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RESEARCH  | STABILITY  | CONVICTION

 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.  High Yield tends to trade on 

credit and economic sensitivity.

High Yield Bonds Defined

Past performance does not guarantee future results. 
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Investment Grade

High Yield

Risk/Yield

Lower

Higher

U.S. High Yield Bond Market

Moody's S&P
Aaa AAA 
Aa AA
A A
Baa BBB
Ba BB
B B
Caa CCC 
C D

Highly Leveraged
High Risk/Return 

Troubled Credit
Takeover Potential

Source: Moody’s and S&P Ratings Agencies
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Fixed Income Yields and Returns
As of September 30, 2018
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Fixed Income Sector Returns
As of September 30, 2018
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Source: J.P. Morgan

25 Year High-Yield/ High Grade Trade-Off

Enhance Return Without Increasing Volatility 

Past performance does not guarantee future results. 
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Past performance does not guarantee future results. 

U.S. High Grade and High Yield Returns
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Past performance does not guarantee future results. 

U.S. High Yield Industry and Rating Tier Indexes
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Past performance does not guarantee future results. 

U.S. High Grade to High Yield Quality Comparison
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Past performance does not guarantee future results. 

U.S. High Yield vs. U.S. High Grade Index Duration
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Past performance does not guarantee future results. 

Yield Per Unit of Duration
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Past performance does not guarantee future results.
Source: Chartwell Investment Partners

Relative Yield and Risk
Since inception 01.01.2006
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 Potential Tailwinds heading into 2019

 Business friendly regulatory environment

 Tax cuts multiplier, business and personal

 Bi-partisan Infrastructure bill?

 Potential Headwinds heading into 2019

 Inflation, higher interest rates

 Strong US $

 Tariffs, protectionist trade policy

 Portfolio Construction 

 High Yield spreads widened 50+ bps in 2018, and the market now yields over 7.0%.

 Higher quality and shorter duration positioning are prudent at this time.

 A “clip the coupon” year (6.0-7.0%) should be very competitive among fixed income alternatives.

Outlook for High Yield – Points to Consider
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 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

 Total return potential

 Absolute and risk adjusted (Sharpe Ratio)

 Potential for compelling returns with manageable risk

 Credit research, duration management, quality constraints, sector diversification, active management

Conclusion

The products and services marketed by Chartwell TSC Securities Corp. are issued or advised by its affiliates, Chartwell Investment Partners, LLC, an SEC-registered 
investment advisor or TriState Capital Bank, a Pennsylvania chartered bank.
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