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Credit Markets Talks 

Portfolio Manager’s view – 29 April 2020 

 

Dear investor, 

The important changes that have been experienced over the last weeks do confirm the good perspectives 

presented within my last fund updates of March, 31st. 

HY market 

HY market has been experiencing a good rebound on a global level during the month of April, with an average 

appreciation of up to 4.4%, and an average credit spread tightening of around 120 basis points, this caused a 

retracement from the peak to around 300 basis points, a 40% movement. 

The credit derivative market already anticipated, and in a relevant way, this sentiment-improvement during the 

last week of March, with the consequence of smaller fluctuations within the last 3 weeks: in Europe 5y Itraxx 

Crossover narrowed of around 24 basis points (versus 113 basis points of Euro HY) from 572 to 548, while in 

the United States 5y CDX widened the spread of 13 basis points (versus a narrowing of 92 basis points of US 

HY), from 656 to 669.  

 

The good movement in bond markets, both in 

absolute and relative terms, seems to locate itself 

within a general improvement of liquidity condition, as 

suggested from the net inflows registered by the fixed 

income funds over the last weeks.  

The general picture: macro impacts, contagions-

curve, stimulus projects, moral hazard 

Notwithstanding the collapse of the economic 

activity in the United States and in Europe, with 

global composite PMI deeply in recession area, the consuming downturn (commercial sales registered a record 

drop of 8.7% month-on-month) and the falling trust within the USA (obviously related to the spike in 

unemployment requests), and despite the largest decrease in industrial activity in Europe from 1946 up to 

today (-5.4% month-on-month), the markets are now looking ahead on the basis of good news coming from a 

flattening in contagion curves in those countries that were mainly hit by the spread of the virus. Both in 
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Europe and in the United States positive signals in term 

of diffusion are registered, and they actively discuss 

on the following and gradual reductions of a great 

part of the restrictions. Despite this path may turn out 

to be irregular, with the possibility of new contagion 

waves and potential steps back for what concerns the 

return to normal life styles, scientific research, 

supported by time, seems to proceed more rapidly, 

than initially forecasted, in the process of discover 

therapeutic treatments or prevention solutions. 

Meanwhile, the magnitude and the impact of stimulus measures announced by the authorities increased, 

with respect to my last update, generating a significant sustaining-campaign to the Economy and the firms, 

particularly in the United States with the help of the US Coronavirus Aid, Relief and Economic Security Act of 

2.3 trillions of USD, and with the help of the different line of credits prepared by the FED, among which are of 

particular interest  PMCCF (Primary Corporate Credit Facility) and SMCCF (Secondary Market Corporate 

Credit Facility) of 600 billion of USD. This Facility may allocate up to 150 million of USD to firms with a maximum 

of 10.000 employees or 2.5 billion of USD of income. This last line of credit, officially addressed to small and 

medium American firm, allows to support also HY segment, where FED already stepped into during the 

month (April, 9th) announcing the eventuality to support also the so called “fallen angels”, firms with an 

investment grade rating as far as March 22nd, and thereafter downgraded in HY area. Europe is also taking 

some steps, even though as always on a national level and not in a homogenous way, and with a fiscal project 

overall less ambitious than the American counterparty; despite this situation, the creation of guaranteed credit 

lines for a value equal to more than 15% of the GDP, gives a syntonic signal, as it is the case of selected 

intervention to sustain single firms, which face liquidity difficulties (e.g. TUI case in Germany). 

As already discussed with many of you during the past few weeks, I always believed that central banks 

would have entered the HY segment in order to sustain it, even without the emergence triggered by 

the corona virus, which only accelerated an already in nuce trend, and gave the necessary “fig leaf”, which 

means the necessary political coverage to take a step in this way. Monetary policy, in its traditional sense, has 

lost for quite a long time its capacity to perform a relevant role on the economies of the developed markets, 

and even its alternative profile represented by QE focused on the long term part of the curve, or on the shape 

of interest rates curve, has become less and less relevant over the last years. Direct intervention within credit 

markets had already become a strong temptation, to which ECB was the first Institution to succumb with 

negative interest rates, and within present circumstances the pandemic emergence became the catalyst for 

this jump. It is out of question that this critical phase for the firms, which are not responsible for the emergence 

itself in the vast majority of the cases, somehow forces the authorities to impose again a moral hazard on 

large scale, subliminally inviting investors to forget fundamentals for a while via financing-bridges and 

guarantees, but the one who writes cannot not to believe that a huge number of the measures which 

are prepared today will be present also when the corona virus will be controlled. This is true because 

