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High Dividend Yield Investing 
When it comes to investing, people often like to define themselves, and stick to a strategy no 
matter what. However, I would argue, that there is no right or wrong strategy, it is all about 
the price you are paying for something at that moment in time. At some point, growth 
stocks are the cheap ones, at other points, high dividend yield stocks might be the best buys. 

With the above premise in mind, I'll take a look at a high yield portfolio and discuss the risks 
and potential rewards of it at this moment in time - September 2023. 
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The high yield portfolio under analysis 

The portfolio: 

 

At first impression, one can say the portfolio is extremely diversified, the average yield 
should be in the high single digits and the portfolio consists of high yield bonds (junk bonds), 
preferred shares, REITs and business development corporations that are all usually very high 
yield payers. Let me look at them all individually to get a better picture. 
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Individual analysis 

When it comes to analyzing a portfolio, I always prefer to look at each component first, 
bottom up, to then get a general view of the risks and the possible rewards.  

When it comes to investing into something, whether it is a bond, business development 
corporation, REIT, it doesn't really matter because the analysis is always based on the same: 

- What are the future cashflows and what is the risk that we don't get those future cash 
flows? 

 I'll keep a value investing perspective on things. Thus, if there is too much risk of permanent 
capital loss, that immediately goes into the too hard pile. Also, if it is a cyclical or there are 
potentially any other issues, I think it is better to quickly put it away than to risk chasing 
something only to get burned afterwards. 

I hope to give a good overview of the risks and rewards of high yield investing and my 
personal research goal is to maybe find one security that could be a real value investment 
offering certainty in the yield, and perhaps also long-term growth. 
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Preferred shares 

AGNC Investment Corp 6.5% 

AGNC is an investment corporation and yes, the yield is there but over the last decade there 
has been more capital destruction that other. What is the point of getting a good yield when 
your principal is deteriorating? 

 

From their website: 

 

We have the common stock and preferred stocks. 

https://agnc.com/
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The portfolio has the series E preferred with a dividend of 6.5%. 
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These preferred shares are issued to attract capital, then reinvested in mortgage backed 
securities at a higher rate. 

With interest rates going up, the price of the mortgage backed securities is down, so when 
marked to market, the company has had a loss in the quarter. But ok, there is plenty of 
liquidity on the markets, so the bonds owned keep paying interest and all is well. 

 

From what I see, this is a game of spreads. But investing in MBS for 30 years fixed, means 
that the yield on those will be low. If they must refinance on higher yields, it will not look 
good. The below is a great example of what happens when the interest rate tide turns: 

 

From making $315 million in Q2 2022, they are losing money with their game now. If interest 
rates don't get lower soon, this will be worthless. They work with hedges and derivatives to 
cover things up and things go well for now. 
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But, playing with derivatives works until it doesn't. Hedging was likely cheap but now it is 
likely much more expensive and thus also riskier. 

What I know? I know that the interest payments are higher than the interest income! This 
cannot be good and yes, you can try to be smart with hedges, but that is costly too. This 
means that the game they are playing works, until it doesn't.  

 

This is an interest rate game where you depend on the price of the hedges and on the 
certainty the hedge counterparty will pay its obligations. This game works until it doesn't, 
thus, NOT A VALUE INVESTMENT despite the yield! Last year, when refinancing was an issue 
for a bit, this looked bad and October 2022 wasn't that bad at all. If a real crisis comes, this is 
a permanent loss of capital categorization. 
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However, this might be something Seth Klarman looks at when it is cheap, but you need to 
know exactly what the collateral, how to get to it etc. Buying now is a big NO, buying when 
there are clouds on the sky like in 2020 or in October 2022 might be something, but you 
need to know what you are doing! CONCLUSION: RISK TOO HIGH FOR REWARD AT 
CURRENT LEVELS! 
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ALTA 10% Series A Preferred Stock 

These have been issued in October 2020 offering 10% on the investment of $25,000. Here is 
the SEC document.  

Alta Equipment Group deals with construction equipment and I can tell you that is a cyclical 
business. When things go wrong, those go wrong big, and the first warning sign is having to 
raise money offering 10%!?!?!?!?! 

