions and are subject to change without notice. Projections should not be considered a guarantee.
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.
Yield is the annual interest received from a bond and is typically expressed as a percentage of the bond’s market price.
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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this debt, and now, in March 2014, maturities of bonds have been 
pushed well out into the future, mainly into 2018 and beyond.

With more time until their debt is due and lower interest expense 
in the interim, high-yield issuers are much better positioned to 
meet their debt obligations. Therefore, default rates should remain 
low. In fact, as of the end of February 2014, high-yield defaults 
were projected to remain less than 2% until the end of 2015, accord-
ing to J.P. Morgan North American High Yield and Leveraged 
Loan Research.

One final point to consider is that more refinancing means that 
fewer new high-yield bonds are being issued, which creates an appeal-
ing supply-and-demand dynamic in the market. Zane Brown, Lord 
Abbett Partner and Fixed Income Strategist, has noted that issuance 
of high-yield securities will likely decline in 2014, as many companies 
have already taken advantage of low interest rates to sell new debt or 

refinance outstanding obligations. J.P. Morgan forecasts that 2014 
issuance of high-yield debt will decline to $300 billion, from $400 
billion in 2013. 

Last year investor interest in high-yield securities and bank loans 
was sufficient to bid up prices of such debt in an environment of falling 
prices among longer-maturity Treasuries. “A continuation of that 
‘search for yield’ mentality in 2014 could produce similar demand for 
higher-yielding, rate-insensitive fixed income at a time when substan-
tially fewer bonds may be available for purchase,” Brown said.

As a result of all the factors we’ve listed here, yield spreads on 
high-yield bonds relative to Treasuries could remain below average 
for a period of time, and supply-and-demand factors could maintain a 
positive environment for high yield. This could give investors the 
opportunity for attractive income, with the additional prospect of 
total return.
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