A Good Time To Make A Keen Observation
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Source: Bloomberg. Past performance is no guarantee of future results.

View from the Observation Deck
1. High yield corporate bonds are speculative-grade debt securities, which means they are inherently more risky than investment
grade debt securities.

2. Since 1983, their average annual default rate has been approximately 4.7%, according to Moody’s. In other words, roughly 95 out
of 100 bonds have paid their interest obligations each year, on average.

3. The speculative nature of them, as opposed to say common stocks, has been much more heavily scrutinized through the years, in
our opinion. High yield corporate bonds, in some corners, carry a unique stigma.

4. The term “junk”is synonymous with high yield corporate bonds, yet a good percentage of these debt securities are issued by
publicly traded companies. You rarely hear investors refer to stock issues as junk.

5. Since 1989, the high yield corporate bond market has endured multiple high-profile brokerage scandals, recessions, periods of
rising interest rates, deleveraging phases, and a global financial crisis in 2008.

6. The performance data in the chart features 5-year periods, except for the most recent from 12/09-7/13. For those who may recall,
the start of the 1990s was quite challenging due to the Savings & Loan crisis.

7. From 12/89-7/13, the annualized total return on the BofA Merrill Lynch U.S. High Yield Corporate Bond Index was 9.10%,
essentially matching the 9.13% annualized total return on the S&P 500 Index.

8. As the saying goes, one man’s junk is another man’s treasure.

This chart is for illustrative purposes only and not indicative of any actual investment. The illustration excludes the effects of taxes and brokerage commissions or other
expenses incurred when investing. Investors cannot invest directly in an index. The S&P 500 is a capitalization-weighted index comprised of 500 stocks used to measure large-
cap U.S. stock market performance. The BofA Merrill Lynch US High Yield Index tracks the performance of US dollar denominated below investment grade corporate debt
publicly issued in the U.S. domestic market. Qualifying securities must have a below investment grade rating (based on an average of Moody’s, S&P and Fitch).
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