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FundScreen

Q: What’s the investment philoso-
phy of the fund?
A: The core of our philosophy is tak-
ing a global approach to the high-yield 
market. We achieve diversification by 
investing in a series of ‘allied high-yield 
classes.’ These classes are not well 
correlated with each other, but they are 
all senior to equity and provide high to-
tal return primarily through yield. 

Those allied asset classes can come 
from diversifying into Europe, Asia, 
sovereign and corporate emerging 
market bonds, both local and hard cur-
rency denominated. We can also go 
out of the high-yield category as strictly 
defined by the indexes and into things 
like convertibles, crossover credits, or 
high-yield munis, although we haven’t 
actually bought any high yield munis 
yet.  

But none of these asset classes is go-
ing to dominate our portfolio. We are 
not going to be a convertible bond or 
emerging market fund in disguise. The 
majority of the portfolio, or about 60%, 
is still comprised of good old-fashioned 
US high-yield bonds The balance, how-
ever, is invested in some of the “al-
lied” high yield asset classes I just 
mentioned.  In this manner, we believe 
we can seek far better diversification 
than by pursuing the usual approach, 
which is simply to invest in  hundreds 
of issues in the conventional U.S. high 
yield market, most of which, at the end 
of the day, are highly correlated with 
each other. 

Our relatively smaller size fits this ap-
proach well. Many high yield managers 
are overseeing portfolios that can add 
up to over 10 billion dollars. For a rela-
tively small market where the average 
issue size is something like 300 mil-
lion dollars, 10 billion is a lot of money. 
At those sizes, they are forced into a 
strategy of diversification through is-
sue proliferation. We, on the other 
hand, can be choosier and can move 
around and between some of these as-
set classes I am discussing. We are 
trying to take advantage of the fact 
that we are smaller, more nimble, and 
we don’t need to burden ourselves with 
hundreds of issues. That enables us 
to manage more easily the inevitable 
liquidity difficulty of this market.

Q: How that philosophy translates 
into an investment strategy and 
process?
A: The best way to describe our invest-
ment process is through what we call 
our five hallmarks. First of all, we think 
and invest globally. For example, when 
we look at a paper company, say Bowa-
ter Inc, we’re not just looking at the 
U.S. paper industry but at the global 
paper industry. We would compare 
buying Bowater to buying Carter Holt 
Harvey, which is a New Zealand paper 
company, or to buying Bowater debt in 
Canadian dollars. 

The second hallmark is the credit anal-
ysis, which is crucial in high yield man-
agement. When we do our credit analy-
sis, we take an equity approach. We 
don’t just calculate credit ratios which 
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are interesting, but that’s not analysis 
in my mind. That’s ratio crunching.  We 
want to know what the nature of the 
business is, what the shape of the in-
dustry is, how these companies are 
positioned in the industry, etc. 

The third hallmark of our investment 
process is related to risk manage-
ment. We believe that you need a stop 
loss discipline, or as we put it, “when 
in doubt, get out.” It is not a black-box 
discipline, but it is triggered by events, 
by movements in the underlying equity, 
or by rapid and substantial movement 
of the bond versus the peer group. 
When we see any of those events, we 
ask ourselves why we should own this 
bond, while most managers would ask 
themselves if they should sell it. We 
flip that question and put the burden 
of proof on those who might want to 
keep the bond. 

The fourth hallmark is that we don’t 
want to overly diversify the portfolio. 
We want to be masters of some cred-
its not dabblers in hundreds and hun-
dreds of credits. We want to make a 
difference with our credit research and 
to take advantage of our relative size 
to be able to move in and out quickly.

And the fifth hallmark is that we’re not 
big traders. We want to be investors 
and we don’t flip bonds. We sell if the 
bond hits one of the stop-loss triggers, 
which is a relatively rare occasion, or if 
we find a security with higher enough 
risk-return promise to pay for the trans-
action cost.  

Q: What is your definition of ‘glob-
al’? Is it primarily the U.S., Japan, 
and Western Europe?
A: The U.S. market historically has hov-
ered around 60% in the portfolio. The 

second largest component is probably 
Europe, which has hovered between 
15% and 20% in the portfolio. The re-
maining 25% to 20% have historically 
been divided among sovereign emerg-
ing market bonds, corporate emerging 
market bonds, and local currency de-
nominated bonds.

Q: In terms of your research pro-
cess, how do you analyze sover-
eign risk and macro economic situ-
ations?
A: We rely to a considerable degree on 
the internal resources of Julius Baer, 
both in New York and in Europe. It’s 
really been the strength of the firm. We 
have a long history in Eastern markets 
as well as many local contacts, and we 
rely a lot on these insights. We have 
a number of economic strategists who 
help to interpret the data and we listen 
to outside people as well. 

