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Market Update on Corporate Bonds Markets  – March 27 2020  
 

Over the last month, volatility in the corporate bond market has reached levels not seen in more 
than a decade since the financial crisis. While this extreme volatility can cause discomfort, it has 
also presented corporate bond investors with significant investment opportunities, at the most 
attractive valuations since the financial crisis measured by the spread or incremental yield over 
government bonds. Historically, these periods of dislocation and stress have almost always led to 
future outperformance. 

Corporate Bond Market Update 

Over the past few months, markets have suffered from two external shocks that market 
participants had not anticipated. The first shock was the emergence of the novel coronavirus 
COVID-19 and the resulting policy responses, including social distancing. These policies have 
led to closures of non-essential businesses, an extreme reduction in business activity and 
significant job losses. This week, U.S. jobless claims spiked to 3.2 million1, the highest in 
history. The second recent shock to the market was the collapse of the supply agreement between 
OPEC+ and a subsequent oil price war between Saudi Arabia and Russia, which has resulted in 
the price of a barrel of oil declining by about 50%, to roughly $20 a barrel. This has had an 
extremely negative impact on the oil and gas industry in the U.S. and Canada as earnings, cash 
flow and capital spending are expected to decline materially. Recall that the production and 
delivery of oil products, natural gas and electricity accounts for about 8% and 10% of GDP in the 
U.S. and Canada respectively2. 

Likely due to the growth of algorithmic trading, passive mandates and leveraged strategies, a lot 
of bad news has been priced into U.S. corporate bonds markets very quickly. In only one to two 
weeks, as of March 20, 2020, the U.S. investment grade corporate and high yield indices were 
down 15% and 20% respectively3. The most recent sell-off in U.S. corporate bond markets has 
been about eight times faster than the 2016 energy sell-off, approximately six times faster than 
the 2011 European debt crisis and roughly two times faster than the 2008 financial crisis!  

Because of the magnitude and speed of this sell-off, we have been asked whether the most recent 
volatility feels like a repeat of the financial crisis. The 2008 financial crisis called into question 
the solvency and functioning of the financial system, however, the current challenges we face are 
external shocks. They are reducing earnings and economic activity, which is recessionary, but 
based on history, they are not likely to be permanent. A significant amount of resources are being 
allocated to finding a viable treatment and vaccine for COVID-19.  And at $20 per barrel, long-
term oil production is not sustainable for the world’s largest producers. 
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Empire Life Strategic Corporate Bond GIF and Empire  Life Short Term High Income 
GIF 

Before the recent volatility, Empire Life Strategic Corporate Bond GIF and Empire Life Short 
Term High Income GIF funds were positioned conservatively, given corporate bond spreads and 
yields were near historical lows. 

Empire Life Strategic Corporate Bond GIF is a “go-anywhere” corporate fixed income mandate 
with an approximate two-thirds/one-third split between investment grade and high yield 
corporate bonds. The Fund has been positioned conservatively with an underweight allocation to 
oil exploration & production and energy service companies, and the Fund’s duration is about half 
that of a two-thirds/one-third blend of the U.S. investment grade and U.S. high yield indices, 
making it less affected by the sell-off in the energy sector and widening of credit spreads.  

Empire Life Strategic Corporate Bond GIF may be a suitable investment option for investors 
who are looking for more yield than government and investment grade corporate bonds can 
offer, who want diversification across fixed income securities but with a bias toward investment 
grade corporates, and who are willing to take a small amount of interest rate risk (with a current 
duration for the Fund of about three years).  

Empire Life Short Term High Income GIF, which focuses on higher quality high yield bonds 
maturing within five years, has been positioned very conservatively with an overweight in 
investment grade bonds, which account for about one-third of the Fund’s assets. The higher 
quality exposure and an underweight position in the energy sector have contributed to the Fund’s 
relative performance.  

This Fund may be suitable for investors who are looking for more yield than government bonds 
can provide, and who are more comfortable with higher quality high yield issuers but don’t want 
to take on interest rate risk in this current low rate environment. 

Opportunities and Outlook 

With the recent volatility, spreads on corporate bonds have quickly widened from historical lows 
to cyclical highs, which has presented a significant number of attractive opportunities at 
historically attractive valuations/spreads. In a matter of weeks, the spread on the U.S. investment 
grade index has widened from 1% to 3.6%, while the spread on the U.S. high yield index has 
widened from 3.3% to 10.1%, the highest since the financial crisis. More specifically, BB-rated 
corporate bonds, on which we focus, offer a spread of 8%, and have historically had a very low 
default rate of 1%4. In the past, spreads at these levels have typically led to subsequent strong 
returns. In fact, a recent research from BofA Securities, shows that when the spread on the high 
yield index reaches 9-10%, the average return the following twelve months is about +15%. And 
even in the worst 25% of pessimistic scenarios, the loss over the next 12 months is limited to 
2.5%. There is an even stronger argument for BB-rated corporate bonds when the spread reaches 
7%,  as they have recently, the average return over the next 12 months has been +35% on 
average and +22% for the bottom decile!  
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Once we get past the impact of the aforementioned shocks, we believe the unprecedented level of 
monetary and fiscal stimulus will be a major boost to global economic activity and financial 
markets. When the recovery occurs, capital will likely flow into corporate bonds, given attractive 
spreads that have not been seen in a decade. The timing of a recovery in markets is impossible to 
predict, but our process remains the same: to invest in companies that have sustainable balance 
sheets or provide compelling risk versus reward at attractive valuations.  

Investment opportunities like this don’t come along often. Both Empire Life Strategic Bond GIF 
and Empire Life Short Term High Income GIF are well positioned to benefit from the historical 
opportunities presented by the market.  

 

 

 

 

 

 

 

 

The Empire Life Insurance Company, 259 King Street East, Kingston, ON K7L3A8 

www.empire.ca  info@empire.ca  1-877-548-1881 

This document  reflects the views of Empire Life as of the date published and is subject to change without notice. 
The information in this presentation is for general information purposes only and is not to be construed as providing 
legal, tax, financial or professional advice.  

The Empire Life Insurance Company and its affiliates assume no responsibility for any reliance on or misuse or 
omissions of the information contained in this document. Information obtained from and based on third party 
sources are believed to be reliable, but accuracy cannot be guaranteed. Please seek professional advice before 
making any decisions.Empire Life Investments Inc. is the Manager of the Empire Life Mutual Funds (the “Funds”) 
and the Portfolio Manager of the Empire Life Segregated Funds and is a wholly owned subsidiary of The Empire 
Life Insurance Company. The units of the Funds are available only in those jurisdictions where they may be lawfully 
offered for sale and therein only by persons permitted to sell such units.   

A description of the key features of the individual variable insurance contract is contained in the Information Folder 
for the product being considered. Any amount that is allocated to a Segregated Fund is invested at the risk of the 
contract owner and may increase or decrease in value. Policies are issued by The Empire Life Insurance Company. 


