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T R A N S C R I P T 

Investment opportunities and market update 

with Fidelity’s High Income division 
 

 

Jonathan Lamothe: Hello, everyone, and welcome to today’s webinar, “Market 

update and investment opportunities with Fidelity’s High Income Division.” My 

name is Jonathan Lamothe. And I’m here in Educational Events at Fidelity. And 

today I’d like to welcome Scott Mensi, institutional portfolio manager, and 

Brian Drainville, another institutional portfolio manager, for the High Income 

Division and Emerging Market Debt. Today both Brian and Scott are going to 

walk us through some unique investment opportunities, as well as a quick 

market update from the High Income Division’s perspective. So, with that, 

without any further ado, I’d like to turn it over to Scott. Scott, it’s all yours.  

 

 Scott Mensi: Great. Thanks, Jon. And thank you, everybody, for joining today. And 

before we get into what would happen in the market and the opportunities we 

see forward, I think it’d be good just to quickly just highlight the expertise that 

we bring to the table, within the High Income Division. We’ve been managing 

high-income assets since the late ’70s, starting with our flagship fund, the 

Capital & Income Fund, and over time have built, you know, a large platform, 

and you can see it on the right-hand side of this slide, of leveraged loans, high-

yield bonds, high-yield equities, emerging-market debt, and real estate debt. 
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Today we’re going to focus primarily on high-yield bonds, leveraged loans, 

and emerging-market debt. But in order to manage all of these things 

effectively and deliver the returns that investors expect, you need a large, 

dedicated high-income investment team. And that’s exactly what we’ve built at 

Fidelity, where you can see 60 high-income professionals dedicated to these 

asset classes, which we think brings unique insights to the table and allows to 

deliver those returns that we’ve done, historically. 

 

When we think about what happened in the market over the first quarter, it 

was a volatile period, for sure. You had the impacts of COVID-19 beginning to 

show. You had oil prices decline dramatically. And all of these things created 

disruption in every risk asset class, with these high-income asset classes 

included. And you can see the returns of high-yield leveraged loans and 

emerging-market debt, all three down over the quarter -- but not nearly as 

much as the S&P 500. And that’s something I think you should always think 

about when thinking about these asset classes relative to US equities. They will 

move in similar directions but typically with less downside, given that they are 

fixed-income instruments. 

 

So, with that, let’s look at what happened in the high-yield bond market. And 

when we look at what happened in high-yield, you can see the spreads of the 
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high-yield bond index down below. And you can see spreads moved 

dramatically, from December, the end of the year, up into the end of March. 

And this really doesn’t paint the full picture. If we think about where the peak 

was in spreads for the high-yield market, we reached over 1,000 basis points. 

Now that’s pretty historic, in tha-- That’s above the peaks of all the other 

recessions that we’ve seen and default cycles we’ve seen, with the exception 

of the great financial crisis, in 2008-2009. So, this is really unprecedented 

spread moves that we saw over this period. And they happened at a really, 

really fast speed. So, you know, we saw a lot of the market become distressed. 

Folks got worried about defaults. And while headlines and news flow has been 

negative, we always try to take a step back at Fidelity, since we take a long-

term view, typically looking out two to three years, for our investments. And 

when we think about the forward returns for high-yield, in an environment 

where you reach and get above that 800-basis-point level, returns the next two 

to three years are really attractive. Historically, it’s been in the mid-teens. And 

this is something I think investors really need to understand, that, while news 

flow, default rates, and all of these things are going to be negative over the 

next 6 to 12 months, returns for these asset classes tend to be really strong 

despite some of that negative news. And I think it’s because the markets are 

forward-looking mechanisms. And as we get more insight into what’s 

happening, returns and bond prices start to reflect that. 



 

4 

 

 

So, in today’s market, there is certainly opportunities. The sectors that have 

been hit hardest, like attendance-based business models such as movie 

theaters, casinos, anything leisure-related... You have the areas of the energy 

market which have come under pressure as a result of dropping oil prices. 

They certainly present some opportunities. But you also have other things, like 

cable, telecom, healthcare, more stable industries, that, with the broad sell-off 

in the high-yield market, really offer some really interesting opportunities. And 

those are areas that we’re focused at at Fidelity, where we have 20 dedicated 

analysts to the high-yield bond and leveraged-loan markets. 

