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IS FEARING FALLEN ANGELS FOLKLORE?

The spread impact this year from fallen angels has been much greater for 

US High Yield than it has been for US Investment Grade
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Impact to the US High Yield Index from a potential Second Wave of Fallen Angels

“Fallen Angels” (FAs) are those issuers that have been downgraded

from investment grade (IG) to high yield (HY). The magnitude of this

year’s fallen angels in terms of par amount has surpassed both the

Great Financial Crisis in 2009 and the commodity crunch in 2015.

Following the onslaught of the coronavirus pandemic, approximately

$151 billion across 27 issuers was downgraded to high yield. Adjusting

the IG Index OAS to exclude these fallen angels results in an index

OAS that averaged just 2bps tighter through the end of July. However,

the spread impact to the HY index would average roughly 43bps

tighter. Expectations vary for an additional wave of downgrades and

are largely dependent on the virus’s path in the second half of the year.

Source: JP Morgan as of 7/17/20 and Bloomberg Barclays as of 7/30/20. The IG and HY Indices referenced are the Bloomberg Barclays US Corporate Index and the Bloomberg Barclays US Corporate High Yield Index,

respectively. Increase in market value on the HY Index is derived from assuming a one notch downgrade using the average index rating of BBB-. OAS ex-2020 FAs for each respective index in the left-hand chart is

calculated by excluding index-eligible 2020 fallen angels as of 6/30/20 and recalculating a weighted average OAS at each month-end. The % of HY Index after Downgrade in the right-hand chart assumes that all cusips in

the Bloomberg Barclays US Corporate High Yield Index that have an index rating of BBB- and are on negative watch/outlook by either Moody’s, S&P or Fitch are downgraded to high yield.

Over one-third of the investment grade corporate index is currently on

negative watch or negative outlook by at least one of the major rating

agencies; nearly 30% of these issuers are currently rated BBB-/Baa3.

• Negative watch indicates a potential downgrade in the near

term, while a negative outlook indicates a downgrade could

occur over the medium term (approximately 6-24 months).

Although we do not expect all BBB- issuers on negative watch/outlook to

be downgraded to high yield, if they were, the high yield index would

increase by approximately 30%, or more than $430 billion of market value.
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IR+M DISCLOSURE STATEMENT

The views contained in this report are those of Income Research & Management (“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. Investing in securities involves risk of loss that clients should be prepared to bear. More specifically,

investing in the bond market is subject to certain risks including but not limited to market, interest rate, credit, call or prepayment, extension, issuer, and

inflation risk.

It should not be assumed that the yields or any other data presented exist today or will in the future. Past performance is not a guarantee of future

results and current and future portfolio holdings are subject to risk. Securities listed in this presentation are for illustrative purposes only and are not a

recommendation to purchase or sell any of the securities listed. Forward looking analyses are based on assumptions and may change. It should not be

assumed that recommendations made in the future will be profitable or will equal the performance of the securities listed. Some statistics require

assumptions for calculations which can be disclosed upon request.

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.

Copyright © 2020, S&P Global Market Intelligence. Reproduction of any information, data or material, including ratings (“Content”) in any form is

prohibited except with the prior written permission of the relevant party. Such party, its affiliates and suppliers (“Content Providers”) do not guarantee the

accuracy, adequacy, completeness, timeliness or availability of any Content and are not responsible for any errors or omissions (negligent or otherwise),

regardless of the cause, or for the results obtained from the use of such Content. In no event shall Content Providers be liable for any damages, costs,

expenses, legal fees, or losses (including lost income or lost profit and opportunity costs) in connection with any use of the Content. A reference to a

particular investment or security, a rating or any observation concerning an investment that is part of the Content is not a recommendation to buy, sell or

hold such investment or security, does not address the suitability of an investment or security and should not be relied on as investment advice. Credit

ratings are statements of opinions and are not statements of fact.

IR+M claims compliance with the CFA Institute Asset Manager Code of Professional Conduct. This claim has not been verified by the CFA Institute.

This material may not be reproduced in any form or referred to in any other publication without express written permission from IR+M.


