
Long maturity bonds often masquerade as short duration. With a minor 
price change, a short duration bond with a long maturity typically becomes long duration. 
This reveals far more risk than originally indicated, yet the risk was present all along.

We believe the solution is simple yet almost universally ignored. Define 
the short duration universe in terms of maturity, not duration. Price changes do not impact 
maturities, which are on a fixed horizon. The result is a less volatile group of true short 
duration bonds, with the potential for more consistent fundamentals and lower turnover.

Short Maturity vs Short Duration High Yield Bond Methodology

Short Duration’s Trojan Horse
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Past performance is no guarantee of future results. 
Index comparisons have limitations as volatility and other characteristics may differ from a particular investment.

As of 10/31/2019. Source: Bloomberg.
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Past performance is no guarantee of future results.
Index comparisons have limitations as volatility and other characteristics may differ from a particular investment. *Market valuation

For example, Equinix corporate bonds (5.75%, 1/1/2025) recently opened at $105.25 
with a duration of 1.8 years, closing the same day at $103.78 and 4.2 years. No longer 
short duration, a duration-based index simply delists the bond. But an actual portfolio 
would face large transaction costs from such high turnover. More likely, a duration-
based strategy would simply hold on to the bond and take excess risk. This scenario is 
avoidable with a maturity-based strategy, yet few managers utilize such an approach.

Short Duration High Yield Manager Statistics and Returns

Active short duration high yield managers can reduce volatility and improve 
alpha potential by focusing on true duration risk reduction, not stated duration 
reduction. However, this requires insight, discipline, and capacity constraint. The BB-
B 1-3 year market consists of only 222 bonds ($148bn*) vs the BB-B 0-2 duration index 
499 bonds ($357bn). Large and/or undisciplined short duration strategies often expand 
to longer maturities and lower ratings to chase higher yield and target more bonds.

For more info on short duration BB-B bonds, our research can be found here.
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Strategy % >3Y Maturity Maturity (Yr) Duration (Yr) Yield (%) 3Y Return (%)

⬛ eVestment Short Duration High Yield 48.45 3.10 1.38 5.12 4.78

⬛ ICE BofAML BB-B 0-2 Duration Index 59.72 3.79 1.29 5.07 4.28

⬛ ICE BofAML BB-B 1-3 Year Index 0.00 2.20 1.46 5.14 5.15
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As of 9/30/2019. Source: eVestment, Bloomberg. Universe: eVestment Short Duration High Yield SMA (52 Strategies).

https://www.penncapital.com/sites/default/files/media/documents/Penn%20Capital%20Short%20Duration%20White%20Paper%20-%20Nov%202018_0.pdf
http://go.pardot.com/l/514451/2019-10-10/j6vfzj
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Specialists in capital structure investing

At Penn Capital, we believe that understanding a company’s entire capital structure is the best way to identify
investment opportunities with the most value. In fact, we’ve found that managing bond portfolios makes us
better equity managers, and vice versa. Employing a fully integrated credit and equity research process, we focus
on non-investment grade companies in the micro to mid-capitalization range, where we can take advantage of
inefficient security pricing. We are an independent, employee-owned boutique investment management firm
based in Philadelphia. We forge our own ideas, we respect hard work, and we are committed to our clients, our
staff, and our community.

Contact information:
215-302-1500
info@penncapital.com
www.penncapital.com

Disclosure

The subject matter contained herein has been derived from several sources believed to be reliable and accurate at the time of
compilation, but no representation or warranty (express or implied) is made as to the accuracy or completeness of any of this
information. Under no circumstances should this information be construed as a recommendation or advice. The views expressed herein
reflect the professional opinions of the portfolio managers and are subject to change. Penn Capital does not accept any liability for losses
either direct or consequential caused by the use of, or reliance upon, this information. These views are subject to change at any time and
they do not guarantee future performance of the markets. Investing in the stock market involves gains and losses and may not be
suitable for all investors. Investors have the opportunity for losses as well as profits.

Please remember that past performance may not be indicative of future results. Different types of investments involve varying degrees
of risk, and there can be no assurance that the future performance of any specific investment, investment strategy, or product (including
the investments and/or investment strategies recommended or undertaken by Penn Capital), or any non-investment related content,
made reference to directly or indirectly contained within this commentary be suitable for your portfolio or individual situation, or prove
successful. Comparisons to indices are inherently unreliable indicators of future performance. The strategies used to generate the
performance vary from those used to generate the returns depicted in the benchmarks. Penn Capital makes no representation as to the
methodology used to generate the benchmark returns. Portfolio holdings are subject change and may or may not be held by one or more
Penn Capital portfolios from time to time. Transactions in such securities may be made which seemingly contradict the references to
them for a variety of reasons, including but not limited to, liquidity to meet redemptions or overall portfolio rebalancing.

The ICE BofA ML US HY Cash Pay BB-B Rated 1-3 Year Index is a subset of The Bank of America Merrill Lynch US Cash Pay High Yield Index,
which tracks the performance of non-investment-grade corporate bonds with a remaining term to final maturity less than three years and
rated BB-B. The ICE BofA ML US HY Cash Pay BB-B Rated 0-2 Year Index tracks the performance of non-investment-grade corporate bonds
with a duration of less than two years and rated BB-B. A copy of Penn Capital’s current written disclosure statement discussing our
advisory services and fees is available upon request.
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