
MARKET VIEW
HIGH-YIELD BONDS: 

THE PROPER PERSPECTIVE ON THE CURRENT MARKET
Recent declines in high-yield bonds seem to have been driven more by company- and sector-specific factors  

than by macro issues affecting the credit fundamentals of the overall market.  

MONDAY, NOVEMBER 27, 2017

After a period of strong performance, with the BofA Merrill 
Lynch U.S. High Yield Index (“High Yield Index”) rallying 17.5% in 
2016 and another 7.5% year to date through the end of October 2017, 
the U.S. high-yield market experienced a bout of volatility in mid-
November. 

After reaching a recent low point on October 24, high-yield credit 
spreads widened by 60 basis points over the following three weeks. 
Selling pressures accelerated in the week ended November 15, as 
media reports highlighted that the largest high-yield exchange traded 
funds (ETFs) declined by more than 1% during that week. As is often 
the case in periods of price declines, high-yield mutual funds experi-
enced outflows: for the week ended November 15, Lipper reported 
$4.4 billion in outflows from high-yield mutual funds (including $1.8 

billion in outflows from ETFs), the fourth largest on record. Some 
have suggested that this was the signal of the end of the cycle for 
high-yield bonds and, perhaps, a signal of impending trouble for the 
broader markets and the U.S. economy.

A CLOSER LOOK

A more thorough look under the hood, however, may suggest a 
different picture. While recently the high-yield asset class has been 
under pressure, there has been a very wide dispersion of returns by 
sector within the High Yield Index. For example, the broad index had 
suffered a decline of approximately 1.3% for the month-to-date period 
through November 15. However, the telecommunications sector was 
the major driver, with a loss of more than 4.4%; the healthcare, retail, 
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CHART 1. RECENTLY, THERE HAS BEEN A LARGE GAP IN RETURNS BETWEEN HIGH YIELD’S TOP AND BOTTOM SECTORS
MONTH-TO-DATE PERFORMANCE, BY SECTOR, AS OF NOVEMBER 21, 2017

Source: BofA Merrill Lynch U.S. High Yield Index. 
Past performance is not a reliable indicator or 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 portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged, do not reflect the deduction of fees or 
expenses, and are not available for direct investment.
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and consumer products sectors were all down more than 2%. Mean-
while, other, sectors such as transportation, and energy, and basic 
industry groups such as metals and mining, were down less than 1%.

The decline in high yield seems to have been driven more by idio-
syncratic stories affecting specific issuers and sectors, as opposed to 
broad macro issues impacting the credit fundamentals of the overall 
high-yield market. Within telecom, for example, failed merger talks 
and a series of weak earnings reports led to significant price declines 
in large benchmark names. Elsewhere, issuers in the healthcare, 
media, and retail sectors each face their own unique secular head-
winds. Those managers who were able to underweight or avoid these 
troubled areas were well positioned to outperform.
n Despite this recent volatility, we believe that the backdrop foster-

ing a positive environment for high-yield credit remains in place. 
n The U.S. economy appears to be on a positive course, with recent 

gross domestic product readings indicating a 2%-plus pace of 
growth. Likewise, growth prospects from Europe and Asia are 
positive.

n Inflationary pressures remain in check, allowing the U.S. Federal 
Reserve to go forward with policy normalization at a very slow and 
gradual pace.

n High-yield default rates remain low: the latest 12-month default 
rate for high yield declined to 1.18% in October, compared with 
3.57% at the start of the year, according to JP Morgan.

n Corporate liquidity remains sound; Moody’s recently reported that 
its Liquidity Stress Index had dropped to a new low in November.

Investors seem to have recognized some of these factors, as the 
high-yield market bounced back with positive returns over the week 
ended November 21, 2017, with some of the more beaten-down 
sectors leading the way. Still, there has been a large gap in returns 
between the top and bottom sectors, for the month- and year-to-date 
periods, as summarized in Chart 1.