The last 2 years have been good to great years for such businesses, but this company doesn't 
make any money: 

 

The long-term liabilities are higher than the market capitalization which means that if there 
is one bad year, bond holders will simply take the company over and you as a shareholder, 
preferred or not, get nothing. Too big of a risk for not a great business. 

https://www.sec.gov/Archives/edgar/data/1759824/000119312520324534/d44419dex33.htm
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For now, the high yield portfolio has 3 very risky positions that all go bad at the same 
moment. Not recession proof. 
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Arbor Realty Trust. 6.25% Series F 

The yield is already higher than when issued as the price is down 25%: 

 

In short, this is another leveraged play: 
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People have likely forgotten how this looks like when the risks materialize: 

 

And, you would think they got out of it? Yes, but at a total loss for the shareholders through 
dilution etc. I mean, you can get 10 years of dividends, but if there is one crisis in those 10 
years, your money is gone. NOT FOR ME. 
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Cherry Hill Mortgage Investment 8.25% Fix/Float Series 

The normal stock looks ugly: 

 

The same story as above, 'risk-adjusted' which means that there is risk and the yield should 
cover for it. 
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Short term borrowings make most of the balance sheet! Thus high costs now: 
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Chimera Investment Corp 8% Series 

Do I need to comment? 

 

Ugly balance sheet, same as others. 
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compass Diversified 

Huge debt pile and this is then an investment that works until it doesn't, until the debt 
burden gets too high, and the investments aren't stellar as expected. 

 

If the market for such companies disappears, the company goes into liquidation and the 
bond holders or bankers become the owners... 

  



Stock Market Research Platform Sven Carlin  September 2023 

Costamare Inc. PFD E 

 

How does the shipping business work? You borrow money to buy ships! That works until 
there is a crisis in the cyclical sector due to a recession and too many ships build. You let the 
company go bankrupt and then buy back the same ships at 10% of the price first paid and 
start a new company. The other shareholders pay the price, rinse and repeat.... 

Who is the best in the shipping business? Greece and Norway:-)  

 

Shares being issued, tangible book value going down, debt going up, minority interests going 
up.... 
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As always, it could be good, but too risky for me... 

Gaslog Ltd 8.75 % Pref Perp - INTERESTING 8%... 

LNG ships! For now, natural gas is going well. But then again, it is always about shipping. The 
same story as above applies.  LNG rates look strong now, so the company shouldn't have any 
payment problems. But then again, if the cycle turns... 

 

if the cycle turns, then... 
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Global Ship Lease Pref 

More container ships - that gets ugly in case of recession or global issues (think China). 

 

Should be ok, depends on tanker pricing, but company has less debt than other leveraged 
things we discussed till now. But, beware of recession for tanker ships. 

New York Mortgage Trust - 7.875% Series E 

 

 

It works, until it doesn't. Market cap 840 million, debt $3.5 billion?!?!?! Just small 
movements make it risky. Plus, preferred yield is 8%, but stock is 13%? Maybe a bit less risky, 
but read well the prospectus of the preferred!!!! 
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PennyMac Mortgage Investment Trust 

Another stock with 12% dividend and 8% preferred! 

 

The game here is to get enough dividends before disaster hits, like we have seen with the 
stock of New York Trust just here above. 
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Rithm Capital Corp. 6.375% PFD, F2F 

The normal stock: 

 

Two things here: 

First - Inception 2013 and they say great economic returns, but that is over more than a 
decade: 
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Plus, they measure returns on book value, not on reality. They paid out $4.7 billion in 
dividends, lost $2.5 billion in market cap, thus total return for investors is $2.2 billion, thus 
50% in 10 years, thus less than 5% per year. 

Secondly: F2F preferred yield (Fixed to floating) 

The fixed yield is there just for a while, then will be likely lower, thus hard to price this and 
also hard to value and understand the risks. 

 

SiriusPoint Ltd 8.0% Series B, F2F 

Now, this is an insurer offering 8% preferreds?????  
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Insurance is a very difficult business, but the point of it is that you get the premiums upfront, 
invest that money, and then make money on the difference between what you made and 
the costs you need to pay for insurance claims. As Buffett says, on float. Raising money at 8% 
to do insurance means you will go bust sooner or later because you simply can't compete 
with Buffett on such terms. 

P.S. I am not a specialist on insurance, it could be great, but definitely not for me. 

The Necessity Retail REIT 7.50% PFD A 

A new REIT competing in the environment. 

 

A normal REIT, quadruple the number of shares outstanding, chase money for deals, get fees 
and smile to shareholders. 

