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Summary Returns

The global leveraged finance markets produced a solid 
quarterly return during the second quarter of 2019, but 
did so with more drama than the full quarterly numbers 
may reveal. The returns came with a high level of volatility, 
as the market experienced some downside too, and just 
as happened in early 2018, several subsets of the market 
are not following historical patterns.

The ICE BofAML Developed Markets High Yield 
Constrained Index (HYDC) produced a return of 2.58% 
for the quarter. This was achieved despite a negative 
return in May of (1.25%). During that month, all the same 
concerns that seemed to hit the capital markets from last 
October through December resurfaced. These included 
slowing global growth, trade wars and rising interest rates. 
However, this time the concerns dissipated more quickly 
than in 2018 and the market reactions, both down and up, 
were not as extreme. Even with the first negative return 
month of 2019, year-to-date returns of the HYDC Index 
have been outsized and returned 9.69% through June. 
As a reminder, this return started with an exceptionally 
strong January after a fourth quarter of 2018 that had a 
negative return of (4.44%). 

The Constant Change in Leveraged Debt

One has to recognize that the global leveraged debt 
markets are in constant transition and cannot be 
expected to react the same in every cycle, especially if the 
components of the market and the drivers of performance 
have changed significantly from the past. Some of the 
patterns experienced in 2018 and year-to-date through 
June 2019 are very different than what has been seen in 
recent cycles. For example, thus far in 2019, returns have 
been substantially higher than average and also well 
above coupon only returns. This type of return resembles 
a “risk-on” environment usually characterized by riskier 
assets outperforming, such as CCC credits. However, 
during the first half of the year, CCCs underperformed 
and BBs outperformed. The inverse happened in the first 
quarter of 2018 when the market underperformed with 
the HYDC Index returning a negative (0.81%). In the past, 
this would be an environment in which returns would 
lead one to believe it was a “risk-off” environment, but in 
that period CCCs outperformed and BBs lagged.
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There are several reasons that have likely caused the 
market to exhibit different performance from historical 
norms in these cycles. The CCC sector of the market has 
declined as a portion of the overall bond market, making 
it easier for a few large issues to have a more meaningful 
impact on the returns of the overall ratings tier. It appears 
that in the last year credit specific idiosyncratic events 
have had a more dramatic impact on the CCC-rated tier 
of the market. Another factor has probably been the shift 
in the Fed to a more activist mode. After such a long time 
with almost no Fed actions on rates (for example, in 2017 
the Fed made eight major moves), this has increased the 
market’s sensitivity to rising and falling rates. In 2018, the 
U.S. and major European government bond markets saw 
a rise in rates for most of the year and a decline this year. 
This sudden change in expectations may have caused 
performance by duration tier to be more meaningful than 
in the past. In 2018, the shortest segments of the market 
outperformed; while year-to-date through June 2019, 
the longer duration tiers of the market outperformed by 
far and BBs, on average, have longer duration than the 
market. 

Another factor that we suspect has caused CCCs to 
underperform in 2019’s bull market has been an increase 
in risk aversion. This has likely been driven by some 
combination of the following factors: i) the dramatic 
losses that occurred in CCCs in 4Q 2018; ii) the dramatic 
return that the non-CCC sectors of the market produced 
in the first quarter of 2019, coupled with a desire to “lock 
in” returns; and iii) a waning of risk appetite, as the cycle 
extends further and geopolitics gets more heated.

New issuance in leveraged finance has also gone through 
some meaningful transitions in the last 18 months. In 
the rising rate environment for much of 2018, flows were 
positive into leveraged loans and new issuance in 2018 for 
leveraged loans globally was $703.7 billion, while bond 
issuance was only $187.4 billion. With the shift in the 
direction of rates in 2019, leveraged loan new issuance 
and bond new issuance have been more in line with each 
other. However, differences in the markets have actually 
been increasing, as LBOs as a percentage of the loan 
market have increased. In fact, some estimates show that 
more than half of the leveraged loan market is related to 
LBOs, while in the bond market only slightly more than 
10% of outstanding debt is estimated to be related to 
LBOs. 



