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Performance 

The Fund (Series I) outperformed its benchmark over the quarter.  

The first quarter of this year has been somewhat of a rollercoaster for high yield. For the first two months, all eyes 
remained on the Federal Reserve (Fed) and how the economy will navigate its uncertain future. However, all of that 
attention shifted in March when a sudden wave of volatility came from the United States banking sector – leaving 
investors hesitant (for good reason) to buy risk assets. In fact, retail outflows were the only theme that felt constant 
over the last three months. Despite the many macroeconomic forces at play in the first quarter, high yield 
performance remained robust. Without question, the lower quality corners of the market have reigned supreme with 
CCCs outperforming, followed by single Bs and BBs. From a sector perspective, the top performing sectors were 
banking, energy, and consumer non-cyclical. In contrast, the worst performing sectors were communications, 
consumer cyclicals, and finance companies. 

While it felt as though issuance was beginning to pick up again in high yield during the first two months of the year, 
we witnessed a complete shift in March with a mere US$5.6 billion of issuance, down significantly from the US$14.4 
and US$20.5 billion seen in February and January, respectively. This brings issuance for the quarter to US$40.5 
billion. Even still, we are relatively in-line with the issuance volume seen in the first three months of last year. That 
said, the outlook for a more active calendar this year remains positive. 

During the first quarter, there were 12 defaults for a total of US$18.4 billion. This already accounts for nearly half of 
the default activity seen in 2022 and has far surpassed the record low defaults in 2021 (US$13.9 billion). That said, 
defaults remain below their long-term average. The Moody’s global 12-month trailing default rate remains 
unchanged at 2.80%. Their baseline forecast has been revised lower to 4.30% over the next year, but the sub-
advisor expects defaults to continue to trend upward. 

High Yield mutual funds continued their outflows in March, with -US$4.9 billion leaving the asset class during the 
months. For context, this is the fourth consecutive outflow and the third largest since July 2021. Year-to-date, 
outflows total -US$16 billion. Loan funds have accelerated further with March bringing the quarterly outflow to -
US$9.3 billion. This compares to a cumulative inflow of US$19.6 billion during the same time period last year. 

Returns (%) 

*Source: Morningstar. As of March 31, 2023 + Since inception is only provided for Funds with less than 10 years of performance. 

On April 15, 2021, the Fund changed its fundamental investment objectives to enhance the ESG characteristics of the fund in accordance with NEI’s 
responsible approach to investing as set out in “Responsible Investing” section in Part A of the Simplified Prospectus. The performance of this Fund for 

the period prior to this date may have been different had the current investment objectives and strategies been in place during that period. 

Fund commentary 

Security selection positively impacted returns due to the outperformance from overweights to Cinemark, AMC 
Networks, New Gold Inc, as well as underweights to Centurylink Inc and QVC. This was somewhat offset by the 

FUND 3 MO 6 MO YTD 1 YEAR 3 YEAR 5 YEAR 10 YEAR 
Since 

Inception 

NEI Global High Yield Bond Fund I 3.69 9.21 3.69 -2.06 6.02 3.14 4.35 N/A 

NEI Global High Yield Bond Fund A 3.19 8.12 3.19 -4.00 3.92 1.09 2.18 N/A 

NEI Global High Yield Bond Fund F 3.44 8.66 3.44 -3.04 4.96 2.10 3.17 N/A 

Benchmark 1: US High Yield 2% Issuer 
Cap Index (C$ hedged) 

3.41 7.63 3.41 -4.08 5.42 2.40 3.60 N/A 
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underperformance from overweights to Ladder Capital Finance, EW Scripps Co, Barclays, Community Health 
Systems, and an underweight to Carnival Corp. Sector allocation had no material impact on performance over the 
period. 

Outlook 

A series of sudden bank failures in March caused regulators to act swiftly to protect depositors and restore 
confidence. The banks that failed had deposit bases from predominantly technology and crypto sectors. The 
banking failure is leading to reduced confidence and the probability of a recession remains high. Despite the 
banking sector being more closely tied to investment grade, the spillover effect of a crisis of confidence could lead to 
less availability of capital in the days ahead. However, the sub-advisor believes the fundamental strength of the high 
yield sector entering this expected slowdown has the asset class better positioned to weather recessionary 
pressures than in the past. As we look to the second quarter of 2023, there are three key factors supporting the 
fundamental picture for high yield: 

(1) The credit quality of the high yield index today is well above its historical average. Leverage and interest 
coverage are stronger than ever for the asset class and the ability to service debt is not a pressing concern for the 
asset class. BBs currently comprise over 50% of the index when that number was closer to 40% a decade ago. 

