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Host: We're here with Bruce Monrad, Chairman and
Portfolio Manager of Northeast Investors Trust,
(ticker symbol: NTHEX), which is a pioneer in high
yield investing. Bruce has managed the Trust for
more than 30 years, making him one of the most
experienced fund managers in the country. Bruce,
the Fed slashed rates to near zero amid the COVID
crisis. And it seems to be in no hurry to raise them
again. In fact, to appease the markets, the Fed has
indicated that rates could stay near zero through at
least 2022. Is this an example of what they call the
Greenspan put?

Bruce Monrad: It's exactly that. Famously, nearly
two decades ago, Alan Greenspan lowered interest
rates and it was referred to as the Greenspan put. He
was focused on supporting the economy through the
markets and that's very much something akin to
what we are seeing today, which is that the Fed is
very focused on keeping the financial markets
functioning and that's all in support of the economy.

Host: Now, stock investors have historically taken

comfort in that Greenspan put — to your point, the
Fed's willingness to kind of slash rates to put wind in
the sails of equities. But the Fed rate cuts haven't
really just benefited stocks in recent market crises.
Right? Other asset classes have benefited, too.

Bruce Monrad: Well, yes. And, you know, today the
Fed is explicitly targeting — and this is a little bit

new — the high yield bond market and trying to
make sure that things are calm there. In the past, the

Fed has approached this very generally, but now it's
very explicit that they care about high yield bond
spreads, yields over treasuries, and they're focused
on that and they really are very concerned and don't
want things to get out of control. They've watched
high yield spreads in the past, and it's been a factor,
but this is pretty explicit. And so, you know, this is
very helpful to the high yield market.

Host: Bruce, can you describe a little bit more in
detail what the Fed is specifically doing with high
yield? [ know that they've talked about wanting to
support the high yield market, but are there actual
programs that they put in place that you think will
benefit high yield investors directly?

Bruce Monrad: Yes, there are two major prongs.
One is that the Fed explicitly allowed itself as part of
its quantitative easing, that is to say the purchase of
assets as part of its quantitative easing program, to
buy the fallen angels, the bonds that are now high
yield bonds but were high grade bonds back before
COVID hit the country. And that's been very
therapeutic because large issuers like Ford Motor,
which wound up being downgraded, they did enter
the high yield universe, but it didn't produce the
disruption that people would have feared, of an
avalanche of supply, because some of these names
are very large issuers.

The other prong is that the Fed has expressed a
willingness to go out and buy the high yield market
through ETFs, which is indirect, but it also could be
very effective. And so they are in there trying to
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support the market and we think those are two very
interesting and new programs that we haven't seen
before.

Host: Bruce, to your point, the Fed is publicly
supporting risk assets like high yield, and they're
actually literally buying high yield bonds. In your
mind, does that sound like a Goldilocks kind of
scenario for this asset class?

Bruce Monrad: We think it's probably very
favorable. | mean high yield is now an explicit policy
tool, not just a market,

but you know, it's not W ,h

just a market of buyers

and sellers, but it's also a %

policy tool. And the Fed /l AN

has stated that they

want to make sure that

the high yield market, as £2#

a market, is stable. And

so they're not going to

let things get out of

hand. So it's quite

favorable to know that

there is, again the word,

"the put," out there, that the Fed wants to make sure
that the market never ceases to function. And, you
know, that's a bit of a new development because in
recessions in years past, you know, 1991 and beyond,
['ve been through several of them, you've always had
to worry that the markets would be dysfunctional for
a period during a recession. And that's just not the
case now. The Fed really is in there and paying
attention, and we get a collateral benefit because the
Fed has identified that the high yield market is
important to making the economy function well.
Host: So, in light of that, how do you think high

yield will actually perform going forward, especially
relative to equities?

Bruce Monrad: We're pretty sanguine on that
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relationship. The period that this reminds us of is
that of the late '90s, the early 2000s, when equities
had had a very, very good run, valuations were
extended, and, you know, you could make the
argument that valuations in equities are extended.
And right after that period, from say 2000 until
2006-07, the stock market pretty much went
nowhere, particularly the parts of the market that
had done so well in the late '90s. And in contrast
high yield did pretty well over that period because
locking in that income coupon, at the time 6-7%,
proved to be the
difference in terms of the
total return between the
~ two asset classes.

