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ith lhe U$ Federat
Reserve lFedl
finat{y raising
iilterest rates"

and wrtt'r the Bank of Fngtanri
expected to follow sr.rit at some
p*int in 2016, the csntinued easy
moneiary poilcy of the European
eentral Bank {f;CB} and Bank
of Japan {80J} leave rnve$tors
with somr rnt*resling questions

ahead. But whrle some of the

ansvrers lv'll. not spell gcod

n*rn;s f*r atl rnv*stm*nt 6eclorE,
th* Fed's nove has ieft come
feeLrng cautrouEly optrmrstrc
about the future ol hrgh yieid
ilccording lo Arjun Pandya.

lnyestme$t Anatyst at

Cunrber{and Place, the shorter
maturilies and t*wer duratron
of high yietd bonds $ets lhsm rn
good st*ad ld*spit* lhe sector'E
D*ce mber wobbtrs] l0 c0pr

with what mOst expecl to be an

extrerne{y incremental, rale nse
at best

Tlre forecast rale rise rs

cniy sarel to be margrnal, anij
th*refore we don't expect to see
massrve lrenrors - ref rrrancrng

vliiI con(rrrue as companres
conlinue t0 take adi/ant&ge

of ttre tow rnterest rate
envrronrrlent,' he says. Wrth

the tCB cuttrng deposit rates
even further, u:e aclualty see

inv*slors gorng dcln the credit
spectru'Yl in pursurt of yreiei.'

Oaniel Lockyer, $enior Funej

Manager at Hawksmoor
i nvegtment Ma nagerrent,
also belteves a nsing rnt€re6t
ra!e €nvtronment d0eg nOt

neressarrty spelt bad nsyr6 for
hrgh yield honds.

'You woulel usu*lty agsoctale
a rate nss wrlh an rmproving

econorny, whieh i* generaliy
good n*ws f*r hrqh yrel.d

csrpcrate bonds, so these
companies should lie doing
weti,' lre expiains

Whrle lre remarns c8utt0uE,
grven the role rock-bcttom
inlerest rate* have p{ayed

in k*eprng cielaull rates
low, Locky*r marntarnE thEt
sensrbte' companies should
ccme ilut th* other side of a rate
Irrke rn one ptece

'Risrng inter€st rales could
expose conrpanies ctretched
on balance shest$ Sr.rt havrng

said that, arry rensrble company
cltould ha're t*ken oul any d*bt
snd *xl*ndeel r{ far a long perrod
of trme b*{*r* they need t0
r*!nance aqaln,' he says.

Mark Wriliams, Investment
managcr at Charterrs lr*asury
Portfo!o Managers, rs looking

Ala.1 geerey

&rlirn Pandy6
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0a*isl L*ckycr

beyond the tm.n€dia1e
conEsquen{ss lollowrng a rate
rise towards lhe other potenttai.

srde eflects.
'One aspeci that seem$ to

have been aceepted E{ross the
markst$. rs that regardless
of how much trghtenrng is

d0ns and at lvhai speed tt rs
rnrplemented, there rs a unilied
leehng thal volalility witl
rncrease,' he says.

Foltowrng ECB presrd*nt Marro
Draghi's decisron t0 extend
sur*xone guantital've easrng,

but not expand rt to more than
€60 bitbon {f62 brthonl worth ol
acsst purcha6es per rrronth, UK

and f uropeaR markels tumbled
ag underwhslmed investors
€,xpressed thsir disappointment.
For Wittrams, the ECB's decigion
rllustlates ihe unce rtarn trmes
ahead for not ;ust hrqh yield.

but fcr ths wrdelnvegtm*nt
unrverSe.

'ls rt possible that these bonds
have *lready priced in the
f orecastEd trghter:rng ? 0urte
passrbly. bu! grven 0raghr's
*urprise move, the path ig

certainly not a clear one for any

seator,'he says.

