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US High Yield
The US high yield market dropped -4.02% in September, bringing the YTD
return to -14.61%, as measured by the ICE BofA US High Yield Constrained
Index (HUC0). Fed speakers, having adopted a hawkish tone in August,
hammered this message in September, and markets were forced to price in
“even higher, for even longer.” The August CPI data showed no relief in the
inflation picture, and Fed speakers uniformly reiterated that bringing down
inflation would be the dominant priority in the intermediate term. This position led to expectations for the peak overnight Fed Funds rate to rise from
roughly 4.0% to roughly 4.5%, an increase in yields across the Treasury
curve, and a sharp appreciation the US dollar.
Given the tighter monetary policy, economic growth expectations have been
pared as well, and a mild recession looks increasingly likely. In this environment, high yield sold off with the rest of fixed income and saw moderate
spread widening, with CCCs lagging the market. At the same time, defaults
do not appear to be on the verge of a significant increase, so high yield
spreads have been relatively contained. In the month, the Aerospace, Gaming, and Energy sectors performed the best, while Chemicals, Homebuilders, and Telecom lagged. The US high yield market ended the month with a
yield of 9.60% and spread of 545.

Looking forward, we continue to feel that economic growth will slow and inflation will moderate. So far, economic growth has held in better than we expected, as lower oil prices, the residual effects of fiscal stimulus,
and a strong labor market have offset the negative forces of a rise in mortgage rates, a tech retrenchment,
and a strong dollar. Most likely, however, tighter monetary policy will start to have its desired effect in the
coming months. At the beginning of October, the ISM Manufacturing Index showed a continuing decline in
overall activity levels, as well as the new orders, prices paid, and employment components of the index.
We have yet to see broad labor market rebalancing, which may be delayed given the shortage of workers
many companies experienced in the past year, but we think it will come. Furthermore, the Fed’s actions are
starting to cause significant market stress as the USD hit levels it has rarely seen in the past 35 years. We
believe a slowing economy, moderating inflation, and market stress will give the Fed a reason to pause
around the end of the year, hopefully providing a backdrop for a rebound in high yield and other risk assets.

Global High Yield
The European high yield market returned -4.26% in September, bringing the YTD return to -15.52%, according to the ICE BofA European Currency High Yield Constrained Index (HPC0) in local currency terms.
European high yield traded poorly in September along with risk assets generally. The list of headwinds is
long, and includes high inflation, signs of slowing growth in many parts of the world, central bank hawkishness, and concerns about the energy situation in Europe. Additionally, during September, the new UK government announced a highly unpopular tax and spending plan, which triggered massive volatility in the gilt
and sterling markets and only added to the market dysfunction. Yields reached new highs and average
prices reached new lows for this cycle in European high yield, while spreads have not quite reached levels
seen in June. In this environment, our exposure to longer duration BBs hurt our relative performance, as
we have used the volatility throughout this year to upgrade credit quality in anticipation of slowing growth.
Emerging markets (EM) hard currency sovereign bonds, as measured by the JPMorgan Emerging Markets
Bond Index Global Index (EMBIG), posted a -6.07% decline in September, accumulating a -22.24% decline
YTD, the worst for a similar period over the past 20 years. The sell-off in US Treasuries explained most of
the negative return in September, while the rest came from wider spreads in the overall index. The EMBIG
index ended the quarter with a 467 bps spread over US Treasuries and 8.65% yield. EM high yield corporate bonds posted a similar decline to EM sovereign bonds with a -5.51% negative return in the month, as
measured by the ICE BofA High Yield US Emerging Markets Corporate Plus Index (EMUH). We outperformed in our EM strategies relative to our benchmarks in September, mainly due to credit selection and an
overall cautious risk posture.

Multi-Asset Credit
We launched our Responsible Multi-Asset Credit Fund on the Nomura Alternative Funds Ireland platform in
August. This strategy takes an active, tactical approach to positioning in the credit markets. Recently, we
have extended our duration and emphasized up-in-quality fixed income such as investment grade and government bonds, as we believe 10-year US Treasury yields may have peaked and may trend lower. Please
reach out to your sales contact for more detail on this strategy.
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