
1

H indsight, as we know, is 
a wonderful thing. As 
T. Rowe Price celebrates its 50th 

anniversary in fixed income investing, 
and with my retirement just around the 
corner, I’m pleased to have been along 
for the ride for 34 of those years. If I 
could go back and do it all over again, 
what would I do the same? What would I 
do differently?

When I joined the firm in 1988, my 
learning curve took off pretty much 
vertically. The “junk bond” boom was 
coming off the rails, and high yield 
was going through a period of major 
upheaval. Two years into my tenure, 
Drexel Burnham filed for Chapter 11, its 
founder Michael Milken went to prison, 
and we saw the worst bear market in 
the history of the asset class. So, three 
decades later, what lessons have I 
taken away?

Be a Contrarian

The early years illustrated that, when 
there’s havoc in the markets, it pays 
to run toward the fire when others are 
heading for the exit. The 1998–2002 
turbulence was followed by several 
years of stellar performance. The 
double-digit spread1 widening during 
the global financial crisis resulted in a 
once-in-a-lifetime rally, and the 2020 
COVID-19 shock was also followed by a 
sharp recovery. Having the ability to pivot 
from a conservative capital preservation 
strategy to an opportunistic capital 
appreciation strategy, to be a liquidity 
provider when everyone else is selling, 
is an enduring lesson in this market.

Be a Permanent Resident

I’ve also learned that it pays to be in it 
for the long haul. There are two kinds of 
investors in global high yield: permanent 
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residents and tourists. Long-term 
residents have been rewarded by what 
Albert Einstein allegedly called the 
eighth wonder of the world—compound 
interest. (“He who understands it, earns 
it. He who doesn’t, pays it.”) Based 
on index data, early entrants who 
stayed the course had the benefit of 
double-digit returns on average over the 
period: USD 100 hypothetically invested 
in the CSFB High Yield Index in 1988 
would have reached USD 1,274 by the 
end of 2020.

Spot the Innovators

Veteran investor Warren Buffett has said 
that each big industry trend starts with 
the innovators, followed by the imitators, 
and finally the incompetents. The goal, 
of course, is to identify the first and avoid 
the last.

Backing the early innovators is not 
always comfortable. I remember getting 
pushback in the 2010s from clients 
because two of our holdings—Tesla and 
Netflix—were burning so much cash flow. 
Knowing what I know now, there are 
names I wish we’d bought more of.

One area I wish we’d done more in was 
in the wireless space. The year before 
I joined the firm, Gordon Gekko had 
made Motorola’s brick-like DynaTac 
8000X look cool in the movie “Wall 
Street.” But we didn’t realize in the 
1990s, when innovators like Western 
Wireless first came to the U.S. high 
yield market, just how huge wireless 
would be as a global growth industry. 
Western Wireless, via many mergers and 
consolidations, still lives on in T-Mobile 
Sprint, which is one of the top three 
operators in the U.S. today.

With the collapse of the tech, media 
and telecom (TMT) bubble in 2001, 
wireless providers came through the 
crisis better than the wireline businesses, 
which took years longer to recover. 
We were overweight wireless, which 
was a significant contributor to our 
performance coming out of the crash. 
Even so, risk management priorities 
capped our sector exposure at 10% 

to 15%. I do sometimes daydream 
about getting to do my career over as a 
distressed debt manager.

Know When to Fold

We’ve had some narrow escapes. 
When I joined the firm, the big U.S. 
growth sector—one in which we had 
considerable exposure—was gaming, 
which had been legalized in the 1970s. 
Riverboat casinos and Atlantic City saw 
tremendous growth, then collapses.

Driven by innovators like Steve Wynn, 
New Jersey’s Atlantic City became the 
luxury casino capital of the world. But 
in 1990, a massive new build in the 
area came in wildly over budget. The 
(now) Hard Rock Hotel & Casino issued 
USD 650 million in 14% first mortgage 
bonds, made a single coupon payment 
and then defaulted. An influx of casino 
options disturbed the supply-demand 
balance in Atlantic City and contributed 
to its decline. Wynn, meanwhile, cashed 
in his chips at the top of the market and 
went on to Nevada to play his part in the 
next money spinner: Las Vegas.

Looking Forward

Recent years have brought global high 
yield spreads to record tights, and I 
doubt I’ll see another decade of 
double-digit coupons in my lifetime. That 
said, I think we could see the outlook 
improve over the next five years as 
interest rates “normalize.” We expect 
equity returns to moderate over time, 
with investors’ allocations beginning to 
tilt back to fixed income and to strategies 
that are actively managed with higher 
return potential, like credit, and 
emerging market debt—sovereign as 
well as corporate.

Another trend is the growing importance 
of the private equity world. The high 
yield market provides a very important 
source of capital to those companies. 
I suspect we may see a resurgence of 
leveraged buyouts in the next three to 
five years, and the high yield market is 
likely to be a fundamental financer of 
those businesses.

