
 

  

"We may have to start going back to good quality 
corporate high-yield credit"- April 22nd, 2020  

  

Over the past few weeks, we've seen: 

• A sharp fall in risky assets where equities fell, oil plunged, credit spreads soared but 
safe havens like gold or government bonds also suffered a violent correction at times, 
when they should have been theoretically protected. 

• A spectacular rebound in both credit and equity markets (+12.1% for the S&P last 
week). 

  

  S&P500 EuroStoxx50 SMI ETF € High Yield ETF $ High Yield 

DrawDown -34% -38% -28% -27% -24% 

Rallye 27% 22% 17% 27% 20% 

Since the 

highest 

-16% -25% -15% -7% -9% 

Retracement 53% 36% 44% 76% 63% 

Source: Ellipsis AM, Bloomberg, 14/04/2020. Past performances are not a reliable indicator of future 
performances. 

• There have been dislocations in many credit segments, from investment grade to 
CDS, and the phenomenon has been amplified by the importance of ETFs in the credit 
asset class, sometimes with substantial ETF haircuts to their NAV. 

The Covid-19 pandemic inflicted a shock on the global economy and markets of 
unprecedented suddenness and magnitude. Estimating the current slowdown is very delicate. 
At first glance, it seems that world GDP will lose at least 5% (not annualized) in the first half of 
2020, which would be more than at the height of the great crisis.  

If we assume that the bulk of the health measures will be lifted in the second half of the year, we 
could then see a significant rebound in activity, provided that losses in household income and 
productive capital (defaults and layoffs) are limited, that international value chains are 
rehabilitated, and that the economy's financing channels remain operational.  



These immense challenges related to the exit from the crisis have led almost all the world's 
governments to put in place support measures on an unprecedented scale, at the current stage 
mainly in terms of liquidity, managing unemployment and limiting defaults. 

Both in the US and in Europe, exceptional monetary measures have been announced. The 
Fed and ECB responses are unprecedented, and undoubtedly reflect the potential risks that the 
double shock of demand and supply poses to economic growth and financial stability.    

• The Fed, with 2.3 t$ (10% of GDP), is making the biggest effort. She cuts rates by 
150bp in two steps over the month. Given its reluctance to move to negative monetary 
rates, this is the maximum it could provide through this channel:  

o Massive asset buyback programs were put in place, made unlimited for the public 
sector... 

o Open to the private sector, primary and secondary, USD 500b in loans to 
municipalities, USD 850b refinancing line of credit, loans from the MBS, paycheck 
protection program, ... 

o In addition, the Fed has spectacularly extended its scope of intervention in the 
corporate credit market by authorising massive purchases of high-yield debt (in $) 
and "falling angel" debt. 

• At the same time, the ECB announced a buyback programme and strong support 
for banks:  

o A massive resumption of its purchases of public and private assets with a new EQ 
program called PEPP (Pandemic Emergency Purchase Program) amounting to 
750 billion euros by the end of 2020.  

o As a regulator, an exceptional relaxation of the regulatory framework for European 
banks in order to boost (approximately, a doubling of the outstandings already on 
the balance sheet, according to Exane BNP Paribas analysts) the 
lending/refinancing capacity through 3 decisions: anti-cyclical relaxation of capital 
ratio calculations, provision of secured credit lines and TLTRO refinancing 
capacity. 

• From a European perspective, the actions of the Fed and the ECB are 
complementary and beneficial for euro credit: 

o In Europe, credit is mainly channeled through bank balance sheets (of the 
importance of the ECB's actions as a regulator). 

o But the Fed's support, for corporate bonds in $, also supports European issuers in 
dollars, and participates by arbitrage in supporting the Corporate Euro (which also 
has US issuers in euros). 

All of this is primarily aimed at providing all the liquidity needed to: 

• Limit defaults (both from households and companies of all sizes), 
• Avoid a second round effect of decreasing demand that would again weigh on supply 

(already impacted by containment and disruptions in value chains), 



• To support confidence, both for the consumer, post-containment, and for businesses, and 
thereby build a financial base strong enough to allow the fastest recovery of activity post-
containment. 

Support for demand will undoubtedly have to be supplemented, in Europe in particular, by better 
coordination between States for a public spending programme. 

Many investors will inevitably be looking for a time when risky assets could be purchased 
again. Investment opportunities similar to those offered in 2008-2009 are appearing, but 
the burning question remains the timing: is it premature today to start looking at corporate 
bonds again? 

The yields offered today are high, but high yield credit is not often, and wrongly so, the first place 
where capital returns first. 

• Euro high yield bond spreads reached 920 bps on Monday 23 March, the highest level 
since 2009. This equates to a widening of the credit spread by 600 bps and a capital loss 
of 20% all in just over a month. 

• Spreads have recovered somewhat in recent sessions, but March was as brutal as the 
darkest days of the financial crisis. Nearly 37% of bonds lost more than 20%, surpassing 
the October 2008 level of 29%. 

