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The Quest for Yield (Part II) 
 

e first wrote about the investor’s quest for yield in May 2012. 
At the time, the ten year treasury yielded 1.8%, a slim reward 

for loaning out your money. Cash had not paid meaningful interest 
in four years. Better yields resided in segments of the less creditwor-
thy bond market (high yield bonds and leveraged loans), stocks in-
corporated as pass through entities (MLPs and REITs), and sectors 
that tend to pay higher dividends (utilities and telecoms for in-
stance). We discussed some of these that we liked for the intrepid 
yield seeker willing to weigh the risks.  
 
Not much has changed. Today the ten year treasury yields just 2.2% 
and cash continues to pay about as much as it would under your 
mattress. Investors are understandably hungry for a stable source of 
income, especially if stock and bond checks have replaced 
paychecks. We’d like to use this space to offer some general advice 
on the topic and review our thinking on the yield quest assets dis-
cussed three years ago. 
 
Focus on Total Return 
 
The income return of a security is only half the answer to how well 
you are doing. Price return is just as, and often more, important. 
When we evaluate a potential investment we consider the combina-
tion of the two – the total return. If we think a high yielding busi-
ness is in peril we will avoid it. If we think an investment is a fantas-
tic opportunity but has no current pay we don’t dismiss it for lack 
of yield.  
 
 
 
 
 
 
 
 
 
 
 
Low bond yields have been accompanied by low stock dividend 
yields. The two aren’t completely unrelated but stocks also pay out 
less because corporate boards have embraced total return. They 
have two choices when returning cash to owners: declaring a divi-
dend or announcing a stock buyback plan. Both accomplish the 
goal of moving cash from the corporate balance sheet to that of 
stockholders. If you subsequently execute a sale for the percentage 

of the stock that would have otherwise been paid out in cash you 
are no worse (or better) off*. 
 
A portfolio can be approached the same way. Income can be gener-
ated through dividends and interest as well as security sales. Hedge 
funds can often be instructed to redeem a certain percentage of the 
investment every year (or quarter depending on the terms of the 
fund**). This might not be income in the traditional sense, but it 
can accomplish the same purpose. When we think about how to 
meet a client’s cash needs, we think about both the income and 
price return, or the total return, we expect from each investment. 
 
The Less Creditworthy Bond Market 
 
Nonetheless we know income is important to investors. Three years 
ago we looked in the less creditworthy sectors of the bond market 
for possible solutions. High yield bonds have rewarded investors 
(see Figure 1). The primary stumbling block for returns here is a 
spike in defaults. For most of the period there was no threat, how-
ever the recent oil price collapse has caused significant weakness in 
the energy portion of the asset class (which is about one-sixth of the 
total). 
 
Leveraged, or bank, loans were also profitable. They benefited from 
the benign default environment. Rising rates could have been a cata-
lyst to ratchet returns here as most pay floating coupons linked to 
LIBOR, but, as mentioned at the top, we have yet to see that sce-
nario. Otherwise the income bar on the graph may have stood taller. 

 
Both of these asset classes are vulnerable to a fixed income liquidity 
crisis. We haven’t written on this topic, but you have probably seen 
it elsewhere: the erstwhile providers of a two-way market in these 
credits have been regulated down to a fraction of their former size. 
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Figure 1: Yield Quest Assets - Less Creditworthy 
Bonds 
Annualized May 2012 to July 2015
Source: Bloomberg
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A quick aside here – we are often asked why an investment 
is negative on the custodian’s statement but positive on 
our performance report. The gain/loss shown on the cus-
todial statement is for tax purposes only – it measures the 
difference in current investment value and what you paid 
for it. It ignores any income paid by the security. Our per-
formance reports factor in this income component, always 
greater than or equal to zero, that can make for a simulta-
neously negative tax position and positive return). 
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There is much concern over who would buy should lots of holders 
want to sell. In such a panic price discovery can be punishing. 
 
This and the poor prospects in investment grade fixed income 
makes for quite a challenge in the bond world. We have investments 
in both high yield and leveraged loans but look to do so with dis-
cerning managers. We also are increasingly looking for non-bond 
assets to play bond’s traditional role of diversifier.  
 
