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Tight Spreads Shouldn’t Diminish High Yield’s Appeal
As an active manager with high degrees of freedom, the Artisan Partners Credit Team believes the disciplined execution of its process will
enable it to build a portfolio of securities that can perform well regardless of the market environment. The team’s commitment to deep
fundamental analysis and a capital-structure-agnostic view are key attributes in identifying opportunities for Artisan High Income Fund.
While it could be argued that the opportunity in credit markets is less interesting than it was at previous points in the current credit
cycle, the team believes the benign credit backdrop of strong economic momentum and low default activity should create a favorable
environment for high yield investors going forward.
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Exhibit 1. Yet, forward returns following lower spreads have also been

strength has passed.

compelling—forward returns when starting spreads were between 300
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Exhibit 1: One-Year Range of Forward Returns by Spread Level
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period has tended to allow more time for the market to address short-term
fluctuations related to valuation concerns and tight spread levels. Further,

Source: ICE BofAML US High Yield Index. Past performance is not a reliable indicator of future results. Total
returns presented were calculated using monthly option-adjusted spreads measured in basis points for the ICE
BofAML US High Yield Index for the period December 31, 1996 to March 31, 2018. Spreads are based on
month-end values. The shaded area represents the full range of 1-year annualized forward returns; the maroon line
indicates the average return within the range.

a longer time horizon allows coupon income—which has historically

Exhibit 1 shows the historical average and range of forward 12-month

variability across spread levels and a collapsing range of outcomes.

accounted for most of the high yield market’s total return—to compound
over time. As Exhibit 2 shows, extending the time horizons from 12 months
to 5 years has historically led to higher average forward returns, less return

returns (“forward returns”) for the ICE BofAML US High Yield Index
based on month-end spread levels at the beginning of the investment

Tight Spreads Shouldn’t Diminish High Yield’s Appeal

Exhibit 2: 5-Year Range of Annualized Forward Returns by Spread Level
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Source: ICE BofAML US High Yield Index. Past performance is not a reliable indicator of future results. Total
returns presented were calculated using monthly option-adjusted spreads measured in basis points for the ICE
BofAML US High Yield Index for the period December 31, 1996 to March 31, 2018. Spreads are based on
month-end values. The shaded area represents the full range of 5-year annualized forward returns; the maroon line
indicates the average return within the range.

few years, in our opinion. While past performance isn’t indicative of future
returns, history has shown that lower spread levels are not a barrier to
compelling investment returns.
Exhibit 4: Intra-Sector Spread Dispersion
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Source: ICE BofAML US High Yield. Data presented as of March 31, 2018. Dispersion calculated as standard
deviation of sector constituents’ option-adjusted spread in the ICE BofAML US High Yield Index.

Opportunities Remain Despite Tight Market

Exhibit 3: A Benign Credit Environment—High Yield Spread and Corporate
Default Rates

Fortunately for high yield investors, lower spreads don’t necessarily

20%

a growing opportunity set. Rising idiosyncratic challenges across sectors
Recession
High Yield Spreads
Default Rates

15%

translate to fewer opportunities as the tight market has been disguising
and securities are causing significant intra-sector dispersion (Exhibit 4),
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Source: ICE BofAML. As of 31 March 2018. Past performance is not a reliable indicator of future results.
Default rate measured by the 12-month par-weighted default rate in the ICE BofAML US High Yield Index. High yield
spreads are represented by the ICE BofAML US High Yield Index option-adjusted spreads.

bust of 2015 has forced investors to become more focused on return
of capital rather than growth at any cost, leading to notable bifurcation
between high-quality risk and low-quality risk. And in telecom, significant
dispersion has emerged between legacy wireline providers facing secular
headwinds and the faster-growing wireless segment.
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For active managers with a high-conviction and research-intensive process,
these industry disruptions and company-specific issues can lead to
alpha-generating opportunities. Careful credit selection can identify those
credit profiles that have been unnecessarily punished from industry-related
selling and are better positioned for outperformance. Similarly, diligent
credit pickers can identify those companies with deteriorating credit
fundamentals that are likely to worsen. With most of these sectors trading
cheaper than the overall index, there are significant pockets of opportunity

Artisan High Income Fund: Our Differentiators
Capital Structure: Flexibility to invest across the debt capital
structure in both high yield bonds and bank loans, as dictated by
relative value

n 

Ratings Agnostic: A philosophy that is ratings-aware but agnostic,
resulting in atypical and idiosyncratic sector exposure

n 

Business Quality: An adherence to business quality as a primary
driver of value, without compromising for yield

n 

Identifying Value: A preference to act as a cash flow lender
at par and asset-backed lender in times of market, sector or
company-specific stress

n 

that get overshadowed by broader industry headwinds.

