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Since the “Virus Crisis” spread beyond Asia in February, investors and newscasters have focused on equity 
declines.  Today was no exception, as there were more liquidations in equities.  This occurred across all sectors 
except some consumer staples companies.   Since February 12th, the Dow is down 32.7%.  Now, crude oil is 
trading at $20/bbl and real yields are rising. 

 

Stress in Bond Land 

Underlying all this is a more complex and timely story about bond yields, spreads and liquidity.   When we look back at 

the 2008 Financial Crisis (FC), bond spreads were indicative of the fear factor in markets generally and in specific 

sectors.   At that time, investors and regulators were focused on mortgage spreads, bank yields, high yield spreads and 

LIBOR spreads as indicative of the health, or lack thereof, in these markets. Illiquidity was also a big factor in ’08-09 as 

investment capital was scarce given the impact of pricing on portfolios and the banks inability to make markets due to 

balance sheet issues.  Here are spreads prior to the FC and in the middle of it: 

Figure 1: US HY bond spreads, 2005-2010 

 

Source: Bloomberg Barclays Indices as of March 18, 2020 
Indices are unmanaged. An investor cannot invest directly in an index. They are shown 
for illustrative purposes only and do not represent the performance of any specific 
investment. Past performance is no guarantee of future results. Real results may vary. 
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Are We There Yet? 

2020 is not a financial crisis given the health of US banks and major corporations going into the Virus Crisis.  Concerns 

are rising, however, as the spreads and illiquidity are beginning to show signs of great stress.    

Figure 2: LIBOR-OIS spread at highest level since 2008 

 

Source: Haver Analytics as of March 18, 2020 
Indices are unmanaged. An investor cannot invest directly in an index. They are shown 
for illustrative purposes only and do not represent the performance of any specific 
investment. Past performance is no guarantee of future results. Real results may vary. 

 

Markets have realized that European and US governments are going to open the taps to provide broad fiscal 

support.  This will require the huge issuance of government paper.  Yields for many sovereign bonds have moved off 

their historical lows, indicating that the large issuance may be inflationary or crowd out other investments.  That said, 

they do remain low enough to support economic growth, post the health crisis. 

 

No Place to Hide 

In addition, the absence of “safe havens” in the Virus Crisis is notable and unusual.   Traditional stores of safety like 

Treasuries, Munis, AA-rated investment grade corporates and Gold have all behaved aberrantly.  This is indicative of a 

liquidity panic where investor seek cash at any cost.   

Figure 3: Gold prices have fallen alongside US equities 

 

Source: FactSet as of March 18, 2020 
Indices are unmanaged. An investor cannot invest directly in an index. They are shown 
for illustrative purposes only and do not represent the performance of any specific 
investment. Past performance is no guarantee of future results. Real results may vary. 



Raising large amounts of capital while market liquidity is poor creates other problems. Investors unable to sell certain 

assets end up selling whatever they can. We have seen this behavior accelerate today in Treasuries, mutual funds and 

ETFs. This creates confusing market relationships, such as Treasuries and equities falling together. Or, as also 

happened today, the net asset value of an ETF falling significantly below the value of the underlying benchmark.  

 

The Fed Intervenes 

There have been some bright spots as the Fed responded to dislocations with injections of liquidity.   Recent liquidity 

actions implemented by the Federal Reserve in Commercial Paper and mortgages, for example, have reduced stress 

somewhat.  Also, during brief periods of calmness, high quality corporates have been able to raise significant capital 

through new bond issuance. Verizon, Pepsico and even Exxon did so at yields below prior issuances. 

 

Opportunities 

There also are certain asset classes like US municipals and preferred stock that appear to be quite oversold. For 

example, certain 2-year municipal bonds trade with yields 300% above US Treasuries. While high quality US banks have 

certain preferred stock structures trading at $75, with yields above 12%. Though the future of markets still remains 

unclear, and weakness can continue, some long-term value seems attractive at these levels. 

 

Market Normalcy in Bonds is Necessary for Equities to Bottom 

As we look at equity performance, we should presume that a sustainable bottom and rebound requires a well-functioning 

credit market as a precondition, offering access to capital and liquidity for investors at reasonable spreads.   We will start 

again tomorrow to see how we fair in that regard.    

 

Figure 4: IG Spreads and S&P 500 

 

Source: Factset as of March 18, 2020 
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