Pass Through Entities 
 
We’ve written about MLPs (February 2015) and REITs (May 2015) 
recently so we won’t rehash much here. They share a category only 
so far as their corporate organizations allow for profits to pass tax 
free (at the corporate level) to investors.  
 
Master limited partnerships (MLPs) have generated a high single 
digit result over the period (see Figure 2) although that number has 
significantly softened recently. The oil collapse is weighing heavily 
on 2015 trades. REITs have enjoyed stellar profits. This probably 
has something to do with any of the following: the bounce from 
their dive during the credit crisis, limited real estate supply growth, 
and/or their popularity as a fixed income substitute. The asset class 
enjoyed a fantastic surge last year as interest rates trended down, but 
has accomplished little this year as rates have meandered. 

 
Looking forward, we think you have to look hard at the underlying 
businesses. In the case of MLPs we feel that the distribution growth 
is supported so long as energy prices aren’t low for long. Year-end 

pricing will likely be a point of clarity as we understand hedging 
programs will cease to paper over low prices. We still like the real 
estate business but recently found a more direct way to earn rents 
with quarterly liquidity and less erratic market pricing. We accord-
ingly trimmed our exposure in July and added the new manager.  
 
High Dividend Stocks 
 
For simplicity in this category we will look at the highest paying 
S&P 500 sectors – utilities and telecoms (see Figure 3). Since May 
2012, both have been a good place for yield seekers, but this is due 
to general market strength more than dividends. Utilities did per-
form better than all other S&P sectors in 2014 as rates surprisingly 
fell – a sure sign that fixed income investors were looking here for 
yield. As the Fed rate increase grows closer (maybe in September) 
we have seen weakness in dividend stocks generally. Our inclination 
is to reduce exposure. 

 
As for new ideas for true yield – most are through private struc-
tures. To generalize, we look for places where traditional funding 
models are gone and those willing to lend are generously compen-
sated (to make up for the lack of marketability).   □ 
 
*This is not to say investors should always be indifferent between buybacks 
and dividends. There are corporate governance reasons, for instance, to 
prefer a dividend policy: you might think it demands a level of C-level dis-
cipline that might otherwise be lacking. And, of course, many investors pay 
commissions to trade but not to receive dividends. 
**Hedge fund liquidity is subject to the terms of the particular fund. 

This material is distributed for informational purposes only. The investment ideas and expressions of opinion may contain certain forward looking statements and 
should not be viewed as recommendations, personal investment advice or considered an offer to buy or sell specific securities. Data and statistics contained in this re-
port are obtained from what we believe to be reliable sources including Bloomberg but their accuracy, completeness or reliability cannot be guaranteed. An index is an 
unmanaged weighted basket of securities generally representative of a certain market or asset class. An investment cannot be made directly in an index. Our state-
ments and opinions are subject to change without notice and should be considered only as part of a diversified portfolio. No conclusion should be drawn from any 
chart, graph or table that such illustration can, in and of itself, predict future outcomes. You may request a free copy of Keel Point's Form ADV Part 2, which de-
scribes, among other items, risk factors, strategies, affiliations, services offered and fees charged.  
 

Past performance is not an indication of future returns.  
Securities offered through KPC, Member FINRA and SIPC. Investment Advisory Services are offered by Keel Point, LLC an affiliate of KPC.  BlueCreek is a 
brand of Keel Point and KPC.  Keel Point does not give tax, accounting, regulatory, or legal advice to its clients.  The effectiveness of any of the strategies described 
will depend on your individual situation and on a number of complex factors.  You should consult with your other advisors on the tax, accounting, and legal implica-
tions of these proposed strategies before any strategy is implemented. 
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Figure 2: Yield Quest Assets - Pass Through Entities
Annualized May 2012 to July 2015
Source: Bloomberg
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Figure 3: Yield Quest Assets - High Dividend Stocks
Annualized May 2012 to July 2015
Source: Bloomberg
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