" So you wanted to own
high yield at the moment
/‘/ of the bubble in equities
in 2000. There's one
other factor going on
" right now that affects
[ that, which is that there
/1‘/ is a high likelihood that
_"f 4 ? there will be some sort
of tax increase on
corporations to pay for all the deficits that we're
seeing now.
And taxes, of course, would affect corporations and
would drive income, net income earnings per share,
for many corporations down, and high yield is just
not vulnerable to that form of risk. So, you know,
we would say that it's very arguable that this could
be a Goldilocks period for high yield here, and in the

half decade to come.

Host: Let's explore that a little bit more. Now,
obviously the big fear for investors who are thinking
about high yield, is that what if the economy is too
cold to support this asset class. Could you give us a
sense of what you think the economy will be like,
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during this COVID phase and then post-COVID?

Bruce Monrad: Well, of course everything comes
back to COVID and if we are not able to tame it,
then that's one thing. But in a scenario where we're
fighting brush fires for the foreseeable future, we
would say that that's not too threatening to the
economy. And we here at Northeast have a relatively
sanguine view on the economy. We think people
will go back to work. The metaphor we would use is
that after 9/11, when the unemployment rate
ground it's way lower, and there was nothing
self-reinforcing about the
hiccup that happened to
the economy after 9/11.
And that's where we
would view it today. We
have a relatively sanguine
view on the economy
going forward. We've
had a bit of a "V" shape. It
will slow down on that,
but that's how we see
things going forward.

N

Host: It sounds like you're
saying, Bruce, that the economy should be warm
enough where high yield is expected to do better
than at least treasuries, right?

Bruce Monrad: Yes, that's our view. Though,
obviously the base case is that the economy will
continue to grind its way higher and better. But
there's another phenomenon at work here, which is
that the Fed is actively encouraging banks to work
with their borrowers. And this is different. Right
now the Fed is saying to banks, work with your
borrowers, they may have had weak earnings in the
1Q 2020 to 2Q 2020, but please work with them.
Don't do anything draconian, don't invoke
covenants on them. And that's very different than
we've seen in the past. You know, most particularly

in 2008, when the entire financial sector was under
considerable scrutiny, and there were a lot of

criticized loans — that led to a lot of pressure on
banks to foreclose, to trigger covenants on their
borrowers. And so this is a very favorable
environment for high yield. Add to that, the
economy is doing well, but we also have interest
rates low. So, for companies to make their interest
burden, that's a lot easier now with interest rates at
rock bottom levels.

Host: And we should note that since the Fed really
started to step in amid the
COVID economic crisis,

\. Wwe have seen high yield

« substantially outperform
. treasuries in the last three
" months. So, there's
("M evidence that that's taking
place already. Now, at the
4 same time, Bruce, a
better than-expected
economic rebound should
bode well for stocks. But
the fear, at least with
regard to equities, is that
the stock market has been too hot lately, that
valuations are too frothy, right?

Bruce Monrad: Yes, it is. | mentioned earlier that we
would worry if we were thinking about the stock
market, we would worry about the possibility of tax
increases and then valuations are another matter too,
as you say. There are several overlaps between the
high yield market and equities. And some of the
valuations that we do see in the equity market are
quite lofty. So again, it just might be a Goldilocks
period for high yield in which it makes sense to lock
in the income at today's level. And we might be

viewing it as a very favorable half-decade ahead for
high yield.



Host: Again, this would seem to put high yield really
in that sweet spot, that Goldilocks scenario. But we
should ask, Bruce, aren't there risks with high yield,
too? For instance, nearly a quarter of the SPDR
Bloomberg Barclays High Yield Bond ETF (JNK) is
comprised of a lot of consumer stocks, including
retailers and energy. So, there are risks that investors
ought to be aware of, right?

Bruce Monrad: Yes, and it certainly pays to be
selective. We would think there are areas in the high
yield index that you may or may not want to own.
And you mentioned energy, you know, that's a
complicated one because COVID has impacted
demand for oil, a couple of percent. In general, we
are staying away from these parts of the market
where there are large fixed costs and a little bit of
demand destruction to the underlying products. So,
we're not buying cruise lines, we're not buying hotels
and we've been cautious on the energy side, as well.
So, we do think it makes sense to be selective just
because of the risk/reward there. But in general, we
do tend to think that it's probably a very interesting
period for high yield right now with all the things
that we've spoken about.

Host: Bruce, in many ways, you're talking about a lot
of the benefits of active management, but I wonder,
you know, in addition to active management, are
there other kinds of attributes or tendencies of a high
yield fund that an investor who's interested in this
asset class ought to be thinking of? Are there other
types of limitations or styles that you think are
appropriate at this juncture for the market?