(2) In previous economic downturns, a sector typically experienced tremendous pressure; the sub-advisor doesn’t 
see that sectoral pressure building today. In the late 90s, it was the dot-com bubble; in the early 2000s, it was the 
telecom debacle; over the last decade, it was the energy bust. At present, no major sector in the high yield index 
faces such severe secular challenges. Even with recent bank failures/mergers high yield has very limited direct 
exposure to the bank sector and will be less immediately impacted than other asset classes. The sub-advisor 
believes prudent active management can help avoid those issuers that are currently challenged. 

(3) The lack of a looming maturity wall. For the remainder of 2023, only US$32 billion of high yield bonds and US$17 
billion of bank loans are set to mature. 

In sum, the sub-advisor doesn’t believe that fears of a probable recession should scare investors away from the high 
yield asset class, particularly investors with a longer-term investment horizon. With yields ranging between 8.5% 
and 9% for high yield and prices well below their historical average, the asset class offers more income today than it 
has over the last decade (when the average yield was closer to 6.5%) and a still attractive entry level from a 
valuation standpoint. With the prospect of a recession elevated, the asset class will undoubtedly face headwinds 
over the near term. Still, for those investors willing to ride through some short-term turbulence, the sub-advisor 
anticipates a unique opportunity to achieve attractive long-term results. 

With regards to portfolio construction, the sub-advisor’s biggest concern continues to be around how an economic 
slowdown could impact the corporations in which they are invested. The Fund is positioned in corporate issuers that 
have greater ability to navigate through a slowdown and are not in secularly challenged industries. In terms of 
sectors, the sub-advisor is overweight basic industries (mostly copper companies), insurance, transportation (mostly 
airlines), and energy. They have continued to decrease their bank loan exposure as the fundamentals of the bank 
loan market, on average, are not as strong. 

The sub-advisor continues to further incorporate their dynamic environmental, social, and governance (ESG) and 
data science initiatives into their fundamental research. These initiatives represent the continual evolution of their 
high yield investment process. These proprietary tools have allowed them to test their investment biases and have 
highlighted investment opportunities while expanding efficiencies across the high yield team. Through the utilization 
of their internal ESG scores, the sub-advisor has improved the overall Fund exposure to these factors. In addition, 
they remain focused on reducing the Fund’s overall carbon footprint. 
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This material is for informational and educational purposes and it is not intended to provide specific advice including, without limitation, investment, 
financial, tax or similar matters. The views expressed herein are subject to change without notice as markets change over time. For complete 
information about a mutual fund managed by NEI Investments, please refer to the fund's simplified prospectus and/or Fund Facts which can be 
downloaded at www.neiinvestments.com.  

Series F units are only available to investors who participate in eligible fee-based programs with their registered dealers that have entered into a 
Series F Distribution agreement with NEI Investments.  

Series I have high minimum investment requirements and are typically aimed at institutional investors (such as pension plans) or investors making 
large investments in the fund. Funds in these series generally have lower management fees than the retail series of the same fund.  

Information herein is believed to be reliable but NEI does not warrant its completeness or accuracy. Views expressed regarding a particular security, 
industry or market sector should not be considered an indication of trading intent of any funds managed by NEI Investments. Forward-looking 
statements are not guaranteed of future performance and risks and uncertainties often cause actual results to differ materially from forward-looking 
information or expectations. Do not place undue reliance on forward-looking information. 

Commissions, trailing commissions, management fees and expenses all may be associated with mutual fund investments. Please read the 
prospectus before investing. The indicated rates of return are the historical annual compounded total returns including changes in units value and 
reinvestment of all distributions and do not take into account sales, redemption, distribution or optional charges or income taxes payable by any 
security holder that would have reduced returns. Mutual funds are not guaranteed, their values change frequently, and past performance may not be 
repeated.  

NEI Investments is a registered trademark of Northwest & Ethical Investments L.P. (“NEI LP”). Northwest & Ethical Investments Inc. is the general 
partner of NEI LP and a wholly-owned subsidiary of Aviso Wealth Inc. (“Aviso”). Aviso is the sole limited partner of the NEI LP. Aviso is a wholly-
owned subsidiary of Aviso Wealth LP, which in turn is owned 50% by Desjardins Financial Holding Inc. and 50% by a limited partnership owned by 
the five Provincial Credit Union Centrals and The CUMIS Group Limited. 

For more performance related information about a mutual fund managed by NEI Investments, please visit the prices and performance page on 
neiinvestments.com.  

http://www.neiinvestments.com/
https://www.neiinvestments.com/pages/prices-and-performance/#?filtersSelectedValue=%7B%22brandingCompanyId%22:%7B%22id%22:%22NEI%20Investments%22%7D%7D