 

The two highest leverage REITs are merging and by miracle leverage will decline:-)) On 
synergy savings! hahahahah 
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This could be ok, but I think the retail business in the US will be a tough one going forward... 
Time will tell! Not a spectacular investment for sure, for me, risky to hold an 8% preferred, 
you need 12 years just to cover your investment and you could get nothing.... 

 

Tsakos Energy Navigation PrefE - Shipping 

So, we have leveraged mortgages, troubled REITs and shipping preferreds for high yield. Hm, 
in a crisis, you will not have much capital and very low yields:-( 
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Two Harbors Investm Corp. 8.125% Series A 

Another mortgage portfolio (RISK- ADJUSTED)>..... 
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BONDS 

If you sell bonds with a yield that seems something, you call them HIGH-YIELD bonds as 
there is a powerful connotation to it. If you just look at those from an investing perspective 
and want to buy value with your money, you call them with their real name: JUNK BONDS! 

Junk bonds don't have an investment grade rating, offer a high yield to attract money 
because there is the risk that the issuer doesn't pay.  

Here is the categorization for bonds: 

 

Source: Fidelity 

But, it is very important to understand what does this mean. Here is the Fitch table: 

https://www.fidelity.com/learning-center/investment-products/fixed-income-bonds/bond-ratings
https://www.fitchratings.com/research/fund-asset-managers/rating-definitions-24-04-2023
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The best of the non-investment grade bonds has a BB+ rating with Fitch, which means the 
following and is called speculative: 



Stock Market Research Platform Sven Carlin  September 2023 

 

In simple words, if something changes in the world, like a recession, interest rates, inflation, 
business adversities etc. it is possible the business will not have the financial flexibility to 
service the payments.  Of course, this also means that while things remain as is, all is well. 

Currently, high yield bonds are priced around 8.5%: 

 
Source : FRED 

8.5% is some kind of historical average, but those investing in high yield at 3% two years ago, 
likely lost a lot of money. If the yield goes to 14%, in a stagflatory environment, you can lose 
a lot, if the yield goes back to 4%, you make good money. 

Let's check some bonds, the key is to assess the risk of the issuer. 

  

https://fred.stlouisfed.org/series/BAMLH0A0HYM2EY
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B. Riley Financial 7.31% 

They are a diversified financial services provider.  But, if I look at the balance sheet, I see 
borrowed securities, huge pile of debt and low equity. 

 

Too risky even to hold the bond because if the conditions in the markets they operate 
change, it all changes... 
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Babcock and Wilcox 8.125% 

 

Low demand for steam boilers? 

 

They are losing money and there is no equity: 
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UGLY. 
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Gladstone Investment Corp. 8% - OK! 

 

Trading at equity value! 

 

Now, it will all depend on the value of the companies they have. The income statement and 
balance sheet don't look as bad as the securities I analysed till now. 
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But, a business where the goal is for the administrator to make money on fees for 
management: 

 

But ok, profitable and making money! 

 

Now, the market for such businesses was good over the last two years especially, which 
means what they have now could be overpaid as they always keep investing: 
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Interesting BDC, ok balance sheet and income statement. The only risk I see is the market for 
these businesses after 2022/2023/// That will be the key here. I don't know any of the 
businesses above, so definitely not for me from a business perspective. The bond will likely 
do ok. 

Harrow Health 11.38% 

 

It is a pharma bet, not profitable, no equity, but they can borrow and thus they do so. I am 
not a specialist in pharma but I know it is mostly bets. If you do ok, you win big, but mostly 
you lose everything. Thus, not really smart to be a bond holder where your max upside is 
11.38% while the downside is total. 



Stock Market Research Platform Sven Carlin  September 2023 
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Kemper Corporation 7.64% 

$3 billion insurance company borrowing at 7%??? 

 

They have been around for a while, I don't know their books, hopefully ok! But, then again, 
insurance is a tough business... 

NuStar Logistics L.P., 7.625% but now 11.67%. 

 

There is significant debt and the question is for how long will these assets be delivering 
money? Pipelines will not pipe forever... I personally don't like the debt, especially if we see 
oil prices lower, which means less piping. If that doesn't change, all well, but if the oil 
environment changes... 
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Runway Growth Finance Corp. 8.00% Babybond 

 

 

Recent IPO: 

 

12% yield itself, higher than the bond. 
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Are they lending to criminals at 16%? 

