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Building Portfolio Yield with Resiliency:
Top 3 Reasons to Incorporate High Yield Now

Summary

* Today’s challenging market environment of
heighted market volatility, a hawkish Federal
Reserve, along with prevailing inflation rates,
poses a pricing risk to investor portfolios.

* High yield (“HY”) bonds work as an inflation
hedge with attractive returns, having high
probability of outperforming other asset

classes! over the next three-to-five years.

* Income oriented 1nvestors will find that
the HY bond index has become higher in
quality compared to previous market
downturns, with lower default rates across

wider credit spreads.

* The HY asset class offers investors strategic,
mcome-oriented portfolio diversification with
lower correlations to other asset classes.

Income Seeking Investors Should Consider Increasing HY Allocations for the Following 3 Reasons:
I. HY Offers an Inflaion Hedge, with High Probability of Outperforming Other Asset Classes

We believe HY has a high probability of outperforming other asset classes i the near to mtermediate term. A
prominent mvestment consulting firm 1s expecting high yield bonds to outperform most traditional asset classes
over the next three-to-five years and roughly equivalent to most equity strategies for over 10 years.! Meanwhile,
HY 1s currently yielding 9.0% to maturity. Even assuming default rates of 59 each year over the next five years — a
very draconian prediction — the expected return for HY is 7%.% As compared to other asset classes, (Figure 1),
high yield bonds offer more lucrative returns versus other classes along with shorter durations. Because high yield
bonds tend to be less impacted by higher interest rates, they prove to be an excellent iflation hedge, offering
higher income and spread to cushion increased market rates.

Mercer LLC. (2022). US CMO Summary Report.
2 Source: Barrow Hanley as of 9/30/22
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Figure 1
LEVERAGED LOANS AND HIGH YIELD BONDS OFFER HIGHER YIELDS
Fixed Income Yields as of 12/31/22
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Sources: Bloomberg, ICE. BofA, Credit Suisse.

II. Improved HY Market Quality May Reduce Default Risk Compared to Historical while Delivering
High Spreads

Bond issuers within the ICE BofA US High Yield BB-B Index (“HY Index”) are much higher in quality than they
were 1n the past. In fact, 52% of the High Yield Index is now rated BB. At the onset of the Global Financial Crisis
(“GFC”), BBs represented 34% of the Index. The CCC segment of the market accounts for 11% of the Index,
down from 15% prior to the GFC (Figure 2). As a result, improved fundamentals help investors earn greater
returns at the backdrop of less default risk. Further, the Index’s quality shift has made it difficult to discern that
current spread levels are quite wide and attractive. Defining a distressed name as any security trading at a spread of
1,000 basis points (“bps”) or more, only 8% of the HY universe qualifies as distressed compared to much higher
levels during COVID and the energy-driven credit cycle of 2016. However, looking at the percentage of each
ratings’ category trading at 1,000 bps or more, bonds rated single-B and CCC are much closer to peak distress for
each group. That normalizes the analysis to account for the improvement in the overall quality of High Yield

over time.
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Figure 2
QUALITY OF HIGH YIELD
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III. The HY Asset Class Offers Investors Higher Income with Lower Correlations to Other Asset Classes.

HY’s higher income along with lower duration offers investors an attractive portfolio return/risk profile, and could
fit into a portfolio as either part of the fixed income allocation or as a potential equity replacement. In fact, HY’s
lack of correlation to traditionally more sensitive fixed income counterparts helps to build portfolio resiliency with
its ability to offer critical, income-bearing diversification (Figure 3). Such diversification ultimately lowers overall
portfolio risk during the current inflationary environment. While HY has been seen as higher risk, historically
HY’s standard deviation has been consistently lower than equities.

Tigure 3

HIGH YIELD'S LOW CORRELATION TO OTHER ASSET CLASSES CAN
PROVIDE DIVERSIFICATION

12/31/17 through 2/28/23
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Sources: Bloomberg, ICE BofA, Standard & Poor's.
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Consider Barrow Hanley's High Yield Fixed Income Strategy

Managed by an experienced team of tenured professionals, the Barrow Hanley High Yield Fixed Income strategy
1s designed to outperform the ICE BofA BB-B HY Index over a full market cycle. The team applies a
fundamental, active, cash flow centric strategy focused on security selection to construct a high yield portfolio. The
mvestment process 1s differentiated and optimized by the team's access to research and corporate management

teams through Barrow Hanley's equity analysis and ownership.

HISTORICAL TRACK RECORD OF DELIVERING ALPHA

Annualized Performance as of 12/31/22
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Source: APX. Returns represent an asset-weighted composite of all High Yield Fixed Income portfolios. Index returns are shown before transaction costs, management
fees, and other expenses. Performance is expressed in USD currency. Net-of-fee returns are calculated using a model fee. The model fee uses the highest tier of our
standard USD fee schedule. Past performance is not indicative of future results. Inception Date 01/01/05. Material presented is based on the composite and not an
individual account.