The parameters we look at include 
budget deficits as a percentage of 
GDP, inflation trends, GDP growth, ex-
ternal debt as a percentage of GDP on 
a trend basis. But this is data every-
body has access to; the most impor-
tant part is interpreting the data. We 
rely on people within the firm with long 
histories on these markets to do that.

Q: Can you give us some examples 
of specific investments that illus-
trate your process? How did you 
generate the idea and how did you 
end up adding it to the portfolio?
A: A good illustration of our process 
is TRW, probably one of the highest 
quality auto suppliers in the high yield 
market. We no longer own it but sev-
eral years ago, they issued a series 
of bonds denominated in dollars and 
euros. We liked the TRW credit, espe-
cially within the auto sector, which has 
been a troubled sector in the last few 
years. It has more diversified sales 
than many of the other issuers plus a 
leading market position in each of its 
segments. TRW is especially well po-
sitioned to benefit from the growth of 
safety equipment and airbags. 

The bonds, unfortunately, were well-
discovered and well-bid and did not of-
fer particularly great value – either in 
dollars or euros. But there was a sub-
sidiary called Lucas Verity, which had 

its own history in yield market before it 
was bought by TRW. At one point, be-
fore Lukas Verity was part of TRW, they 
issued a 30-year sterling denominated 
bond. Many high-yield managers didn’t 
want anything to do with it for a number 
of reasons, mostly because sterling 
denominated bonds are avoided by a 
lot of people. But we care about the 
bonds first and we worry about the cur-
rency later. We might hedge that back 
or not, so that was not a disincentive 
to us. 

The other problem for many high yield 
buyers was the 30-year maturity of 
these bonds because a lot of high yield 
buyers don’t go beyond 10 years. I find 
that quite absurd because the vast ma-
jority of high yield issuers are called, 
tendered, swapped out, or default with-
in the first 5 years of their existence 
regardless of the original duration.  I 
believe that anyone, who applies to 
high yield the parameters of an invest-
ment grade buyer, who quite rightly is 
more concerned about the effects of 
interest rate changes on the value of 
longer maturity bonds,  is missing the 
point. So the fact that it was a 30-year 
bond was not an impediment to us.

The third obstacle to high-yield man-
agers was the high dollar price of the 
bond. However, the reason for the 
high dollar price was the high coupon 
and because it was not callable. But  
that’s actually beneficial, since  you’re 
not giving the company the option to 
take the upside away from you. And 
there was upside. Given the cash flow, 
there was a good chance that the com-
pany would do something about these 
bonds. That’s not why we bought them 
but that was an extra reason. Eventu-
ally, the company did tender for the 
bonds and the return, relative to the 
standard generic TRW bond that all our 
peers love to chase, was substantial. 

Inside the U.S. we’ve been invested 
for quite a while in a company called 
OM Group, a processor primarily of 
nickel and cobalt chemicals. The com-
pany ran into a number of problems a 
couple of years ago when it built up too 
much cobalt inventory before the price, 
collapsed. The management was com-
pletely replaced and the metals trading 
operation was sold to a German com-
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of issues. That enables us 
to manage more easily the 
inevitable liquidity difficulty 
of this market.” 
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pany. OM just kept the high-demand 
business that processes nickel and 
materials for batteries and all the mi-
cro electronics. Basically, they became 
a specialty chemical company. We saw 
that their strategy was going to be 
quite beneficial, given what was going 
on with their end markets. The market 
was very skeptical because of the his-
tory of trading at very high yields but 
that has gone away.

Q: Would you explain your portfolio 
construction process in terms of 
number of holdings, benchmarks, 
turnover, etc.? 
A: We run between 80 and 100 issues, 
which provides adequate diversifica-
tion for the portfolio, especially since 
we draw our securities from a number 
of different high yield markets that are 
not correlated with each other. That 
approach allows us to concentrate and 
really know the issues in the portfolio 
rather than spread ourselves across 
500 different issues. The turnover 
has moved steadily downward since 
we first set up the portfolio. It’s quite 
competitive with our peers and moving 
downward.

We benchmark ourselves against Mer-
rill Lynch Global High Yield Constrained 
Index. As many index providers, Mer-
rill Lynch created constrained indexes 
after the whole Enron debacle, when 
huge fallen angels represented 10% 
or more of the market. Through these 
constrained  indexes they limited the 
percentage that any single issuer could 
comprise. We use the global version of 
that constrained index, which basically 
reflects 88% of U.S. high yield and 12% 
of non-US high yield, mostly European.

