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Chuck Jaffe, in this episode of The NAVigator podcast interviews
Ravi Chintapalli, Client Portfolio Manager on the Global Fixed
Income team at Nuveen. Ravi says that the bond market has seen a
structural change in the market for below-investment grade or junk
bonds. Chintapalli says investors think of junk bonds as it was in
times like 2007, when nearly one-third of the paper was teetering on
the edge of default; today, however, only 10 percent of the below-

investment grade paper carries those same low ratings, and default

risk is much lower than in the past. As a result, investors can expect
high-yield bonds to live up to their promise, with 7 percent income levels moving forward, and

some extra risk cushion in the many cases where the bonds are selling below par.

The podcast can be found on AICA’s website by clicking here: https://aicalliance.org/alliance-
content/pod-cast/

CHUCK JAFFE: Ravi Chintapallj, client portfolio manager for the Nuveen Global Fixed Income
team is here, and we're talking about below-investment grade credit markets around the
world, this is The NAVigator. Welcome to The NAVigator, where we talk about all-weather
active investing and plotting a course to financial success with the help of closed-end funds.
The NAVigator is brought to you by the Active Investment Company Alliance, a unique
industry organization representing the full spectrum of the closed-end fund business from
investors and users to fund sponsors and creators. If you're looking for excellence beyond

indexing, The NAVigator will point you in the right direction. And today we are discussing
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global fixed-income markets with Ravi Chintapalli, client portfolio manager on the fixed-
income team, the Global Fixed Income team at Nuveen. You can learn more about the firm

and its closed-end funds at Nuveen.com/CEF. Learn more about closed-end funds, interval

funds, and business-development companies generally by visiting AICAlliance.org, that’s the
website for the Active Investment Company Alliance. Ravi Chintapalli, thanks for joining me
on The NAVigator.

RAVI CHINTAPALLI: Thanks Chuck, pleasure to be here.

CHUCK JAFFE: We're talking below-investment grade credit, in plain English, that’s junk, but
I want to start with just an outlook for that sector of the market. Because here we are
watching interest rates start to come down, but when interest rates went up we didn’t see
what we would have expected with junk bonds, which is rates go up, we normally think junk
gets junkier, more defaults. If we didn’t have the defaults then, are we at a spot right now
where junk is not junky at all?

RAVI CHINTAPALLI: That's very interesting, Chuck. In fact, I think the structural shift that
you've seen for the below-investment grade or junk bond and junk loan world in the US and
globally really saw a pretty significant shift from a risk factor perspective. I look back and
think back to what we saw as a composition for the marketin 2007, you had 30% of the high-
yield market in the US rated CCC, today that stands at about 10%. More than 50% of the high-
yield market is rated BB, and in fact the default risk historically for BB-rated credits has been
near zero when you look back over the last 20 years plus. So today when we think about, yes,
you're right, rates spiked pretty aggressively over the last couple years, why was default risk
more muted? And it’s truly a function of the cohort of quality that exists in the below-
investment grade high-yield space today.

CHUCK JAFFE: That cohort of quality, help us understand return expectations in a market that
is watching rates fall, if maybe slower than the market has seemed to expect would be falling.
RAVI CHINTAPALLI: That's right. Another key factor that we think about when you should be
assessing or thinking about when investing in below-investment grade credit, the major risk
fact that you're exposing yourself to is credit risk. When you think about the interest rate
risk factor, it’s really not the driving factor. So high yield was naturally insulated from the
deterioration on price that typically comes from more longer duration, higher grade

securities. High yield typically has a duration of about three years as compared to more
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investment grade or the broad aggregate bond index of about six years. At the same time
today, you still have that fixed-rate coupon that is getting a benefit from, as you said, a falling
rate environment. Importantly, because base rates have elevated so much, the yield on the
high-yield market today stands at about 7%, so pretty elevated as you think about what we
kind of experienced as fixed-income investors in the zero percent rate environment that we
all experienced for many, many years post-Global Financial Crisis. So we think about 7%
income levels, plus average prices being below par, can lead to some incremental total return
opportunities that exist out there, especially for active managers in credit risk.

CHUCK JAFFE: That price below par, is that basically an extra cushion against the risk that
we're talking about?

RAVI CHINTAPALLI: It is. Naturally fixed income in general, not just below-investment grade
credit, it’'s an asymmetric payoff as we know. Typically you're lending money at par, along
the way until maturity you're hoping to get paid income based on the coupon rate, and you're
hoping to get paid back at par. When you're investing in below-investment grade credit, we
must be mindful of the fact that you are taking credit risk, i.e. default risk or not getting paid
back at par. So as prices move away and lower away from par, the symmetry is now starting
to move to a more balanced approach.

CHUCK JAFFE: High yield has been a tough sell for a while because a lot of folks felt they
weren’t being paid for the risk. You've talked about the anticipated returns and that you have
an extra measure of safety now because of where they are trading, but is the best high yield
market that you're seeing the domestic market? Or is high yield different enough that you
are getting paid a premium potentially or just finding better values internationally?

RAVI CHINTAPALLI: That's right. We actually think taking a more diversified approach and
not everyone is set up to be able to identify from a security selection or a bottom-up sector
specialist approach to investing in below-investment grade credit to allow them to have a
broader scope of opportunities. The emerging market debt space is a key component of one
way to access the global high-income market, which is in JGH, our closed-end fund that we’re
talking about today, has an allocation of about 25% to emerging market debt. What does that
offer you? It offers the ability to identify sovereign risk and corporate risk from a bottom-up
dedicated investment team focused only on emerging market debt securities and analysis.

