
MARKET VIEW
FIVE REASONS TO CONSIDER HIGH-YIELD BONDS

High-yield corporate bonds still present a compelling opportunity, despite tighter credit spreads. 

MONDAY, JUNE 12, 2017

High-yield bonds have performed very well over the past year, 
with the Bank of America Merrill Lynch High Yield Master II  
Constrained Index returning 12.65% for the 12-month period ended 
June 9, 2017. Although positive performance has come with tighter 
credit spreads, here are five reasons why we believe investors should 
continue to consider an allocation to below investment-grade U.S. 
corporate bonds.  

1. DEFAULT RATES ARE LOW
Corporate credit spreads reflect the market’s perception of and 

appetite for risk. From a macro perspective, widening credit spreads 
may be a sign of challenges for the general economy, accompanied 
by a “risk-off” temperament in the market. On a more micro level, a 
widening spread could indicate a growing concern regarding the 
ability of a borrower to service its debt and the possibility of default. 
Inversely, narrowing credit spreads may indicate a greater confidence 
in the ability of an issuer, or issuers in general, to make scheduled 
interest and principal payments.

Comparing default data to credit spreads supports this claim. 
High-yield spreads have narrowed considerably from their three-
year month-end high, from 833 basis points (bps), on January 31, 

2016, to 440 bps, on May 31, 2017.1 Meanwhile, as of May 31, 2017, 
the trailing 12-month default rate on the J.P. Morgan High Yield 
Bond Index was 1.31%. This compares with the 3.75% long-term 
average. Not only are default rates low today but also Credit Suisse 
expects them to decline over the next 12 months. 

The point is, with trailing default rates well below their long-term 
averages and expectations that defaults will remain relatively low, it 
makes sense that credit spreads are lower as well.

2. CREDIT QUALITY HAS IMPROVED
Consistent with low default rates is evidence of rising overall 

credit quality. Nearly 50% of the Bank of America Merrill Lynch High 
Yield Bond Index was rated ‘BB’ as of December 31, 2016, up from 
38% 10 years ago. Naturally, as credit quality has increased, credit 
spreads—the compensation for credit risk—have decreased.

What is more, the use of issuance proceeds has shifted pre-
dominantly to refinancing activity. Since 2011, on average nearly 
60% of proceeds have been used to pay down existing, more costly 
debt—typically viewed a “credit positive” trend—compared to 
engaging in more speculative borrowing, such as issuing debt to 
finance an acquisition.

1

Source: J.P. Morgan. The historical data shown are for illustrative purposes only and do not represent any specific portfolio by Lord Abbett or any particular investment. 
Performance quoted represents past performance. Past performance is not a reliable indicator or a guarantee of future results.

CHART 1. DEFAULT RATES HAVE TRENDED LOWER
AS OF MAY 31, 2017
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CHART 2. HIGH-YIELD CREDIT QUALITY HAS IMPROVED OVER THE PAST DECADE
CREDIT QUALITY BREAKDOWN OF THE HIGH-YIELD MARKET, 2006–16
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Source: BofA Merrill Lynch High Yield Index. The historical data shown are for illustrative purposes only and do not represent any specific portfolio by Lord Abbett or any particular investment. Performance quoted represents past 
performance. Past performance is not a reliable indicator or a guarantee of future results. Indexes are unmanaged and are not available for direct investment.

CHART 3. CURRENTLY, HIGH-YIELD BONDS OFFER ATTRACTIVE RELATIVE YIELD 
YIELDS ON FIXED-INCOME INDEXES, AS OF MAY 31, 2017
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Source: Bloomberg Barclays, BofA Merrill Lynch, and Credit Suisse. The historical data shown are for illustrative purposes only and do not represent any specific portfolio by Lord Abbett or any particular investment. 
1BofA Merrill Lynch U.S. Treasury Bill 3-Month Index. 2Bloomberg Barclays U.S. Treasury Yield Index. 3Bloomberg Barclays ABS Index. 4Bloomberg Barclays U.S. Mortgage Backed Securities Index. 5Bloomberg Barclays CMBS 
Aaa-Rated 7+Year Index.  6Bloomberg Barclays U.S. Corporate A-Rated Index. 7Bloomberg Barclays U.S. Corporate Baa-Rated Index. 8Credit Suisse Leveraged Loan Index (Discount Margin 3-Year Life). 9J.P. Morgan CEMBI Broad 
Diversified Index.  
10Credit Suisse High Yield Index (Yield to Worst).
Due to market volatility, the market may not perform in a similar manner in the future. Performance quoted represents past performance. Past performance is not a reliable indicator or a guarantee of future results. 
Indexes are unmanaged and are not available for direct investment. 