Returns by Currency

During the second quarter, Euro & U.S. dollar currency 
denominated high yield bonds performed in-line with each 
other, while Sterling based issues slightly outperformed. 
However, there were differences in performance in the two 
markets by industry. Although, the Cable Television sector 
was a strong performer in both markets, Telecommunications 
was a stand-out in the Euro market and the Gaming sector 
outperformed in U.S. dollars. There were also differences in 
the underperforming segments of the market, as Food and 
Drug Retailers underperformed in Euros, while Oil & Gas did 
so in U.S. dollars. These differences highlight that even in a 
period of similar returns in various markets, there can be 
meaningful differences by region.

1Q 2019 2Q 2019 YTD 2019

CAD 4.83% 2.41% 7.36%

EUR 5.37% 2.50% 8.00%

GBP 4.48% 2.92% 7.53%

USD 7.42% 2.58% 10.19%

TOTAL 6.94% 2.58% 9.69%

Exhibit 1:  HYDC Performance by Currency*

*As of June 30, 2019. In local currency.
Source: ICE Data Indices.

 
Focusing on the exchange rate for the two currencies with 
the most debt outstanding, the EUR:USD rate started the 
quarter at 1.1213 in the spot market and ended at 1.1373, near 
the quarterly high. However, the 3-month forward points 
price declined during the quarter from about 86.52 to 81.56, 
slightly improving the relative attractiveness to buy USD.
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1Q 2019 2Q 2019 YTD 2019

BB 6.67% 3.09% 9.97%

B 7.08% 2.33% 9.58%

CCC 7.35% 0.65% 8.04%

CC 19.27% 3.94% 23.97%

C 4.88% 1.62% 6.57%

D -13.24% 6.00% -8.03%

Total 6.94% 2.58% 9.69%

Exhibit 2:  HYDC Performance by Rating*

*As of June 30, 2019. In local currency.
Source: ICE Data Indices.

Closing Comments

During the quarter, our global accounts kept a slight bias 
toward the U.S. dollar denominated debt relative to the 
HYDC Index. Similar to the broad market indices, our 
portfolio’s overall duration declined due to the market 
rally. We did actively increase some of our weightings in 
our mid-duration buckets at the expense of some shorter 
duration buckets within the portfolio since the beginning 
of the year. 

Global growth, geopolitical issues and potential pressure 
from a possibly weaker upcoming earnings season 
continue to be an overhang on the markets. However, the 
major developed economies do not appear to be facing 
recessionary risks. Additionally, capital for corporations 
seems broadly available from both traditional and non-
traditional sources. 

The global debt markets, and particularly the leveraged 
debt markets, are constantly changing. This decade, 
investors seeking income have faced more negative 
yielding debt than ever before, and in the last few 
quarters the amount has been on the rise. This appears to 
have lent technical support to the global leveraged credit 
markets and to have expanded the buyer base. 

Non-stressed leveraged debt market spreads have 
moved tighter year-to-date, but generally not back to 
levels of September 2018. So while there is less margin for 
error than in January, virtually no tier is back to its recent 
historical tight spreads. Overall, these factors lead us to 
believe that tighter spreads and weak earnings may add 
to volatility and may create some interesting entry points, 
but global leveraged finance markets appear to be sound 
and present unique opportunities in various regions. 
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3.   The Shenkman Capital Global High Yield Bond Composite has an inception 
date of August 1, 2016, and consists of comparable fee-paying, discretionary 
accounts that employ Shenkman’s global high yield bond investment strategy 
and excludes multi-sector and structured funds and accounts that are not 
fully discretionary or have investment guidelines and restrictions that impair 
Shenkman’s ability to implement its investment strategy (e.g., prohibitions on 
investing in, or requirements to maintain minimum exposures to, certain types 
of assets) and accounts that have certain restrictions on investing in securities 
and loans rated below B3/B-.  Eligible Accounts that are experiencing significant 
inflows or outflows and/or which are not yet fully invested may be temporarily 
excluded from the Composite. 