Backing the early 
innovators is not 
always comfortable.
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Key Risks—The following risks are materially relevant to the strategy highlighted in this material: 

Capital risk—the value of your investment will vary and is not guaranteed. It will be affected by changes in the exchange rate 
between the base currency of the portfolio and the currency in which you subscribed, if different.

Counterparty risk—an entity with which the portfolio transacts may not meet its obligations to the portfolio.

Geographic concentration risk—to the extent that a portfolio invests a large portion of its assets in a particular geographic area, 
its performance will be more strongly affected by events within that area.

Hedging risk—a portfolio ‘s attempts to reduce or eliminate certain risks through hedging may not work as intended.

Investment portfolio risk—investing in portfolios involves certain risks an investor would not face if investing in markets directly.

Management risk—the investment manager or its designees may at times find their obligations to a portfolio to be in conflict with 
their obligations to other investment portfolios they manage (although in such cases, all portfolios will be dealt with equitably).

Operational risk—operational failures could lead to disruptions of portfolio operations or financial losses.      

ESG and Sustainability risk—May result in a material negative impact on the value of an investment and performance of 
the portfolio.

The specific securities identified and described are for informational purposes only and do not represent recommendations.
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Important Information
This material is being furnished for general informational and/or marketing purposes only. The material does not constitute or undertake to give advice of any nature, 
including fiduciary investment advice, nor is it intended to serve as the primary basis for an investment decision. Prospective investors are recommended to seek independent 
legal, financial and tax advice before making any investment decision. T. Rowe Price group of companies including T. Rowe Price Associates, Inc. and/or its affiliates receive 
revenue from T. Rowe Price investment products and services. Past performance is not a reliable indicator of future performance. The value of an investment and any income 
from it can go down as well as up. Investors may get back less than the amount invested.

The material does not constitute a distribution, an offer, an invitation, a personal or general recommendation or solicitation to sell or buy any securities in any jurisdiction or to 
conduct any particular investment activity. The material has not been reviewed by any regulatory authority in any jurisdiction.

Information and opinions presented have been obtained or derived from sources believed to be reliable and current; however, we cannot guarantee the sources’ accuracy 
or completeness. There is no guarantee that any forecasts made will come to pass. The views contained herein are as of the date written and are subject to change without 
notice; these views may differ from those of other T. Rowe Price group companies and/or associates. Under no circumstances should the material, in whole or in part, be 
copied or redistributed without consent from T. Rowe Price.

The material is not intended for use by persons in jurisdictions which prohibit or restrict the distribution of the material and in certain countries the material is provided upon 
specific request. It is not intended for distribution to retail investors in any jurisdiction.

Australia—Issued in Australia by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, Suite 50B, 
Sydney, NSW 2000, Australia. For Wholesale Clients only.

Brunei—This material can only be delivered to certain specific institutional investors for informational purpose upon request only. The strategy and/or any products associated 
with the strategy has not been authorised for distribution in Brunei. No distribution of this material to any member of the public in Brunei is permitted.

Canada—Issued in Canada by T. Rowe Price (Canada), Inc. T. Rowe Price (Canada), Inc.’s investment management services are only available to Accredited Investors as 
defined under National Instrument 45-106. T. Rowe Price (Canada), Inc. enters into written delegation agreements with affiliates to provide investment management services.

China—This material is provided to specific qualified domestic institutional investor or sovereign wealth fund on a one-on-one basis. No invitation to offer, or offer for, or sale of, the 
shares will be made in the People’s Republic of China (“PRC”) (which, for such purpose, does not include the Hong Kong or Macau Special Administrative Regions or Taiwan) or 
by any means that would be deemed public under the laws of the PRC. The information relating to the strategy contained in this material has not been submitted to or approved 
by the China Securities Regulatory Commission or any other relevant governmental authority in the PRC. The strategy and/or any product associated with the strategy may only 
be offered or sold to investors in the PRC that are expressly authorized under the laws and regulations of the PRC to buy and sell securities denominated in a currency other 
than the Renminbi (or RMB), which is the official currency of the PRC. Potential investors who are resident in the PRC are responsible for obtaining the required approvals from 
all relevant government authorities in the PRC, including, but not limited to, the State Administration of Foreign Exchange, before purchasing the shares. This document further 
does not constitute any securities or investment advice to citizens of the PRC, or nationals with permanent residence in the PRC, or to any corporation, partnership, or other entity 
incorporated or established in the PRC.

DIFC—Issued in the Dubai International Financial Centre by T. Rowe Price International Ltd. This material is communicated on behalf of T. Rowe Price International Ltd. by its 
representative office which is regulated by the Dubai Financial Services Authority. For Professional Clients only.

EEA—Unless indicated otherwise this material is issued and approved by T. Rowe Price (Luxembourg) Management S.à r.l. 35 Boulevard du Prince Henri L-1724 Luxembourg 
which is authorised and regulated by the Luxembourg Commission de Surveillance du Secteur Financier. For Professional Clients only.