Adding diversity
Smocthing out pcrlfolro nsk rs

a vrtal ob1ee trve for any msnfy
ma*ager. but rn more uncertatn
trmes thal oblective take$ on

hrgher rmportance And {or
gome wea{lh filanagernsnt
lirrns, hrgh yield has provielectr

a much-ne*ded dose of
drversif ication

'From a portfolio perspective ,

grven that hrgh yretd bonds
lyprcally hav* a iow correlation
vrrlh invsslmenl grade $ectors.

JANUARY 201 6

\ire Ee* addrng high yr*ld bonds
to our portfolio as an enhancer
of diversrfrcatron.' sayE Pandya

Hr gh hghtrng p0*rlrve consurner
grcwth and .0nsumer spendrng
as two lactors strengthentng
the outlo*k for hrgh yield at

th€ rnoment. Pandya asserts
that Curnbertand Place re main
caulrousty 0ptrmrstrc around
the lutr.rre ol the sector -
partrcularLy lowards U5 and
Eurr:pean hrgh yreld.

A tot ol cornpanlrs ha'/e

deteveragrd, cash lcvelg are al
histcric hrghs and delauIt |,Eve{s

lov,,,' he says.

WrlIrams unde rsla nds *;hy
high yield * U5 rn parlrcutEr -
has provad a popu{ar chotce fflr
rnveEtors tooking to dive rsily
therr portfo{ros. Although,
lookrng forward, he feel.s stormy
!i/ale16 might tre ahead for those

http://V ew.ceros.con/citywi re/j anuary20 1 6l pl 36



01t022016 January 20 1 6

Ell tolt,on *li L*i?,rr r€:;r irert}?irili .rr !i,'irri eiirr.rq::

continurng to drversrfy through

funk bonds
'Aboul four months ago, there

t4/as a gr0\r/,ng sentiment 1n th*
nrarkptE that the ride w8s Ebout

t0 come to an *nd, corncrdrng

wrih the strong bulL market rn

the US dotl*n prrce. This has

had a signifrcant impdct rn ths
Eect*r, adding t6 thc vntatitrty
geen in these rnarkEts,' he cays.

Fixed inconls do*bts
For Alan Eeaney, rr:vestm€nt
drrector at RC Erorvn lnve$taenl
Managernent, the tack a{ yietrl

on ofler has left hrm sceptrcaI
about rnvcstrng rn sub-
rnveslmrnt grade bonds
'ln srnrpie terms, because

lhere is not much yietd arourrd,
we be|reve peop[e have aetually
drivEn down the yrrtds on th*e e

Eecuritles to [Eve[s that do nol

c0rTrpentale yOl lor the rrSk you

are taking,' he s*ys"
'li 

rs simriar t0 what happen*d
* albert nOt t0 lh€ sarrle exlsnt
* in the tast f rnanciai crash.
paapte \icsre il0t pricrng risk
correctly.'

James Barber. head of

invEslrnents al gpoch Weatth
Management, dtsplays an

elem*nt of cautlon around fixed
rnlerest as a vrhole Yet, uni.ike

Beaney, he f*ei.s sh0rt-terrn
opportunitres wlthrn hrgh yreld

ars thsre for the iaking.
'ln the wider cOntoxl of

und*rwelght atlocaiions to frxed

rnteresl. we are p0Ertrve on high
yreid"' he says. 

.Wt 
have hrgh

yiatd exposura v,a a eouple cf
drfierent holdrngs. some rvrth

market duration, but ElsO other
6lralegres targ{trng rnuch
sholter matunty Eecuntteg -

hetprng to keep the ,ntrrest rale
s*nsrtruity of thr slralegy iorry.