 

I think what’s interesting, as we look at the top chart, as well, for the high-yield 

bond market you’ll see the returns of the asset class over time. And the green 

is the price. The blue is the income. And what’s unique about high-yield and all 

three of these asset classes, really, is you’re getting a relatively high level of 

income. What that does is it creates a scenario where you need to eat through 

that income component each year, before you have a negative return. And 

over time, what we’ve seen is that you never have two negative years for these 

asset classes in a row. And this is what we’ve seen in the high-yield market 

historically, going back to the ’90s. And even if you go back to the early ’80s, 

when we had the first index, you see the same result. So, this is an interesting 
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opportunity for high-yield. It’s certainly not without its risks. But that’s why you 

depend on a team that has a dedicated research platform, a dedicated trading 

desk, and portfolio managers with decade of experience, navigating multiple 

cycles. So, while the outlook seems bleak, we take that long-term view. And 

we feel like, in two to three years, we’ll be working through this virus and we’ll 

some level of recovery in the US economy. And if we take that long-term view, 

there -- tremendous opportunities today in the high-yield bond market. 

 

Now, we’ll move along here, and we’ll talk a little bit about the high-yield bond 

market’s sister, which is the leveraged-loan market. This is similar types of 

companies. And you can see on this slide the major differences between high-

yield bonds and leveraged loans. There’s two main points that I would 

highlight, that are the differences between high-yield bonds and leverage 

loans. Leveraged loans are at the top of a company’s capital structure and are 

secured by that company’s assets. They’re also floating. So that means, as 

interest rates move, the income component of the leveraged loan moves as 

well. So, there’s some slight differences to these two asset classes but in 

general you’re getting exposure to the same types of companies, sub-

investment-grade corporate companies in the US. And these will offer similar 

levels of coupon. But if we think about because they’re at the top of the capital 

structure, the yields and total returns are slightly less, because the risk 
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associated with these types of investments is less, given the fact they’re at the 

top of the capital structure and would come first in line if a company were to 

go into default and bankruptcy, in terms of getting paid back. 

 

So, let’s look at what happened in the loan market. And it’s very similar to what 

we saw in the high-yield market, where you’ve seen spreads widen out 

dramatically. And you can also see the same type of return scenario that we 

talked about with high-yield bonds. You’ve never seen two negative years for 

the leveraged-loan market in a row. And that’s a function of that coupon. 

Albeit it is slightly less than the high-yield bond market, but still provides that 

downside buffer over a full 12-month period. So, it’s important, we think, to be 

long-term investors in these asset classes. 

 

There’s a couple differences between the loan market and the high-yield 

market that I’d highlight here, just to give you a sense of what the risks are 

between the -- and the differences between the two asset classes. Energy is a 

much larger component of the high-yield bond market, around 9, 10 percent, 

versus the leveraged-loan market, where it’s about 5 percent or so, or actually 

less, more around 4 percent. So, you have much more energy exposure in the 

high-yield bond market. You have more technology exposure in the leveraged-

loan market. So, the technology, within leveraged loans, is around 10 to 12 
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percent. It’s about half of that in the high-yield bond market. So those are the 

big differences, when it comes to a sector perspective. There’s also some 

differences in the underlying investor base. So, there are certain things in the 

leveraged-loan market called CLOs. These structures, these products buy 

loans and have had those loans and that portfolio of loans locked up for a 

certain amount of time, typically three to five years. And that provides some 

price stability to the loan market. But it also creates some interesting 

opportunity, as those products, CLOs, have certain restrictions on what loans 

they can buy and hold in their structures. 

 

And with the wave of downgrades that we’re seeing in the leveraged-loan and 

the high-yield bond markets today, the allocation to triple-C and below-rated 

credits within the loan market is creating some opportunities for funds like 

Fidelity’s Floating Rate High Income Fund and other funds, where there are no 

hard restrictions on the allocations to different credit-quality tiers. As we see 

forced selling and accelerated selling in certain lower-quality parts of the loan 

market, as a result of CLOs reducing this exposure in their products, we think 

there’s some great opportunity in the single-B and triple-C area of the market, 

where we can add value over the long-term. So again, it’s about having that 

disciplined, long-term approach, that really allows investors to take advantage 

of these dislocations in these two credit markets. And we think, again, it’s 
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going to be a bumpy ride from here to two years out but investors that invest 

today will likely see really strong returns, just based on what we’ve seen from a 

historic perspective when these asset classes get to these levels. So, with that, 

I’m going to turn it over to Brian Drainville, to talk a little bit about emerging-

market debt. 

 

Brian Drainville: Great, Scott. Thanks a lot. High, everybody. I’m going to take you 

through a quick little spin of emerging markets here. And I’d like to start... I’m 

just going to have one slide, the slide that is in front of you right now. I’m 

going to use this as the backdrop and come back to a couple times over the 

course of the next couple minutes. But what you’re seeing here on this slide, 

just to set the stage, is, in the blue line, using the left-hand axis, the amount of 

additional yield above US Treasuries that this market has offered over time. 