Equity or Credit? Some interesting reminders: 

The recent fall in equities brings cumulative returns against inflation to a negative level in real 
terms for this turn of the century. Over the same period, European high yield bonds have 
generated higher returns, with European HY yielding above inflation for most of the last 20 years.  

Crisis #1 - The "tech" crisis 

The 21st century got off to a terrible start for equities, with a technology peak in March 2000 
followed by a 50% decline over the next three years. 

The European HY index, whose beta was much higher than that of IG Credit, had also suffered a 
lot during this period, and had experienced drawdowns that were highly correlated to equities.  

The difference is that HY recovered much faster than equities. The high coupons of HY bonds 
allowed investors to obtain income earlier in the cycle and a much faster recovery of their capital 
(July 2004 for European HY bond investors versus 2006 for equity investors). 

Even an investor who would have bought the equity market with perfect timing at the bottom of 
the wave in early 2003 would not have beaten long-term credit. 

The attached illustration shows the long-term performance of Euro High Yield, with a comparative 
analysis of the performance of the different asset classes (Eurostoxx50, Govies and Investment 
Grade). 

  



 

Crisis #2 - The Global Financial Crisis 

The higher beta of HY bonds was again evident with a strong correlation to equities in 2008 and 
2009, when equity and HY investors experienced their second decline of almost 50% in less than 
a decade. 

But again, as before, higher coupons and thus faster returns during the recovery period gave HY 
investors higher returns than the equity market.  In fact, in October 2009, HY investors were once 
again above inflation in cumulative terms. It took another four years for equity investors to be able 
to say the same, and by then HY had generated more than 50% additional returns over equities. 

Crisis #3 - A new coronavirus 

The correlation between High Yield and equities has remained high also during the current crisis, 
although the losses on High Yield have not been as high this time around. So will equities behave 
differently this time, compared to the 2 previous major crises?  

It is still too early to say with sufficient conviction the pace of the return to growth and consequently 
to take all the risks with equities. The coronavirus crisis will probably continue to weigh on equities 
for some time. Despite the support measures, the degree of uncertainty about the resumption of 
growth remains extreme. The extent of the economic damage will only really be measurable once 
business picks up again. Whether or not the containment measures are extended will have 
significant economic effects. On the other hand, the spectre of a financial and banking crisis, 
due to a lack of liquidity and a violent rise in defaults, has receded. 



The behaviour of the banks during the last crisis gives us an idea. It is worth remembering: 

• Banks have had to recapitalize in the last 10 years. They have had to rebuild capital ratios 
well above those of 2007. This has resulted in higher capital and lower debt-to-equity 
ratios, which means a much less stressed balance sheet with much less operating 
leverage. As a result, shareholder returns began to look less like growth stocks and more 
like utilities. 

• We expect something similar to happen but now for non-financial companies. They will 
also need to have higher cash reserves, lower operating leverage and ultimately cash 
flows closer to utilities, with less growth available to pay dividends, to buy back shares. 
Any company (or even sector) benefiting from an explicit bailout or state participation is 
likely to be prohibited from distributing capital, just as banks have been prohibited from 
distributing equity capital. 

• This time, hopefully, the banking sector will not be the problem, but would be part of the 
solution, with the support of central bankers. 

Credit should therefore continue to outperform equities for a few quarters. Equities are not a better 
buying opportunity in our view when you can buy corporate high yield credit at current yield levels. 

The current situation could therefore be an opportunity for long-term investors willing to 
endure high short-term volatility to consider investing in the credit market. 

The extent of the "repricing" that the market is experiencing creates opportunities. However, it is 
difficult to argue that the market as a whole offers clear potential, and investors should be wary 
of the ease of passive exposure to the high-yield market. There is no doubt that a selective 
bottom-up approach is needed to exploit the opportunities that arise. 

In our view, it would be better to go back first to good quality HY bonds. The amount of stimulus 
announced by governments and central banks has been impressive in such a short period of time. 
Whether it will be sufficient depends on how long companies will be in trouble. In addition, support 
in the form of guaranteed loans may not be appropriate for firms that are already heavily indebted, 
especially if they are unable to make up lost output. 

Given the quality of the BB deposit and the supports put in place, risk premiums seem 
excessive today:  

• The observed spreads reflect an implicit probability of default over 1 year of 11% for the 
BB segment and 18% for the B segment. 

• Historically, this rate has never exceeded 3.5% in realised terms (S&P). On the other hand, 
the realised default rate on the B segment reached peaks of 10.9% in 2009, 11.5% in 2001 
and 13.8% in 1991. 

• A recent study by JP Morgan estimates that the average default rate for the asset class 
could rise to 6% in 2020 (compared with 7% in 2009), and thus remain contained thanks 
to the measures put in place. 

Our 2 investment solutions to return to high yield (Global and Europe): 

Ellipsis High Yield Fund offers a selection of our best international bond convictions with 
companies from G20, OECD or European Economic Area countries, mainly non-financial 
and only denominated in euros. It offers global (and not only European) geographical 



diversification without currency risk. In the current environment, it holds issuers that we 
believe are resilient, with sufficient liquidity to withstand even a prolonged economic 
downturn. Its positioning has enabled it to be placed among the best funds in its peer 
group*. 

