
Kenjol Capital Management • 4516 Seton Center Parkway, Suite 115 • Austin, Texas  78759 

866.453.6565 • 512.506.9395 • www.kenjol.com 

 

SPECIAL REPORT 

August 28, 2015 

 

High Yield Update: Safely in Neutral 

Financial markets have taken a wild ride in August, with stocks, bonds, 

currencies, and commodities all moving up, down, and sometimes both on 

the same day.  

High yield bonds typically move in-line with equity market in periods of 

market stress when investors flee from risk. This time we have seen a noted 

sell-off compound an already challenging environment. Oil prices, which had 

stabilized in the first half of the year, again headed lower in early July.  

Our Kenjol High Yield program dodged much of this volatility. The risk indicators we follow 

turned negative several weeks ago, so we began moving our client accounts fifty percent to 

two-thirds cash in late July and completed the process before extreme volatility set in at the 

beginning of this week.   

While our strategy has been far from perfect in this challenging environment, it has worked to 

avoid much of the losses suffered of late.  At the same time, we are not eager to remain on the 

sidelines. Low interest rates prevent us from earning any return at all while we are in cash, but 

the current environment tells us that now is the time to protect what we have.  

We have learned over the years that avoiding big losses is one of the best ways to achieve long-

term success. High yield bonds are not immune from large losses as, for example, they suffered 

losses of 25% or more in 2008. Rather than spend valuable time recovering, we try not to 

endure meaningful losses in the first place. 

Simple math explains why this matters. If your account falls 10% in value one month, then gains 

10% the following month, are you back where you started? No, you’re still down 1%.  

Recovery grows exponentially harder with greater 

losses. You need a 25% gain to make up a 20% loss 

and a 43% gain to recover from a 30% loss. 

Are losses like this possible in high yield bonds? 

You bet they are. Such losses happened this year 

in certain segments, notably energy. Companies 

who issued bonds on the assumption oil and gas prices would remain high found themselves 

deep in red ink. It deepened even further starting in early July when Iran said it would ramp up 
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oil production quickly after reaching a 

nuclear arms deal with Western powers. 

Prices have plunged since then, dipping 

below $40 this week before recovering in 

a large rally yesterday.   

Energy is not the high yield market’s only 

problem, but certainly the biggest. This 

graph shows total return in a High Yield 

benchmark over the last twelve months. 

The top line is the overall index while the 

bottom is only the energy portion.  

Meanwhile, signs of economic weakness in China followed by a currency devaluation sent 

global equity markets reeling in mid-August. This sent Treasury yields lower as investors looked 

for safe havens and made high yield even less attractive.  

The market volatility also cast doubt on whether the Federal Reserve will hike interest rates 

next month. As we have said before, high yield bonds have historically performed well in rising 

rate environments. The bigger challenge is the Fed’s indecisiveness. The markets need to see a 

clear direction, one way or the other.  

As noted earlier, we do not know when conditions will improve enough to justify reentering the 

high yield market. It could be next week, next month or longer. We don’t want to jump back in 

too soon, nor wait too long. We find patience usually pays off in these situations.   

Just as the stock market encompasses many different segments, bonds come in many shapes 

and flavors. The High Yield segment competes with Treasury bonds, investment grade 

corporate bonds, emerging market bonds, and others for investor attention and capital. Don’t 

be surprised to see some parts of your portfolio outpace others in this turbulent market. This is 

normal, and is also a sign that you are prudently diversified.  

Kenjol will continue to monitor market activity and assess whether the time is right to move 

back into high yield bond funds. Our job is to seize opportunities for you while also keeping 

risks acceptable. That is our primary goal and we will keep working hard on your behalf. 

 

 

 

 

 

 

IMPORTANT DISCLOSURE INFORMATION: Please remember that past performance may not be indicative of future results. Different types of investments 

involve varying degrees of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product 

(including the investments and/or investment strategies recommended or undertaken by Kenjol Capital Management, LLC), or any non-investment related 

content, made reference to directly or indirectly in this commentary will be profitable, equal any corresponding indicated historical performance level(s), be 

suitable for your portfolio or individual situation, or prove successful. Due to various factors, including changing market conditions and/or applicable laws, the 

content may no longer be reflective of current opinions or positions. Moreover, you should not assume that any discussion or information contained in this 

commentary serves as the receipt of, or as a substitute for, personalized investment advice from Kenjol Capital Management, LLC. To the extent that a reader 

has any questions regarding the applicability of any specific issue discussed above to his/her individual situation, he/she is encouraged to consult with the 

professional advisor of his/her choosing. Kenjol Capital Management, LLC is neither a law firm nor a certified public accounting firm and no portion of this 

commentary content should be construed as legal or accounting advice. If you are a Kenjol Capital Management, LLC client, please remember to contact Kenjol 

Capital Management, LLC, in writing, if there are any changes in your personal/financial situation or investment objectives for the purpose of 

reviewing/evaluating/revising our previous recommendations and/or services. A copy of the Kenjol Capital Management, LLC’s current written disclosure 

statement discussing our advisory services and fees is available upon request. 

 