This experience is not unusual. As we have pointed out before, 
there typically is a very wide gap in performance for the best and 
worst sector in any given year (see Chart 2). More important, the large 
dispersion of returns within the U.S. high-yield market underscores the 
potential benefit of an active approach to high-yield investing. 

What might investors take away from this recent market  
experience?

n Headlines often do not give the true picture of underlying market 
dynamics. Sometimes you have to dig below the surface to under-
stand what is driving the market.

n Given the wide range of returns within high yield, there’s a strong 
case to be made for active management. Rather than matching 
the exposure of the largest issuers of high-yield debt, an active 
manager can undertake rigorous, fundamental credit research on 
individual issuers and choose to overweight the most compelling 
opportunities, while avoiding those credits that pose the largest 
risk of default or trade at unattractive valuations. 

n While bottom-up research is required to avoid credit issues, we 
believe a top-down view is vital to successfully navigate the high-
yield market. An investor solely focused on bottom-up credit 

CHART 2. A GAP IN PERFORMANCE AMONG HIGH-YIELD SECTORS IS NOT UNUSUAL IN ANY GIVEN YEAR, 
AND 2017 IS NO EXCEPTION
YEAR-TO-DATE PERFORMANCE, AS OF NOVEMBER 21, 2017

Source: BofA Merrill Lynch U.S. High Yield Index. 
Past performance is not a reliable indicator or 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 portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not 
available for direct investment.
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https://www.lordabbett.com/en/perspectives/marketview/high-yield-potential-benefits-of-agile-approach.html


selection may miss important broad market and sector trends.  
A seasoned investment team’s macro insights may lend them-
selves to favoring those industries that are best-positioned for the 
economic environment, while adjusting overall risk exposure 
across the credit-rating spectrum.

A passive strategy would have had no choice but to fully allocate 
to the energy sector in 2015, the largest sector of the High Yield Index, 
and the worst performing group that year (see Table 1). More recently, 
a passive approach would have full exposure to the healthcare and 
telecom sectors, for example, despite the secular headwinds and 
idiosyncratic risks that many large issuers face. Even if underlying 
credit fundamentals, valuations, and the economic environment were 
to suggest that these areas of the market were most at risk, a passive 
approach would be fully invested there. 

OUR OUTLOOK

The current credit cycle has lasted longer than many would have 
expected. However, the cycle does not necessarily have to come to an 
end due to old age, or because spreads are below average. In a 
scenario whereby the United States avoids an economic downturn, 
the economy continues to grow and defaults remain low, high yield 
offers the potential for positive performance. The long-term risk/
reward profile of the asset class suggests that high yield deserves 
consideration as a strategic allocation for many investors’ portfolios, 
but an active approach may be better suited to navigate the inevitable 
bouts of volatility. 

TABLE 1. A TOP-DOWN VIEW IS KEY TO NAVIGATING THE HIGH-YIELD MARKET
YEAR-END PERFORMANCE, BY SECTOR; YEAR-TO-DATE 2017 AS OF NOVEMBER 21

Bof A Merrill Lynch
High Yield Index 2012 2013 2014 2015 2016 YTD 2017

Top Sector 28.8% 14.2% 9.9% 6.4% 38.4% 12.4%

Bottom Sector 11.7% 4.5% -7.4% -23.6% 4.1% 0.8%

Difference: Top Bottom 17.1% 9.7% 17.3% 30.0% 34.3% 11.6%

Source: BofA Merrill Lynch U.S. High Yield Index. 
Past performance is not a reliable indicator or 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 portfolio managed by Lord Abbett or any particular investment. Indexes are unmanaged, do not reflect the deduction of fees or expenses, and are not 
available for direct 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. 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.

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.

GLOSSARY

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

A credit spread is the difference in yield between two bonds of similar maturity but different credit quality.

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

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 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.

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 educa-
tion. 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. 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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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.

INVESTMENT-LED. INVESTOR-FOCUSED.