• READ THE FUND PROSPECTUS 

• READ THE KIID - I EUR UNIT SHARE CLASS 

  

Ellipsis European Credit Allocation Fund is a flexible bond management solution with a 5-
year track record, offering tactical allocation to optimize bond diversification. The dynamic 
management of the allocation is carried out between several European bond segments, 
including high yield, but also convertible bonds and sovereign bonds. Its fund manager, 
Nicolas Blanc, was awarded at the Citywire Awards* France (Best Fund Manager 2019 - 
Bonds Europe). 

• READ THE FUND PROSPECTUS 

• READ THE KIID - I EUR UNIT SHARE CLASS 

  

www.ellipis-am.com 

  

*More information about our peer group https://www.ellipsis-am.com/compliance/peer-group-methodology 

**https://citywire.fr/awards. References to past rankings and awards are without prejudice to future rankings or awards. 

Past performance is not a reliable indicator of future performance. Citywire Fund Manager Awards Logo(s) are 
proprietary to Citywire Financial Publishers Ltd (“Citywire”) and © Citywire 2014. All rights reserved. You may only use 
this material for your personal and non-commercial use. No part of this material may be copied, distributed or adapted 
in any form or by any means without prior written consent. Citywire does not accept any liability for your reliance upon, 
or any errors or omissions in, the Citywire Ratings or Citywire Rankings. The Citywire France Awards (Best Fund 
Manager) recognize managers whose funds are registered in France and who have consistently generated the highest 
risk-adjusted returns over the past three years until 30 September 2019 (source: Lipper). They are based on their 
individual track record and for all the funds they manage in an investment sector during this period. 

  

THIS DOCUMENT IS INTENDED FOR PROFESSIONAL INVESTORS ONLY 

Reminder of the risks linked to the credit asset class: the fund is particularly exposed to risk related to the possibility 
of bond yields rising. Such an eventuality would cause the price or valuation of bonds to fall, thereby decreasing the 
net asset value of the fund, which is not guaranteed or protected. 

Source: Ellipsis AM, Bloomberg, Data as of 14/04/2020.  

ELLIPSIS AM - 6, rue Ménars - 75002 Paris - A fund management company certified by the AMF (GP - 1100014) - 
Limited liability company with management board and supervisory board, with a share capital of EUR2,307,300 - RCS 
Paris 504 868 738 

ELLIPSIS AM SUISSE SARL - Rue du Rhône 80 - 1204 Genève 

https://www.ellipsis-am.com/publication/ellipsis-high-yield-fund/amf-prospectus
https://www.ellipsis-am.com/publication/ellipsis-high-yield-fund/FR0011122019/kiid
https://www.ellipsis-am.com/publication/ellipsis-european-credit-allocation-fund/AMF-prospectuS
https://www.ellipsis-am.com/publication/ellipsis-european-credit-allocation-fund/FR0011927631/KIID
http://www.ellipis-am.com/
https://www.ellipsis-am.com/compliance/peer-group-methodology
https://citywire.fr/awards


Warning: This commercial document is designed for information purposes only and is not advice to invest in financial 
products. Given its simplification, the information contained in this document may only be partial. It may be subjective 
and could be changed without warning. All data is established in good faith on the basis of market information. The 
exactness of elements stemming from external information sources cannot be guaranteed. Past performances are not 
a reliable indicator of future performances and the value of equities or fund units can fluctuate either upwards or 
downwards. Ellipsis AM cannot be held liable for a decision that is made on the basis of this information. It is 
recommended that investors that would like to subscribe to units or shares in a fund do not base their decision only on 
the items contained in this document and that they read carefully the most recent version of the prospectus and 
especially the risk profile. The fund's prospectus, KIID and financial statements are available upon request from the 
management company or online at: www.ellipsis-am.com. This document may not be reproduced in any form or 
distributed to anyone other than the person for whom it is intended without the prior written consent of Ellipsis AM. The 
marketing and distribution of fund shares or units may be limited or prohibited by law in certain jurisdictions. This UCITS 
may not be subscribed or held by Ineligible Persons or by Ineligible Intermediaries (see the "Target investors" section 
of the prospectus). It is advisable to check the registration country of the fund(s) covered by this document 
before any subscription. 

Additional information for Switzerland: the state of the origin of the fund is France. In Switzerland, the representative 
is ACOLIN Fund Services SA, Leutschenbachstrasse 50, CH-8050 Zurich, whilst the paying agent is Banque Cantonale 
de Genève, 17 quai de l’Ile, CH-1204 Genève. The prospectus, the Key Investor Information Documents, the fund 
regulation or the articles of association as well as the annual and semi-annual reports may be obtained free of charge 
from the representative. In respect of the units distributed in or from Switzerland, the place of performance and 
jurisdiction is at the registered office of the representative. This is an advertising document which is intended for 
information purposes. Past performance is no indication of current or future performance. The performance data does 
not take account of any fees and costs charged on the issue or redemption of units. 

 

https://www.ellipsis-am.com/