4.   Any information in these materials from ICE Data Indices, LLC (“ICE BofAML”) 
was used with permission. ICE BofAML PERMITS USE OF THE ICE BofAML INDICES 
AND RELATED DATA ON AN “AS IS” BASIS, MAKES NO WARRANTIES REGARDING 
SAME, DOES NOT GUARANTEE THE SUITABILITY, QUALITY, ACCURACY, 
TIMELINESS, AND/OR COMPLETENESS OF THE ICE BofAML INDICES OR ANY DATA 
INCLUDED IN, RELATED TO, OR DERIVED THEREFROM, ASSUMES NO LIABILITY IN 
CONNECTION WITH THE USE OF THE FOREGOING, AND DOES NOT SPONSOR, 
ENDORSE, OR RECOMMEND SHENKMAN CAPITAL MANAGEMENT, INC., OR ANY 
OF ITS PRODUCTS OR SERVICES.

5.   The ICE BofAML Developed Markets High Yield Constrained Index (HYDC) 
has an inception date of December 31, 1997 and contains all securities in The 
ICE BofAML Global High Yield Index (HW00) from developed markets countries, 
but caps issuer exposure at 2%. The ICE BofAML Global High Yield Index (HW00) 
has an inception date of December 31, 1997 and tracks the performance of 
USD, CAD, GBP and EUR denominated below investment grade corporate debt 
publicly issued in the major domestic and Eurobond markets.

6.    References to indices are for information purposes only.  Shenkman believes 
that any indices discussed herein are broad market indices and are indicative of 
the type of investments that Shenkman may purchase, but may contain different 
securities than those held in Shenkman portfolios. The indices are unmanaged 
and not available for direct investment and do not reflect deductions for fees 
or expenses.

7.    This paper, including the information contained herein, may not be copied, 
republished or reposted in whole or in part, without the prior written consent 
of Shenkman Capital.
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IMPORTANT INFORMATION

1.  The Shenkman Group of Companies consists of Shenkman Capital 
Management, Inc., (“Shenkman”) and its affiliates and subsidiaries, including, 
without limitation, Shenkman Capital Management Ltd, Romark Credit Advisors 
LP, and Romark CLO Advisors LLC.  The Shenkman Group of Companies 
specializes in the leveraged finance market and provides in-depth, bottom-up, 
fundamental credit analysis. Shenkman is registered as an investment adviser 
with the U.S. Securities and Exchange Commission, and its affiliates, Romark 
Credit Advisors LP, and Romark CLO Advisors LLC, are registered as relying 
advisers of Shenkman.  Shenkman Capital Management Ltd, a wholly-owned 
subsidiary of Shenkman, is authorized and regulated by the U.K. Financial 
Conduct Authority. Such registrations do not imply any specific skill or training.  
EEA Investors: This material is provided to you because you have been classified 
as a professional client in accordance with the Markets in Financial Instruments 
Directive (Directive 2014/65/EU) (known as “MiFID II”) or as otherwise defined 
under applicable local regulations. If you are unsure about your classification, 
or believe that you may be a retail client under these rules, please contact 
Shenkman and disregard this information.

2.     The information and opinions expressed herein are provided for informational 
purposes only. This information is not intended to be, and should not be 
considered as, impartial investment advice, an offering of investment advisory 
services or an offer to sell or a solicitation to buy any securities. The inclusion of 
particular investment(s) in this presentation is not intended to represent, and 
should not be interpreted to imply, a past or current specific recommendation 
to purchase or sell an investment. These materials do not undertake to explain 
the risks associated with any investment. No person or entity should make any 
investment unless satisfied that it (or its investment representative) has asked 
for and received all information that would enable it (or them) to evaluate the 
merits and risks thereof. PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE RESULTS.