Hong Kong—Issued in Hong Kong by T. Rowe Price Hong Kong Limited, 6/F, Chater House, 8 Connaught Road Central, Hong Kong. T. Rowe Price Hong Kong Limited is 
licensed and regulated by the Securities & Futures Commission. For Professional Investors only.

Indonesia—This material is intended to be used only by the designated recipient to whom T. Rowe Price delivered; it is for institutional use only. Under no circumstances 
should the material, in whole or in part, be copied, redistributed or shared, in any medium, without prior written consent from T. Rowe Price. No distribution of this material to 
members of the public in any jurisdiction is permitted.

Korea—This material is intended only to Qualified Professional Investors upon specific and unsolicited request and may not be reproduced in whole or in part nor can they be 
transmitted to any other person in the Republic of Korea.

Malaysia—This material can only be delivered to specific institutional investor upon specific and unsolicited request. The strategy and/or any products associated with the 
strategy has not been authorised for distribution in Malaysia. This material is solely for institutional use and for informational purposes only. This material does not provide 
investment advice or an offering to make, or an inducement or attempted inducement of any person to enter into or to offer to enter into, an agreement for or with a view 
to acquiring, disposing of, subscribing for or underwriting securities. Nothing in this material shall be considered a making available of, solicitation to buy, an offering for 
subscription or purchase or an invitation to subscribe for or purchase any securities, or any other product or service, to any person in any jurisdiction where such offer, 
solicitation, purchase or sale would be unlawful under the laws of Malaysia.

New Zealand—Issued in New Zealand by T. Rowe Price Australia Limited (ABN: 13 620 668 895 and AFSL: 503741), Level 50, Governor Phillip Tower, 1 Farrer Place, 
Suite 50B, Sydney, NSW 2000, Australia. No Interests are offered to the public. Accordingly, the Interests may not, directly or indirectly, be offered, sold or delivered in New 
Zealand, nor may any offering document or advertisement in relation to any offer of the Interests be distributed in New Zealand, other than in circumstances where there is no 
contravention of the Financial Markets Conduct Act 2013.

Philippines—THE STRATEGY AND/ OR ANY SECURITIES ASSOCIATED WITH THE STRATEGY BEING OFFERED OR SOLD HEREIN HAVE NOT BEEN REGISTERED 
WITH THE SECURITIES AND EXCHANGE COMMISSION UNDER THE SECURITIES REGULATION CODE. ANY FUTURE OFFER OR SALE OF THE STRATEGY AND/ OR 
ANY SECURITIES IS SUBJECT TO REGISTRATION REQUIREMENTS UNDER THE CODE, UNLESS SUCH OFFER OR SALE QUALIFIES AS AN EXEMPT TRANSACTION.

Singapore—Issued in Singapore by T. Rowe Price Singapore Private Ltd. (UEN: 201021137E), No. 501 Orchard Rd, #10-02 Wheelock Place, Singapore 238880. 
T. Rowe Price Singapore Private Ltd. is licensed and regulated by the Monetary Authority of Singapore. For Institutional and Accredited Investors only.

South Africa—T. Rowe Price International Ltd (“TRPIL”) is an authorised financial services provider under the Financial Advisory and Intermediary Services Act, 2002 (FSP 
Licence Number 31935), authorised to provide “intermediary services” to South African investors.

Switzerland—Issued in Switzerland by T. Rowe Price (Switzerland) GmbH, Talstrasse 65, 6th Floor, 8001 Zurich, Switzerland. For Qualified Investors only.

Taiwan—This does not provide investment advice or recommendations. Nothing in this material shall be considered a solicitation to buy, or an offer to sell, a security, or any 
other product or service, to any person in the Republic of China.

Thailand—This material has not been and will not be filed with or approved by the Securities Exchange Commission of Thailand or any other regulatory authority in Thailand. 
The material is provided solely to “institutional investors” as defined under relevant Thai laws and regulations. No distribution of this material to any member of the public in 
Thailand is permitted. Nothing in this material shall be considered a provision of service, or a solicitation to buy, or an offer to sell, a security, or any other product or service, to 
any person where such provision, offer, solicitation, purchase or sale would be unlawful under relevant Thai laws and regulations.

UK—This material is issued and approved by T. Rowe Price International Ltd, 60 Queen Victoria Street, London, EC4N 4TZ which is authorised and regulated by the UK 
Financial Conduct Authority. For Professional Clients only.

USA—Issued in the USA by T. Rowe Price Associates, Inc., 100 East Pratt Street, Baltimore, MD, 21202, which is regulated by the U.S. Securities and Exchange Commission. 
For Institutional Investors only.

© 2022 T. Rowe Price. All Rights Reserved. T. ROWE PRICE, INVEST WITH CONFIDENCE, and the Bighorn Sheep design are, collectively and/or apart, trademarks of 
T. Rowe Price Group, Inc.
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T. Rowe Price focuses on delivering investment management 
excellence that investors can rely on—now and over the long term. 