 

Ok, this is very risky as they lend to late stage growth companies!!! Looks like they also get 
ownership or something. Not for me, too complex, I prefer simple businesses. 
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The thing is that if the VC market gets cold, this gets cold too. Very risky and depends on 
cycle like most of the junk bonds.  

 

 

Imagine the quality of the business you have if you need to borrow at 16%? I rest my case... 
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Sachem Capital Corp. 7.125% Note. 

 

another risk adjusted returns company, we all know what happens here when the risk takes 
over... It is all about timing and taking advantage while it lasts... 
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Saratoga 8,125% 

 

Another $300 million market cap business... 

 

The following is what I mean when I say cycle: in 2013 18% wasn't performing, and that 
quickly goes to 50% in a proper crisis. But ok, as long as things go well, it will do ok. 

 

Good indication of what BDC businesses look like when not looking good: 
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700 million of debt on 1 billion of what they say the investments are worth. Hm, maybe as a 
bond holder you get paid first, but the risks are there... I wouldn't sleep well with an 8% 
yield. 
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REITs 

In a recent interview, Nassim Taleb discussed how real estate is extremely risky given the 100 
trillion value based on valuation that isn't realistic with a 5% interest rate. The thing is that 
interest rates went nothing but down for 40 years, since when REITs got traction. 

 

If interest rates persist a bit higher than expected, real estate could get risky. But, keep in 
mind, every REIT is different and thus also carries different risks. 

REITs are usually leveraged real estate investment vehicles and thus depend on interest rates 
for the leverage and also real estate valuation. For example, if the capital yield is 4%, you 
need to pay $1 billion for a property giving you $40 million a year. If you can borrow $1 
billion at 3%, you make $10 million per year. However, if interest rates go to 8%, your 
borrowing costs go up and the value of the property goes down to $0.5 billion!!! That is the 
risk of investing in real estate. 

Now, let's see individually about the risks and reward of REITs in this portfolio. 

  

https://www.youtube.com/watch?v=nBZxmDjWHmA
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Apollo Commercial Real Estate Finance - 13% Dividend 

 

A REIT managing loans etc. Hm,,, 

 

we have $7,1 billion of debt, on $9.3 billion of assets. The question is, can interest rates 
move against the company? 
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if there is a crisis, it will be ugly, if not, it will be good: 

 

Hard for me to assess, but I am thinking that there cannot be a competitive advantage in the 
above diversification, it is all market prices for the risks, and we haven't seen a RE crisis since 
2009. 
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Arbor Realty Trust, Inc. 10.74% 

There is already the bond in the portfolio, the risks are there... 

Ares Commercial Real Estate Corporation 12.64% 

 

More debt related investments: 

 

The unlevered yield on their portfolio is almost at 10%.  
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But, who will survive a difficult environment paying 10%??? Risky, but maybe I don't know... 

Essential Properties Realty Trust - 4.665 Yield 

A low leveraged REIT, thus also the dividend yield is very low due to the lower risk. 

 

$4 billion of assets on 1.5 billion of liabilities with 2.5 billion of equity. 
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Hannon Armstrong Sustainable Infrastructures 7.3% 

 

A good example of what REITs are - as long as the yield is there and above the cost of debt, 
all great.... 

Will that ever change? Hm... 

Omega Health Care 8.61% 
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AFFO (funds from operations) growth 7% but number of shares up 7X too. 

 

Unfortunately, we are getting older>... 
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Hm, things have been more or less flat since 2016. 

 

hm, 5x to EBITDA is significant leverage. 

 

58% debt to book is also high, 40% is considered ok. 
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Ok, 7%, but with no growth. 

PennyMac Mortgage Investment Trust 11.94% 

more mortgage loans 

 

You get paid until the party stops. 
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Realty Income 

Stock down since 2019, so a dividend investment, likely nothing wrong with it, but don't 
expect miracles. 

 

Investing in Bellagio at a $5.1. billion valuation. 
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5.2% cap rate, if the cap rate goes down for whatever reason and the cost of debt goes up, 
you are in trouble. 

 

All good, but no edge. Buffett doesn't invest in REITs. 

STAG Industrial 4% 
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VICI properties 

This is an interesting one! Investing in casinos, all good, 

 

But, read the following: 

 

It is not always everything great!!! These are the risks... 
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W P Carey 

 

same game as other REITs. 