This is the dollar-denominated sovereign and quasi-sovereign market in 

emerging-market debt, dating back over 20 years. And the blue line, like I said, 

is showing you the spread that you’ve received over US Treasuries at various 

points, on a daily basis, over the course of the last two-plus decades. The 

cityscape, in green, using the right-hand scale, shows you the amount of this 

asset class that is investment grade-rated, so using that as a proxy, to give you 

a sense of the credit-quality makeup of this asset class. And also included 

here, given that... We showed you the long-term history, but we wanted to 
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highlight just what’s happened more recently -- is the small callout box there in 

the graph, where you can see just, in fact, what happened to yield spreads 

over the course of the year-to-date period. And you can see the very sharp rise 

in yield spreads that occurred in March, as we started to deal with the onset of 

the pandemic. So, with that as a backdrop, just, you know, keep this in mind. 

And we’ll come back to it, as I said, over the course of the next couple 

minutes. 

 

But I wanted to really just take a minute to talk a little bit about just how EM is 

impacted by what we’re going through right now. You know, EM sits really at 

the center of globalization. Almost by definition, emerging markets are 

dependent on countries and economies outside of their own for growth, to at 

least some extent. And so, there is, you know, a clear transmission mechanism 

in place by which emerging markets are impacted by what’s going on. And just 

I want to point out a couple of them, you know, just to lay the groundwork. 

And that is, you know, we live in an interconnected world, that has high trade 

integration, so supply chains, where we have manufacturing of goods that 

takes place in other locations. The impact of that on domestic economies in 

EM certainly is a factor. The tourism factor, especially as we in the northern 

hemisphere move into the summer months, tourism into emerging markets is 

probably going to slow meaningfully this year. And that influx of spending into 
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emerging markets, as a result, will spend. In general, the capital flow into 

emerging markets is important on an ongoing basis, because this helps to 

support economic growth in emerging markets. And so that has definitely 

slowed, so to the extent that investors have been buying less emerging-market 

investments and capital investments have declined into emerging markets. All 

of those have an impact on the overall capital flow that goes into emerging 

markets. And then, finally, commodities. And in large part, all these factors are 

all interrelated. I’m separating them out for some distinction. But there’s an 

interrelated factor amongst all of these. To be sure, you know, lower 

commodity prices do positively impact some parts of EM. But for the most 

part, we can look at lower commodity prices really as an outcropping or as an 

indication of global growth. And so, to the extent that commodity prices have 

declined, that’s really a coincident indicator of the path of global growth. And 

we know how important global growth is to EM generally. So, all these factors 

all together certainly have played a role and created a very challenging 

backdrop. 

 

But importantly, a lot of this has been, to some extent, at least offset by fiscal 

and monetary policy that’s been put in place. The greatest effort on this part 

has certainly come from the US. Most of the actions taken by the US do not 

directly impact emerging markets. There are some efforts that do help. But 
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most of the impact that we do see on emerging markets, the positive impact 

that we do see from US efforts, really is a tangential effect. So, we have seen a 

clear improvement in emerging-market debt spreads from what you see on 

the graph here. So, since the market’s recent bottom in March, the spread of 

this asset class has tightened by a full percentage point, so from +660 basis 

points to +560. And a corresponding yield has declined from about 7.5 percent 

to about 6.5 percent. So, there’s been a very clear improvement in things, 

since at least the local bottom in the market in March. And a big part of that 

certainly has to do with the impetus from particularly the US Fed but also the 

fiscal and monetary support that’s coming from other central banks. 

 

The way we like to think about what’s going on right now, from a valuation 

perspective... And we somewhat euphemistically, but I think there’s a lot of 

truth to this -- is we like to talk about, you know, the environment that’s 

happening now is creating value. You know, there’s clearly an effort right now 

amongst investors, and this is logical, I think, at least in the near term, for a 

focus on quality. If you look at the way US bonds have performed -- saw that in 

April, for example, triple-B bonds in the US have returned most in a single 

month -- in history. So, you know, clearly that’s a big part of the outcropping, 

the effort by the US Fed to help support markets here. So there definitely has 

been, you know, an emphasis on quality here. Within emerging markets, 
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we’ve seen it as well. There -- more demand, for countries, of higher quality. 

And that also stands to reason. Because within countries in emerging markets, 

we have started to see some cracks. There have been some countries that 

have already started the process of looking to restructure their debt. And we 

may not be at the end of that process. Where we see this most sort of starkly is 

when we go back to the chart again and think about the split between 

investment grade and non-investment-grade in this market. There’s a very 

wide gulf at this point between the forward yield of the non-investment-grade 

versus the investment-grade part of this market. It’s a full 700 basis points 

separating the investment-grade part of this asset class, the yield of that part, 

versus the non-investment-grade. You know, and that’s roughly double where 

it was, so coming into this pandemic. So, there’s at least been some reflection 

of the increased risk profile of this asset class. And that’s being reflected in 

those yields, on a forward-looking basis. 

