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U.S. Still Dominates Global
High-Yield Universe

Greg Hopper, Manager of the Artio Global High Income Fund

Greg Hopper: As the name suggests,
our fund invests in high-income-pro-
ducing, fixed-income instruments on a
global basis. Unlike a number of high-
income or high-yield funds that invest
almost entirely in US. high-yield secu-
rities, we take a broader view of the
market.

We diversify across a couple of differ-
ent dimensions. One is geographic. So
we will invest in, for example, European
high yield, which has been both our
bane and our boon over the last year
and promises to continue to be. We will
also invest in emerging-market corpo-
rates.

We will also diversify up and down
the balance sheet, so we don' just buy
bonds. We will buy loans. We will ven-
ture down into busted convertibles and
even preferreds at times. And we will
also diversify into what I call allied asset
classes — meaning crossover or invest-
ment-grade securities — provided they
offer us what we believe is the same
kind of risk/reward that more tradition-
al high-yield or high-income bonds
provide. We will also invest in stressed
securities, meaning securities that are
actually in reorganization, either out of

bankruptcy or in bankruptcy.

Despite all the diversification efforts,
though, the traditional US. high-yield
bond-asset class is probably the biggest
and most developed portion of what we
consider to be the global high-income
universe. It will be the bulk of our port-
folio as well. But, unlike a number of
other high-yield bond funds, ours is
deliberately diversified away from that.
We think that provides us advantages: It
normally creates a more diversified
portfolio that should be more efficient.
That's what we'e trying to accomplish.
Forbes: Its diversified not only by types
of securities but geographically, as well?
And by high risk as well as others that
may be less risky?

Hopper: Right. We diversify geo-
graphically up and down the balance
sheet and into neighboring asset classes
that might not normally be considered
high-income.

Forbes: Do you get into preferred
stocks, at all? Or is it all fixed income?
Hopper: We do occasionally buy pre-
ferred stocks, as long as what were buy-
ing has some underlying, first-loss equi-
ty piece, so that were not the folks that
get knocked down immediately. We'll

buy it.

So that is the broad lay of the land for

the fund. Its an auspicious time to actu-
ally be talking about the asset class from
the perspective of this fund because,
along with all risk asset classes, high-
yield or high-income had a tumultuous
couple of months starting in August. As
I speak, a lot of the downdraft that we
experienced in August and September
is seemingly at least reversing itself.
Forbes: With our interest rates very
low and most of the worlds lower than
they have been, characteristically does
that add some risk exposure to the
high-yield securities?
Hopper: Much less so than to higher-
quality securities. For example, the
yield on the global high-yield index that
we use as our benchmark as of October
26th was 8.75% or about 750 basis
points more than comparable treasur-
ies. So if interest rates were to start
moving up, in all likelihood they would
be moving up in response to a stronger
economy.

In a stronger economy that spread of
750 basis points above treasuries is the
return that you'e getting for taking on
the credit risk. That should actually be



going down, because your credit risk
normally would be going down in an
improving economy.

A security that we invest in — whose
primary risk is credit — will tend not to
go down nearly as much in a rising
interest-rate environment as a pure
Treasury or a very high quality corpo-
rate mortgage security. Thats not to say
that our asset class is completely
immune to interest rates, but they are
certainly cushioned.

Forbes: So you wouldn' expect them
to go in the opposite direction if there is
an increase in interest rates?

Hopper: It depends on a lot of factors.
Id hate to qualify it a lot, but it depends
on how big an interest-rate move were
talking about, and on where you start
out.

Wee starting out at 750 basis of cred-
it spread. That’s a pretty big cushion to
start out with. Historically, credit
spreads have lived in the sort of 250 to
500 basis-point range. That goes back
into the 1990s and the 1980s. Its a dif-
ferent market environment, I will grant
you, but even more recently a reason-
able range has been sort of 400 to 600
basis points.

So at 750 basis points you have a fair
amount of cushion. The bigger risk with
high yield, or high income as we prefer
to call it, is not really interest-rate risk
but the opposite — the risk of a deterio-
rating economy, the risk of financial
turmoil, sovereign default, etc.

In fact, we would argue that investors
historically are too nervous about the
risk in high yield. Because if you look at
that high yield spread, for example, now
at 750 basis points, that is enough excess
spread to pay for a very substantial
default rate — default rates that would be
more typically associated with a deep
and long recession.

And the reason why were at those
spreads is because investors did sell off

so nervously in August and September.
They sold the equity market off, as well.
But I would argue they didnt sell it off as
much as high yield, because I believe
that the P/E ratio got down to maybe
12. To me, 12 does not sound like a P/E
ratio one would be paying for if one
were truly concerned about a recession-
ary kind of environment. But 750 basis
points of credit spread, that is a reces-
sionary kind of credit spread.

Forbes: I see. Can you get into some
specific areas that you either like or
dont like?

Hopper: First of all, wed like to validate
our top-down thesis with bottom-up
specific examples. Thats part of our
process. We think high yield is cheap.
But can we find real examples when we
look among individual issuers? The
answer is yes.

One example is a specialty chemical
producer whose products are sold to a
variety of different industries. So unlike
a more commodity-like chemical pro-
ducer that tends to sell just into the
packaging space or something like that,
it sells into a number of different indus-
tries.

It has been generating cash flow, what
we define as basic, free cash flow, which
is basically your EBITDA less interest
expense, less capital expenditures of
about 10% of their debt structure, which
is more like a BB kind of ratio.
Although their company  rating
is B, the bonds that we actually invest
in., they are actually CCC because we
invest in the more subordinated part of
the structure, since we think it is an
improving situation.