Portfolio Management Team
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Portfolio Manager/Analyst

NICK LOSEY, CFA
Portfolio Manager / Analyst
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Portfolio Manager/Analyst
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Like all securities, investments in HY bonds mvolve risk. Some investors remain wary of the asset class
despite its favorable fundamentals. Disregarding HY mvestments entirely could be a costly mistake, and
an active manager adept at bottom-up security selection can help mitigate risks. The Barrow Hanley
Credit Partners team has deep experience mvesting together through multiple market cycles.
Additionally, the team uses the full breadth of Barrow Hanley’s equity research to help identify quality
companies they believe will generate attractive returns with lower risk than the HY market.

Visit us at www.barrowhanley.com to learn more about our team, investment process, and the Barrow
Hanley High Yield Fixed Income strategy.

ABOUT BARROW HANLEY GLOBAL INVESTORS

Founded in 1979, Barrow Hanley is a diversified investment management firm offering value-focused investment strategies
spanning global equities and fixed income. Recognized as one of the few remaining firms dedicated exclusively to value investing,
Barrow Hanley enjoys a boutique culture with a singular focus to assist clients in meeting their investment objectives. Barrow
Hanley stewards the capital of corporate, public, multi-employer pension plans, mutual funds, endowments and foundations,
and sovereign wealth funds across North America, Europe, Asia, Australia and Africa. For further information, please

visit www.barrowhanley.com.

IMPORTANT INFORMATION

All opinions included in this presentation constitute Barrow Hanley Global Investors” (“Barrow Hanley”) judgement as of the time of issuance of this presentation and are
subject to change without notice. This article was prepared by Barrow Hanley with information it believes to be reliable and is for informational purposes only and is not
intended to be an offer, solicitation, or recommendation with respect to the purchase or sale of any security, nor a recommendation of services supplied by an money
management organization. Barrow Hanley is a value-oriented investment manager, providing services to nstitutional clients. This article includes certain "forward-looking
statements” including, but not limited to, Barrow Hanley's plans, projections, objectives, expectations, and intentions and other statements contained herein that are not
historical facts as well as statements identified by words such as "expects', "anticipates", "Intends", "plans', "believes', "seeks", "estimates', "projects’, or words of similar
meaning. Such statements and opinions contained herein are based on Barrow Hanley's current beliefs or expectations and are subject to significant uncertainties and
changes in circumstances, many beyond Barrow Hanley's control. Actual results may differ materially from these expectations due to changes in global, political,
economic, business, competitive, market, and regulatory factors.

This is not a recommendation to buy or sell any of the securities mentioned. It should not be assumed that investments in such securities have been or will be profitable.

The ICE BofA BB-B High Yield Index tracks the performance of U.S. dollar denominated below investment-grade rated corporate debt publicly issued in the U.S.
domestic market. It is not possible to directly invest in an unmanaged index.

Barrow Hanley Credit Partners is a legally assumed name for the Alternative Credit investment team and investment strategies of Barrow Hanley Global Investors, including
Bank Fixed Income, Collateralized Loan Obligations, and High Yield Fixed Income.

Source: Bloomberg Index Services Limited. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”).
Bloomberg or Bloomberg’s licensors own all proprietary rights in the Bloomberg Indices. Neither Bloomberg nor Bloomberg’s licensors approves or endorses this
material, or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or implied, as to the results to be obtained therefrom and,
to the maximum extent allowed by law, neither shall have any lability or responsibility for injury or damages arising in connection therewith.

Merrill Lynch index data referenced herein is the property of ICE Data Indices, LLC, its affiliates (“ICE Data”) and/or its Third Party Suppliers and has been licensed for
use by Barrow Hanley Global Investors. ICE Data and its Third Party Suppliers accept no liability in connection with its use.

Standard and Poor’s and S&P are registered trademarks of Standard & Poor’s Financial Services LLC (“S&P”); Dow Jones is a registered trademark of Dow Jones
Trademark Holdings LLC, and these trademarks have been licensed for use by S&P and Dow Jones Indices LLC and S&P Dow Jones Indices LL.C. The presentation
may contain confidential information and unauthorized use, disclosure, copying, dissemination or redistribution is strictly prohibited. This is a presentation of Barrow
Hanley. S&P Dow Jones Indices LLC is not responsible for the formatting or configuration of this material or for any inaccuracy in Barrow Hanley’s presentation thereof.

Please contact us for 214.665.1900 Barrow Hanley Global Investors
more information. contactus@barrowhanley.com 2200 Ross Avenue, 31% Floor
www.barrowhanley.com Dallas, TX 75201
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