Commentary from New Century Advisors – December, 2020
OPPORTUNITIES IN CREDIT: LOOKING THROUGH ALL-TIME TIGHTS




IG spread at the index level may be close to pre-Covid tights, but dispersion in spread
performance at the sector level is providing compelling opportunities for outperformance.
Sectors directly impacted by the pandemic, such as lodging and aircraft lessors have lagged
spread recovery and present interesting set-ups appear to be going into a recovery period.
The record amount of fallen angels this year have provided us with a set of compelling
opportunities to generate outperformance for our clients.

SPEEDY RECOVERY IN CREDIT SPREADS

The credit spread on the Barclays Investment Grade (IG) Corporate Index is 110 basis points, just 16
basis points shy of the all-time tight of 93 basis points at the end of December 2019. At the height of
the Covid-19 pandemic, the IG corporate spread widened out to 373 basis points, nearly 275 basis points
over its pre-pandemic tight. Although the spread at the index level is close to reaching its pre-Covid
tights, at the sector level there appears to remain a fair amount of dispersion in spread performance.
The speed of recovery in credit spreads, due to a combination of monetary and fiscal stimulus and a Fed
backstop for investment grade corporates, understates the wild ride investors have had in the IG fixed
income markets in 2020.
Despite IG spreads moving tighter, the recovery in the various sectors has been uneven YTD, driven by
pandemic sensitivity, the volume of fallen angels and new issuance.
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The table below shows spread widening at the sector level in March 2020 and subsequent spread
tightening since the March wides. The last column shows to what extent spreads have recovered from
March levels. Spread retracement of 100% and above means that sector spreads are now trading flat to
tighter than where they were before the spike in March.

Sector
Corporate
Automotive
Supermarkets
Food and Beverage
Banking
Technology
Healthcare
Energy
Other Industrial
Lodging
Finance Companies
Healthcare REITS
Aerospace/Defense
Office REITS
Retail REITS
Airlines

Spread
Spread
widening tightening
in March since March
Spread
2020
2020
retracement
280
-264
94%
648
-675
104%
207
-209
101%
244
-240
98%
244
-237
97%
239
-227
95%
226
-215
95%
476
-435
91%
140
-124
88%
821
-704
86%
620
-530
85%
232
-197
85%
279
-213
77%
183
-135
74%
218
-160
73%
351
-142
40%

Source: Barclays Live

Although at the index level Investment Grade corporates have been able to retrace 94% of the March
widening, not all sectors have recovered at the same pace. Supermarkets, Food and Beverage and
Technology, sectors that have benefited from pandemic-related disruption as more people eat at and
work from home, have been able to recover far more quickly than sectors directly impacted by social
distancing restrictions like Airlines and Lodging. Finance Companies have also lagged, as the primary
constituents of this sector are aircraft lessors and BDCs. Although the Auto sector appears to have
recovered faster than one would expect given its cyclicality, this could be distorted by the deletion of Ford
from the index after it became a fallen angel.


We think that sectors and issuers that have lagged spread recovery are an attractive starting point
to generate investment ideas. For example, some of the larger players in lodging are trading at
reasonably attractive levels. These companies have built up sizeable liquidity since March, and
have successfully tapped the bond market to refinance maturities. We think that these companies
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have profitable business models, and with the boost in liquidity, will successfully navigate through
this period.
Another area that seems attractively priced and leveraged to the recovery theme is aircraft
lessors. Like other high-grade issuers, these companies have built sizeable liquidity to get through
the pandemic period, and very manageable maturities and capital expenditures in 2021.

FALLEN ANGELS
One key driver of spread changes at the sector level has been the record amount of fallen angels in 2020.
Through the end of 3Q 2020, $167bn, or nearly 4%, of IG bonds have been downgraded to HY. To
appreciate this scale of fallen angels, consider that during the period 2008-2009, two years following the
financial crisis, there were approximately $130bn of fallen angels. Furthermore, there were only $23bn
and $32bn of fallen angels, respectively, in 2018 and 2019. The impact on HY was even more extreme,
with fallen angels amounting to 11% of the universe.

Source: J.P. Morgan, HG Ratings Review, October 7, 2020

The Energy sector has seen the largest volume of fallen angels at $67bn or 13% of sector market value at
the beginning of the year. Because of the large percentage of lower quality and wider trading names
departing the index, the Energy sector has optically retraced approximately 90% of its spread widening.
Two other sectors where fallen angels have impacted YTD spread performance are Autos and Food and
Beverage.