Instead of just forcing capital into US unsecured CCC risk at 9-10% type of yield levels, why
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not take some exposure to sovereign risk of places like Ivory Coast in sub-Saharan Africa?
Here's a country that during Covid had to go to the INF, get some extra financing, with that
financing from the INF comes increased oversight. Now we’re talking about the potential for
increased oversight reducing actual drawdown risk. Separately looking at something like
Mexico, Mexico at a sovereign rating is actually investment grade, there are larger companies
within the country of Mexico such as large energy companies, airlines, industrial companies
with large amounts of free cash flow and ability to service their debt obligations, here’s a way
to access non-US corporate risk from a country that also has a high-grade sovereign rating.
This broader investment landscape to us can help again reduce the potential for downside
volatility from just having a more singular or passive approach to just the US high-yield
market.

CHUCK JAFFE: One of the interesting things that people would notice if they went to take a
look at a chart on Nuveen Global High Income, again ticker symbol JGH, is that at least since
2022 when the market was struggling, it has been relatively correlated, like you're up about
20% this year, which for a bond fund, even a junk bond fund, people go, “Well, considering
where the market is, that’s pretty good,” 21% last year when the market was up about 25%.
So it has been highly correlated for a while now with the stock market, do you think that
continues? And given the characteristics of junk, is this a case where you might want to go
towards high yield to goose your yields, but you don’t really want to think about it the way
you think about every other income fund, especially now where the correlation is this high?
RAVI CHINTAPALLI: The correlation is absolutely accurate. Credit risk and below-investment
grade high yield is mostly correlated to the equity market because you're taking corporate
risk, it’s not really correlated to the broad investment-grade space. Those return numbers
that you mentioned, importantly, I think the active approach, the broader landscaping
defining high levels of income and total return potential, the returns for JGH have
significantly outperformed the broad global high-yield market as well. Let’s not forget the
fact as when you’re lending to companies at the debt levels, you are inherently taking less
risk than equity because you have a prioritization within that capital structure to get paid
first. Now you're going to get paid first on the broadly syndicated loans or the top of the
capital structure, but unsecured risk sits ahead of actual equity risk, so I would argue, yes,

while correlation of returns is very similar to the equity market and that is probably going
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to continue, your absolute downside risk in the event of default is much more protected than
owning equity risk.

CHUCK JAFFE: And again, we don’t consider default to be a high risk at this point in the
market, which is just one more reason to be looking at it, correct?

RAVI CHINTAPALLI: That’s right. The way you lose in below-investment grade credit in high
yield is exposure to too much loss-given default, that's where active management is critical.
There’s no way to truly hedge credit risk in our markets. Yes, there’s broad based indices,
whether it be credit default swaps on individual names or CDX on the broad index, but you
can see the dispersion over time, there’s no perfect hedge. The only way to hedge credit risk,
have a large team of analysts dedicated to their subsectors, do the work, talk to management
teams, talk to sovereign issuers of debt, understand the dynamics of cash flow, and then
position portfolios accordingly.

CHUCK JAFFE: Ravi, great stuff. Thank you so much for joining me on The NAVigator to talk
about it.

RAVI CHINTAPALLI: Thanks Chuck, absolutely pleasure. Appreciate it.

CHUCK JAFFE: The NAVigator is a joint production of the Active Investment Company Alliance
and Money Life with Chuck Jaffe. And yep, | am Chuck Jaffe, and you can check out my show
on your favorite podcast app or at MoneyLifeShow.com. To learn more about closed-end
funds, interval funds, and business-development companies go to AICAlliance.org, that’s the
website for the Active Investment Company Alliance. Thanks to my guest Ravi Chintapalli,
he’s a client portfolio manager for the Global Fixed Income team at Nuveen, learn more about

the firm and its closed-end funds at Nuveen.com/CEF, and they’re on X @NuveenINV. The

NAVigator podcast is new every Friday, make sure you don’t miss an episode by subscribing
or following on your favorite podcast app. And if you like this podcast, leave a review and tell
your friends, because that stuff really does help. We'll be back next week, and until then,
happy investing, everybody.

Recorded on December 13, 2024

To request a particular topic for The NAVigator podcast please send an email to:
TheNAVigator@AlCalliance.org

Click the link below to go to the home page of Active Investment Company Alliance to learn more:
https://AlCalliance.org/
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Disclosure: Views and opinions expressed are for informational and educational purposes only as of the
date of production/writing/speaking and may change without notice at any time based on a multitude of
factors. Speaker's/presenter's/author's opinions are their own and may not necessarily represent the
opinions of AICA, its Board, or its staff. Materials may contain “forward-looking” information that is not
purely historical in nature, such as projections, forecasts, market return estimates, proposed or expected
portfolio composition, and other items. Listed closed-end funds and business development companies trade
on exchanges at prices that may be above or below their NAVs. There is no guarantee that an investor will
be able to sell shares at a price greater than or equal to the purchase price or that a closed-end fund's
discount will narrow. Non-listed closed-end funds and business development companies do not offer
investors daily liquidity but rather offer liquidity on a monthly, quarterly or semi-annual basis, often on a
small percentage of shares. Closed-end funds often use leverage, which can increase the fund's volatility
(i.e., risk). Actual distribution amounts may vary with fund performance and other conditions. Past
performance is no guarantee of future results. This material is not intended to be a recommendation or
investment advice, does not constitute a solicitation to buy, sell or hold a security or an investment strategy,
and is not provided in a fiduciary capacity. Shares of closed-end funds are subject to investment risks,
including the possible loss of principal invested. Closed-end funds frequently trade at a discount to their
net asset value (NAV).
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