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• High Yield bonds are issued by companies that do not qualify for 

“investment grade” ratings by one or more of the major ratings 

agencies (Moody’s, S&P, and Fitch)

• These issuers must pay a higher interest rate in order to attract 

investors to compensate them for the risk associated with investing in 

organizations of lower credit quality

• Low correlation with other parts of the bond market

• Often perform well in a rising interest rate environment

– Investment Grade bonds trade on interest rates and rate expectations.  HY tends to 

trade on credit and economic sensitivity.
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Source: J.P. Morgan 
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Highly Leveraged
High Risk/Return 

Troubled Credit
Takeover Potential
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• “Fallen Angels” – formerly investment grade

• “Rising Stars” – small or newer companies

• High Debt Companies – refinancing debt, takeovers

• Capital Intensive Companies (cable TV, telecom, hotels)

• Foreign Governments and Corporations

Source: SIFMA
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Source: JP Morgan Guide to the Markets 9/30/16
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Source: JP Morgan Guide to the Markets 9/30/16
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What is the “New 
Normal” for oil prices?

Stability is good for the 
High Yield market

OPEC Agreement?
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Absent a recession
High Yield should 
generate consistent
returns in line with 
the portfolio’s coupon

We don’t believe the 
U.S. enters a recession
in 2017

The data suggests 
modest economic 
growth and low 
inflation

Unemployment at 4.9%
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Average Hourly 
Earnings growing at 
2.4%

Low gas prices help 
consumers and 
businesses
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U.S. Auto Sales
17 million+
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Housing starts
1.1 million +
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• Potential Stimulus from new President
• Infrastructure spending
• Decreased energy regulations
• Tax cuts for businesses who employ in U.S.

• Inflation?  Higher interest rates?  Have oil prices come back as far as they will?

• Portfolio Construction 
• Spreads tightened significantly in 2016
• Higher quality positioning prudent at this time
• Shorter duration prudent at this time



The US High Yield Bond Market Offers:

• A large opportunity set

• High current income

• Low correlation to other bonds

• Historical performance when interest rates rise

• Portfolio diversification benefits

• Attractive total return potential

– Absolute and risk adjusted (Sharpe Ratio)

• Compelling returns with manageable risk

– Credit research, duration management, quality constraints, sector 

diversification, active management
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