The Auto sector has seen the second highest volume of fallen angels this year with the downgrade
of Ford to high yield. Approximately $37 billion of Ford bonds, 30% of sector market value at the
beginning of the year, have exited the index. The current spread for the Auto sector is actually 27
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basis points tighter than where it started the year, again demonstrating the effect of a large,
underperforming constituent leaving the index.


In Food and Beverage, with the downgrade of Kraft Heinz to high yield, $21 billion of bonds
dropped out of the index, or 10% of sector market value at the beginning of the year. The current
Food and Beverage sector spread of 102 basis points is nearly flat to where it started the year.

We are also finding opportunities for spread pick-up in recent fallen angels. Some of these issuers have
suffered a ratings downgrade to high yield, because of their dividend policy, or because of a pandemicrelated delay in deleveraging. The fundamentals for most of these businesses remain strong, and we find
these issuers may have less credit risk than a typical high yield issuer.

CONCLUSION: OPPORTUNITIES REMAIN
Although investment grade spreads have retraced nearly all of the spread widening suffered in March this
year, we remain constructive on IG corporates and are finding attractive opportunities to source alpha in
sectors and issuers that have lagged the recovery. The uneven recovery in sectors and the universe of
recent high quality, fallen angels has provided us with a set of compelling opportunities to generate
outperformance for our clients.

For more information on any of the data, trends, or trading strategies in this piece, or to discuss how
New Century Advisors might help your fixed income allocation, please contact Leigh Talbot, CFA,
Director of Client Relations at 240-395-0012 and ltalbot@ncallc.com
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Important Disclosures:
PAST PERFORMANCE IS NOT AN INDICATOR OF FUTURE RESULTS.
Forward-looking statements: Any projections, forecasts and estimates contained herein are forward
looking statements and are based upon certain assumptions that New Century Advisors considers
reasonable. Projections are necessarily speculative in nature, and it can be expected that some or all of
the assumptions underlying the projections will not materialize or will vary significantly from actual
results. Accordingly, the projections are only an estimate. Actual results may vary from the projections,
and the variations may be material. Some important factors that could cause actual results to differ
materially from those in any forward looking statements include changes in interest rates, market,
financial or legal uncertainties, the timing of acquisitions of the underlying assets, the timing and
frequency of defaults on the underlying assets, amongst others. Consequently, the inclusion of
projections herein should not be regarded as a representation by the manager of the results that will
actually be achieved. New Century Advisors, LLC has no obligation to update or otherwise revise any
projections, including any revisions to reflect changes in economic conditions or other circumstances
arising after the date hereof or to reflect the occurrence of unanticipated events, even if the underlying
assumptions do not come to fruition. The securities listed in New Perspectives are not to be considered
recommendations or an offer to buy or sell securities and are being used as illustrations only. Past
performance is not an indicator of future results. There is no guarantee that the investment objective of
the strategy will be achieved. Index returns reflect the reinvestment of income dividends and capital
gains, if any, but do not reflect fees, brokerage commissions or other expenses of investing. One cannot
invest directly in an index. CLIENTS MUST BE PREPARED TO BEAR THE RISK OF A TOTAL LOSS OF THEIR
INVESTMENT. THE THEMES AND STRATEGIES HEREIN ARE NOT TO BE CONSTRUED AS
RECOMMENDATIONS. THEY ARE FOR ILLUSTRATION PURPOSES ONLY AND SUBJECT TO CHANGE
WITHOUT NOTICE.
Data provided by New Century Advisors, LLC, Bloomberg, Barclays Live and JP Morgan. NCA does not
guarantee or warrant the accuracy, timeliness, or completeness of third party provided information and
is not responsible for any errors or omissions. The discussion of any investments in this presentation is for
illustrative purposes only and there is no assurance that the adviser will make any investments with the
same or similar characteristics as any investments presented. The investments identified and described
do not represent all of the investments purchased or sold for client accounts. The representative
investments discussed were selected based on a number of factors including, investment process and
subject matter applicability. The reader should not assume that an investment identified was or will be
profitable.
The information contained in this email or document may not be reproduced or provided to others
without the prior written permission of New Century Advisors, LLC. The information provided is neither
an offering nor a solicitation of an offering for any securities. Nothing contained herein shall constitute
any representation or warranty as to future performance.

