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The spread of the coronavirus has pushed countries around the world to implement immediate measures in an
attempt to curb further contagion. As uncertainty has deepened, risk asset prices have plummeted, with year-to-date
returns of both equities and investment-grade corporates negative. While the pace of these price declines may
concern investors, this could be an opportunity to take advantage of historically cheap bonds, particularly in the
long-end. In this piece, we discuss recent developments in the long corporate market, and how we believe recent
underperformance has created an attractive entry point for long-term investors.

Marching Higher
This month’s dramatic sell-off has led to numerous
dislocations in investment-grade markets. After long
corporate yields reached record all-time lows earlier this
year, they have swiftly changed course in March.
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As of March 20th, long corporate yields are up to
4.93% - the highest level since 2018. Overseas and LDI
investors typically enter the market when long yields
approach 5%, as hedging costs and yield targets become
more attractive. Interest from foreign investors has risen
recently as yields increased, particularly for high-quality,
on-the-run long corporate bonds. After accounting for
hedging costs, yields have reached over 3% for
Taiwanese buyers of 30-year Treasuries and over 2% for
Japanese investors of 10-year Treasuries.
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Year-to-date, long corporate spreads have widened by over 200bps, from 136bps to 355bps. However, the majority of
the move has taken place in the last 30 days, accounting for almost 160bps of the spread widening. Although spreads have
surpassed the 2016 wides reached during the energy crisis, they remain well below the levels seen during the Great Financial
Crisis. Additionally, since 2000, long corporate spreads have been tighter than this level nearly 95% of the time.
Issuance has totaled almost $100 billion over the last two weeks, concentrated in higher-quality, long-duration bonds.
On average, issuers have paid new issue concessions of 35-75bps, up from 1.2bps prior to March. These new issue
concessions have pressured secondary spreads, as investors have re-priced existing issues in sympathy with concessions.
Over the last two weeks, there has not been any issuance of corporates with maturities of less than 5-years, as issuers have
avoided the lack of liquidity in the front-end.

Largest 30-year Bond Issuance Over the Last Two Weeks
Issuer (Moody’s)

Size of Deal

Spread

New Issue Concession

Oversubscription

17-Mar

PepsiCo (A1)

$1.50bn

200bps

50bps

2.7x

17-Mar

Verizon (Baa1)

$1.25bn

250bps

45bps

8.2x

19-Mar

Disney (A2)

$1.75bn

285bps

70bps

2.9x

20-Mar

Intel Corp (A1)

$2.25bn

310bps

65bps

2.4x

24-Mar

MasterCard (A1)

$1.50bn

250bps

20bps

10.5x

Date Issued

Sources: Bloomberg Barclays, Bloomberg and Citigroup as of 3/20/20. New issues as of 3/24/20 from Bloomberg. The views contained in this report are those of IR+M and are based on information obtained by IR+M from sources
that are believed to be reliable. This report is for informational purposes only and is not intended to provide specific advice, recommendations for, or projected returns of any particular IR+M product. No part of this material may be
reproduced in any form, or referred to in any other publication, without express written permission from Income Research & Management.
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Investors Have the Opportunity to Buy High-Quality Issuers at Discounts
Worst Performing 20-30yr Corporate Bonds Since February

Given the recent correction in risk assets,
investors may be considering re-risking their
pension plans by re-allocating to growth assets
and reducing hedging assets. Corporate pension
plans have faced significant headwinds since yearend, as equity prices have fallen over 24% and
interest rates have declined. Average funded status
ratios have dropped by 5-10% year-to-date.

As of 3/20

Ticker

Issue

Equity Return

Bond Return

MSFT

3.75 2/12/45

-15.2%

-21.9%

JNJ

3.5 1/15/48

-10.8%

-15.4%

BRK

4.5 2/11/43

-16.7%

-27.2%

NEE

4.125 6/1/48

-24.1%

-24.7%

DIS

4.125 6/1/44

-26.9%

-31.2%

AAA-rated

AA-rated

A-rated

However, the fixed income market also offers an
C
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date, the Bloomberg Barclays Long Corporate Index
returned
29.2%.
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enable
plans to alternatively
consider re-risking within their hedging portfolios.
pans to
Liquidity in the long-end is relatively stable compared to other segments of the market. As buyers in a market of sellers,
investors may capitalize on attractive spreads, and in the case of fixed income, at a higher part of the capital structure relative
to equities.

It’s Not About Where You End Up, but How You Got There

2-yr Excess
Return
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2-year Excess Return vs. Lagged Long
Corporate Spread

Long corporate spreads in excess of 250bps may signal
an attractive entry point for long-term investors.
Historically, a starting spread of 180bps or greater has – on
average – resulted in a positive 2-year excess return.
Conversely, long corporate spreads below 180bps typically
resulted in a negative excess return.
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Starting BloomBarc Long Corporate Index Spread
(bps) from March 2000 to February 2018

During the Great Financial Crisis, long corporate
spreads increased to 512bps, which was significantly
wider than current spreads of 355bps. However, spreads
then tightened more than 300bps over a 10-month period,
from December 2008 to October 2009. Investors who can
withstand potential volatility may benefit from longer-term
return potential.

Recent underperformance across risk assets has pushed long corporate spreads to historical wides. We believe this
could be a well-timed entry point for long-term investors. At IR+M, we feel we are opportunistically participating in
the new issue and secondary market, and sourcing undervalued long-duration corporates at favorable levels. The
uncertainty surrounding the coronavirus could continue for the foreseeable future. However, we will rely on our
experience as bottom-up security selectors to find attractively priced bonds that may weather this volatility.
Source: Bloomberg and Bloomberg Barclays as of 3/20/20. Bonds shown in table are two worst performing 20-30yr bonds, by Bloomberg composite rating and excluding the energy sector, within the BloomBarc Long Corporate Index
from 2/28/20-3/20/20. Only one bond per issuer is shown and issuers without a corresponding stock not shown. 2-year Excess Return is cumulative. The views contained in this report are those of IR+M and are based on information
obtained by IR+M from sources that are believed to be reliable. This report is for informational purposes only and is not intended to provide specific advice, recommendations, or projected returns for any particular IR+M product. No part
of this material may be reproduced in any form, or referred to in any other publication, without express written permission from Income Research & Management. BLOOMBERG® is a trademark and service mark of Bloomberg Finance
L.P. and its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and service mark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s licensors, including Barclays,
own all proprietary rights in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this material, or guarantees the accuracy or completeness of any information herein, or makes any warranty, express or
implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for injury or damages arising in connection therewith.
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