
We are living in unprecedented times as COVID-19 continues to wreak havoc on our daily lives, the economy, and the global 
markets. However, market dislocations also present an opportunity to strategically source credit. The recent market volatility has 
been incredibly broad-based and indiscriminate. This may create opportunities for active managers with flexible capital to make 
prudent investments at attractive entry points. Below, we review three asset classes in light of the recent selloff.

The initial cut was the first emergency rate decrease since 2008, and with rates now near zero, we are back to rates not seen since 
the GFC. The 10-year U.S. Treasury yield, which had already fallen more than 150 bps from 2.58% since the end of 2018, broke 
through its 1.00% floor. 

HIGH YIELD CREDIT: SECTOR SELECTION MAY REWARD INVESTORS

Up until the second week of March, sub-investment grade credit (high yield) had been trading with some semblance of normalcy, 
with active two-way trading and good volume. More recently, high yield credit spreads reached levels that haven’t been seen since 
the global financial crisis. As depicted on the St. Louis Fed website, high yield credit spreads over Treasuries have nearly tripled in 
a month, rising from 3.6% on February 19th to 10.1% as of last Friday, March 20th.

Some industries are much more exposed than others to the challenges and disruptions stemming from COVID-19. Industries like 
transportation, automotive, energy, and leisure are facing formidable challenges, whereas industries like healthcare, technology, 
and media/telecom are relatively insulated from ongoing disruptions. Right now, all sectors are being sold with little discernment, 
which sets up favorable opportunities in defensive sectors that are being unfairly punished.
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COLLATERALIZED LOANS: IT’S A WAITING GAME

Despite being one of the more turbulent corners of today’s 
credit markets, there are some attractive relative value op-
portunities in CLO debt and CLO equity. (CLO debt is treated 
like a bond and offers coupon payments; CLO equity doesn’t 
pay cash flows but instead offers ownership in the CLO in 
the event of a sale.) Within CLO equity, there’s paper that 
had been trading at 15% rates of return at the beginning of 
this year and is now being marked at 22% RoR.

Within CLO debt, there’s triple-B paper whose yields have 
risen 200bps and double-B paper with yields that have 
increased 400bps during the month of March. Much of this 
paper has been deservedly marked down for issues and 
uncertainties that have yet to play out; however, there may 
also be attractive buying opportunities.  The difficulty for 
investors is that the paper is being marked but there are no 
willing sellers at current prices.

DIRECT LENDING: IT’S ABOUT SIZE AND SCALE

In private credit, it’s been very quiet, not surprisingly. Lend-
ers that don’t need to bring deals to market are sitting tight. 
Pricing is just too volatile and there are too many uncertain-
ties about what the future will bring for potential borrowers. 
However, there are a number of interesting developments in 
the US and EUR direct lending space. High-quality compa-
nies have been reaching out to direct lending and special 
situations teams requesting quotes on large-scale, short-
term liquidity facilities to help shore up their balance sheet 
and weather these turbulent times. As many banks have 
curtailed new loan issuance, there are potential opportuni-
ties for non-bank lenders with size and scale to step in and 
fill the void.

THE BOTTOM LINE

As in all dislocations, the challenge is to find opportunities 
at the right entry points before the disruption resolves. In 
this case, markets are likely to remain volatile until the virus 
is contained. However, it has taken just days for central 
banks and fiscal policy makers to implement significant 
measures to help avoid a global financial crisis-style credit 
crunch. With such large stimulus, the rebound, when it 
comes could be sharp.

The information contained within is for educational and 
information purposes ONLY. It is not intended nor should 
be considered an invitation, inducement to buy or sell 
any security or a solicitation to buy or sell any security. 
The information is not designed to be taken as advice or 
a recommendation for any specific investment product, 
strategy, plan feature or other purpose in any jurisdiction, 
nor is it a commitment from us or any of our subsidiaries to 
participate in any of the transactions mentioned herein. Any 
commentary provided is the sole opinion of the author and 
should not be considered a personal recommendation. This 
is also not intended to be a forecast of future events nor is 
this a guarantee of any future result. Both past performance 
and yields are not reliable indicators of current and future 
results. Information contained herein was obtained from 
third party sources we believe to be reliable; however this 
is not to be construed as a guarantee to their accuracy or 
completeness. Observations and views contained in this 
report may change at any time without notice and with no 
obligation to update.

All investments carry a certain degree of risk, including 
possible loss of principal and there is no assurance that 
an investment will provide positive performance over any 
period of time. There are specific risks associated with 
investing in various types of financial assets and in different 
countries. The information contained within should not be 
a person’s sole basis for making an investment decision. 
One should consult a financial professional before making 
any investment decision. Investors should ensure that they 
obtain all available relevant information before making any 
investment. Financial professionals should consider the 
suitability of the manager, strategy and program for their 
clients on an initial and ongoing basis.
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