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Summary Returns

In the midst of a string of significant events during the 
third quarter, the global leveraged finance markets 
posted a positive return. The ICE BofAML Developed 
Markets High Yield Constrained Index (HYDC) produced 
a return of 1.28% for the quarter. While positive, this return 
is below the average quarterly coupon rate. The year-to-
date return of the HYDC Index was 11.09% and it was 
heavily driven by strong first quarter returns.

Many of the performance characteristics that have been 
in place for much of the year remained in place during 
the third quarter. Double B-rated bonds outperformed 
the market and CCCs materially underperformed. 
Longer duration bonds continued to outperform short 
duration, as they have done for most of the year. While 
performance during the quarter was reasonably healthy, 
there were significant events during the most recent 
quarter that may begin to shift market performance more 
dramatically.

Perhaps, Changes are Afoot

Through shifts in interest rates and global trade 
negotiations, the equity and credit markets in most 
developed countries have posted strong returns 
throughout the year. This rally has not dragged along risk 
assets. Generally, CCC-rated securities have significantly 
underperformed this year and the ICE BofAML U.S. 
Distressed High Yield Index (H0DI) had a -5.7% return 
year-to-date and was -11.25% in the quarter, as volatility 
appeared to increase (which can be seen in higher levels 
of the VIX Index), and riskier assets were out of favor.

The list of significant events that occurred around the 
globe in the last quarter is somewhat astounding. These 
events may increase investor uncertainty, as we head 
into the final quarter of the decade. The list of the last 
quarter’s events include:

• The first and second interest rate cut in years by the
U.S. Federal Reserve;

• A new head of the ECB was selected, with Christine
Lagarde taking over in January;

• A new British Prime Minister was elected with a
strong Brexit agenda;
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• A collapse of the Italian government;

• Impeachment inquiry for the President of the U.S.
began;

• One of the most significant drone attacks ever
disrupted Saudi Arabian oil production;

• Continued weakness in the U.S. and German
manufacturing and export data;

• A decline in U.S. corporate business investment
according to GDP, but a continued healthy consumer
spending trend; and

• The first quarter this year in which value stocks
outperformed growth stocks in the Russell 2000 and
S&P 500.

Coupling the list of these recent developments with three 
quarters of strong general returns and weak performance 
in stressed credits, it could lead some investors to 
become even more risk-averse at year-end. It could also 
lead to even greater dispersion in performance between 
credits viewed as higher quality and those considered 
higher risk.

Some heightened risk aversion can be seen in the high 
yield bond and loan new issue markets. While third 
quarter volume was generally up from a year ago, higher-
rated issues were generally well-received by the market, 
while numerous lower-rated and potentially riskier issues 
struggled as they came to the market toward the end 
of the quarter. In some cases, despite changes to terms, 
some deals were still pulled from the market.

Returns by Currency

The quarterly returns were fairly similar in both the U.S. 
dollar and European denominated currencies. There 
were, however, some significantly different trends in the 
two markets. Notably, in August while the U.S. dollar 
denominated market (H0A0) posted a slightly positive 
return, the ICE BofAML European Currency High Yield 
Index (HP00) was slightly negative as bad economic 
news, particularly out of Germany, weighed on cyclicals.



Exhibit 1 illustrates the differences in both markets and 
performance by ratings and duration. While CCCs materially 
lagged in the U.S., with their second worst quarterly 
performance since the end of 2015, they outperformed in 
the European Currency  High Yield Index (HP00). This was 
heavily driven by the performance of Altice in the European 
CCC Index. The CCC segment of the market in Europe is 
significantly smaller at only about 5.5% of the market than in 
the U.S., which is about 11% CCCs. Therefore, a single name 
in the European CCCs can have bigger impact on the sector. 
European CCCs were also helped by having much smaller 
exposure to Oil and Gas credits than the U.S. market. On the 
flip side, with two rate cuts in the U.S., the longer duration 
segment of the market dramatically outperformed in the 
U.S. dollar market, while duration impacts were not nearly as 
strong in the HP00 Index.

Exhibit 1

Relative Value

Despite the rally year-to-date in the global credit markets, 
the markets still appear to represent relatively fair value 
when compared to the recent five year market averages and 
considering how much negative yielding paper exists in the 
world.

As one can see in the graphs in Exhibit 2, which utilize the 
BB-B Index, we believed it was worth taking out the most 
extreme parts of the market when looking at relative values, 
in order not to overstate yields and spreads. On a spread 
basis, the European market looks to represent particularly 
reasonable value versus historical averages. When looking at 
the relative value of the HP00 Index, one should also consider 
that it is higher quality based on ratings and has lower Energy 
exposure than the global market, and it has experienced 
improved industry diversification over the last decade.
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Performance by 
Currency (LOC) Q1 2019 Q2 2019 Q3 2019

Canadian Dollar 4.83% 2.41% 1.74%

Euro 5.37% 2.50% 1.45%

British Pound 4.48% 2.92% 1.61%

U.S. Dollar 7.42% 2.58% 1.22%

Total 6.94% 2.58% 1.28%

ICE BofAML Developed Markets High Yield    
Constrained Index (HYDC)

As of September 30, 2019.
Source: ICE Data Indices.

Exhibit 2 shows the five year average versus the quarter 
end yield and spread-to-worst, as well as the recent 
richest extremes during the period.

Exhibit 2

October 1, 2014 through September 30, 2019. 
Source: ICE Data Indices.

Closing Comments

During the quarter, we increased exposure to Euro 
denominated debt relative to the HYDC Index in our 
global accounts. Just like all the broad market indices, 
the portfolio’s overall duration declined due to the 
market rally. However, we did actively increase some of 
our weightings in mid and long duration buckets at the 
expense of some shorter duration buckets relative to the 
Index and also increased our BB positions.

Unfolding events during the fourth quarter may increase 
investor uncertainty and risk aversion. Additionally, 
after strong returns year-to-date, investors may be even 
more driven toward holding higher quality investments 
to protect against losses. The better quality tiers of 
the leveraged debt markets should benefit in this 
environment, especially in a world of ultra-low interest 
rates. 

Q3 2019 
Performance by 
Rating (LOC)

ICE BofAML U.S. High 
Yield Index (H0A0)

ICE BofAML European 
Currency High Yield 

Index (HP00)

BB 2.06% 1.54%

B 1.22% 0.62%

CCC & Below -2.27% 2.30%

Total 1.22% 1.36%
As of September 30, 2019.
Source: ICE Data Indices.
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3.   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.

4.    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.

5.    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.


