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Summary 

• SDHY combines high coupon income with opportunities to add alpha 
and manage the portfolio through calls, tenders, and other credit-
specific catalysts, while mitigating interest rate risk. 

• With negative correlation to U.S. Treasuries, increased “duration coverage”, and a moderate level of volatility, we 
believe it is an attractive addition to a diversified fixed income portfolio and a compelling alternative to short duration 
investment-grade (IG) credit and other higher quality, shorter-term fixed income strategies. 

• We believe in-depth credit research and prudent active management are critical to identifying alpha potential and 
discerning “money good” credits. 

 
Introduction 

Many institutional and high net worth investors have increasingly allocated to SDHY with the goal of enhancing the 
returns of their core fixed income allocations while still limiting volatility. We have also witnessed investors utilizing 
SDHY as an alternative or complement to lower-yielding investment grade and U.S. Treasury bond portfolios. In addition 
to a low duration profile, SDHY offers important benefits such as incremental income generation over investment grade 
and U.S. Treasury fixed income alternatives and the potential to minimize volatility/drawdowns for diversified fixed 
income portfolios. Today’s uncertain economic environment and rate volatility has led investors to explore ways to 
increase income yield while balancing credit and interest rate risk. Key to this analysis is finding the optimal mix of 
yield, volatility, and duration that results in enhanced income while limiting potential capital losses. 
 
For the purpose of this analysis, we define the universe of short duration high yield as the ICE BofA 0-2 Year Duration 
BB-B U.S. High Yield Constrained Index (H42C). Much more than simply shortening the tenor and duration of a broad 
high yield exposure, this index omits the lowest rated issues, which we believe is appropriate for investors seeking to 
mitigate downside volatility and capital losses. When investing in SDHY, the primary objective is to capture the high 
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At Shenkman, we believe short duration high yield (“SDHY”) offers a 
compelling risk/reward profile that has led many investors to actively 
allocate to this strategy as an attractive addition to a diversified fixed 
income portfolio and a higher income alternative to short duration 
investment-grade (“IG”) credit and other higher quality, shorter-term 
fixed income strategies. The dramatic market movements seen over the 
last five years highlight the necessity to offer investment strategies that 
are both resilient and provide attractive risk-adjusted returns. This 
report illustrates several examples of how and why a quality short 
duration high yield strategy can help investors capture incremental yield 
while seeking to minimize risk. 

Yield-to-Likely™ 
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coupon income while avoiding negative credit events and add value through owning bonds with attractive optionality 
through calls and tenders and credit selection of misrated “money good” issuers. 
 
Over the past 10 years, the 5-year U.S. Treasury yield has risen meaningfully to 4.25% as of February 29, 2024, versus 
approximately 1.50% then (please see Exhibit 1 below). The volatility in the 5-year U.S. Treasury yield during this time 
period has also been dramatic, with a range of as much as 477 basis points. The yield was as high as 4.96% in October 
of 2023 and as low as 0.19% in August of 2020. Over the trailing ten-year period ending February 29, 2024, the short 
duration high yield universe (H42C) returned 3.58%, comparing favorably to 1.86% for the U.S. 1-3 Year Investment 
Grade Corporates (C1A0), 2.10% for the U.S. 1-5 Year Investment Grade Corporates (CVA0), and 1.43% for the 
Bloomberg Capital U.S. Aggregate Bond Index (LBUS). In this report, we examine the current data and re-examine the 
merits of SDHY versus other alternatives and consider the benefits of its inclusion within a diversified, core fixed 
income allocation. 
 
Exhibit 1: 5-Year U.S. Treasury Yields 
2/28/2014 – 2/29/2024 

 
For illustrative purposes only. Any trends depicted or described above may not continue. Past Performance is not a guarantee of future results. 

 
Merits of Short Duration High Yield 

Potential for Enhanced Returns. For many investors, the premise of allocating to the shorter durated debt of high yield 
companies is simple: rather than earn lower yields in cash and much of the investment grade and Treasury fixed 
income universe, clip the higher coupon in “money good” credits with ample near-term liquidity while seeking to avoid 
defaults. We believe active portfolio management and in-depth credit research are critical to the execution of such a 
strategy. Beyond simply modeling the issuers’ financials, investors must develop insights into how the management 
teams of high yield companies intend to manage their balance sheets and address near-term financing needs. 
Understanding these nuances helps managers potentially add alpha through prudent credit selection, while preserving 
principal and ultimately earning attractive coupon income. While investors may experience some mark-to-market 
volatility in times of significant stress (please see Volatility & Return section below), we believe the thesis for SDHY as 
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part of a diversified fixed income portfolio or tiered cash management program is sound given the potential to improve 
Sharpe ratios. 
 
Yield-to-Likely™ 

Structural Alpha Opportunities and Yield-to-Likely™. An important aspect of SDHY is gauging the appropriate yield in 
light of the fact that the majority of bonds in the high-yield market are callable and can be redeemed at various call 
dates prior to maturity. As a result, it is critical to consider the impact of embedded options on a bond’s potential return 
profile and duration. It is important to note that market convention in pricing high-yield callable bonds is to quote the 
corresponding yield-to-worst and duration-to-worst for a given price. From a yield perspective, the resulting quoted 
yield will be the lowest and most conservative outcome of the multiple redemption scenarios. This ensures specific 
income or yield requirements will still be met even in the worst redemption scenario. However, our experience has 
proven that yield-to-worst can often-times be an overly conservative metric for an actively managed strategy. This is 
particularly true when callable bonds are trading at discounts or premiums as compared to their call prices and par. A 
key driver of this dynamic is the fact that an issuer’s decision to call or redeem its bonds is not solely based on refinance 
economics such as payback period and NPV, but more often driven by company specific motivations and 
circumstances. Some motivations beyond refinance economics can include the following: 
 

• Issuer is seeking to make a large acquisition that may require additional debt financing and looking to delay 
refinancing to occur in conjunction with the acquisition so as not to harm or frustrate investors. 

