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Buy High, Sell Low?

JAMES TORGERSON, SENIOR RESEARCH ANALYST

Significant shocks to spread levels often cause investors to sell high yield assets at the exact
moment forward returns are potentially most attractive
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Warren Buffett once implored investors to “be greedy when others are fearful,” and this sage advice is certainly
applicable to the high yield bond market. Bond investors (who have not been living under a rock) are likely
aware that high yield spread valuations are extremely tight at present. Specifically, the OAS for the Bloomberg
U.S. High Yield Corporate Index reached 250 basis points on January 22 of this year, which represents its lowest
level in nearly two decades. Further, outside of brief periods of widening, high yield spreads have remained
well below long-term averages for multiple years. These dynamics exist for several reasons (e.g., solid corporate
balance sheets, a resilient U.S. economy, and the overall higher quality of the market) and there is no denying
that there is currently minimal value to be found in high yield spreads. All this begs the question: When will
spreads eventually widen and by how much?

Put simply, it is impossible to answer these questions without the ability to predict the future (if you can predict
the future and happen to be reading this, please call me). Indeed, timing spreads is usually a fool’s errand, but
this does not stop investors from trying. When conditions are tight, many postpone capital deployment until
spreads are wider and have better value, which is actually a reasonable strategy if it can be executed properly.
However, a major flaw exists in this approach: Human behavior. Significant widening of high yield spreads often
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coincides with major economic shocks and lower asset values across portfolios. Fearful and not wanting to
“catch a falling knife,” most investors will again postpone allocation decisions until economic risks subside.
Since spreads widen and peak quickly, these fears can, ironically, cause investors to miss the better value
they were waiting for in the first place.

This week’s chart highlights seven of the most significant spread widening periods in the history of the
Bloomberg U.S. High Yield Corporate Index, as well as the cumulative 2-year performance for the index
immediately following those peaks in spreads. These periods all coincided with significant economic
shocks that led to elevated fear among investors, which likely delayed investment decisions but also
presented strong buying opportunities. Specifically, the average cumulative return for the index in the two
years immediately following these shocks was more than 43%. It is important to note that this outsized
performance would have been difficult to achieve, as, barring incredible luck, buying at the peak of spreads
is highly unlikely. The more relevant takeaway here is as follows: The longer it takes to allocate, the more
value that is missed (on average). To put this idea in numerical terms, an investor who waited six months to
invest after the peak spread levels in the instances outlined above saw an average two-year performance
reduction of nearly 20% relative to one who bought at peak levels.

To be clear, Marquette is not advocating the timing of spread levels, but the information detailed above
does demonstrate that even when risks seem greatest, delaying an investment due to fear of losses can
result in missed opportunities. In the case of high yield spreads, it is always helpful to remember that what
goes up must come down. ®
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CONFIDENTIALITY NOTICE: This communication, including attachments, is for the exclusive use of the addressee and contains
proprietary, confidential and/or privileged information; any use, copying, disclosure, dissemination, or distribution is strictly prohibited.
Marquette Associates, Inc. retains all proprietary rights they may have in the information.

Marquette Associates, Inc. (“Marquette”) has prepared this document for the exclusive use by the client or third party for which it was
prepared. The information herein was obtained from various sources, including but not limited to third party investment managers,
the client’s custodian(s) accounting statements, commercially available databases, and other economic and financial market data
sources.

The sources of information used in this document are believed to be reliable. Marquette has not independently verified all of the
information in this document and its accuracy cannot be guaranteed. Marquette accepts no liability for any direct or consequential
losses arising from its use. The information provided herein is as of the date appearing in this material only and is subject to change
without prior notice. Thus, all such information is subject to independent verification and we urge clients to compare the information
set forth in this statement with the statements you receive directly from the custodian in order to ensure accuracy of all account
information. Past performance does not guarantee future results and investing involves risk of loss. No graph, chart, or formula can,
in and of itself, be used to determine which securities or investments to buy or sell.

Forward-looking statements, including without limitation any statement or prediction about a future event contained in this
presentation, are based on a variety of estimates and assumptions by Marquette, including, but not limited to, estimates of future
operating results, the value of assets, and market conditions. These estimates and assumptions, including the risk assessments and
projections referenced, are inherently uncertain and are subject to numerous business, industry, market, regulatory, geopolitical,
competitive, and financial risks that are outside of Marquette’s control. There can be no assurance that the assumptions made in
connection with any forward looking statement will prove accurate, and actual results may differ materially.

The inclusion of any forward-looking statement herein should not be regarded as an indication that Marquette considers forward-
looking statements to be a reliable prediction of future events. The views contained herein are those of Marquette and should not be
taken as financial advice or a recommendation to buy or sell any security. Any forecasts, figures, opinions or investment techniques
and strategies described are intended for informational purposes only. They are based on certain assumptions and current market
conditions, and although accurate at the time of writing, are subject to change without prior notice. Opinions, estimates, projections,
and comments on financial market trends constitute our judgment and are subject to change without notice. Marquette expressly
disclaims all liability in respect to actions taken based on any or all of the information included or referenced in this document. The
information is being provided based on the understanding that each recipient has sufficient knowledge and experience to evaluate
the merits and risks of investing.

This presentation does not constitute an offer to sell, or a solicitation of an offer to buy, any interest in any investment vehicle, and
should not be relied on as such. Targets, ranges, and expectations set forth in this presentation are approximations; actual results
may differ. The information and opinions expressed herein are as of the date appearing in this material only, are subject to change
without prior notice, and do not contain material information regarding the Marquette Model Portfolio, including specific information
relating to portfolio investments and related important risk disclosures. The descriptions herein of Marquette’s investment objectives
or criteria, the characteristics of its investments, investment process, or investment strategies and styles may not be fully indicative of
any present or future investments, are not intended to reflect performance and may be changed in the discretion of Marquette. While
the data contained herein has been prepared from information that Marquette believes to be reliable, Marquette does not warrant the
accuracy or completeness of such information. Client account holdings may differ significantly from the securities in the indices and
the volatility of the index may be materially different from client account performance. You cannot invest directly in an index. Artificial
intelligence may have been utilized during the preparation of this document.

About Marquette Associates

Marquette was founded in 1986 with the sole objective of providing investment consulting at the highest caliber of
service. Our expertise is grounded in our commitment to client service — our team aims to be a trusted partner and as
fiduciaries, our clients’ interests and objectives are at the center of everything we do. Our approach brings together the
real-world experience of our people and our dedication to creativity and critical thinking in order to empower our clients
to meet their goals. Marquette is an independent investment adviser registered under the Investment Advisers Act of
1940, as amended. Registration does not imply a certain level of skill or training. More information about Marquette
including our investment strategies, fees and objectives can be found in our ADV Part 2, which is available upon request
and on our website. For more information, please visit www.MarquetteAssociates.com.
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