the authorities have for ages supported the economic system stimulating the debt on huge extent, with the 

consequent generation of bubbles and excesses, and the only way to avoid an implosion of the system is 

to financially repress risk-aversion revivals, until the point of eventually commissariating some market 

segments.  
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negative interest rates, and within present circumstances the pandemic emergence became the catalyst for 

this jump. It is out of question that this critical phase for the firms, which are not responsible for the emergence 

itself in the vast majority of the cases, somehow forces the authorities to impose again a moral hazard on 

large scale, subliminally inviting investors to forget fundamentals for a while via financing-bridges and 

guarantees, but the one who writes cannot not to believe that a huge number of the measures which 

are prepared today will be present also when the corona virus will be controlled. This is true because 

the authorities have for ages supported the economic system stimulating the debt on huge extent, with the 

consequent generation of bubbles and excesses, and the only way to avoid an implosion of the system is 

to financially repress risk-aversion revivals, until the point of eventually commissariating some market 

segments.  

Perspectives 

Besides this wide theme, which will benefit also those markets not yet subject to its direct intervention (as the 

Emerging Markets), via the progressive displacement of private segment in the sectors hit by the intervention, 

the positive perspectives for our funds described in the last updates are confirmed, even though in an 

embryonal state, by the evolution of other factors already discussed in the past: 

 OIL. As already mentioned within the update 

sent to you at the end of March, and contrary to 

the large skepticism of market consensus, the 

biggest oil producers reached an historical 

agreement on oil production cut for 9.7 million 

of barrels. This cut has been immediately 

appointed to as cosmetic, “too little”, “too late” 

they said, as it is clearly not sufficient to cope 

with the expected decrease in demand for the 

months of April and May (potentially down up to 

30 million of barrels). The disequilibrium 

between Demand and Supply is the root of the 

recent turmoil experienced on the WTI 

derivative market, which has been strongly 

distorted by the obliged physical settlement, and 

by the potential lack of space of stocking areas 

in Cushing, Oklahoma, around mid-May; 

“paper-investors” were forced to sell oil paying 

their buyers in order to avoid physical delivery of 

a commodity which could potentially not have 

been stocked at reasonable prices in a few 

weeks. Even though this historical event 

indicates a huge disequilibrium between 

Demand and Supply, which could last also in the 

upcoming weeks, potentially leading to new 

downturns around the last days available for the 

closest future contract, the price drop is the 

signal that we could be close to an important 

adjusted reduction of the Supply, especially 

in the United States. The number of active oil sites dropped by a third over the last month, and the 

production is consequently fast lowering, much more than in 2015-2015 crisis. Moreover, it should be 

mentioned that OPEC+ reductions will be begin the first of May, and so that these promised cuts are 

yet to be started. These cuts are calibrated on the expected demand decrease for the whole 2020 

(between 8 and 10 million of barrels), and are so proportioned. We believe that planets are more 

and more in line for a gradual stabilization in energy sector (which in fact did not react much to 

the last dramatic drops) in the next two months, and for a recover in the second year-half in line with 

the reduction in restrictions and a demand recover. This recover was historically violent, and equal to 
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multiples of the initial drop, which has no precedents in history, equal to seven times the drop 

registered during the financial crisis. 

Energy components of Active Short Term Credit and Spring are positively contributing to the 

performance of the month, while Transportation sector, that coupled with the former had generated 

large part of losses in March, is the first sector in terms of positive contribution in April. 

 

 Nordics market: despite it is largely 

underperforming the global high yield market 

since the beginning of the year, the Nordics HY 

market is returning great recovering signals in 

the month of April, in particular for its most 

important component, Norwegian market, 

which is generating a double digit return in 

current month. Liquidity improved both for what 

concerns net inflows and for what deals with the 

start of activity of the public fund of 50 billion of 

NOK created by the government, the so called 

Statens Obligasjons Fond, with the aim to 

purchase bonds of Norwegian corporates both 

on the primary and the secondary markets.  

 

 The curve shape: as in the previous case, the 1-

3 years segment of the US HY market keeps 

deeply underperforming the entire market in risk-

adjusted terms, with a similar drop, equal to 10%. 

Nevertheless, since the beginning of April the 

relative performance of 1-3 years segment to that 

of the entire market is roughly equal to 50% 

versus a duration ratio equal to a third, and so the 

curve is progressively normalizing, as we 

anticipated. Compared to the peak of the crisis, 

when the inversion reached 550 basis points, the 

curve is now inverted of roughly 325 basis points. 

We expect a progressive normalizing path during 

next weeks.  

 

Fabrizio Biondo 
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