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High-yield bonds (also known as junk bonds) are bonds issued by less creditworthy companies that have to pay a higher interest rate. The controversy about them is that they are paying returns that are much higher than investment-grade bonds, but the risk of default is much greater. To illustrate, Vernimmen et al. (2017) state that a decline in the creditworthiness of a firm increases the cost of borrowing, and one of the limited sources of financing available is to issue high-yield bonds. Although this can enable firms to survive, investors are faced with a dilemma of making high returns and a likelihood of losing their capital in case of default by the issuer.
The second scandal surrounding junk bonds is their record of involvement in corporate scandals and leveraged buyouts. In the 1980s, junk bonds gained a bad name as companies relied on them to finance hostile takeovers, part of which failed into bankruptcy. According to the critics, such tools should be referred to as junk due to their speculative character. Nonetheless, according to the modern portfolio theory, the increased risk of assets can be rationalized as long as they remain a part of a diversified portfolio, as the trade-off of risk and returns is one of the foundations of finance (Ray et al., 2021). In the case of a retirement account, it is recommended that junk bonds can be added to the yield, however, in moderation.
Personally, I believe that junk bonds can be included in a sensible investment portfolio, although only under the conditions that investors are aware of their instability. In the context of motivation in the workplace, as Herzberg (2022) notes in his coverage, the perceived benefits of the workplace are often balanced with perceived risks when making decisions. On the same note, the bond investors should be able to determine whether the increased interest rate is worth the increased uncertainty. They are not as solid as investment-grade bonds, but they do not necessarily warrant the purely pejorative term junk since their performance varies with the economic circumstances, as well as how they are run.
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