3. HIGH RELATIVE INCOME 
As shown in Chart 1, not only have spreads narrowed as default 

rates have fallen but also spreads can remain low for extended 
periods of time. In fact, over the five-plus years from April 1993 
through July 1998 and the three-plus years from April 2004 through 
October 2007, spreads remained range-bound at levels near or, in 

many cases, lower than those of today, according to J.P. Morgan. As 
illustrated in Chart 3, in this kind of environment, when yields have 
fallen on an absolute level, we believe that below investment-grade  
corporate bonds still offer attractive income relative to other fixed-
income sectors.
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4. ATTRACTIVE, LONG-TERM RISK-REWARD PROFILE
In our view, investors trying to time the high-yield market are 

typically asking the wrong question. Instead of “Should I own high-
yield bonds today or not?” data suggest that investors may be better 
served by asking, “How much of my portfolio should be allocated 
strategically to high-yield bonds?” Although tactically increasing or 
decreasing allocations to high-yield bonds may be prudent based on 
relative value, economic developments, and/or fluctuating market 
conditions, we believe that a strategic allocation to this asset class 
may represent a sound approach for those investors with long-term 
horizons and a tolerance for risk.

While past performance is not a guarantee of future results, over 
the past 25 years, high-yield bonds have delivered nearly 90% of the 
return of equities, with roughly half the volatility. This has led to 
attractive risk-adjusted returns, as measured by the Sharpe ratio.

5. PERFORMANCE IN RISING-RATE ENVIRONMENTS
By definition, the performance of credit-sensitive bonds, like high 

yield, tends to be more influenced by the trajectory of the economy 
as compared to interest rate-sensitive bonds. Historically, as the 
economic backdrop improves, credit fundamentals strengthen and 
investor demand for riskier assets typically increases, leading to 
strong relative performance.

SUMMARY
While there are always risks, including the possibility of price 

volatility, illiquidity, and defaults, we believe a strong case can be 
made for allocating to high-yield bonds today. Credit spreads have 
narrowed as the U.S. economy and corporate creditworthiness have 
strengthened, default rates have declined, and credit quality has 
improved. In addition, high-yield issuers have reduced their debt 
burdens by using the proceeds of debt issuance to refinance older, 
more costly debt. Although absolute yields may be low by historical 
standards, we believe high-yield bonds still offer attractive income 
relative to other asset classes. From a performance perspective, 
high-yield bonds historically have delivered nearly 90% of the return 
of equities, with roughly half the volatility. Finally, the performance of 
high yield during periods of rising interest rates—typically occurring 
when the economy is improving—historically has been strong.

CHART 4. HIGH-YIELD BONDS HAVE OFFERED STRONG HIGHER 
RISK-ADJUSTED RETURNS
U.S. HIGH YIELD VERSUS U.S. EQUITIES, JANUARY 1, 1992–MAY 31, 2017
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1Using data from the J.P. Morgan High Yield Bond Index.

Period 10-Year U.S. 
Treasury1

U.S. Investment-
Grade Bonds2

High-Yield 
Bonds3

09/30/1993-11/30/1994 -8.9% -3.0% 1.2%

01/31/1996-08/31/1996 -6.0% -1.8% 3.1%

09/30/1998-01/31/2000 -7.7% -0.6% 3.7%

06/30/2005-06/30/2006 -5.8% -0.8% 4.7%

12/31/2008-12/31/2009 -9.9% 5.9% 57.5%

08/31/2010-03/31/2011 -6.1% -0.8% 10.3%

07/31/2012-12/31/2013 -6.2% -1.1% 9.5%

06/30/2016–12/31/2016 -7.5% -2.5% 7.5%

TABLE 1. HISTORICALLY, IN PERIODS OF RISING RATES,  
HIGH-YIELD BONDS HAVE PERFORMED WELL
INDEX RETURNS DURING THE EIGHT PERIODS OF GREATER THAN  
100 BASIS-POINT RISE IN THE 10-YEAR U.S. TREASURY YIELD;  
MONTH-END, ANNUALIZED RETURNS

Source for Table 1: Citigroup, Bloomberg Barclays, and BofA Merrill Lynch. The historical data shown are for 
illustrative purposes only and do not represent any specific portfolio by Lord Abbett or any particular invest-
ment. Performance quoted represents past performance. Past performance is not a reliable indicator or 
a guarantee of future results. Indexes are unmanaged, do not reflect the deduction of fees or expenses, 
and are not available for direct investment.
1Citigroup 10-Year Treasury Bond Index. 2Bloomberg Barclays U.S. Aggregate Bond Index. 3BofA Merrill High 
Yield Master II Index.

Source: Credit Suisse. *High-yield bonds are represented by the Credit Suisse High Yield Index. **Stocks are 
represented by the S&P 500® Index. The historical data shown are for illustrative purposes only and do not 
represent any specific portfolio by Lord Abbett or any particular investment. Stocks are subject to greater 
risk and market volatility, while bonds are subject to greater risk of default and interest rate volatility. 
Performance quoted represents past performance. Past performance is not a reliable indicator or a 
guarantee of future results. Indexes are unmanaged and are not available for direct investment.