• LBO sponsor may be approaching the end of its investment horizon on a portfolio company, or a bond’s issuer 
is either in process or seeking to be acquired and not pursuing a refinancing of currently callable debt that 
would likely result in new call protection premiums making the target less appealing and more costly to potential 
suitors. 

• Issuer is awaiting conclusion of a strategic review that could result in a sale, spinoff, or IPO of certain significant 
assets or the entire company, all of which can be an extended process.   

• Issuer is awaiting the benefit of improved operational trends over several quarters or expected/targeted credit 
rating improvement in anticipation of more favorable refinancing terms. 

• Issuer is looking to remove onerous covenant provisions tied to a specific bond indenture that could incentivize 
them to redeem the bonds early due to the additional financial flexibility incentives.  

• Issuer seeking to coordinate redemption timing with other upcoming callable bonds or refinancing opportunities, 
or senior management may simply be philosophically averse to paying large premiums to redeem bonds even 
if payback economics justify. 

• Issuer seeking to redeem bonds early due to rising rate (or rate volatility) expectations or a desire to not have 
bonds become a current liability on the balance sheet within one year of maturity, putting them at risk for a 
going concern qualification or potentially being forced to refinance in an unfavorable environment. 

 
These are just a few of the multitude of company-specific circumstances that will ultimately drive the timing of 
refinancing and redemption decisions. As a result, yield-to-worst (YTW) for callable bonds trading at a premium can 
often-times not be the best indicator of the likely yield. Likewise, the current yield (coupon divided by price) is not an 
accurate judge of yield either as amortizations of premium or discount in price must be factored in as well thus 
impacting a bond’s ultimate realized yield. So, the question becomes “What is a better or additional estimate of yield to 
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consider?” We refer to it as “Yield-to-Likely” (YTL)™ – a proprietary metric that incorporates our insights into when 
bonds are most likely to be redeemed (or not called). When bonds are trading at premiums to par, this YTL™ metric 
tends to fall much closer to the yield-to-maturity (YTM) which also lies between the YTW and current yield as it 
incorporates the amortization of a bond’s premium over time. Investors may be able to capture greater yields and 
returns with more informed assumptions beyond the standard worst-case metric. When bonds are trading at discounts 
to par, this YTL™ metric has the potential to highlight incremental yield opportunities above the YTM/YTW where bonds 
can be retired prior to maturity. Through in-depth research of catalysts driving the call and tender activity on each 
individual issue, a skilled manager can potentially add value and evaluate when bonds are most likely to be called to 
determine the yield to that more “likely” call date. Strong bottom-up fundamental research process can help a manager 
to understand issuers’ financing needs and seize upon idiosyncrasies within the SDHY universe. The illustrations below 
demonstrate currently callable bond examples at purchase, both above and below par. It highlights how quickly a bond’s 
yield can ramp beyond the yield-to-worst or yield-to-maturity if it is not redeemed per the “worst” assumption as well 
as the meaningful incremental yield that can be captured when a manager’s likely call date may differ with market 
expectations. 

Theoretical Short Duration Callable Bond Examples Based on Premium Bond Price 

 
Theoretical bond information is provided for illustrative purposes only and subject to change. . Any trends depicted above may not continue. Past performance is not a guarantee 
of future results. 

 
The above theoretical example highlights where a callable short duration bond may have been trading prior to the 
dramatic Fed rate hike cycle in early 2022. As shown, the Yield-to-Likely™ of this particular bond is 6.1%, representing 
an incremental annualized return of over 410 basis points above the quoted YTW. If this bond is called at the earliest 
opportunity, a yield-to-worst return would be realized. But if the call date is ultimately later than this date (but prior to 
maturity), then it’s possible for an investor to achieve enhanced returns in a lower risk manner, without having to look 
to bonds with higher credit or default risk to capture higher yields. 
 
The below theoretical example is more indicative of where a callable short duration bond is trading in the current higher 
rate and discounted price environment. In the below theoretical example, the Yield-to-Likely™ of this particular bond is 
7.5%, representing an incremental annualized return of over 50 basis points above the quoted YTW/YTM. If this bond 
remained outstanding until maturity, a yield-to-worst return would be realized. But if the bond is ultimately called prior 
to maturity, then it is possible for an investor to achieve enhanced returns, and similar to the example above, also in a 
lower risk manner, without having to look to bonds with higher credit or default risk to capture higher yields. 

 



SHORT DURATION HIGH YIELD: HIGH INCOME WITH IG-LIKE VOLATILITY  

  

    5 
 

ShenkmanCapital.com    Copyright © 2024 Shenkman Capital Management, Inc.    All rights reserved. 

Theoretical Short Duration Callable Bond Examples Based on Discounted Bond Price 

 
Theoretical bond information is provided for illustrative purposes only and subject to change. . Any trends depicted above may not continue. Past performance is not a guarantee 
of future results. 

 
While past experience is never a guarantee of future outcomes, looking back historically provides a valuable perspective 
at how this favorable dynamic with callable bonds has played out. Over the past ten years, the SDHY investable universe 
that we cover and analyze has had a large majority of callable bonds that did not come out at their first call date. They 
are typically retired after (or before) their first call dates resulting in measurable incremental returns beyond their first 
call and/or “worst” yield calculations for investors. Additionally, over the last 20 years, our research indicates that 
roughly 94% of bonds in the high yield market were retired at least 12 months prior to maturity, and over 77% of bonds 
were retired at least 24 months prior to maturity.  
 
Another potential benefit of investing in SDHY (especially in rising and volatile rate environments) involves its still 
relatively short final maturity tenor and related higher level of corporate action activity and turnover. In our experience 
in managing SDHY, this asset class has experienced a larger volume of calls, tenders, and maturities than our traditional 
longer duration portfolios. As these bonds are called, redeemed, or mature, this situation creates natural inflows within 
the portfolio that can be reinvested at higher yields, especially in a rising rate environment. Investment grade portfolios 
have very low exposures to callable bonds and therefore will tend to see much less corporate action activity. 
 
With an average price of $98.7, YTW of 7.1%, Current Yield of 6.6%, and Yield-to-Maturity of 7.5% as of February 29, 
2024, SDHY (H42C) has an attractive overall yield profile while embedded options imply what we believe is an attractive 
Yield-to-LikelyTM metric for higher quality portfolios. 
 
