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The long and short of high yield 

In a shifting fixed income market, Insight
1
 senior portfolio manager Ulrich Gerhard welcomes wider 

lending opportunities in the short-dated high yield sector. 

 “Of course, we went fishing. We like to go fishing in a falling market,” Ulrich Gerhard, senior portfolio 

manager of the BNY Mellon Global Short-Dated High Yield Bond strategy, run by Insight, says of the 

end of December market sell-off.  

With markets defined largely by political stresses on both sides of the Atlantic, prospects for earnings 

growth looking stymied, stock market valuations stretched beyond comfort and the subsequent 

volatility and sell-off presented a ripe buying opportunity for the manager. 

“You have to buy paper going into a falling market, you can’t wait until things are bottoming out – you 

rarely catch the bottom,” he says. 

He says with so much more ETF activity, markets have become more volatile and a strong nerve is 

needed to take full advantage.  

Six months ago, Gerhard says when a company missed its earnings expectations, the stock market 

reacted violently, in turn hitting liquidity across secondary fixed income markets. Now, he says all eyes 

are waiting to see whether a recession hits, or if such fears are overblown, as he himself, believes. 

“I don't think we will have a major slowdown, I'm a great believer that things cycle. Do I think we're 

going to have a severe recession? No, we might have something of a slowdown. Could there be 

slightly negative growth for a couple of quarters? It’s possible. Do I think we're going to see something 

like 2008/09? Definitely not.”  

Market moves 

He points out that with current bond pricings indicating “all the lights going out tomorrow”, bargains are 

there to be found, so long as there is a focus on security selection. 

“We don't believe the market weakness is broad-based. If you look at short-dated high yield, you are 

suddenly able to buy paper with maturity profiles and qualities at levels we haven't seen for a while. 

We will take advantage of that.” 

Free cash flow is critical for the Insight team. Rather than subscribing to sector-led fears, Gerhard 

says the underlying fundamentals are more telling. For instance, he is not afraid of buying oil and gas 

companies, providing they sit in the right part of that particular sector. 

“Pipeline companies, for example, have regulated revenues, there's a certain volume going to the 
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pipeline and they are getting paid a fee for that. It doesn't matter about the oil price,” he says. “Unless 

you think the wells are going to stop producing, which is a different matter, but we don’t expect to see 

that.”  

Otherwise, he insists oil and gas companies with a demonstrable hedge book, to counter the inherent 

fluctuations of the sector give them – and therefore him – visibility of cash flow.  “We have companies 

hedging, on a three-year rolling basis, 60-70% of their production. If you have visibility of cash flow, 

you are more likely prepared to finance that company.” 

The manager says the short-dated opportunities are becoming available for better rated companies. 

Steering away from CCC and avoiding high-growth technology companies with their “lofty” valuations, 

Gerhard adds: “We prefer to be involved with the widget-makers.” 

Is the manager expecting a flurry of new opportunities in this area to cross his path? “I think it will 

depend on the level of volatility we see this year,” he says. “But I think new issuance will be limited.” 

US high yield issuance in 2018 was down roughly 40% on 2017 (Source: CSFB) and while he does 

not foresee that continuing to drop, neither does he expect much of an uplift in the year ahead.  

The debt “bonanza”, Gerhard says has been in investment grade as high yield companies, while in a 

position increase leverage, chose not to. “I think a lot of high yield issuers are now seasoned; they 

experienced near death experience in 2008/2009 and as a result, they have become smarter. 

Unfortunately, it means we have seen a lot more excessive lending shifting towards the loan market.”  

Default risks   

Gerhard does not believe default risk will increase significantly from current levels, maybe 2%-2.5% in 

the US and similar or slightly lower in Europe, which he says is down to companies taking better care 

of their liquidity profile.  

“Companies go bust because of under liquidity, not because all of them are ‘bad’ businesses,” he 

says. Gerhard explains that in Europe, around 5% of the entire market needs to be refinanced, with a 

similar level in the US. He says as 2019 and 2020 are not big maturity years, the better-run companies 

will start turning attentions to their 2021, 2022 maturity stack. 

Meeting management is central to Gerhard and he prefers continual dialogue on top of regular, 

scheduled meetings. This, he says, helps him spot even subtle changes in behaviour, financial policy 

or governance, for example. As Gerhard points out, it’s picking up on those little red flags and changes 

to behaviour that can make a huge difference in bond returns. 

  

 

IMPORTANT INFORMATION 

For Professional Clients and, in Switzerland, for Qualified Investors only and in Israel for 

sophisticated investors only.  

Any views and opinions are those of the investment managers, unless otherwise noted. This is not 

investment research or a research recommendation for regulatory purposes.  

BNY Mellon is the corporate brand of The Bank of New York Mellon Corporation and its subsidiaries. 

Issued in the UK and Europe (excluding Switzerland) by BNY Mellon Investment Management EMEA 

Limited, BNY Mellon Centre, 160 Queen Victoria Street, London EC4V 4LA. Registered in England 

No. 1118580. Authorised and regulated by the Financial Conduct Authority. Issued in Switzerland by 

BNY Mellon Investments Switzerland GmbH, Talacker 29, CH-8001 Zürich, Switzerland. Authorised 

and regulated by the FINMA.INV01588-002. Expires 01 August 2019. 

 