 

We’re looking at this in -- for really a triumvirate of factors in how to approach 

managing in this environment. We want to avoid overpaying for quality. Like I 

said, we do think that there’s been, you know, a great interest. And that’s 

clearly been reflected in the performance and the decline in yield in the quality 

part of the space. We also want to make sure that we find -- looking hard for 

the value opportunities that exist, particularly in that part of the market that 
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has widened more so, and names that we might find that have widened, what 

we think, more so than the risk that’s actually embedded there. But at the 

same time, we want to avoid the value traps. Because as I mentioned, there 

are clearly some countries that are going to struggle more than others in this 

environment. 

 

So, what does this all mean? There is a full amount of uncertainty that still 

exists. Much of the world is still, at this point, largely closed. The extent of the 

virus on the emerging markets, I think, still remains to be seen. We already 

know, though, that debt levels are going to go up and there’s a fair potential 

for the world to be at least a bit less globalized, at least for a while, going 

forward after this. But we also think that most of this asset class is going to 

make it through to the other side of this. You know, as I mentioned, almost 70 

percent of this asset class is investment grade, which is indicative of a relatively 

high quality, to being with. So, we think that the staying power of most of this 

asset class will remain, as we get to the other side of this pandemic. And 

similar to what Scott was mentioning, we think this is as much a time as ever 

that research and the experience that we have in this asset class can really 

shine through and really look at value, in the midst of a dislocated market. So, 

with that, Jon, I’ll turn it back to you. 
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Jonathan Lamothe: Thank you, Brian, and thank you, Scott, for your input and 

knowledge today. Hopefully, everybody learned something. We’re going to 

actually close this out a little bit. So, I’m wondering, Scott, if you have any 

closing thoughts for our clients today. 

 

Scott Mensi: Sure, yeah. So, you know, the one thing I’d reiterate is, you know, 

navigating both the high-yield and the leveraged-loan markets is -- it’s risky 

business. It always is. There’s an, always, element of default risk. And to be 

successful at that, you need to know your companies and know these 

industries better than anybody out there. And I think that’s something that 

Fidelity brings to the table. When we look at Mark Notkin, he’s been managing 

high-- bonds since the early 2000s. Kevin Nielsen has been a member of our 

high-income investment team since basically pre-financial-crisis. So, you kn-- 

these are long-tenured professionals within these asset classes. And we rely 

on that research team to really find those great ideas. So, while the noise and 

the headlines will make things feel risky and will make people nervous, please 

remember that we take a long-term approach, have that research team behind 

us to try to add value for our investors. And that’s really the key, when 

navigating these markets. So please take that into consideration when looking 

and trying to find a way to invest in these asset classes. 
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Jonathan Lamothe: So, Brian, same question to you. Any last thoughts or one thing 

that someone can take from…? 

 

Brian Drainville: You know, I don’t want to repeat what Scott said but I think it bears 

emphasis that, you know, now, more than ever, it’s important to look through 

the headlines -- and certainly that that’s what our goal is. You know, by the 

time the headlines hit, you know, that a country or company, you know, has 

started the procedure of going through, you know, potentially restructuring 

their debt, you know, the market’s already looked through that -- and looking 

towards more the upside that can be had on the other side of the 

restructuring. So, look through headlines. You know, think about things that 

have underperformed in here, look at your portfolios, you know, for those 

types of opportunities, and know that we’re looking daily, you know, like I said, 

through those headlines, for the value opportunities that exist. 

 

Jonathan Lamothe: Well, thank you both, again, for the great presentation today. 

Hopefully everyone learned something. And as always, if you have further 

questions, please don’t hesitate to reach out, by calling us directly or reaching 

out to your local branch. We’re more than happy to have a conversation with 

you one-on-one. So, with that, I’m going to conclude our webinar today. I 
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hope everyone has a great afternoon, stays healthy, and stays safe. Thank you, 

very much, everyone. 

 

 END OF AUDIO FILE 

 

Before investing, consider the funds' investment objectives, risks, charges, and 

expenses. Contact Fidelity for a prospectus or, if available, a summary prospectus 

containing this information.  Read it carefully. 

 

In general, the bond market is volatile, and fixed income securities carry interest rate risk. (As 

interest rates rise, bond prices usually fall, and vice versa. This effect is usually more 

pronounced for longer-term securities.) Fixed income securities also carry inflation risk, 

liquidity risk, call risk, and credit and default risks for both issuers and counterparties. Unlike 

individual bonds, most bond funds do not have a maturity date, so holding them until 

maturity to avoid losses caused by price volatility is not possible. Any fixed income security 

sold or redeemed prior to maturity may be subject to loss. 

 

High-yield/non-investment-grade bonds involve greater price volatility and risk of default 

than investment-grade bonds. 
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