4

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.

A basis point is one one-hundredth of a percentage point.

The Sharpe Ratio is a measure for calculating risk-adjusted return. It is the average return earned in excess of the risk-free rate per unit of volatility or total risk.

Standard deviation is the measure of dispersion of a set of data from its mean. It measures the absolute variability of a distribution; the higher the dispersion or variability, the greater is the standard deviation and greater will 
be the magnitude of the deviation of the value from their mean.

This Market View may contain assumptions that are “forward-looking statements,” which are based on certain assumptions of future events. Actual events are difficult to predict and may differ from those assumed. There can be 
no assurance that forward-looking statements will materialize or that actual returns or results will not be materially different from those described here.

The BofA Merrill Lynch U.S. High Yield Index tracks the performance of U.S. dollar-denominated below investment-grade corporate debt publicly issued in the U.S. domestic market. 

The BofA Merrill Lynch High Yield Master II Index tracks the performance of US dollar denominated below investment grade corporate debt publicly issued in the US domestic market. 

The BofA Merrill Lynch U.S. Treasury Bill 3-Month Index is comprised of a single issue purchased at the beginning of the month and held for a full month. 

The Bloomberg Barclays U.S. Treasury Yield Index is the U.S. Treasury component of the U.S. Government Index. The index includes public obligations of the U.S. Treasury with a remaining maturity of one year or more.

The Bloomberg Barclays ABS Index is the U.S. asset-backed securities component of the U.S. Aggregate index. 

The Bloomberg Barclays U.S. Mortgage-Backed Securities Index is the U.S. MBS component of the U.S. Aggregate index. The MBS Index covers the mortgage-backed pass-through securities of Ginnie Mae (GNMA), Fannie 
Mae (FNMA), and Freddie Mac (FHLMC). 

The Bloomberg Barclays CMBS Aaa-Rated 7+Year Index is the Aaa component of the Investment Grade CMBS index with a minimum average life of 7 years.

The Bloomberg Barclays U.S. Aggregate Bond Index represents securities that are SEC-registered, taxable, and dollar denominated. The Bloomberg Barclays U.S. Corporate A-Rated Index is the A component of the U.S. 
Corporate Investment Grade Index. The index includes publicly issued U.S. corporate and specified foreign debentures and secured notes that meet the specified maturity, liquidity, and quality requirements. To qualify, bonds must 
be SEC-registered.

The Bloomberg Barclays U.S. Corporate Baa-Rated Index is the Baa component of the U.S. Corporate Investment Grade Index. The index includes publicly issued U.S. corporate and specified foreign debentures and secured 
notes that meet the specified maturity, liquidity, and quality requirements. 

The Citigroup 10-Year Treasury Bond Index is a broad measure of the performance of the medium-term U.S. Treasury securities.

The Credit Suisse Leveraged Loan Index is designed to mirror the investable universe of the U.S. dollar-denominated leveraged loan market.

The Credit Suisse High Yield Index is an unmanaged, trader-priced index constructed to mirror the characteristics of the high-yield market. 

The J.P. Morgan Corporate Emerging Markets Broad Diversified (CEMBI BD) Index is a market capitalization weighted index that tracks total returns of US dollar-denominated debt instruments issued by corporate entities 
in Emerging Markets countries. 

The J.P. Morgan High Yield Bond Index is designed to mirror the investable universe of the U.S. dollar high-yield corporate debt market.

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 credit quality of the securities 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 principle on these securities.

Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not available for direct investment.

The information provided is not directed at any investor or category of investors and is provided solely as general information about Lord Abbett’s products and services and to otherwise provide general investment education. 
None of the information provided should be regarded as a suggestion to engage in or refrain from any investment-related course of action as neither Lord Abbett nor its affiliates are undertaking to provide impartial investment 
advice, act as an impartial adviser, or give advice in a fiduciary capacity. If you are an individual retirement investor, contact your financial advisor or other fiduciary about whether any given investment idea, strategy, product or 
service may be appropriate for your circumstances.

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. Read-
ers 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 © 2017 by Lord, Abbett & Co. LLC/Lord Abbett Distributor LLC. All rights reserved.
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Investors should carefully consider the investment objectives, risks, charges, and expenses of the Lord Abbett funds. This and other important information is 
contained in each fund’s summary prospectus and/or prospectus. To obtain a prospectus or summary prospectus on any Lord Abbett mutual fund, contact your 
investment professional or Lord Abbett Distributor LLC at 888-522-2388, or visit us at lordabbett.com. Read the prospectus carefully before you invest.
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