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Our Investment Policy Research articles provide an in-depth look at due diligence that has 
been completed by the BAM Advisor Services investment policy committee (IPC). We hope 
you find these articles to be educational and that they offer insight into the policies formed 
by our IPC.

Corporate bonds represent a significant fraction of the world’s capital markets. Looking 
at the Barclays Global Multiverse Index, which essentially encompasses the world’s fixed 
income markets, investment-grade corporate bonds are reported to be $11.3 trillion of the 
$53.6 trillion of value of securities included in the benchmark. High-yield corporate bonds 
represent another $2.5 trillion. Taken together, this means investment-grade and high-
yield corporate bonds account for approximately 26 percent of the global fixed income 
market. Yet, as the data below shows, the case for owning corporate bonds, particularly 
for individual investors, is incredibly weak. The data shows that portfolios that own stocks 
and government bonds are already exposed to the risks that corporate bonds provide, 
rendering corporate bonds redundant in most portfolios.
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Barclays remains the best source for virtually all kinds of fixed 
income data, certainly for investment-grade corporate bonds 
and high-yield corporate bonds. Barclays has index data going 
back to January 1973 for investment-grade corporate bonds 
and back to July 1983 for high-yield corporate bonds. We 
can use returns data for both indexes along with index data 
for global stocks and bonds to better understand whether 
either investment-grade or high-yield corporate bonds have 
improved the risk-adjusted returns of portfolios. 

Before we go there, it helps to first understand how much 
higher the returns of investment-grade and high-yield 
corporate bonds have been compared with Treasury bonds 
of similar maturity. This difference is frequently referred to 
as the “credit premium,” meaning it’s the additional return 
corporate bond investors have earned in exchange for owning 
corporate bonds versus Treasury bonds. Table 1 reports 
various statistics associated with the investment-grade and 
high-yield credit premia going back as far as possible with 
the Barclays data.

Table 1: Credit Premia Through 12/2017

Investment 
Grade

High Yield

Compound Return 0.6 2.3

Volatility 3.8 9.3

Start Month Aug-88 Aug-88

Source: Barclays Capital Live

Barclays began explicitly reporting the monthly credit 
premium associated with both investment-grade and high-
yield corporate bonds in August 1988, so this is our start date 
with data then going through December 2017. Let’s think 
first about what the investment-grade column is showing. 

The figure 0.6 means that even though investment-grade 
corporate bonds have tended to have a yield advantage well 
in excess of 1 percent compared with comparable maturity 
Treasury bonds, the historical return advantage has only been 
0.6 percent per year. This means that a significant amount of 
the initial yield advantage is lost to downgrades (bonds being 
sold after falling below a BBB credit rating) and defaults. Also, 
keep in mind this is before accounting for any of the costs 
associated with buying, selling and managing a portfolio of 
bonds. 

For high-yield corporate bonds, the credit premium was  
2.3 percent per year. The yield advantage tends to be 
significantly higher than this, with the difference accounted 
for by yield lost to defaulted bonds. As with the investment-
grade results, this result does not account for the costs 
associated with buying, selling and managing a portfolio of 

bonds. Further, the long-run reward has been highly volatile 
at 9.3 percent per year, indicating the risk-adjusted returns 
associated with the high-yield credit premium have been 
relatively modest.

A PORTFOLIO-LEVEL VIEW

While the results above are useful, portfolio theory is 
about portfolio-level returns and risk, not the results of the 
portfolio’s individual holdings. The basic question we need 
to answer is whether portfolios historically have been better 
off holding investment-grade or high-yield corporate bonds 
if the portfolios already hold a globally diversified portfolio 
of stocks and government bonds. There are several ways 
to attack this exercise, but each approach will basically give 
the same result if done accurately. For the exercise here, I 
start with a portfolio that allocates 60 percent to stocks and  
40 percent to investment-grade corporate bonds and a 
portfolio that allocates 60 percent to stocks and 40 percent 
to high-yield corporate bonds. For both portfolios, I then 
analytically answer whether a portfolio that only includes 
stocks and government bonds has provided a similar or better 
historical risk/return profile. Table 2 shows the key results. 
For global stocks, I use a series that is a 60/40 combination 
of the S&P 500 and EAFE indexes; for government bonds, I 
allow the exercise to use the Barclays Treasury and Long-Term 
Treasury indexes.

Table 2: Portfolio Risk and Return Through 12/2017

w/ Inv. 
Grade 
Corp. 
Bonds

w/o Inv. 
Grade 
Corp. 
Bonds

w/ High-
Yield 
Corp. 
Bonds

w/o High-
Yield 
Corp. 
Bonds

Compound Returns 9.4 9.5 10.1 10.2

Volatility 12.3 12.0 15.1 14.8

Sharpe Ratio 0.42 0.44 0.50 0.53

Start Year 1973 1973 1984 1984

Source: Barclays Capital Live

In both comparisons (the first two columns for the investment-
grade comparison and the last two for the high-yield 
comparison), we see that portfolios that only include stocks 
and government bonds are capable of delivering a similar if 
not slightly better risk-adjusted return profile when compared 
with the portfolios that own corporate bonds. 

The portfolio that is compared with the one that owns 
investment-grade corporate bonds allocates 68 percent 
to global stocks, 26 percent to the Barclays Treasury Index 
and 6 percent to the Barclays Long-Term Treasury Index. 
The portfolio compared with the one that owns high-yield 
corporate  bonds  allocates  85  percent  of  assets  to  global
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stocks and 15 percent to the Barclays Treasury Index. In both 
cases, this indicates that simply marginally increasing the 
stock allocation reproduces the basic result that corporate 
bonds would otherwise provide. This should not be surprising 
since credit risk is one of the primary risks driving the returns 
of both stocks and corporate bonds. 

ADDITIONAL NEGATIVES TO CONSIDER

The expense ratios and trading costs associated with portfolios 
that own corporate bonds individually or through funds will 
generally be higher than the comparable costs for a portfolio 
of stocks and government bonds. This is primarily due to 
higher trading costs in corporate bond markets compared 
with stock and government bond markets. Also, for investors 
with a majority of investable assets in taxable accounts, 
holding corporate bonds in these accounts introduces asset 
location inefficiencies that can be avoided.

The results above suggest that most individual investors 
should think carefully before allocating significant assets 
to either investment-grade or high-yield corporate bonds. 
Portfolios that include only stocks and government bonds 
appear to span the spectrum of return and risk that capital 
markets have provided, while also generally having lower 
underlying costs and providing better tax efficiency.
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