Bruce Monrad: We're very happy with the way our
portfolio is structured right now. And one dimension
of that is our over-weighting of non-ETF bonds.
Now, the ETF bonds have had a very good run since

March. And in part that's because the technicals,
they're the first ones to go and get bought if money
flows into high yield and indeed they've moved up
with a little bit of a lag. The more
off-the-run-securities, we think that there's an
opportunity there. And we have what we think are a
number of bonds with pretty good coupons, interest
rates of 6%, and the like, and prices below par. And
we would expect those to go up. So, we would think
that there are parts of the market that are more
attractive.

And, as I say, we're relatively happy with the way our
portfolio is positioned. We're looking for the parts of
the market that we think still have the most room to
run.

Host: Bruce, you've been doing this for longer than
pretty much any other high yield manager in the
industry. Have you ever seen a market like this?

Bruce Monrad: No, this has been, this is very
interesting. We've never had the Powell put or the
Greenspan put like that. We've never had the
authorities take such an interest and link the success
of the high yield market to their policy objectives.
And that's just great. And it's probably good policy as
well, to make sure that the market helps support the
economy. And then obviously this is one-of-a-kind.
When I started, interest rates on high yield bonds
were 14%, and to have the long-term treasury, the
10-year treasury, well below 1%, very interesting
times, and very unique. But there are many things
that we've learned over the years that we applied to it
and hopefully we'll get that right.

Host: Well, Bruce, thank you for sharing your
thoughts. That was Bruce Monrad, Chairman and
Portfolio Manager of Northeast Investors Trust
(ticker symbol NTHEX).

Bruce H. Monrad is chairman and portfolio manager of Northeast Investors Trust (ticker: NTHEX), a no-load, high-yie/d

fixed income fund whose primary objective is the production of income. Bruce is among the Jongest-tenured
bond fund managers in the industry, having run Northeast Investors Trust for more than 30 years. NE
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Read and Listen to Bruce's Recent Takes on...

Market Reaction to COVID, Fed Buying, High Yield (June 18 Podcast): https://northeastinvestors.com/northeast-investors-trust-podcast-june-18th-2020/

The Fed (as Quoted in The Boston Globe, The New York Times and Reuters): https://northeastinvestors.com/bruce-shares-insights-on-the-feds-outlook/

Find the Audio Version of this Podcast Here: https.//northeastinvestors.com/too-hot-for-treasuries-too-cold-for-stocks-an-outlook-just-right-for-hj
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DISCLAIMER: From time to time a Trustee or an employee of Northeast Investors Trust may
express views regarding a particular company, security, industry or market sector. The views
expressed by any such person are the views of only that individual as of the time expressed and do
not necessarily represent the views of the Trust or any other person in the Northeast Investors
Trust organization. Any such views are subject to change at any time based upon market or other
conditions, and Northeast Investors Trust disclaims any responsibility to update such views. These
views may not be relied on as investment advice and, because investment decisions for Northeast
Investors Trust are based on numerous factors, may not be relied on as an indication of trading
intent on behalf of the Trust.

Past Performance does not guarantee future results, and an investment in the Trust is not
guaranteed. The investment return and principal value of an investment will fluctuate so that an
investor's shares, when redeemed, may be worth more or less than their original cost. Current
performance may be lower or higher than that quoted. Additional Performance data may be
obtained by calling 1-800-225-6704 or by visiting http://northeastinvestors.com/fund/performance.

The ICE BAML U.S. High Yield Index is an unmanaged market value-weighted index comprised of
approximately 2,200 domestic and yankee high yield bonds, including deferred interest bonds and
payment-in-kind securities. Issues included in the index have maturities of one year or more and
have a credit rating lower than BBB-/Baa3, but are not in default.

Investors should carefully consider investment objectives, risks, charges and expenses. This and
other important information about the Trust is contained in the prospectus or summary
prospectus, either of which may be obtained by calling 1-800-225-6704 or by visiting
www.northeastinvestors.com. Please read either one carefully before investing.

Mutual fund investing involves risk. The Trust invests in lower rated debt securities which may be
subject to increased market volatility based on factors such as: the ability of an issuer to make
current interest payments, the potential for principal loss if an issuer declares bankruptcy, and the
potential difficulty in disposing of certain securities in a timely manner at a desired price and
therefore can present an increased risk of investment loss.
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