Alternative Solution to Investment Grade Duration Risk. Many investors have reached the conclusion that the yield an 
investor receives from traditional investment grade strategies, as reflected by the Bloomberg Capital U.S. Aggregate 
Bond Index (LBUS) or the ICE BofA U.S. Corporate Index (C0A0), does not adequately compensate for the interest rate 
risk that the investor assumes. The yield and duration metrics of investment grade fixed income, as shown in Exhibit 2 
below, support such a conclusion. While investors in those fixed income segments may not be taking on significant 
credit risk, they are in fact taking on meaningful duration and interest rate risk. That said, while the market is currently 
anticipating the Fed Funds rate to come down after a historic and rapid period of increases, given how inverted the 
yield curve currently is, markets may not behave as they have historically posted an aggressive rate hiking campaign. 
If the yield curve is going to return to a more positive and historical steepness, we could get substantial movement on 
the short end from rate cuts and potentially little to no benefits on the longer end. 
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Exhibit 2. Yield & Duration Comparison 
Data as of 2/29/2024 

  

 Yield-to-Worst Average Coupon Yield-to-Maturity Duration-to-Worst 

U.S. Aggregate1 4.92% 3.17% 4.92% 6.24 years 

U.S. IG Corporate2 5.46% 4.12% 5.50% 6.68 years 

Short Duration High Yield3 7.12% 6.46% 7.48% 1.22 years 
1 U.S. Aggregate is based on the Bloomberg Capital U.S. Aggregate Bond Index. 
2 U.S. IG Corporate is based on the ICE BofA U.S. Corporate Index (C0A0). 
3 Short Duration High Yield is based on the ICE BofA 0-2 Year Duration BB-B U.S. HY Constrained Index (H42C). 
Source: ICE Data Indices, Bloomberg, Shenkman Capital. Any trends depicted or described above may not continue. 

 
Given the meaningful interest rate sensitivity in investment grade fixed income (i.e., duration>yield), the next logical 
question is, “What is the alternative?” Over the past 10 years, SDHY has exhibited a correlation of 0.06 to the 5-year 
U.S. Treasury note. That is, when the 5-year U.S. Treasury note sold off and interest rates rose, SDHY has tended to 
outperform. Conversely, short duration investment-grade corporate bonds had positive correlations to the 5-year U.S. 
Treasury note (+0.54 and +0.60 for 1–3 year investment-grade corporates and 1-5 year investment-grade corporates, 
respectively, over the trailing 10-year time period), thus tending to lose value when interest rates rose (please see Exhibit 
3 below). 
 
Exhibit 3. Correlation to 5-Year U.S Treasury Note 
Data as of 2/29/2024 

 Trailing 5-Year Trailing 10-Year 

Short Duration High Yield1 0.07 0.06 

U.S. 1-3 Year IG2 0.54 0.54 

U.S. 1-5 Year IG3 0.59 0.60 
1 Short Duration High Yield is based on the ICE BofA 0-2 Year Duration BB-B U.S. HY Constrained Index (H42C). 
2 U.S. 1-3 Year IG is based on the ICE BofA 1-3 Year U.S. Corporate Index (C1A0). 
3 U.S. 1-5 Year IG is based on the ICE BofA 1-5 Year U.S. Corporate Index (CVA0). 
Source: ICE Data Indices, eVestment. Any trends depicted or described above may not continue.  

 
While investing in SDHY entails incrementally more credit risk than other short duration and broader fixed income 
alternatives, we believe one can help mitigate credit risk via active management, fundamental research and portfolio 
diversification. Although investment grade short duration options are higher credit quality, they have lower yields and 
greater interest rate sensitivity, making them potentially less attractive options in periods of rate volatility or low rate 
environments. This is an important consideration as there is only so much that can be done to limit capital losses in 
investment grade portfolios when rates rise. To illustrate, we compare characteristics of SDHY to those of investment 
grade short duration benchmarks as well as the broader investment grade benchmark in Exhibit 4 below. 
 
Also included in Exhibit 4 below is a measure we refer to as “duration coverage,” or the amount of yield per unit of 
duration (YTW and/or YTM divided by DTW). For SDHY, it is also sometimes useful to consider YTM/DTW in particularly 
low yield environments where YTW may be depressed as most bonds are not redeemed at their first and/or worst call. 
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Currently, long duration investment grade bonds provide less compensation to investors for the interest rate risk they 
are assuming. 
 
Exhibit 4. Short Duration HY vs IG Bonds 
Data as of 2/29/2024 

  

 
Short 

Duration HY1 
U.S. 1-3 
Year IG2 

U.S. 1-5 
Year IG3 

U.S. IG 
Corporate4 

Average Price $98.70 $96.51 $96.52 $91.74 

Current Yield 6.55% 3.64% 3.99% 4.49% 

Yield-to-Worst 7.13% 5.42% 5.36% 5.46% 

Yield-to-Maturity 7.49% 5.49% 5.43% 5.50% 

Modified Duration-to-Worst 1.22 years 1.82 years 2.58 years 6.68 years 

Duration Coverage (YTW/DTW) 6.1x 3.0x 2.1x 0.8x 

Estimated Return after +100 bps curve Shift5 5.91% 3.60% 2.78% -1.22% 

Estimated Return after -100 bps curve Shift5 8.35% 7.24% 7.94% 12.14% 
1 Short Duration High Yield is based on the ICE BofA 0-2 Year Duration BB-B U.S. HY Constrained Index (H42C). 
2 U.S. 1-3 Year IG is based on the ICE BofA 1-3 Year U.S. Corporate Index (C1A0). 
3 U.S. 1-5 Year IG is based on the ICE BofA 1-5 Year U.S. Corporate Index (CVA0).  
4 U.S. IG Corporate is based on the ICE BofA U.S. Corporate Index (C0A0). 
5 Assuming parallel shift in the U.S. Treasury yield curve as an instant shock, approximated by adding/subtracting DTW against YTW as a proxy for 12mo performance, all else being 
equal. 
Source: ICE Data Indices, Bloomberg, Shenkman Capital. Any trends depicted or described above may not continue. Past Performance is not a guarantee of future results. 
 
