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U.S. high-yield bond market commentary
Executive summary
•

The U.S. high-y ield bond market, as measured by the
Bloomberg Barclay s U.S. High Y ield 2% Issuer Cap Index,
gained 7.26% during the f irst quarter.

•

For comparison purposes, the ov erall taxable bond market,
as measured by the Bloomberg Barclay s U.S. Aggregate
Index, returned 2.94% during the f irst quarter.

•

In Western Asset Management’s (“Western”) v iew, high
y ield continues to of f er an attractiv e risk/reward prof ile. The
U.S. high-y ield def ault rate is low, and it’s expected to
decline as the y ear progresses.

•

Western believ es 2019 is set to be a good y ear f or high
y ield, but that headline-driv en v olatility is likely to remain.

Market recap

workf orce participation rate was little changed during the f irst
quarter, as it mov ed f rom 63.2% in January to 63.0% in March.
Af ter f our increases in 2018, the Federal Reserv e Board (“Fed”)
kept its target rate unchanged in a range between 2.25% and
2.50% during the f irst quarter. At its January meeting the Fed
said, “In light of global economic and f inancial dev elopments and
muted inf lation pressures, the Committee will be patient as it
determines what f uture adjustments to the target range f or the
f ederal f unds rate may be appropriate ….” Then, at its March
meeting, most Federal Open Market Committee members
indicated that they did not f eel additional rate hikes would be
needed in 2019, and they anticipated only one increase in 2020.
The Fed also prov ided additional guidance on the winding down
of its balance sheet, explaining that it would be completed by
September 2019.
Af ter rising sharply in 2018, both short-term and longer-term

quarter of 2019, as did the spread sectors (non-U.S. Treasury s).

Treasury y ields declined during the f irst quarter of 2019. When
the y ear began, the y ield on the two-y ear Treasury was 2.48%

Both short- and long-term U.S. Treasury y ields declined during
the quarter, driv en by the “dov ish piv ot” by the Federal Reserv e

and it ended the quarter at 2.27%. Its low f or the period of 2.22%
occurred on March 27, and it rose as high as 2.62%, on January

Board (“Fed”), signs of moderating global growth and tame
inf lation (y ields and prices mov e in the opposite direction).

18. The y ield on the 10-y ear Treasury began the y ear at 2.69%
and it ended the quarter at 2.41%. Its low f or the period, 2.39%,

Looking at the U.S. economy , according to the Commerce

occurred on March 27, and it rose as high as 2.79%, on January
18.

U.S. Treasury s generated a positiv e return during the f irst

Department, f ourth-quarter 2018 gross domestic product (GDP)
annualized growth was 2.2%, v ersus its prev ious estimate of
2.6%. In contrast, the economy expanded 3.4% during the third

The U.S. high-y ield bond market, as measured by the Bloomberg

quarter. Moderating growth in the f ourth quarter was attributed
to decelerations in priv ate inv entory inv estment, personal

during the f irst quarter. The high-y ield market was supported by
generally strong corporate earnings, accommodativ e central bank

consumption expenditures (PCE) and f ederal gov ernment
spending, along with a downturn in state and local gov ernment

monetary policies, low def aults, supportiv e market
supply /demand technicals and rising oil prices. Collectiv ely , this

spending. These f actors were partly of fset by an upturn in
exports and an acceleration in nonresidential f ixed inv estment.
Furthermore, imports increased less in the f ourth quarter than in

led to credit spread tightening and of f set concerns ov er slowing
global growth and a number of geopolitical issues.

the third quarter of 2018. The initial estimate f or f irst-quarter
2019 GDP is scheduled to be released on April 26.
The labor market remained tight during the f irst quarter. The
unemploy ment rate was 4.0% in January 2019. It then dipped to
3.8% in February , and it was unchanged in March. The

Barclay s U.S. High Y ield 2% Issuer Cap Index, gained 7.26%

Outlook
In our v iew, high y ield continues to of f er an attractiv e risk/reward
prof ile. The U.S. high-y ield def ault rate is low, and it’s expected to
decline as the y ear progresses. Corporate earnings remain
strong, albeit with some companies calling f or lower guidance,
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and the f undamentals of the U.S. and global economies remain

security has a rating of BB or lower; it pay s a higher y ield to

sound. We see no imminent threat to a continuation of the credit
cy cle. While the risk of Federal Reserv e Board ov ertightening

compensate f or its greater risk.

has largely abated, we recognize that other risks, such as the
U.S.-China trade spat and political dev elopments in Europe,
remain. Howev er, there are signs that negotiations are
proceeding toward an amicable conclusion. We believ e 2019 is
set to be a good y ear f or high y ield, but that headline-driv en
v olatility is likely to remain.