Q: What do you think that high-
yield investors should be mostly 
aware of? Is it the credit analysis, 
the market characteristics such as 
liquidity, or something else?
A: First of all, I think that the high 
yield market is still an esoteric market 
where it’s difficult to get information on 
some of the companies. An event can 
happen that can move the prices quite 
abruptly. That is why it is extremely im-
portant, more than in many other as-
set classes, to invest through a mutual 
fund. It also can be very expensive if 
you invest directly, since bid-offered 

spreads on bonds for the retail inves-
tor can be quite heavy. So it’s a mar-
ket that you need to navigate through 
mutual funds, and the mutual fund 
should be able to maneuver through 
the occasional difficulties of the high 
yield market. The nature of the high 
yield market puts a premium on flex-
ibility and liquidity, which is something 
that we pay attention to both in terms 
of the size of the fund and the securi-
ties we buy. We try to have a portfolio 
that we could move out of fairly quickly 
at a reasonable price. Being diversified 
across a number of different high yield 
asset classes helps in that process 
and being relatively smaller helps. 

We do believe there is value to invest-
ing a portion of the portfolio in rela-
tively smaller names, but you need to 
have a substantial portion of the 
portfolio invested in names that have 
real liquidity. Some of the names with 
the best liquidity are companies that 
are non-US issuers, such as Norilsk 
Nickel, for example, a Russian nickel 
company or some Brazilian issuers. 
Although the non-US issuers can be 
volatile, they are larger than many U.S. 
issues. You can trade these bonds, es-
pecially if you’re not a huge high yield 
fund, which we’re not.

Q: How large is the U.S. high yield 
market?
A: It is about $600 billion in market 
cap with about 1,800 existing issuers, 
most of which don’t trade by the way, 
so it is not such a liquid market. By ex-
panding into the allied high yield mar-
kets, we end up addressing a $2.2 tril-
lion market with about 5,000 issues.  

Q: What kind of risks do you per-
ceive and how do you mitigate 
them?
A: I think that the general public per-
ceives more risk in high yield than is 
actually there. Let’s not forget that 
high yield is senior to equity.  If you 
worry about a recession, you’d better 
worry about your equities first because 
the high-yield bonds will not be as vola-
tile as the equity. We have an indepen-
dent risk management group that is 
measuring our tracking errors and our 
concentration levels, and they alert us 
when they see problems. But that’s re-
ally done independently.
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Symbol	 BJBHX (Class A), JHYIX (Class I)	
Website	 www.us-funds.juliusbaer.com	
Address	J ulius Baer Inv. Management LLC, 
	 330 Madison Avenue, 
	N ew York, NY 10017
Tel. No. 	 800-387-6977	
Inception	 Class A: 12/17/02; Class I: 1/30/03
portfolio		
Total Net Assets (Class A)**	  $43.59
Total Net Assets (Class I)**	  $29.25
Turnover Ratio	N /A
investment information	 	
New Investment	O pen
Min Initial Investment (Class A)	 $1,000
Min Initial Investment (Class I)	 $1,000,000
Min Subsequent Investment (Class A)	 $1,000
Min Subsequent Investment (Class I)	 $0
Min Initial IRA Investment	 $100
Risk     (BJBHX Against Merrill Lynch Global High
              Yield Constrained Index - 3 Years)

Alpha	 -0.11
Beta	 1.08
R-Squared	 92.51
Ann Std Deviation	 4.73
Sharpe Ratio	 1.51 
Returns vs. Merrill Lynch Gl High Yield Constr IX 	
	BJBH X	JHY IX	 Index
1 Year (Cum.)	 6.93%	 7.20%	 3.58%
3 Year (Ann.)	 9.80%	 10.08%	 4.76%
Incep. 3/1/99	 12.59%	 13.04%	 6.55%
Fees and Expenses	 	
Max Sales Charge - Front	 0.00%
Max Sales Charge - Deferred	 0.00%
Max Redemption Fee** 	 0.00%
Total Expense Ratio (Class A)***	 1.25%
Total Expense Ratio (Class I)***	 1.00%
Portfolio Manager		
Greg Hopper	  12/17/02
* Effective September 15, 2006, the Julius Baer Global 
High Yield Bond Fund changed its name to the Julius 
Baer Global High Income Fund.
**millions  ***as of 10/31/05
The Investment Advisor has contractually agreed to reim-
burse certain expenses of the Fund through 2/28/07, 
so that the net operating expenses of the Fund, based 
on average net assets, are limited to 1.00% and 0.75% 
for Class A and Class I, respectively.	
As of 9/30/06 Source: Company Documents, Morningstar
		