In the above illustration, we also consider the estimated effect of a 100 basis point upward parallel shift in the yield curve 
over a one year period. All else equal, short duration investment-grade corporates lose a meaningful portion of their 
yield as rates rise. In contrast, SDHY’s meaningful current yield provides much higher incremental cushion to overcome 
the capital depreciation, resulting in an estimated 5.91% return. In an environment of rate volatility, we believe duration 
risk in investment-grade fixed income clearly appears to be meaningfully higher, especially across non-maturity 
constrained corporates where the lack of duration coverage is most evident. Conversely, while longer durated indices 
will benefit in declining rate environments, it is important to observe the unique characteristics of the current rate 
environment given the significant Treasury yield curve inversion. (See additional detailed discussion on this point further 
ahead in section Performance in Declining Rate Environments.) 
 
The following analysis highlights periods of rising/declining interest rates that were not also associated with significant 
recessionary, credit, or geopolitical events. 
 
Performance in Rising Rate Environments. Given the dramatic rise in Treasury yields over the past several years, we 
believe a look at more recent relative performance in specific past rising rate environments is instructive. See Exhibit 5 
below. While each period has its own unique circumstances and conditions, the data supports the longer-term 
correlations and general view that duration and duration coverage are among the primary drivers of returns in periods 



SHORT DURATION HIGH YIELD: HIGH INCOME WITH IG-LIKE VOLATILITY  

  

    8 
 

ShenkmanCapital.com    Copyright © 2024 Shenkman Capital Management, Inc.    All rights reserved. 

of rising rates. As a result, SDHY (H42C) posted positive returns in all the rising rate environments displayed below, in 
contrast to many of the fixed income segments noted in the exhibit and elsewhere in this report. 
 
Exhibit 5. Periodic/Annualized Returns During Periods of Rising Rates (10-Year Treasury) 
Data as of 2/29/2024 

 5/1/2013 – 12/31/2013 9/1/2017 – 9/30/2018 8/1/2021 – 10/31/2023 

SDHY (H42C) * 2.75% 3.62% 2.38% 

U.S. IG Short Duration 1-3 (C1A0) 0.91% 0.74% -0.87% 

IG Short Duration 1-5 (CVA0) 0.39% 0.06% -2.23% 

High Yield Bonds (H0A0) 2.49% 3.56% -2.68% 

Investment Grade (C0A0) -3.15% -1.22% -8.20% 

Bloomberg U.S. Agg (LBUSTRUU) -2.89% -1.56% -7.60% 

ICE BofA Current 5yr Treasury (GA05) -3.15% -2.66% -5.86% 

ICE BofA Current 10yr Treasury (GA10) -9.14% -5.15% -10.57% 

ICE BofA 0-3 Year Treasury (G1QA) 0.12% 0.39% -0.03% 

5-Year Treasury Change in Yield +107 bps +125 bps +315 bps 

10-Year Treasury Change in Yield +136 bps +94 bps +269 bps 

*Short Duration High Yield is based on the ICE BofA 0-2 Year Duration BB-B U.S. HY Constrained Index (H42C). 
Source: ICE Data Indices, Bloomberg, Shenkman Capital. Any trends depicted or described above may not continue. Past Performance is not a guarantee of future results. 

 
Performance in Declining Rate Environments. Given SDHY’s logical outperformance during periods of rising rates, the 
rational conclusion would be that SDHY should lag behind other longer-durated segments of the fixed income market 
during periods of declining rates. See Exhibit 6 below. While the returns during the indicated periods of declining rates 
prove this out, we note that SDHY held its own despite the economic uncertainty during those periods. However, it’s 
important to highlight a key difference between prior periods of rate decline and today. Both declining rate periods 
observed in the chart below were during periods where the Treasury curve was not as inverted as it is today. The 
12/31/13 – 1/31/15 rate decline period began the period with a 3 month to 10-year Treasury curve spread of 296bp (245bp 
average period spread). The 10/31/18 – 8/31/19 rate decline period began with a spread of 82bp (average period spread 
of 13bp); however, we note that the Treasury curve did invert during the final 100 days of this period, reaching a peak 
inversion of -51bp on 8/27/19. 
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Exhibit 6. Periodic/Annualized Returns During Periods of Declining Rates (10-Year Treasury)  
Data as of 2/29/2024 

 1/1/2014 – 1/31/2015 11/1/2018 – 8/31/2019 

SDHY (H42C) * 2.55% 4.92% 

U.S. IG Short Duration 1-3 (C1A0) 1.59% 5.20% 

IG Short Duration 1-5 (CVA0) 2.91% 7.03% 

High Yield Bonds (H0A0) 2.96% 7.73% 

Investment Grade (C0A0) 9.60% 15.13% 

Bloomberg U.S. Agg (LBUSTRUU) 7.52% 11.77% 

ICE BofA Current 5yr Treasury (GA05) 4.96% 9.74% 

ICE BofA Current 10yr Treasury (GA10) 14.52% 17.51% 

ICE BofA 0-3 Year Treasury (G1QA) 0.76% 3.69% 

5-Year Treasury Change in Yield -59 bps -157 bps 

10-Year Treasury Change in Yield -139 bps -163 bps 

*Short Duration High Yield is based on the ICE BofA 0-2 Year Duration BB-B U.S. HY Constrained Index (H42C). 
Source: ICE Data Indices, Bloomberg, Shenkman Capital. Any trends depicted or described above may not continue. Past Performance is not a guarantee of future results. 

 
Given the steep inversion of the Treasury curve that we are witnessing in the current environment (-111bps as of 
03/15/24), futures markets are implying that the unwind of the most recent rate hike cycle may be different than prior 
rate cut cycles. This is likely due to market expectations that the Treasury curve should return to a more normal steepness 
between front-end rates and longer-term rates. The 20-year average spread of 3-month to 10-year Treasury rates is 
143bps. See Exhibit 7 below. Current Treasury Forward curves are calling for 5-year and 10-year Treasury rates to not 
change much from current levels while 3 month rates are forecast to drop by 142bps over the next 2 years. In this 
scenario, longer duration exposures may not benefit from a declining rate environment in the way they have historically.  
 
