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Market Snapshot  
 

INDEX CLOSE 2 WEEKS YTD 

Dow Jones Industrial Average 27,930 +0.5% -3.25% 

S&P 500 Index 3,397 +1.09% +4.28% 

NASDAQ 11,311 +3.13% +24.41% 

10-yr Treasury Yield (% yield) 1.13% +0.09% -0.75% 

WTI Oil ($/bbl) $42.34 +0.94% -30.66% 

Bonds $118.68 -0.54% +5.32% 

         *bonds are represented by the iShares Core U.S. Aggregate Bond ETF (NYSEARCA:AGG) 
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Global Macro 
Fed Revives High Yield Junk Bond Buying Spree 

 
Despite a looming financial crisis, unprecedented QE measures, and a second-wave pandemic, 
high yield bond (also known as junk bonds) issuance for H1 2020 in the United States Western 
Europe surpassed that of H1 2019.  

  
According to data from 
Bloomberg, issuance in the 
US rose from US$122 billion 
in the first half of 2019 to 
US$225.3 billion in the same 
period in 2020. In Western 
Europe, despite a flat Q2, 
issuance was also higher for 
the same period, climbing 
from US$43 billion in the 
first half of 2019 to US$45.7 
billion in the same period in 
2020. This swell in issuance 

signifies that the Fed's bond-buying spree has helped revive the credit markets, reopening the 
gates for some of the riskiest corporate borrowers. In case you have not been keeping up with 
the Fed's bond purchasing program, here's a quick recap for you.  
 
Since May, the Fed has accumulated about $9 billion of ETFs focused on investment-grade and 
high-yield bonds, most notably HYG (iShares iBoxx $ High Yield Corporate Bond ETF). Starting 
in mid-June, it has also purchased $3.6 billion of mostly investment-grade corporate bonds 
issued by companies, including Walmart, Berkshire Hathaway, and Boeing. This is all a part of 
the massive coronavirus stimulus package aimed to stabilize the economy. 
 
According to BofA Global Research, the effective yield for junk-rated borrowers has stabilized 
near 5.6%, down from its 2020 high of 11.4% in March, when the Fed unveiled its corporate 
bond-buying program and other interventions. The lower borrowing costs benefit highly 
leveraged borrowers owned by PE firms, which frequently use the high-yield bond markets to 
finance their acquisitions & raise capital for projects. The second quarter saw one of the highest-
ever levels of junk-bond issuance by PE-backed companies. 
 
The junk bond market has proven its elasticity through the worst of the COVID-19 economic 
fallout, demonstrating healthy investor appetite to support borrowers across all sectors.  
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However, ongoing macro-economic uncertainty 
suggests further volatility lies ahead as the full economic 
impact of lockdowns becomes evident, and the second 
wave of COVID-19 infections begins to take shape. To 
put it simply, high yield default rates remain relatively low 
but edged up during Q2. In the US, high yield default 
rates increased from 4.6% in May to 5.1% in June; 
meanwhile, default rates in Europe remain below long-
term averages but did climb to 2.8% in June according 
to data from Bloomberg and S&P. Fitch Ratings projects 
European high yield default rates to rise to 4-5% by the 
end of the year. In the US, both Moody’s Corp. and S&P 
Global Inc., the two biggest credit-ratings firms, predict 
the default rate for junk-rated U.S. corporate borrowers 
will reach 12% early next year, which suggests investors 
 

An example of the current situation can be demonstrated using the BB-rated aluminium can 
manufacturer Ball Corporation, which just confirmed the lowest-ever borrowing cost for a US 
junk-rated company last week, paying just 2.9% on a $1.3bn 10-year bond. That compares with 
a 9.5% coupon on a $500m 5-year bond sold by CCC-rated Seaworld Entertainment, the theme 
park operator, at the end of July. 
 
