
MARKET VIEW
U.S. HIGH YIELD: A TURNAROUND TALE
After hitting a market bottom mid-quarter, U.S. high-yield bonds 

experienced a sharp turnaround as March approached. 

MONDAY, APRIL 18, 2016

It was a dramatic turnaround for U.S. high-yield bonds during 
the first quarter of 2016. The year began with the market reflecting 
investor angst regarding the timing of the next interest-rate hike by 
the U.S. Federal Reserve (Fed), collapsing commodity prices, 
growing concerns of a recession in the United States, and fear of a 
hard landing for the Chinese economy. If these concerns seem 
familiar, they were the same factors that sparked the flight-to-
quality environment of 2015. As a result, spreads widened by more 
than 200 basis points (bps), to near 900 bps on February 11. 

As we pointed out in February, spreads at this level occurred only 
a handful of times in the past 30 years. Our view then was that 
despite all the bad news, valuations were getting extreme in some 
areas. And in our base-case scenario, wherein the U.S. economy 
managed to avoid a recession, high yield was presenting some 
interesting opportunities.

But market sentiment took a turn for the better in mid-February, 
as commodity prices, particularly those in the energy sector, recov-
ered and the Fed lowered the forward-looking rate path in acknowl-
edgment of the continuing challenges to economic growth in the 
United States and globally. This in effect was a form of monetary 
policy easing, because markets had anticipated a more hawkish 
stance. Today, the market is pricing in just one or two additional 25 

basis-point rate hikes for the year instead of the four rate hikes 
anticipated after the initial increase in December 2015.  

The recovery in U.S. high yield was dramatic—the final numbers 
for the sector at quarter’s end belied the sharp volatility that had 
taken investors for a wild ride in January and through mid-February. 
At its worst, the representative BofA Merrill Lynch U.S. High Yield 
Constrained Index (the High Yield Constrained Index) was down 
5.1% (February 11, 2016), and the yield on the index had reached 
more than 10% (the highest level in five years). By mid-April, the 
High Yield Constrained Index had recovered by 9.97% from the low 
with an overall year-to-date return of 4.3%. The yield of the Index 
had settled down, back to just over 8.0%. 

The energy sector (which today accounts for more than13% of 
the value of the High Yield Constrained Index) was hit by crude oil 
prices that collapsed into early February, reaching multiyear lows, 
before starting a rise that would bring West Texas Intermediate 
crude oil spot prices back above $40 per barrel by April 11. We 
expect the oil supply and demand imbalance, which still has a 
negative impact on the energy sector, to improve in 2016 as U.S. oil 
production declines, reflecting lower profits and subsequent reduc-
tions in capital expenditures. 
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Source: BofA Merrill Lynch, as represented by the U.S. High Yield Constrained Index.

For illustrative purposes only and does not represent any specific portfolio managed by Lord Abbett or any particular investment. Index is unmanaged, 
does not reflect the deduction of fees or expenses, and is not available for direct investment.

CHART 1: SPREADS REACHED HIGHS IN MID-FEBRUARY BEFORE DECLINING RAPIDLY
YIELD SPREAD, DECEMBER 31, 2015 – APRIL 15, 2016
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Feb. 11, 2016:
Spreads peak at 887 bps

https://www.lordabbett.com/en/perspectives/marketview/high-yield-whats-the-spread.html
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SUMMING UP

Today, U.S. high-yield bond valuations are not as extreme as they 
were in early February. But the asset class still offers investment 
opportunity, as spreads (at 700 bps as of April 15, 2016) remain well 
above the long-term median of 538 bps. In this environment, inves-
tors would do well to consider the potential benefits of an actively 
managed portfolio, whereby experienced investment managers 
employing rigorous, bottom-up fundamental credit research can 
uncover investment opportunities and manage the risk. 
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INVESTMENT-LED. INVESTOR-FOCUSED.

TABLE 1: SECTOR RETURNS (PARTICULARLY ENERGY) 
HIGHLIGHT THE DRAMATIC TURNAROUND IN 2016
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Source: BofA Merrill Lynch, as represented by the sectors of the 
U.S. High Yield Constrained Index. YTD Total Return is January 1 – 
April 13, 2016.

Performance quoted represents past performance. Past perfor-
mance 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, does 
not reflect the deduction of fees or expenses, and are not available 
for direct investment. 

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 BofA Merrill Lynch U.S. High Yield Constrained Index is a capitalization-weighted index of all 
US dollar denominated below investment grade corporate debt publicly issued in the US domestic 
market. Qualifying securities must have a below investment grade rating (based on an average of 
Moody’s, S&P 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 rebalancing date, a fixed coupon schedule and a minimum 
amount outstanding of $100 million. The index caps individual issuer at 2%. Index constituents are 
capitalization-weighted, based on their current amount outstanding, provided the total allocation to an 
individual issuer does not exceed 2%. Issuers that exceed the limit are reduced to 2% and the face value 
of each of their bonds is adjusted on a pro-rata basis. The face values of bonds of all other issuers that 
fall below the 2% cap are increased on a pro-rata basis. In the event there are fewer than 50 issuers in 
the Index, each is equally weighted and the face values of their respective bonds are increased or 
decreased on a pro-rata basis.

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 perfor-
mance 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.