Exhibit 7. U.S. Treasury Forwards 
Data as of 3/15/2024 

  

 Current 1-Yr Forward 2-Yr Forward 

3 months 5.40% 4.31% 3.98% 

5-Year 4.29% 4.14% 4.13% 

10-Year 4.29% 4.26% 4.31% 

Source: Bloomberg. Any trends depicted or described above may not continue. Past Performance is not a guarantee of future results. 
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Volatility & Return. An attractive aspect of SDHY is that as bonds near maturity, or likely call dates, the key drivers of 
price volatility often shift toward credit-specific factors. As a result, the influence of macro drivers diminishes, resulting 
in less volatility from swings in global risk sentiment. For instance, when Coronavirus rocked the global financial markets 
in the first quarter of 2020, the S&P 500 Index and broad high yield market (H0A0) plummeted nearly 20% and 13%, 
respectively, while SDHY limited the decline to 6.7%, which was closer to the drawdown seen with investment grade 
corporates (C0A0) which declined 4.0%, despite the latter benefiting from a 125 basis point decline in the 10-year U.S. 
Treasury rate to 0.67% at March 31, 2020. 
 
Notwithstanding that SDHY’s historical volatility is higher than that of its investment-grade counterparts, we believe that 
investors appear well-compensated given SDHY’s moderate level of volatility, particularly in light of the potential for alpha 
opportunities and relatively attractive downside protection. Exhibit 8 illustrates that over the last 10+ years, the 
incremental risk of SDHY has been rewarded, as exemplified by higher risk-adjusted returns across the various short 
duration alternatives. 
 
Exhibit 8. Annualized Risk & Return Comparison Since Inception 
4/30/2006 – 2/29/2024 

  

 Short Duration HY1 U.S. 1-3 Year IG2 U.S. 1-5 Year IG3 

Annualized Return 5.36% 2.95% 3.40% 

Standard Deviation 4.70% 2.59% 3.36% 

Sharpe Ratio 0.86 0.63 0.62 
1 Short Duration High Yield is based on the ICE BofA 0-2 Year Duration BB-B U.S. HY Constrained Index (H42C). 
2 U.S. 1-3 Year IG is based on the ICE BofA 1-3 Year U.S. Corporate Index (C1A0). 
3 U.S. 1-5 Year IG is based on the ICE BofA 1-5 Year  U.S. Corporate Index (CVA0). 
Source: ICE Data Indices, eVestment. Any trends depicted or described above may not continue. Past Performance is not a guarantee of future results. 

 
Beneficial Addition to a Diversified Fixed Income Portfolio. SDHY is part of an often overlooked asset class when creating 
or managing a diversified fixed income portfolio. We believe SDHY is particularly compelling given the uncertain economic 
and market environment, especially as investors search for income, risk mitigation and risk-averse returns. Inclusion of 
an actively managed high quality and SDHY strategy can provide diversification within the fixed income segment of an 
overall portfolio given its low correlation with the broad intermediate-term bond market, as measured by the Bloomberg 
Capital U.S. Aggregate Bond Index (see Exhibit 9 below). In addition, an allocation to the strategy may act as a hedge 
against rising interest rates or interest rate volatility due to its negative to low correlation with the ICE BofA Current 10-
Year U.S. Treasury Index (GA10). 
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Exhibit 9. Short Duration High Yield and Index Characteristics Since Inception 
4/30/2006 – 2/29/2024 

 St. Deviation Jensen Alpha Beta 
Sharpe 
Ratio 

Correlation 
to SDHY Returns 

Short Duration High Yield* 4.70% 3.46% 0.34 0.86 1.00 5.36% 

ICE BofA Current 10-Year U.S. 
Treasury Index (GA10) 

7.43% -0.89% 1.52 0.23 -0.09 3.00% 

Bloomberg Capital U.S. 
Aggregate Bond Index 
(LBUSTRUU) 

4.23% 0.00% 1.00 0.42 0.30 3.13% 

*Short Duration High Yield is based on the ICE BofA 0-2 Year Duration BB-B U.S. HY Constrained Index (H42C). 
Source: ICE Data Indices, Bloomberg, eVestment. Any trends depicted or described above may not continue. Past Performance is not a guarantee of future results. 

 
The below chart shows how adding a  SDHY bond allocation to the Bloomberg Capital U.S. Aggregate Bond Index can 
potentially increase returns while reducing volatility. With negative correlation to U.S. Treasuries, increased “duration 
coverage” and a moderate level of volatility, we believe SDHY is an attractive addition to a diversified fixed income 
portfolio. 
 
Exhibit 10. Efficient Frontier: Bloomberg U.S. Agg and Short Duration High Yield 
4/30/2006 – 2/29/2024 

 
* Short Duration High Yield is based on the ICE BofA 0-2 Year Duration BB-B U.S. HY Constrained Index (H42C). 
Source: Shenkman Capital, Bloomberg. Any trends depicted or described above may not continue. Past Performance is not a guarantee of future results. 
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SDHY Versus Money Markets and T-Bills in Today’s Environment. Given the current inverted Treasury yield curve, many 
investors have been slow to allocate away from cash equivalents such as money market funds and Treasury bills. 
However, in addtion to the long-term track record of SDHY’s incremental yield and outperformance verus shorter-term 
fixed income alternatives, there are several points for investors to consider as they manage their portfolio allocations. 
 
Reinvestment risk: Short-term rates can move very quickly and investors need to consider what their total return will be 
over a various time horizons. For example, the one year T-Bill rate dropped 80bps from a high of 5.5% on 10/2/23, to 
4.7% on 1/12/24. While current rates remain attractive, having risen more recently to 5.1% on 3/15/24, investors should 
anticipate what their potential “realized” yields may be over their holding period. 
 