However, attractive pricing dynamics and terms, supported by sustained investor appetite for 
yield in a low-interest-rate environment, should keep high yield bond markets moving forward in 
H2 2020 despite ongoing challenges. 
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Investment Analysis 
Enterprise Products – A Dominant Midstream Company 

 
The O&G companies have so far had an incredibly volatile year, in part due to COVID-19, which 
has placed many of them with weak balance sheets on the verge of bankruptcy. In essence, the 
O&G sector can be split across three main types of activities: 
 
1) Upstream 
A focus on the exploration of oil and gas. Either conducted offshore on rigs or onshore with a 
pumpjack.  
 
2) Midstream 
The transport and storage stage that takes upstream oil and gas into pipelines, rail, tankers etc 
to be delivered to the downstream sector.  
 
3) Downstream 
Involves the refining and purifying of O&G. This sector provides the link to the consumers via a 
distribution network.  
 
The O&G giants such as ExxonMobil, BP, Royal Dutch Shell, Total etc are integrated companies 
that tend to have operations in upstream, midstream, and downstream. At Heijin, we prefer to 
focus on companies that operate in one specific sector rather than all three. By doing so, we can 
get a more in-depth understanding of the operations, risks, growth opportunities, 
legislative/political factors, etc.  
 
From our research, we’ve assessed several companies in midstream, which is the O&G sub-
sector that we are more optimistic about for the year ahead. By assessing most companies in 
this sector, we decided that Enterprise Products was one of the best managed with a business 
model that heavily reduced the volatility of their earnings and correlation to the price of WTI 
Crude Oil & NG for instance.  
 
In 1968, it was Dan Duncan that founded Enterprise Products and his family today still remain 
the single largest shareholder (c. 32% of common stock). The Chairman of the Board today is 
Dan Duncan’s daughter – Randa Duncan Williams. The family tends to also inject fresh capital 
into Enterprise Products every year (excl. Share buybacks) to accelerate the growth rate etc.  
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During the COVID-19 crisis, the co-CEOs of Enterprise Products – James Teague & Randall 
Fowler – and their teams decided to free up collection sites and tankers in order to drive revenue 
when most other players were at full storage capacity. 
 
One key difference to other midstream companies and other O&G companies is the way 
Enterprise Products generates earnings. Rather than having their gross margins dependent upon 
commodity prices or differentials, Enterprise Products generates the vast majority of their 
earnings through fees. These fees vary depending on the volume of the product being 
transported via their pipeline network, tankers etc rather than the value of the product or such. 
On top of that, Enterprise Products usually have 15YR contracts with upstream companies that 
buy a guaranteed usage or shorter-
term contracts. This is the core 
factor behind the relatively low 
volatility of their gross margins and 
FCF in comparison to others in the 
sector. Therefore, making it a more 
stable pick for investors that tend to 
shy away from the more cyclical and 
volatile commodity sector. (We can 
see this by looking at the results 
shown to the right and below that 
were in the latest Enterprise 
Products Investor Deck).  
 

 
In terms of the breakdown by product 
by GOM generated, Enterprise 
Products mainly depends on NGLs (at 
51% of the $8.1bn GOM TTM June 
2020), and Crude (at 25%) with the rest 
being Petchem & RP (at 12%) and NG 
(at 12%). This bodes well for 
Enterprise Products as the outlook for 
NGLs regionally and globally speaking 
is very positive.  
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Another advantage that Enterprise Products has is their large moat with their infrastructure all 
around the United States (displayed in map below from the latest Enterprise Products Investor 
Deck).  

• 50,000 miles of NGL, crude, NG, petchem and RP products pipelines 
• 260 MMBbls of NGL, petchem, RP, and crude and 14 Bcf of NG storage capacity  
• 22 NG processing facilities, 24 fractionators, 11 condensate distillation facilities, PDH 

facility, iBDH facility 
• 19 deepwater docks handling NGLs, PGP, crude, and RPs.  

 
 
 
 
 
 
 
 
 
 
 
 
 
Moreover, YTD 2020 the total amount of U.S. exports of NGLs is at 346MMBbls. Out of those 
exports, 54% went to Asia alone. Enterprise Products' facilities handled more than 40% of the 
total (U.S. exports) volume.  
 
