
JOURNAL ARTICLE

Reaching for Yield in Corporate Bond Mutual
Funds 
 

The Review of Financial Studies, Volume 31, Issue 5, May 2018, Pages 1930–1965,
https://doi.org/10.1093/rfs/hhx132
Published:  24 November 2017

Get access 

,

Abstract

© The Author 2017. Published by Oxford University Press on behalf of The Society for
Financial Studies. All rights reserved. For Permissions, please e-mail:
journals.permissions@oup.com.

This article is published and distributed under the terms of the Oxford University Press,
Standard Journals Publication Model (https://academic.oup.com/journals/pages/about_u
s/legal/notices)

JEL:  E44 - Financial Markets and the Macroeconomy, G23 - Non-bank
Financial Institutions; Financial Instruments; Institutional Investors, G28 -
Government Policy and Regulation

Issue Section:  Articles

We examine “reaching for yield” in U.S. corporate bond mutual funds. We

de�ne reaching for yield as tilting portfolios toward bonds with yields

higher than the benchmarks. We �nd that funds generate higher returns

and attract more in�ows when they reach for yield, especially in periods

of low-interest rates. Returns for high reaching-for-yield funds

nevertheless tend to be negative on a risk-adjusted basis. Funds engage in

rank-chasing behavior by reaching for yield, although these incentives

are moderated by the illiquid nature of corporate bonds. High reaching-

for-yield funds hold less cash and less liquid bonds, exacerbating

redemption risks.
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