Total return potential: Given the limited volatility and duration of money market funds and front end T-Bills, comparing 
their current yields to the current yield-to-worst of SDHY may not fully reflect the latter’s total return potential. Previously 
discussed factors such as Yield-to-Likely™, capital appreciation and duration can provide potential incremental return 
opportunities beyond the quoted yield-to-worst. More specifically:  

• Yield-to-Likely™: YTL™ can provide potential incremental yields and returns beyond yield-to-worst as callable 
bonds trading below par are most likely to be retired prior to maturity generating higher returns as they are 
redeemed at par or higher call prices.  

• Capital Appreciation: The SDHY market continues to trade below its historical average price providing the 
potential for capital appreciation beyond current yield-to-worst should bond prices narrow their gap to historical 
average prices. The average bond price of the H42C index since January 1, 2010 post the Great Financial Crisis 
is $103.2 compared to the February 29, 2024 price of $98.7.   

• Duration: While the SDHY market is short duration, it is not zero duration. When anticipated Fed rate cuts 
ultimately come to fruition, they should provide an additional tailwind to the SDHY market given its 1.2 year 
duration and 2 year average final maturity, and offering some potential benefit should reinvestment rates decline 
as well. Conversely, cash equivalent and money market instruments will simply have their rates adjusted lower 
without the benefit of duration, magnifying the earlier point on reinvestment risk. 

 
Conclusion 

Our analysis continues to support our belief that SDHY allocations benefit investors’ fixed income portfolios. With a 
differentiated set of investment characteristics, SDHY continues to provide a potentially attractive income solution to 
challenges faced by fixed income investors, particularly in an environment where rates remain volatile, and the yield 
curve inverted. SDHY bonds provide income generation, minimal duration risk and the potential for alpha opportunities 
versus other fixed income alternatives. When included as part of a diversified fixed income portfolio, it can increase a 
portfolio’s income while lowering duration and volatility by seeking to protect investors’ capital to a greater degree than 
many other fixed income alternatives as a result of the attributes described throughout this investment note. In our view, 
the asset class’s negative correlation to U.S. Treasuries, increased duration coverage and risk-adjusted return profile 
makes this subset of high yield a compelling alternative to investment-grade strategies and a potentially attractive addition 
to a diversified fixed income portfolio. We believe the successful execution of a short duration high yield strategy requires 
in-depth credit research, long-tenured experience in managing below investment grade assets through multiple market 
cycles, a view of management’s handling of their capital structure, and prudent active management in order to maximize 
“Yield-to-Likely” ™ alpha while preserving principal. 
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DISCLAIMERS 

The Shenkman Group of Companies (the “Shenkman Group”) consists of Shenkman Capital Management, Inc., and its affiliates and subsidiaries, including, without limitation, 
Shenkman Capital Management Ltd, Romark Credit Advisors LP, and Romark CLO Advisors LLC.   

Shenkman Capital Management, Inc. (“Shenkman” or “Shenkman Capital”) is registered as an investment adviser with the U.S. Securities and Exchange Commission (the “SEC”). 
Romark Credit Advisors LP is also registered as an investment adviser with the SEC and Romark CLO Advisors LLC is registered as a relying adviser of Romark Credit Advisors 
LP (together, “Romark”).  Shenkman Capital Management Ltd is a wholly-owned subsidiary of Shenkman Capital Management, Inc. and is authorized and regulated by the U.K. 
Financial Conduct Authority. Such registrations do not imply any specific skill or training.  

The views and opinions expressed herein are those solely of Shenkman Capital as of the date of this email and are subject to change at any time due to market, economic or 
other conditions.  Such views and opinions are for informational purposes only.  Furthermore, none of the information contained herein constitutes a recommendation by any of 
the Shenkman Group's officers, directors, employees or affiliates that any particular security, portfolio of securities, transaction, or investment strategy is suitable for any specific 
person. 

Unless otherwise stated, all information and characteristics presented herein are based on the Shenkman Group’s internal records and valuation. The information and opinions 
expressed herein are provided for informational purposes only.  The information is not intended to be, and should not be construed as, impartial investment advice, an offering of 
investment advisory services or an offer to sell or a solicitation to buy any securities in any jurisdiction, including without limitation any interest of an investment fund or vehicle 
managed by the Shenkman Group. Any offer to sell or any solicitation to buy securities of an investment fund or vehicle managed by the Shenkman Group will be made only by 
means of the Prospectus or Offering Memorandum relating to that fund or vehicle. The information is expressly qualified in its entirety by reference to any such Prospectus or 
Offering Memorandum. The information provided herein is not intended to be, and should not be, considered as a substitute for reviewing such documents carefully. To the extent 
of any inconsistency or discrepancy between any such Prospectus or Offering Memorandum and this presentation, the Prospectus or Offering Memorandum shall control. All 
interests in securities of any fund or vehicle shall not be offered or sold in any jurisdiction in which such an offer, solicitation or sale would be unlawful or would require 
registration or disclosure until the requirements of the laws, rules and regulations of such jurisdiction have been satisfied. It is the responsibility of every person reading this 
material to satisfy oneself as to the full observance of any laws of any relevant jurisdiction applicable to such person, including obtaining any governmental or other consent which 
may be required or observing any other formality which needs to be observed in such jurisdiction. 

Certain information contained in this Report constitutes “forward-looking statements,” which can be identified by the use of forward-looking terminology such as “may”, “will”, 
“should”, “expect”, “anticipate”, “target”, “project”, “estimate”, “intend”, “continue” or “believe” or the negatives thereof or other variations thereon or comparable terminology. 
Due to various risks and uncertainties, actual events or results or the actual policies, procedures and processes of Shenkman and the performance of any investment funds may 
differ materially from those reflected or contemplated in such forward-looking statements and no undue reliance should be placed on these forward-looking statements, nor 
should the inclusion of these statements be regarded as the Shenkman representation that any investment funds will achieve any strategy, objectives or other plans. Unless 
otherwise indicated, the information contained in this Presentation is current as of the date indicated on its cover. Such information is believed to be reliable and has been obtained 
from sources believed to be reliable, but no representation or warranty is made, expressed or implied, with respect to the fairness, correctness, accuracy, reasonableness or 
completeness of the information and opinions. Additionally, there is no obligation to update, modify or amend this Presentation or to otherwise notify a reader in the event that 
any matter stated herein, or any opinion, projection, forecast or estimate set forth herein, changes or subsequently becomes inaccurate. 