The other thing we like to do is not
only crunch the ratios but actually see
whats really happening with the com-
pany. So 10% of total debt is basic, free
cash flow. What are they actually doing
with the cash flow? Well, we discovered
that they are using at least some of it to

pay down senior debt. So heres a com-
pany, well-positioned in its industry,
generating cash flow even in this envi-
ronment and using it to pay down debt.
Yet weve been able to purchase it at
double-digit yields.

Thats what I would say is a validation
thesis.

Forbes: The chemical producer is a
US. company?
Hopper: Yes, it is.

In addition, by the nature of how we
approach the market we are inevitably
involved in European high yields. So
we probably either benefit or suffer
from that more than others. Lately its
been suffer. Although weve had slight-
ly less European high yield than our
index, weve had more than our com-
petitors.

The reason weve had less than the
index is because we have been a little bit
cautious around the issue of sovereign
debt and possible financial meltdown in
Europe. That is starting to clear -
although I dont think were out of the
woods yet.

As it does clear, we become more
positive on European high vyield.
Because it has been such a difficult
period for that part of the world, there
are a lot of issuers there that have really
been sold down. Even though, on
average, the credit metrics among
European high-yield issuers are better
than U.S. high-yield issuers and the rat-
ings on average are better, the spreads
are substantially higher than the US.
So were looking to pick up individual
issues there.

Forbes: Any particular countries that
you aim for or aim away from?

Hopper: Were trying to first look in
what [ call neighboring Europe or near-
by neighbors. That would be the UK.
and Ireland on one side, Eastern Europe
on another. Then secondly, the north-
ern tier of Europe such as Germany and



the Scandinavian countries. Only after
that, selective companies or babies that
have been thrown out with the bath
water in the southern tier.

Its a little bit like separating spaghetti
from sauce here because every compa-
ny inevitably is involved in every coun-
try. And that goes beyond Europe,
which is part of the thesis here. You

have companies that might be based in
Europe, but just like companies based
in US., a substantial part of their sales
and even production can be outside
Europe. Yet, because theyre European
issuers, they get painted with a Euro
brush.

And there we are seeing yields that are
habitually in the double digits for every-

thing from cyclically-oriented compa-
nies to somewhat cyclical packaging
type companies to health care compa-
nies.

Forbes: Very interesting. And very dif-
ferent than what we usually cover. 1
much appreciate your taking the time to
share your thoughts with us, Greg,.
Hopper: Thank you, Wally. F
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Click here for a copy of our current prospectus.

Mutual fund investing involves risk; principal loss is possible. The securities in which the Artio Global High Income Fund will invest may be
considered more speculative in nature and are sometimes known as “junk bonds.” These securities tend to offer higher yields than higher rated
securities of comparable maturities because the historic financial condition of the issuers of these securities is usually not as strong as that of other
issuers. High yield fixed income securities can present a greater risk of loss of income and principal than higher rated securities. Investors in these
securities should carefully consider these risks and should understand that high yield fixed income securities are not appropriate for short-term
investors.

Investing internationally involves additional risks, such as currency fluctuations, social and economic instability, differing securities regulations and
accounting standards, limited public information, possible changes in taxation, and periods of illiquidity. These risks are greater for emerging
markets. In order to achieve its investment objectives, the Fund may use certain types of exchange traded funds or investment derivatives such as
futures, forwards, and swaps. Derivatives involve risks different from, and in certain cases, greater than the risks presented by more traditional
investments. These risks are fully disclosed in the prospectus. Investments in debt securities typically decrease in value as interest rates rise. This
risk is usually greater for longer-term debt securities.

Investments in asset backed and mortgage backed securities include additional risks that investors should be aware of such as credit risk,
prepayment risk, possible illiquidity and default, as well as increased susceptibility to adverse economic developments.

Past performance does not guarantee future results. It is not possible to invest directly in an index. Index performance is not illustrative of fund
performance. For Artio Global High Income Fund performance, visit www.artioglobal.com/intermediaries or call 800 387 6977.

The BofA Merrill Lynch Global High Yield Constrained Index tracks the performance of below investment grade bonds of corporate issuers domiciled in
countries having an investment grade foreign currency long term debt rating (based on a composite of Moody’s and S&P). The index is weighted by outstanding
issuance, but constrained such that the percentage that any one issuer may not represent more than 2% of the index.

Fund holdings, sector allocations, credit quality and positions by currency denomination are subject to change and are not a recommendation to buy or sell any
security. Current and future portfolio holdings are subject to risk.

Diversification does not assure a profit nor protect against loss in a declining market.
This material is provided for informational purposes only and does not in any sense constitute a solicitation or offer for the purchase or sale of securities.

The views expressed solely reflect those of Artio Global Management LLC (“Artio Global”) and the managers of the Artio Global High Income Fund and do not
necessarily reflect the views of any affiliated companies. This material contains forward- or backward-looking statements regarding intent, beliefs, current or
past expectations. Readers are cautioned that such forward-looking statements are not a guarantee of future performance, involve risks and uncertainties, and
actual results may differ materially from those statements as a result of various factors. The views expressed are subject to change based on market and other
conditions. Furthermore, the opinions expressed do not constitute investment advice or recommendation by the individuals, Artio Global, the Funds, or any
affiliated company.

The information provided herein represents the opinion of the individual(s) and publication cited and is not intended to be a forecast of future events, a
guarantee of future results, nor investment advice.

Price to earnings (P/E) ratio is valuation ratio of a company's current share price compared to its per-share earnings and is calculated by dividing the company’s
market value per share by its earnings per share.

A basis point is a unit of measure equal to 1/100th of 1%.
Free cash flow represents the cash that a company has left over after it has paid all of its expenses, including investments.

Artio Global Investors Inc. is the indirect holding company for Artio Global Management LLC, the Adviser for the Artio Global Funds which are distributed by
Quasar Distributors, LLC.
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