All in all, Enterprise Products is one of the best managed companies in the midstream sector of 
O&G and has demonstrated consecutively for decades that they can handle a significant portion 
of US NGL exports. Their business 
model helps to significantly reduce the 
volatility of their GOM across different 
products, which has enabled them to 
consistently grow their dividend 
distributions YoY through various oil 
cycles (as shown in the graph to the 
right from the latest Enterprise 
Products Investor Deck).  
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DISCLAIMER  
Persons who access the information made available on the Heijin Capital S.A.  and its affiliates (collectively, “Heijin”) website (the 
“website”) agree to the following:  
  
While the material on this website is often about investments, none of it is offered as investment advice. For members of the public, 
this means that neither the receipt nor the distribution of information through this website constitutes the formation of an investment 
advisory relationship or any similar client relationship. The materials on this website are for informational purposes only and may not 
be relied on by any person for any purpose and are not, and should not be construed as investment, financial, legal, tax or other 
advice, recommendation or research. 
  
The information contained herein does not constitute a distribution, an offer to sell or the solicitation of an offer to buy any securities 
in any jurisdiction in which such distribution or offer is not authorized.  
  
This website may contain forward-looking statements on our current expectations and projections about future events. Statements 
that are predictive in nature, that depend upon or refer to future events or conditions or that include words such as “expects,” 
“anticipates,” “intends,” “plans,” “believes,” “estimates,” “thinks,” “seeks,” “targets,” “forecasts,” “could” or the negative of such 
terms or other variations on such terms or comparable terminology. Similarly, statements that describe Heijin's objectives, plans or 
goals are forward-looking. Any forward-looking statements are based on Heijin's current intent, belief, expectations, 
estimates and projections. These statements are not guarantees of future performance and involve risks, uncertainties, assumptions 
and other factors that are difficult to predict and that could cause actual results to differ materially.  
  
These factors include, among other things, (1) general economic and business conditions; (2) new governmental regulations and 
changes in, or the failure to comply with existing governmental regulation, (3) legislative proposals that impact our industry or the 
way we do business, (4) competition, and (5) our ability to attract and retain qualified personnel. Accordingly, you should not rely 
upon forward-looking statements as a prediction of actual results and actual results may vary materially from what is expressed in 
or indicated by the forward-looking statements.  
  
No representation or warranty is given in respect of the correctness of the information contained herein as at any future date. Certain 
information included in this communication is based on information obtained from third-party sources considered to be reliable. Any 
projections or analysis provided to assist the recipient of this communication in evaluating the matters described herein may be 
based on subjective assessments and assumptions and may use one among alternative methodologies that produce different 
results. Accordingly, any projections or analysis should not be viewed as factual and should not be relied upon as an accurate 
prediction of future results. In addition, this website may contain performance and other data. Past performance is not indicative of 
future performance. 
  
This website contains hyperlinks to websites operated by Heijin and other parties. Heijin does not control the content or accuracy 
of information on third-party websites and does not otherwise endorse the material placed on such sites.  
  
All information and content on this website is furnished “AS IS,” without warranty of any kind, express or implied. Heijin will not 
assume any liability for any loss or damage of any kind arising, whether direct or indirect, caused by the use of any part of the 
information provided. Heijin and its licensors do not warrant that the content is accurate, reliable or correct; that the website will be 
available at any particular time or location; that any defects or errors will be corrected; that unauthorized access to or 
misappropriation of the content will not occur; or that the content is free of viruses or other harmful components. Your use of the 
website is solely at your risk.  
  
The entire website is subject to copyright with all rights reserved. No permission is granted to copy, distribute, modify, post or frame 
any text, graphics, video, audio, software code, or user interface design or logos. The information contained in  shall not be 
published, rewritten for broadcast or publication or redistributed in any medium without prior written permission from Heijin. 

 
Thank you for your understanding, 
Heijin Capital Management 
 
*Past performance does not guarantee future results, which may vary. The value of investments and the income derived from 
investments will fluctuate and can go down as well as up. A loss of principal may occur. 
 