  



Stock Market Research Platform Sven Carlin  September 2023 

BDCs 

 

 Ares Capital corporation 
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Mostly credit: 
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what? Most BDCs lose money over time, only ARCC is good: 

 

All good, but the problem starts when there is no market for what they do, from financing to 
other. 
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How big is the door to get out of the mid-market lending theatre. I don't know, but the 
dividend yield is there to cover the risks. 

 

Capital Southwest INC - 10% 

Same business as Ares above, similar yield: 

 

Hercules Capital Inc - 10% 

Venture lending: 

 

we have been in an extremely hot market for startups, ventures etc.. 
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Mainstreet capital - 7% - more middle market debt 

 

Balance sheet looks ok. 

 

But still, all depends on interest rates! They will likely survive, could be ugly for a while, but 
that is why the yield is 7%, not 10. 
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Owl Rock Capital Corporation - middle market lending 9.57% 

Saratoga Investment Company - did the bond already 

TriplePoint Venture Growth - lending 14% !!! 
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My Conclusion -The Risk and Reward! 

The easiest thing to sell to clients is stable income, that is the holy grail that everybody aims 
for. Just somewhere where I can put my money, get a good yield and not think about it. 
Unfortunately, such strategies, including a high yield investing strategy, works until it doesn't. 
Now, you can call me crazy, but I see risks in the above, huge risks, where I wouldn't sleep 
well if I have my money in the above. Now, I hope nothing happens and this continues as is 
and I look stupid in a decade, but it is important to mention the risks. 

There are 3 pillars to the above portfolio: 

- Real Estate, mostly refinancing 

- Financing to companies, all extremely high yield 

- Cyclicals, some shipping 

By holding the above, yes, you get out with an average yield of 9%, which is then the reward. 
After analysing the whole portfolio, growth is not to be expected going forward as all of 
those are at peak cycle, thus it is most likely harder times ahead (think venture capital, think 
real estate, think cyclicals). So, let's put the reward at fixed 9%, what are the risks? 

Given this is mostly a credit portfolio, one might forget that we are in the largest credit 
bubble in the last 100 years. Thus, the risks you are running while getting paid 9%, is that the 
credit market related to these high yield (read: junk) instruments gets into issues.  

How does that look like? 

Well, first, all these companies depend on refinancing, but if the value of the assets you 
need to refinance is below the refinancing needs, there is nobody willing to give you money, 
thus you default.  

Ok, it is well diversified, but still, if required rates on junk go up, you find yourself with 30 to 
50% down, especially given that the last decade has been golden for ventures, credit etc... 
which are the core components of the portfolio. The current high yield is around 8%, but for 
a period around 2000, for more than a few years, the high yield was 12%. That would be 
50% down on this portfolio. Plus, if there are issues, some would lower payments or not pay 
at all. Thus, that is a big issue not to forget when investing in high yield. 
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The high yield of 9% isn't much of a gain compared to 5.5% on short term Treasuries that run 
no risks for USD denominated investments. So, the risk is higher, but the reward too.  

I would personally prefer a lower yield but with a much smaller chance of permanent loss of 
capital.  

To conclude, you are getting a 9% yield here for a reason. The diversification should allow for 
survival, but it could be lower than expected returns for a long time!  

 

More specific on the risks: 

Conclusion on preferred shares 

The preferred shares give more certainty to dividend payments but nothing more than that. 
Thus, are very risky even if the categorization in the portfolio (Risico column) is low. 

 

All the businesses look ugly from a business perspective and risks, thus if the environment 
changes, you can easily wipe 50% of the preferred shares in the portfolio. 
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Conclusion on bonds 

Bonds should be the stability of a portfolio, but these are all related to risky businesses. If 
you look at default rates, you can see how 10% of those could default in a crisis, thus that is 
already a yield a bit lower plus potential loss of capital. So, it all returns to normal if you paid 
too much. When the risk of default is high, it might be interesting to invest as things return 
to normal. 

 

Conclusion on REITs 

It is simple, low risk REITs have a low yield, higher risk have a higher yield, so investing in 
REITs now is playing with fire. Not something I specialize in and also not interested given the 
interest rate situation. 

Conclusion on BDCs 

The portfolio consists mostly of credit companies offering loans to smaller companies. All 
these yields around 10% and that is because smaller companies are riskier and therefore the 
higher yield.  

The environment has been great in the past for these, so I am worried how would this look 
like in bad environments. 
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