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The Resiliency of Business Development Corporations

Despite war in Eastern Europe, a Federal Reserve that is intent on raising rates and removing accommodation, and the highest inflation 

rate in 50 years, a few market sectors have remained resilient. The obvious ones include energy and commodity producers, and credits 

and equities in those industries that have more flexible pricing power and more fixed costs. Though not a single sector in fixed income is 

registering gains for the year, a hybrid asset class in positive territory is BDCs, or Business Development Corporations. At YieldX, our 

optimization model that incorporates income funds into portfolio allocations has been biased positively towards BDCs for higher yield 

targeted portfolios. In addition to attractive yields, the diversifying nature of the BDC product has the potential to make it a good addition 

to portfolios with other fund assets such as closed-end funds and exchange-traded funds (ETFs).

1 Source: Koyfin 2 Source: Bloomberg

3 Source: Ares Capital Corporation. As of 12/31/2021.  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Allocating to BDCs to Add Yield and Lower Risk

We strongly believe diversified exposures across income products may be suitable for some investors in this environment. Although 

treasury yields have risen, they are still quite low and clearly far below the current inflation rate, and savings account yields have barely 

budged. Allocating to BDCs may offer the benefit of adding attractive yield, and in numerous cases, given the diversifying nature of the 

product, lowering the overall risk profile of the portfolio.

Defining the Appeal of BDCs

As of March 28, BDCs are up 3.6%1, as measured by the VanEck BDC Income ETF (BIZD). The BIZD tracks a market capitalization weighted 

index of BDCs. Even as the treasury market and the Bloomberg US Aggregate index are in the midst of their worst drawdowns on record, 

a few features of BDCs make them appealing income products. First, BDCs are corporations that were established under the 1980 Small 

Business Investment Incentive Act, for the purpose of providing financing to middle market companies—primarily in debt form. Thus, 

BDCs are vehicles of pooled middle market loans of which greater than 80% are floating rate—hence, the interest rate duration of the 

vehicles is insignificant. With this investment strategy, investors can gain exposure to a diversified pool of floating rate assets to 

companies at spreads that are very attractive—the yield on the BIZD ETF is currently 7.8%2, and the dividend yields on most BDCs range 

from 7-10%. Not all BDCs are created equal, and yields, risk and performance vary for the roughly 45 publicly traded vehicles. However, 

when looking at the higher quality BDC names, we find high dividend yields and low loan losses with a very diversified asset base and 

good long-term performance. For example, the ARCC (Ares Capital Corporation) portfolio has broad industry exposure with an average 

position size of just 0.3% of assets in each borrower. In addition, ARCC has experienced zero net realized loss rate since inception!3

Currently, ARCC offers a dividend yield of about 8%, with volatility over the past year of about 16%3, and the BIZD ETF yields 7.8% with 

volatility of 13%.2 That compares to the S&P 500 dividend yield of about 1.2% and volatility of 15%.2 In an environment of relatively strong 

growth, strong corporate fundamentals (low leverage, high cash on balance sheet, high interest coverage) and low yields, high quality 

BDCs have the added tailwind of high dividends.
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Investment advisory services are offered through YieldX Advisers, LLC, an affiliate of YieldX, Inc. Yield Advisers, LLC is an investment 

adviser registered with the Securities and Exchange Commission (SEC).  Registration of an investment adviser does not imply any 

specific level of skill or training and does not constitute an endorsement of the firm by the Commission.  YieldX Advisers, LLC only 

transacts business in states in which it is properly registered or is excluded or exempted from registration.  A copy of YieldX Advisers, 

LLC's current written disclosure brochure filed with the SEC which discusses among other things, YieldX Advisers, LLC 's business 

practices, services and fees, is available through the SEC's website at: www.adviserinfo.sec.gov.


 


Please note, the information provided herein is for informational purposes only and investors should determine for themselves whether 

a particular service or product is suitable for their investment needs. Please refer to the disclosure and offering documents for further 

information concerning specific products or services.


 


All investment strategies have the potential for profit or loss; changes in investment strategies, contributions or withdrawals may 

materially alter the performance and results of a portfolio. Different types of investments involve varying degrees of risk, and there can 

be no assurance that any specific investment will be suitable or profitable for a client's investment portfolio. Past performance is not a 

guarantee of future results. There is no guarantee that investment objectives or targets will be achieved.


 


This document may contain forward-looking statements relating to the objectives, opportunities, and the future performance of the 

U.S. market generally. Forward-looking statements may be identified by the use of such words as; “believe,” “expect,” “anticipate,” 

“should,” “planned,” “estimated,” “potential” and other similar terms. Examples of forward-looking statements include, but are not 

limited to, estimates with respect to financial condition, results of operations, and success or lack of success of any particular 

investment strategy. All are subject to various factors, including, but not limited to general and local economic conditions, changing 

levels of competition within certain industries and markets, changes in interest rates, changes in legislation or regulation, and other 

economic, competitive, governmental, regulatory and technological factors affecting a portfolio's operations that could cause actual 

results to differ materially from projected results. Such statements are forward-looking in nature and involve a number of known and 

unknown risks, uncertainties and other factors, and accordingly, actual results may differ materially from those reflected or 

contemplated in such forward-looking statements. Prospective investors are cautioned not to place undue reliance on any forward-

looking statements or examples. None of YieldX Advisers, LLC or any of its affiliates or principals nor any other individual or entity 

assumes any obligation to update any forward-looking statements as a result of new information, subsequent events or any other 

circumstances. All statements made herein speak only as of the date that they were made.


 


Certain information herein has been obtained from third party sources and, although believed to be reliable, has not been 

independently verified and its accuracy or completeness cannot be guaranteed. No representation is made with respect to the 

accuracy, completeness or timeliness of this document. 
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