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High-yield market update:
What'’s driving the market sell-oft:

The high-yield market came under substantial selling pressure late in ml';ep‘fgii?:n@er
2015, which continued into the new year. Kelley Baccei, high-yield Director of High-Yield
portfolio manager and Mike Weilheimer, director of high yield, Kelley Baccei

offered their perspective on the forces behind the sell-off and where High Yield Portfolio Manager

the market may be headed. They address four key questions:

= |s the high-yield market responding more to fundamental or
technical factors?

= How would you characterize the state of liquidity in the high-yield
market now?

= How and when do you think the market will start to stabilize and
recover?

= Do you expect to see a material pick up in energy defaults in the
coming years? At this point, do you see value in energy or is it time
to reduce exposure?

At Eaton Vance, we value independent thinking. In our experience, clients benefit from a range of
== EatonVance distinctive, strongly argued perspectives. That's why we encourage our independent investment teams
W Investment Managers and strategists to share their views on pressing issues—even when they run counter to conventional

wisdom or the opinions of other investment managers. Timely Thinking. Timeless Values.
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Is the high-yield market responding more to
fundamental or technical factors?

Kelley Baccei: It has turned out to be both. The recent
sell-off in high yield was initially driven by problems with
fundamentals in the energy space. But those fundamentals
definitely spilled over into overall technical selling that’s
plaguing the high-yield market. | would say that sentiment is
pretty terrible — it's very much a “risk-off” phase in general
that's affecting all of high yield. Other sectors have come
down after energy started trading off.

Mike Weilheimer: Right. | think energy, metals and mining,
have been particularly hard hit with oil and commodity
prices falling as far as they have. We also had a little scare
in the pharmaceutical space, where a couple of
pharmaceutical companies had their marketing practices
questioned. These problems have rippled into the rest of the
market.

Baccei: The selling pressure that started in December was
exacerbated over the course of the month, especially as
people sought to adjust their portfolios to show less
exposure to certain tranches of the market at year-end. That
led to what | would call more capitulation selling: Bids got
even lower as buyers responded to the extra demand for
liquidity.

Weilheimer: Definitely. Spreads became materially wider —
probably as wide as they've been in over three years now. |
think at some point the market will more thoughtfully
reevaluate things.

How would you characterize the state of
liquidity in the high-yield market now?

Weilheimer: To talk about “liquid high yield” — and other
asset classes, for that matter — is something of a misnomer.
| find it more useful to talk about the cost of liquidity. You
can absolutely find bids and liquidate positions. Just maybe
not at the prices where you would like or where they were
marked the day before. That’s the case recently, as a lot of
money is flowing out of the asset class following the scares
we've had.
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It's the same thing on the upside, though. When money
comes back and the market stabilizes, all of a sudden bond
prices jJump dramatically from where they were the previous
day, and you can't find the offers like you could before.

Baccei: Liquidity has been lower with the reduction of dealer
inventories — they definitely have been declining over the
past several years. However, we are seeing different sources
of liquidity coming into our market.

For example, | was recently speaking with a trader who said
he's seen private equity funds return to the market that
haven't been involved for the last five years. Price levels are
getting interesting enough for these private equity funds to
buy back bonds of companies that they own, along with
companies that might be sponsor-owned or public
companies that are trading at levels they find attractive.
Some investors are reevaluating and saying, “Well, why
should | own the stock when | can buy the bonds and be
structurally senior and get in at these distressed levels.” That
all creates liquidity in the market.

How and when do you think the market will
start to stabilize and recover?

Weilheimer: One way to get a handle on a possible turn in
the market is to look at the experience of triple-C issuers — the
lowest rung on the credit scale, next to defaulted. Right now,
most of triple C's are shut out of the high-yield market, but
not all of them. For example, there are different types of triple
C's — defensive sectors such as health care will still be able to
access the market. | don’t think that we’re going into
recession, and if that assumption is true, | believe there will
be a point at which high-yield bond prices will level off —in
fact, we may be at that point right now.

Then you'll start to see some money come in and prices
begin to move up, in my view. | think most triple C's will
have access to the market over the next year. But clearly the
bottom third of the triple C market may not. We try to stay
away from that market.
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Do you expect to see a material pick up in
energy defaults in the coming years? At this
point, do you see value in energy or is it time
to reduce exposure?

Weilheimer: The energy sector is symptomatic of the
bifurcation of the whole market. There are good energy
companies and bad ones. | would say a lot of those bad energy
companies — with a cost structure needing oil at $60, $70,
$80 or $90 a barrel — are going to default, and that might be a
third of the market in a severe case. Those bonds are probably
trading on average 25 cents on the dollar, so there’s not that
much downside left.

Prices on higher-quality energy companies have been
dragged down, too. But | think that’s where you’re going to
see some value once stability returns to the oil market. In
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such energy names, we believe you could see five, eight or
10 points of upside potential. Our investment approach has
always been to stick with the higher-quality end of the
market, thank goodness.

Baccei: | would also like to point out the importance of
independent, expert credit analysis. “Ratings” and “credit”
aren’t always synonymous. Sometimes the ratings agencies
get it wrong. For instance, the energy sector has a very small
percentage of triple C's, yet double B’s in energy are trading
at distressed levels.
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Eaton Vance offers strategies to help meet three of today’s most

Taxes important investment challenges—Income, Volatility and Taxes.

Strategies_ For times like these. Explore our broad range of strategies to address these issues at
eatonvance.com/IVT.

Investments in income securities may be affected by changes in the creditworthiness of the issuer and are subject to the risk of nonpayment of
principal and interest. The value of income securities also may decline because of real or perceived concerns about the issuer’s ability to make
principal and interest payments. As interest rates rise, the value of certain income investments is likely to decline. Investments rated below
investment grade (typically referred to as “junk”) are generally subject to greater price volatility and illiquidity than higher-rated investments. A
non-diversified portfolio may be subject to greater risk by investing in a smaller number of investments than a diversified portfolio.

Eaton Vance Corp. is one of the oldest investment management firms in the United States, with a history dating to 1924. Eaton Vance and its
affiliates offer individuals and institutions a broad array of investment strategies and wealth management solutions. The Company’s long record
of exemplary service, timely innovation and attractive returns through a variety of market conditions has made Eaton Vance the investment
manager of choice for many of today’s most discerning investors. For more information, visit eatonvance.com.

This material is presented for informational and illustrative purposes only as the views and opinions of Eaton Vance as of the date hereof. It
should not be construed as investment advice, a recommendation to purchase or sell specific securities, or to adopt any particular investment
strategy. This material has been prepared on the basis of publicly available information, internally developed data and other third-party
sources believed to be reliable. However, no assurances are provided regarding the reliability of such information and Eaton Vance has not
sought to independently verify information taken from public and third-party sources. Any current investment views and opinions/analyses
expressed constitute judgments as of the date of this material and are subject to change at any time without notice. Different views may be
expressed based on different investment styles, objectives, opinions or philosophies. This material may contain statements that are not
historical facts, referred to as forward-looking statements. Future results may differ significantly from those stated in forward-looking
statements, depending on factors such as changes in securities or financial markets or general economic conditions. Actual portfolio
holdings will vary for each client.

Investing entails risks and there can be no assurance that Eaton Vance, or its affiliates, will achieve profits or avoid incurring losses. It is not
possible to invest directly in an index. Past performance is no guarantee of future results.
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