These materials do not undertake to explain all of the risks associated with any investment strategy referred to herein. No person or entity should invest in any strategy referred 
to herein unless satisfied that it (or its investment representative) has asked for and received all information that would enable it (or them) to evaluate the merits and risks thereof. 
The performance of any investments discussed in this document is not necessarily indicative of future performance, and you should not assume that investments in the future 
will be profitable or will equal the performance of past portfolio investments.  PAST PERFORMANCE IS NOT A GUARANTEE OF FUTURE RESULTS. 

HYPOTHETICAL PERFORMANCE RESULTS HAVE MANY INHERENT LIMITATIONS, SOME OF WHICH ARE DESCRIBED BELOW. NO REPRESENTATION IS BEING MADE THAT 
ANY ACCOUNT WILL OR IS LIKELY TO ACHIEVE PROFITS OR LOSSES SIMILAR TO THOSE SHOWN. IN FACT, THERE ARE FREQUENTLY SHARP DIFFERENCES BETWEEN 
HYPOTHETICAL PERFORMANCE RESULTS AND THE ACTUAL RESULTS SUBSEQUENTLY ACHIEVED BY ANY PARTICULAR INVESTMENT PROGRAM. ONE OF THE 
LIMITATIONS OF HYPOTHETICAL PERFORMANCE RESULTS IS THAT THEY ARE GENERALLY PREPARED WITH THE BENEFIT OF HINDSIGHT. IN ADDITION, HYPOTHETICAL 
INVESTING DOES NOT INVOLVE FINANCIAL RISK, AND NO HYPOTHETICAL INVESTMENT RECORD CAN COMPLETELY ACCOUNT FOR THE IMPACT OF FINANCIAL RISK IN 
ACTUAL INVESTING. FOR EXAMPLE, THE ABILITY TO WITHSTAND LOSSES OR TO ADHERE TO A PARTICULAR INVESTMENT PROGRAM IN SPITE OF INVESTMENT LOSSES 
ARE MATERIAL POINTS WHICH CAN ALSO ADVERSELY AFFECT ACTUAL INVESTMENT RESULTS. THERE ARE NUMEROUS OTHER FACTORS RELATED TO THE MARKETS 
IN GENERAL OR TO THE IMPLEMENTATION OF ANY SPECIFIC INVESTMENT PROGRAM WHICH CANNOT BE FULLY ACCOUNTED FOR IN THE PREPARATION OF 
HYPOTHETICAL PERFORMANCE RESULTS AND ALL OF WHICH CAN ADVERSELY AFFECT ACTUAL INVESTMENT RESULTS. 

Unless otherwise stated, all performance information is based on the Shenkman Group’s internal records and valuation and reflects gross performance.  Gross performance 
results include reinvestment of interest and other income, but are before the deduction of all fees and expenses, which vary depending on size and type of account and are 
described in Shenkman and/or Romark’s Form ADV, Part 2A. You should consider the effect that advisory fees and any other expenses that may be incurred in connection with 
the account (e.g., operating and investment related expenses) would have on performance results.  A copy of Shenkman’s Form ADV, Part 2A, and/or Romark’s Form ADV, Part 
2A is available upon request.  For example, an account with gross performance of 5% per year would have a cumulative return over a 3-year period of 15.76%.  If that account 
had an advisory fee of: (i) 0.80% per year, the account would have a 3-year cumulative performance net of advisory fees of 13.01% (4.16% per year); (ii) 0.65% per year, the 
account would have a 3-year cumulative performance net of advisory fees of 13.52% (4.32% per year); or (iii) 0.50% per year, the account would have a 3-year cumulative 
performance net of advisory fees of 14.03% (4.48% per year).  The actual performance and characteristics of another portfolio, account or investment may vary significantly from 
the performance and other information provided. 

Unless otherwise stated, any exposure, issuer, security, or similar classification (each a “Classification”) was determined by the Shenkman Group by assigning such Classification 
as the Shenkman Group deemed appropriate. The assignment of any Classification may have been determined with the benefit of hindsight.  The determination of any Classification 
may have changed over time and is subject to change in the future at the sole discretion of the Shenkman Group. The Shenkman Group has no obligation to provide notice of any 
change to any Classification. 

Third-party information contained in this presentation was obtained from sources that the Shenkman Group considers to be reliable; however, no representation is made as to, 
and no responsibility, warranty or liability is accepted for, the accuracy, adequacy completeness, timeliness or availability of such information, including ratings.  The Shenkman 
Group is not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or for the results obtained from the use of such content.  THE SHENKMAN 
GROUP DOES NOT GIVE ANY EXPRESS OR IMPLIED WARRANTIES, INCLUDING, BUT NOT LIMITED TO, ANY WARRANTIES OF MERCHANTABILITY OR FITNESS FOR A 
PARTICULAR PURPOSE OR USE.  THE SHENKMAN GROUP SHALL NOT BE LIABLE FOR ANY DIRECT, INDIRECT, INCIDENTAL, EXEMPLARY, COMPENSATORY, PUNITIVE, 
SPECIAL OR CONSEQUENTIAL DAMAGES, COSTS, EXPENSES, LEGAL FEES, OR LOSSES (INCLUDING LOST INCOME OR PROFITS AND OPPORTUNITY COSTS OR LOSSES 
CAUSED BY NEGLIGENCE) IN CONNECTION WITH ANY USE OF SUCH THIRD-PARTY CONTENT. 
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© 2023, S&P Global Market Intelligence and its affiliates as applicable. Reproduction of any information, data or materials, including ratings (“Content”) in any form is prohibited 
except with the prior written permission of the relevant third party.  Such party, its affiliates and suppliers (“Content Providers”) do not guarantee the accuracy, adequacy, 
completeness, timeliness or availability of any Content and are not responsible for any errors or omissions (negligent or otherwise), regardless of the cause, or for the results 
obtained from the use of such Content.  In no event shall Content Providers be liable for any damages, costs, expenses, legal fees, or losses (including lost income or lost profit 
and opportunity costs) in connection with any use of the Content.  A reference to a particular investment or security, a rating or any observation concerning an investment that 
is part of the Content is not a recommendation to buy, sell or hold such investment or security, does not address the suitability of an investment or security and should not be 
relied on as investment advice.  Credit ratings are statements of opinions and are not statements of fact. 