High Conviction: A high-conviction portfolio built upon deep,
fundamental analysis and thoughtful credit selection

n 

For more information:

Visit www.artisanpartners.com | Call 800.344.1770

Carefully consider the Fund’s investment objective, risks and charges and expenses. This and other important information is contained in the Fund’s prospectus and summary prospectus, which can
be obtained by calling 800.344.1770. Read carefully before investing.
Fixed income investments entail credit and interest rate risk. In general, when interest rates rise, fixed income portfolio values fall and investors may lose principal value. High income securities (junk bonds) are fixed income
instruments rated below investment grade. High income securities are speculative, have a higher degree of default risk than higher-rated bonds and may increase the Portfolio’s volatility. The Portfolio typically invests a
significant portion of its assets in lower-rated high income securities (e.g., CCC). Loans carry risks including the insolvency of the borrower, lending bank or other intermediary. Loans may be secured, unsecured, or not fully
collateralized, and may infrequently trade, experience delayed settlement, and be subject to restrictions on resale. Private placement and restricted securities are subject to strict restrictions on resale and may not be able
to be easily sold and are more difficult to value. International investments involve special risks, including currency fluctuation, lower liquidity, different accounting methods and economic and political systems, and higher
transaction costs. The use of derivatives may create investment leverage and increase the likelihood of volatility and risk of loss in excess of the amount invested.
This material represents the views of the portfolio manager as of 31 March 2018. The views and opinions expressed are based on current market conditions, which will fluctuate and those views are subject to change without notice. While
the information contained herein is believed to be reliable, there no guarantee to the accuracy or completeness of any statement in the discussion. Any forecasts contained herein are for illustrative purposes only and are not to be relied
upon as advice or interpreted as a recommendation.
This material is provided for informational purposes without regard to your particular investment needs. This material shall not be construed as investment or tax advice on which you may rely for your investment decisions. Investors should
consult their financial and tax adviser before making investments in order to determine the appropriateness of any investment product discussed herein. We expressly confirm that neither Artisan Partners nor its affiliates have made or are
making an investment recommendation, or have provided or are providing investment advice of any kind whatsoever (whether impartial or otherwise), in connection with any decision to hire Artisan Partners as an investment adviser, invest
in or remain invested in any funds to which we serve as investment adviser or otherwise engage with Artisan Partners in a business relationship.
ICE BofAML US High Yield Master II Index measures the performance of below investment grade $US-denominated corporate bonds publicly issued in the US market. The index(es) are unmanaged; include net reinvested dividends; do not
reflect fees or expenses; and are not available for direct investment.
Par-weighted default rate measures the dollar value of defaults (based on the par value of issued securities) as a percentage of the overall market that failed to make scheduled interest or principal payments in the prior 12 months.
Spread is the difference between two bonds of similar maturity but different credit quality. Option-adjusted spread (OAS) is the spread relative to a risk-free interest rate, usually measured in basis points, that equates the theoretical
present value of a series of uncertain cash flows of an instrument to its current market price. OAS can be viewed as the compensation an investor receives for assuming a variety of risks (e.g. liquidity premium, default risk, model risk),
net of the cost of an embedded options.
Source ICE Data Indices, LLC, used with permission. ICE Data Indices, LLC permits use of the ICE BofAML 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 BofAML 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 Artisan
Partners or any of its products or services.
Artisan Partners Funds offered through Artisan Partners Distributors LLC (APDLLC), member FINRA. APDLLC is a wholly owned broker/dealer subsidiary of Artisan Partners Holdings LP. Artisan Partners Limited Partnership, an investment
advisory firm and adviser to Artisan Funds, is wholly owned by Artisan Partners Holdings LP.
© 2018 Artisan Partners. All rights reserved.
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