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IMPORTANT INFORMATION 
This document is approved and issued by Baring Asset Management Limited, authorised and regulated by the Financial Services Authority and in jurisdictions other 
than the UK it is provided by the appropriate Baring Asset Management company/affiliate whose name(s) and contact details are specified herein. This is not an offer to 
sell or an invitation to apply for any product or service of Baring Asset Management and is by way of information only. Before investing in any product, we recommend 
that recipients who are not professional investors contact their financial adviser. 
The Key Investor Information Document (KIID) must be received and read before investing. All other relevant documents relating to the product such as the Report and 
Accounts and Prospectus should also be read. The information in this document does not constitute investment, tax, legal or other advice or recommendation or, an 
offer to sell or an invitation to apply for any product or service of Baring Asset Management. 
Investment involves risk. The value of any investments and any income generated may go down as well as up and is not guaranteed. Past performance is not a 
guide to future performance. Where yields have been quoted they are not guaranteed. Changes in rates of exchange may have an adverse effect on the value, price 
or income of an investment. There are additional risks associated with investments (made directly or through investment vehicles which invest) in emerging or 
developing markets. Investments in higher yielding bonds issued by borrowers with lower credit ratings may result in a greater risk of default and have a negative 
impact on income and capital value. Income payments may constitute a return of capital in whole or in part. Income may be achieved by foregoing future capital growth. 
We reasonably believe that the information contained herein from 3rd party sources, as quoted, is accurate as at the date of publication. The information and any 
opinions expressed herein may change at any time. This document may include internal portfolio construction guidelines. As guidelines the fund is not required to and 
may not always be within these limits. These guidelines are subject to change without prior notice and are provided for information purposes only. 
This document may include forward looking statements which are based on our current opinions, expectations and projections. We undertake no obligation to update 
or revise any forward looking statements. Actual results could differ materially from those anticipated in the forward looking statements. 
Compensation arrangements under the Financial Services and Markets Act 2000 of the United Kingdom will not be available in respect of any offshore fund. Shares in 
the Fund are not available in any jurisdiction in which the offer or sale would be prohibited; in particular the Fund may not be sold directly or indirectly in the US or to a 
US person. Subscriptions will only be received and shares issued on the basis of the current Prospectus. 
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The combination of robust fundamentals and high demand from investors has seen the high yield bond market go from 
strength to strength in recent months. Since the beginning of the year, the Bank of America Merrill Lynch Global High Yield 
Index has returned +15.0% in US dollar terms, making high yield credit one of the better performing asset classes, not just 
within fixed income but across the broader investment universe1. 

In spite of this strong performance, we remain positive on the outlook for high yield bonds. In our view, issuers have 
manageable levels of leverage, with sensible maturity profiles, while corporate balance sheets are generally strong 
notwithstanding the challenging economic environment. In turn, this has helped to keep default rates low amongst issuers 
and below the long-term average. Moody’s and S&P predict default rates of just 3.1% and 3.3% respectively for year-end2. 

Even after the returns seen so far this year, the risk premium attached to high yield bonds remains too high in our view, 
reflecting a market consensus that default rates will be closer to 4% - 5%. We believe this is unduly pessimistic, on the basis 
of the forecasts from Moody’s and S&P. In our view, high yield bonds continue to present solid value at this level, offering 
investors coupon payments as well as the potential for capital growth. 

In a world where dividends and yield are in short supply, we believe demand for high yield bonds will remain a further 
source of support for the asset class as we go forward from here. Not only do yields compare favourably with other asset 
classes, in our view, but an increasing amount of money is being allocated into high yield credits. 

Rising demand has undoubtedly had an effect on market liquidity. Where we would previously take a new position in the 
Fund in one or two days, it might now take a week. However, we believe this is still acceptable. One of the reasons that 
issuers offer a more attractive level of yield is the liquidity of the issue – lower liquidity typically attracts a premium, and the 
high yield market has experienced these conditions before. Increased demand is also being met with a record level of 
issuance from corporates – US$220bn since the start of the year – which is going some way to meet growing interest3. 

We take liquidity risk seriously, and seek to manage it prudently through our investment process. We require new issues to 
be of a certain size before we will invest – US$400mn / Euro350mn. We reduce single issuer risk by holding on average 150 
to 170 names in the Fund, with a maximum active position of no more than 0.9%. Consequently, we will rarely hold more 
than 3% of a particular issue. Finally, we limit our exposure to lower-rated credits, potentially most exposed to liquidity risk, 
to no more than 10% of the portfolio. Our focus instead is on higher rated credits, typically in the B – BB band. 

The combination of this approach with our longer-term investment horizon – our annual turnover is typically just 60% to 70% 
– means that current conditions are manageable, in our view, and we do not believe investors should be unduly concerned. 
In the meantime, we remain positive on the prospects for the asset class, and believe high yield continues to offer investors 
an attractive combination of income and potential for growth. 

Sunita Kara 
Investment Manager, Baring Fixed Income & Currency Team 
Baring Asset Management, London 
 

Source: 1. Thomson Reuters Datastream, as at 18/9/12; 2. Moody’s, August 12 / /S&P, April 12; 3. BoA Merrill Lynch/Bloomberg, Aug 12 
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