Any information in these materials from ICE Data Indices, LLC (“ICE BofA”) was used with permission. ICE BofA PERMITS USE OF THE ICE BofA INDICES AND RELATED DATA 
ON AN "AS IS" BASIS, MAKES NO WARRANTIES REGARDING SAME, DOES NOT GUARANTEE THE SUITABILITY, QUALITY, ACCURACY, TIMELINESS, AND/OR 
COMPLETENESS OF THE ICE BofA INDICES OR ANY DATA INCLUDED IN, RELATED TO, OR DERIVED THEREFROM, ASSUMES NO LIABILITY IN CONNECTION WITH THE 
USE OF THE FOREGOING, AND DOES NOT SPONSOR, ENDORSE, OR RECOMMEND THE SHENKMAN GROUP, OR ANY OF ITS PRODUCTS OR SERVICES. 

References to indices are for information purposes only.  The Shenkman Group believes that any indices discussed herein are broad market indices and are indicative of the type 
of investments that the Shenkman Group may purchase, but may contain different securities than those held in the Shenkman Group portfolios managed pursuant to the strategies 
described herein. The indices have not been selected to represent an appropriate benchmark.  The strategies referred to herein are not designed to mimic the investments on 
which any index is based. The indices are unmanaged and not available for direct investment and do not reflect deductions for fees or expenses.  Portfolios managed by the 
Shenkman Group do not trade in all (or possibly any) of the securities or loans represented in such indices, and a portfolio may employ leverage, hedging, and other investment 
strategies that may not be incorporated in these indices. 

The ICE BofA U.S. High Yield Index (H0A0) has an inception date of August 31, 1986 and tracks the performance of U.S. dollar denominated below investment grade corporate 
debt publicly issued in the U.S. domestic market. 

The ICE BofA 0-2 Year Duration BB-B U.S. HY Constrained Index (H42C) is a subset of the HUC4 that consists of all securities that have a duration-to-worst of 2 years or less. 
The ICE BofA U.S. High Yield, BB/B Rated, Constrained Index (HUC4) has an inception date of December 31, 1996, and is a subset of the ICE BofA U.S. High Yield Index (H0A0) 
that consists of all securities rated BB1 through B3, based on an average of Moody’s, S&P and Fitch, but caps issuer exposure at 2%.  The ICE BofA U.S. High Yield Index (H0A0) 
has an inception date of August 31, 1986 and tracks the performance of U.S. dollar denominated below investment grade corporate debt publicly issued in the U.S. domestic 
market. 

The ICE BofA U.S. Corporate Index (C0A0) has an inception date of December 31, 1972, and tracks the performance of U.S. dollar denominated investment grade corporate debt 
publicly issued in the U.S. domestic market. 

The Morningstar® LSTA US Leveraged Loan Index is a market-value weighted index designed to measure the performance of the US leveraged loan market. 

The ICE BofA Current 10-Year U.S. Treasury Index (GA10) is a one security index comprised of the most recently issued 10-year U.S. Treasury Note.   

The ICE BofA 1-3 U.S. Corporate Index (C1A0) has an inception date of December 31, 1975, and is a subset of the ICE BofA U.S. Corporate Index (C0A0), including all securities 
with a remaining term to final maturity of less than 3 years.  The ICE BofA U.S. Corporate Index (C0A0) has an inception date of December 31, 1972, and tracks the performance 
of U.S. dollar denominated investment grade corporate debt publicly issued in the U.S. domestic market. 

The ICE BofA 1-5 U.S. Corporate Index (CVA0) has an inception date of December 31, 1975 and is a subset of the ICE BofA U.S. Corporate Index (C0A0), including all securities 
with a remaining term to final maturity of less than 5 years.  The ICE BofA U.S. Corporate Index (C0A0) has an inception date of December 31, 1972, and tracks the performance 
of U.S. dollar denominated investment grade corporate debt publicly issued in the U.S. domestic market. 

The ICE BofA Current 5-Year U.S. Treasury Index (GA05) is a one security index comprised of the most recently issued 5-year U.S. Treasury Note.   

The ICE BofA Current 10-Year U.S. Treasury Index (GA10) is a one security index comprised of the most recently issued 10-year U.S. Treasury Note.   

The ICE BofA 0-3 Year US Treasury Index (G1QA) has an inception date of December 31, 1992 and tracks the performance of US dollar denominated sovereign debt publicly 
issued by the US government in its domestic market with maturities less than three years.   

The Bloomberg Capital U.S. Aggregate Bond Index  was created in 1973 (LBUSTRUU) and covers the USD-denominated, investment grade, fixed rate, taxable bond market of 
SEC-registered securities, and includes bonds from the Treasury, Government-Related, Corporate, MBS (agency fixed rate and hybrid ARM passthroughs), ABS and CMBS 
sectors. It is a component of the Bloomberg Capital U.S. Universal Index in its entirety. 

Shenkman Capital does not provide tax or legal advice. This material is not intended to replace the advice of a qualified tax advisor, accountant, or attorney.  All decisions regarding 
the tax or legal implications of any investment should be made in consultation with your independent tax or legal advisor.  

The data, information, and opinions contained herein are current and/or accurate as of the date stated or the date of this presentation, whichever is later; Shenkman Capital is 
under no obligation to update any data, information, or opinions contained herein. 

These materials are confidential and not for distribution without the Shenkman Group’s prior consent. SHENKMAN®, SHENKMAN CAPITAL®, and other Shenkman trademarks 
and logos used herein are registered trademarks of Shenkman Capital Management, Inc.  ROMARK®, ROMARK CLO ADVISORS®, and other Romark trademarks and logos used 
herein are registered trademarks of Romark Credit Advisors LP and/or Romark CLO Advisors LLC.  ©2022 All rights reserved. 


