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HIGH Y IELD:  NO PLACE FOR PASSIV E IN V ESTORS 

Passive investors have been hit hard by downturns in energy, metals, and lower-rated credits.
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The push into passive vehicles such as exchange-traded funds 
(ETFs) and index funds continues despite evidence that many 
investment styles do not lend themselves well to this option. 
Indeed, as we pointed out earlier this year, the fixed-income market 
is characterized by its own unique pitfalls. In fact, investing in high-
yield securities, more than some other asset classes, benefits 
from the deep research of an experienced analytical team.

Various macroeconomic factors, for example, can present 
threats to different sectors of the market, leaving passive investors 
exposed. Take a look at Chart 1. Year to date (as of August 10, 2015), 
the energy sector of the high-yield market is off by 3.5%, according 
to data from Bank of America Merrill Lynch, largely reflecting a 
slide in commodities prices stemming from the downturn in the 
Chinese economy. Even worse, the metals and mining sector is 
down by more than 14%, largely due to weakness in coal prices. 
Holders of passive vehicles, which mirror the sector weights of 
fixed-income indexes, have been forced to endure these losses, 
while active managers at least had the opportunity to avoid them.

 

Note that while there are legitimate concerns in these sectors, 
often the factors causing troubles in one sector will boost the 
fortunes in another. So, while the energy sector is being squeezed, 
sectors that benefit from low oil prices, such as retail, are doing 
well. Likewise, while the energy sector as a whole is struggling, 
there also are opportunities, particularly in oil pipelines and 
refiners. Passive investors are unable to adjust to these market 
movements, but an active approach can often capitalize on them.

Similarly, the performance of different credit rating “buckets” 
can vary substantially. The performance of ‘BB’ rated securities 
will diverge widely from those rated ‘CCC,’ depending on economic 
as well as technical factors. As Table 1 indicates, ‘BB’ rated issues 
have led the high-yield market twice since 2011, and have also 
twice brought up the rear. 

And often the spread in performance is quite significant.  
In 2014, for example, those rated ‘BB’ returned 5.3%, while ‘CCC’ 
rated securities and lower turned in a loss of -3.0%, for a spread of 
838 basis points. In fact, between 2011 and 2014, the spread between 
the leading and lagging ratings was not less than 553 basis points.
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CHART 1. DECLINING ENERGY PRICES HAVE HURT  
SOME SECTORS AND BENEFITED OTHERS 
YEAR-TO-DATE PERFORMANCE OF SELECT SECTORS IN THE BANK  
OF AMERICA MERRILL LYNCH HIGH CONSTRAINED INDEX.
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Source:  Bank of America Merrill Lynch. BPS = basis points.

TABLE 1. PERFORMANCE VARIES WIDELY BY  
CREDIT RATING
ANNUAL PERFORMANCE OF HIGH YIELD MARKET BY CREDIT RATING, 
2011 – 2015

Source:  Bank of America Merrill Lynch.

2011 2012 2013 2014 YTD*

High Yield Overall 4.4% 15.5% 7.4% 2.5% 1.0%

By Rating

BB Rated 6.2% 14.0% 5.1% 5.3% 1.8%

B Rated 4.6% 14.6% 7.6% 1.4% 1.3%

CCC (and Lower) Rated -1.4% 19.5% 13.0% -3.0% -2.4%

Spread Between  
CCC & BB Returns -760 bps +553 bps +785 bps -838 bps -421 bps

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 chart above are for illustrative purposes only and do not 
represent any specific Lord Abbett mutual fund or any particular investment.



In 2015, investor concerns about commodity-related companies 
seem to have infected the high-yield asset class as a whole, including 
those issuers not even connected to oil and industrial commodities. 
Jittery investors may have created opportunity, which active managers 
are best able to take advantage of.

The traditional benefits of active management are well known. 
But factors specific to the fixed-income market lend this approach 
even greater appeal. By contrast, these same factors could cause 
unpleasant surprises to those opting instead for unmanaged market 
exposure. The resources and experience of active managers should 
continue to provide rigorous credit analysis, and lead to opportunities 
that may not normally be available to individual investors.

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.

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 credit quality of the securities in a portfolio is 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 prior to making an investment decision.
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INVESTMENT-LED. INVESTOR-FOCUSED.