Duration is a measurement that signals how much the price of a
bond is likely to f luctuate when there is a change in interest rates.
The higher the duration number, the more sensitiv e a bond will be
to interest changes.
Gross domestic product (GDP) is an economic statistic that
measures the market v alue of all f inal goods and serv ices
produced within a country in a giv en period of time.

All investments involve risk, including loss of principal.
Fixed-income securities involve interest rate, credit,

U.S. Treasurys are direct debt obligations issued by the U.S.

inflation and reinvestment risks; and possible loss of
principal. As interest rates rise, the value of fixed income

gov ernment and backed by its "f ull f aith and credit." The U.S.
gov ernment guarantees the principal and interest pay ments on

securities falls. High yield bonds are subject to greater
price volatility, illiquidity, and possibility of default.

U.S. Treasury s when the securities are held to maturity .
The Bloomberg Barclays U.S. High Yield 2% Issuer Capped

Glossary

Bond Index is a component of the U.S. Corporate High-Y ield
Bond Index, which cov ers the univ erse of f ixed-rate, non-

High-yield bonds possess greater price v olatility , illiquidity and

inv estment-grade corporate debt of issuers in non-emerging
market countries. It is not market capitalization-weighted; each

possibility of def ault.
Investment-grade bonds are generally rated BBB and abov e.

issuer is capped at 2% of the index.
The Bloomberg Barclays U.S. Aggregate Index is a broad-

Spread ref ers to the dif f erence between Treasury securities and
non-Treasury securities of similar maturity but dif f erent credit

based bond index comprised of gov ernment, corporate, mortgage

quality .

and asset-backed issues rated inv estment grade or higher and
hav ing at least one y ear to maturity .

Credit quality is a measure of a bond issuer's ability to repay
interest and principal in a timely manner. The credit ratings
discussed are based on a security 's rating as prov ided by
Standard and Poor's, Moody 's Inv estors Serv ice and/or Fitch
Ratings, Ltd., and they ty pically range f rom AAA (highest) to D
(lowest), or an equiv alent and/or similar rating. The credit quality
of the inv estments in a f und’s portf olio does not apply to the
stability or saf ety of the f und. These ratings are updated monthly
and may change ov er time. Please note that the closed-end
f unds hav e not been rated by an independent rating agency .
Inv estment-grade bonds are bonds that are rated Aaa, Aa, A
and Baa by Moody ’s Inv estors Serv ice and AAA, AA, A and BBB
by Standard & Poor’s Ratings Serv ice, or that hav e an
equiv alent rating by a nationally recognized statistical rating
organization or are determined by the manager to be of
equiv alent quality . A below-inv estment-grade bond or high-y ield

Yield curve is the graphical depiction of the relationship between
the y ield on bonds of the same credit quality but dif f erent
maturities. The y ield curv e shows the relationship between y ields
and maturity dates f or a similar class of bonds.
An investor cannot invest directly in an index. Unmanaged
index returns do not reflect any fees, expenses or sales
charges.
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Past performance is no guarantee of future results. Opinions shared in this commentary are current as of April 12, 2019 and are subject to change
based on markets and other conditions. These opinions do not constitute, and should not be construed as, investment advice or recommendati ons.
The opinions expressed are those of the portfolio managers indicated and may differ from the views of other managers or the firm as a whole. And
they are not intended to be a forecast of future events or a guarantee of future results. Discussions of individual securities are intended to inform
shareholders as to the basis (in whole or in part) for previously made decisions by a portfolio manager to buy, sell or hold a security in a portfolio.
References to specific securities are not intended, and should not be relied upon, as the basis for anyone to buy, sell or hold any security. Investors
seeking financial advice regarding the appropriateness of investing in any securities or investment strategies should consult their financial
professional. Forecasts are inherently limited and should not be relied upon as an indication of actual or future performance.
Any information, statement or opinion set forth herein is general in nature, is not directed to or based on the financial situation or needs of any particular
investor, and does not constitute, and should not be construed as, investment advice, a forecast of future events, a guarantee of future results, or a
recommendation with respect to any particular security or investment strategy or type of retirement account. Investors seeking financial advice
regarding the appropriateness of investing in any securities or investment strategies should consult their financial professional. The information provided
is intended solely to describe the managers’ management style, investment strategies and securities selection process, and it does not have regard to
the specific investment objectives, financial situation and particular needs of any specific person who may receive it.
Western Asset Management and Legg Mason Investor Services, LLC, are subsidiaries of Legg Mason, Inc. Other entities mentioned are not
affiliated with Legg Mason, Inc.
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