
The Atlantic Trust Asset Allocation Committee (AAC) is recommending 
a position in high-yield fixed income for client portfolios. While we expect 
another volatile year in the capital markets, cash is a non-income, non-
return-producing vehicle, and the AAC believes that some of it should be 
put to work.  That leads to the question of where on the risk spectrum to 
do so.  

Income-generating vehicles make a lot of sense in this environment.  Last year, a 
key part of our message was to focus on yield-oriented strategies, ranging from 
high-yield equity managers to energy MLPs to floating rate debt and emerging 
market bonds.  We believe that adding to the enhanced yield strategy through a 
position in non-investment grade (i.e., high-yield) debt may improve risk-adjusted 
portfolio results in the months ahead. 

A recent change in global monetary trends is an important factor in this moderate 
move out the risk curve.  As the European Central Bank bows to the reality of 
the crisis in Europe, and emerging market central banks adjust to falling inflation 
and slower growth, there is near universal easing of policy by the world’s major 
central banks.  Synchronized global monetary easing lowers the odds of a liquidity 
crisis that could spark a global contagion (and a repeat of 2008). This lowered 
probability of a worst-case outcome may help stocks over time, but volatility 
potential remains high, income generation is increasingly in demand and high- 
yield looks relatively inexpensive.

Fundamentals and valuation in the high-yield market are attractive.  After falling 
below 7% early last year, the average non-investment grade corporate yield rose 
above 8% in August of 2011, in a correlated move that eventually touched all 
risky asset classes.  While yields for corporate borrowers were rising, the 10-year 
Treasury yield fell from 3.5% to 2%, where it stands today.  As seen in the top 
chart on page 2, the spread for high-yield corporates over Treasuries has moved 
above the long-term average by roughly 0.75%.  
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Spread is a useful indicator of the market premium for default risk, but with rates at 
extremely low levels, it is perhaps more instructive to look at the yield ratio of corporate 
bonds over Treasuries.  A ratio analysis recognizes the greater importance of a change 
in interest rates when yield is scarce.  This method shows that high yield has only been 
this inexpensive during the 2008/09 recession and has greater relative value now than 
at any other recessionary peak in the last 25 years (see below).

The 2008/09 experience occurred at a time when the high-yield default rate was 
running near 14% and companies were having difficulty accessing capital.  Corporate 
balance sheets have undergone several years of repair since then; cash balances 
are relatively high, companies have extended their maturity profiles and the trailing 
12-month default rate now stands near 2%.  

More generally, we continue to believe that income will comprise a larger portion 
of total portfolio returns for the foreseeable future. The high-yield market is clearly 
consistent with this theme.  

Yield Spread of High-Yield Corporates Over Treasuries

Yield Ratio of Corporate Bonds Over Treasuries

Source: Barclays Capital and Bloomberg L.P., data as of 1/17/2012
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As always, the most important asset 
allocation discussion is between you 
and your relationship manager. While 
the Atlantic Trust AAC works hard to 
identify general opportunities for 
return enhancement and risk reduction, 
every client portfolio is managed to 
address customized objectives. There-
fore, some of the recommendations 
referenced, as well as the asset allocation 
models illustrated to the right, may 
not be appropriate for your specific 
situation, so please speak with your 
Atlantic Trust relationship manager.
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Investment Products Offered are Not FDIC-Insured, May Lose 
Value and are Not Bank Guaranteed. For Public Use 01/2012

Data as of 1/17/2012                                                                	   		

This does not constitute a recommendation of the suitability of an investment strategy for a 
particular investor. 

Atlantic Trust Private Wealth Management includes Atlantic Trust Company, a division of Invesco 
National Trust Company (a limited-purpose national trust company), and Stein Roe Investment 
Counsel, Inc. (a registered investment adviser), both of which are wholly-owned subsidiaries of 
Atlantic Trust Group, Inc. This document is intended for educational purposes only and the material 
presented should not be construed as an offer or recommendation to buy or sell any security. 
Concepts expressed are current as of the date of this newsletter only and may change without 
notice. Such concepts are the opinions of our investment professionals, many of whom are 
Chartered Financial Analysts® (CFA®). The CFA designation is a globally recognized standard for 
measuring the competence and integrity of investment professionals. Certified Financial Planner 
Board of Standards Inc. owns the certification marks CFP® and CERTIFIED FINANCIAL PLANNER™ 
in the U.S. 

There is no guarantee that these views will come to pass. Past performance does not guarantee 
future comparable results. To ensure compliance with requirements imposed by the IRS, we inform 
you that any U.S. federal tax advice contained in this communication (including any attachments) 
is not intended or written to be used, and cannot be used, for the purpose of (i) avoiding penalties 
under the Internal Revenue Code or (ii) promoting, marketing or recommending to another party 
any transaction or matter addressed herein. Atlantic Trust does not provide legal advice, and the 
information contained herein should only be used in consultation with your legal, accounting and 
tax advisers. To the extent that information contained herein is derived from third-party sources, 
although we believe the sources to be reliable, we cannot guarantee their accuracy.
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Asset Allocation Committee Model Recommendations

ALL EQUITY CAPITAL GROWTH

BALANCED CAPITAL PRESERVATION

U.S. - 19.5%
International - 0%

Emerging Mkt - 2%

U.S. - 46%
International - 0%

Emerging Mkt - 12%

U.S. - 26%
International - 0%

Emerging Mkt - 7%

U.S. - 39.5%
International - 0%

Emerging Mkt - 10%

*Enhanced yield includes Master Limited Partnerships (MLPs), equity income, high-yield debt, emerging 
market debt and floating-rate senior debt.  Source: Atlantic Trust, 1/17/2012. Percentages may not add to 
100% due to rounding.