Man*ger qualities
Wrlh inveslors remarning
aaiJli*ns about high yrei.d, and
fixed rncome in general, findrng
{unds wrth the rrght qualrlres

and an astute rnanager has

arguably nsver been more
rmp0rtant
Alan Turton, manaqing

drrector al Rowley Tur!an, seeks
f lexrbrlrly trom hrgh yreld bond
managers, y€t fee{$ too murh
rg rnade ol the underlying creclrt
quairly of portiotro holdrngs

We prefer pragmatre
managerE r,vith a sulf rciently
broad mandats t0 thsir
luneis, allowrnE thsm roo{"!'t

t0 manoeuvre v.,hen tookrng

t0 avorct gome of the capitat
losges the secl0r rs Lrable to

JAHUAAY 1*I6

A{an Yurion

James B*rb*r
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€xperienre,' he says. '8ut rt rs
too €asy for a story tn be spun
about why a parlicutar swpet
spot rn the rnarket represerlts
lh€. 0p{rrnsl reliJrn-'

Lockyer echoes Turton s

sentirn€nl$ aboul the
lmportance al f texibrlity,
pr€fsrrtng srnall.er f unds
that Ere abie to circumveil|t
liquidrty rssuEs Bul in terms of

a$sassrng the credit quahty of a
fund s haidings, he fee{.s there
rs a parttcutar area lo be armrrrg

{or.
'Anythrng belaw CCC and

ycu move rnto riskier. high-
lev*ragee!, str:*tched balance
sheet-type cornpanie*, urhich

are probably not worlh the sxtra
risk yau are takiilg,' he says.
"The sweet spot is probably

arouRd th*, hrgh quatrty end ol
high yreid, at BB redrt levet.'

Fer Beaney. rt is not lhe fund
manager's abrhty to l*ok at the
he re and now- but th€ attentton
to detatl and fore right that
mat{ers.

A high yretd bond woul.d not
be high yietd rf rt had good

credrt quaIity But the questton

rs, are people mrsprrcing rt?

ls the cornpany financral{y
vrabl.e? lt rs atrnost iike tooking
at rt as an equity: what are its
future prospects?' he exptarn*.
A successfut hrgh yletd bond

manaEer ls a person that is
very good at e redit analysis
sr lookinq at thsse f uture
prosp€cts..

Fee ting lh* plnch?

0uring a year in whrch several
rnullinatronal f inanciat services
cornpanies have laid oft Etaif
lvrthin therr f ixed income leamE,

the htgh yield sector frnds itself
at lhe rentre ol a seerningly
c0ntracting assot cl8$$- 50 ts
the pool of high yietd bond lunds
set to shrink in the near f uture ?

'l do not bEi.reve opti0ns
wrthin high yield wilt beeome
constrarned t0 a point where it
witt meaningfulty irnpact our
abitity to select an Eppropnate
manager. says Barber

'There are a number of fund
houses that ar€ weli known for
tl'rerr fixed interest expert!se.
includrng hrgh yieid, and I

{annol see these frrrns reducing
therr slrateglei at a pornt

where inveslors are lookrng
to nraintarn drversr{ied f'xed
intErest a{l.ocatrons.'

Turt0n sair$ the seetor coutd
be faced with reduced lnvestor
demand, but high rgsuance for
refinancing. Yet, thcs* factors

. JANUARY2Ol6

may coltude to be of bsnetit ta
high yietd in the long run.

'This combination w*u{.d gee

nrany re{ai{. funds merged into
other fixed rntarest vehicles. The

resulting increased yrelds wrlt in

lurn beeorne attractivd, wrth the
cycle returnrns t0 n0rmattty, but
only aiter a painfuL correction,'
hr adds
Althorrgh P*ndya be lreves cuts

to frxed inter€,st teams could
harm higlr yreld rn sonre shapr
or forrn. he sees the market
contraction as a blessing in
di*gur*e, ullimstely hetprng to
separate the wheat lrom the
cha({

It wilt delinrtely hEVe an
irnpae t, but there are alrcaely tco
many e hoices I think i!. rs a good
thing as only lhe strongest and
the besl hrgh yretd f unds witl
survive,' he says. r
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