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Size of the Corporate Debt Market*

Corporate Debt Market has doubled in size 
over the past 10 years

BBB percentage of Corporate Debt Market 
has grown by 10%

BBB to BB ratio has grown from 3.5 to 4.9

2©2019 by Talcott Resolution. All rights reserved. No part of this document may be reproduced, published or used without the permission of Talcott Resolution   302774 

*Source:  Bloomberg, market value



Outlook on Corporate Bonds

Record low borrowing costs

Interest coverage remains near 
record highs for high quality

Strong profit margins

Large-cap BBBs have recently 
demonstrated commitment to 
ratings at expense of 
shareholders
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Outlook on Corporate Bonds

High gross and net leverage

In the next cycle, falling yields 
won’t be a panacea

Implied ratings, based solely on 
leverage, indicate that ~40% of 
US IG non-financials consistent 
with HY rating

Cash to debt ratios headed lower

Tariffs
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BBB Corporates Outlook

Significant growth in BBB Debt

Potential downgrades in a stress could 
be as high as $1Tr

Low BBB credits have reduced debt 
modestly

Significant impacts if downgraded to 
High Yield

Spread pickup from A to BBB near tights

5©2019 by Talcott Resolution. All rights reserved. No part of this document may be reproduced, published or used without the permission of Talcott Resolution   302774 



The Insurance Investment Management Puzzle
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Rely on spread to write new business

Manage to multiple capital requirements

Downgrades/impairments/defaults significantly impact capital and income

Liabilities can be long in nature (>10 years)

Statutory/GAAP/Tax constraints/impacts

Current market conditions



Corporate Bonds: Tough to Time the Market
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Buy and Hold

Sell, buy back in 12 months

5 year bond earns 100bps 
spread over 1 year

If invest in Treasuries for 1 
year, need to earn 125bps 

of spread last 4 years
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Spreads tighter by 40bps 
since end of 2018



Insurer RBC Capital: Downgrades Impactful
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5 YR BBB Corporate

RBC Charge 1.06%

Current Spread 1.10%

ROC 103%

Downgrade
RBC Charge for BB 3.76%

Updated ROC 29%

5 YR A Corporate

RBC Charge 0.33%

Current Spread 0.75%

ROC 227%

Downgrade
RBC Charge for BBB 1.06%

Updated ROC 71%



Tools to Navigate Corporate Market
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Structure
• If able to give liquidity, Private Placement Corporate bonds

Employ Credit default swaps to manage exposures
• Preserves Stat/GAAP book yield
• Avoids taxable gain

Active Portfolio Management
• Sub-sector and security selection critical as markets play out over next 12-24 months

Steering a ship, not a speedboat
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1990 1992 1994 1996 1998 2000 2002 2004 2006 2008 2010 2012 2014 2016 2018

Average Quality

US Credit Index Quality 
Average quality   
 

Source: Barclays. Dates: 6/30/1989 through 3/31/19. 

 Leverage increases are broad-based across industries. 
 Large-scale M&A has been most-pronounced in Healthcare, Food & Beverage, and Telecom/Media. 

US 

Corporations 

continue to 

lever up!! 

A+ 

A 

A- 
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Central Bank Balance Sheets 

Data as of Aug. 31, 2019. Source: Bloomberg  
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BBB market size vs. high yield market size ($billion) 

BBB Corporates High Yield Corporates

BBB Corporate bond market 
BBB rated debt is now twice the size of the high yield market 

Source: Barclays. Dates: 8/30/1989 through 3/31/19. 

From 1988 to 2000, the 

BBB and HY markets  were, 

in essence, the same size.  

As of Q1 2019, the BBB 

market (~$2.7 trillion) is 

more than twice the size of 

the HY market (~$1.2 trillion) 

Average Quality of US Credit Index 

1990: A+ 1996: A 2002: A 2008: A 2014: A Q1 2019: A- 
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Historically….1987 to 1st quarter 2019 
Downgrade cycles have historically offered high yield buying opportunities 

Source: Moody's Investors Service, Inc. & Bloomberg Index Services Limited. 

*Note : All projections utilize March 2019 data for BBB market size (~$2.7 trillion) and HY market size (~$1.2 trillion). Item referred to as "projections" were calculated by the investment team utilizing the historic percentages indicated above.  See additional disclosure at the end of this

document.  

Scenario 

Historical 

Fallen Angels/BBB Market 

Projected 

Fallen Angels ($mm)* 

Projected 

Fallen Angels/HY Market* 

Full Cycle 13% 356,918 29% 

Recessionary Periods 24% 646,746 52% 

The high yield market could 

absorb ~ 52% of new bonds given 

the growth of the BBB market 
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Decoupling of Credit Markets from Discount Rate 

Source: Bloomberg Barclays 

 In periods of stress/recession the broad credit market decouples from the liability discount rate
 Lower rated BBB bond spreads widen and underperform the AA discount rate.
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Funded Status Impact 

The conventional benchmark and up-in-quality CLB matches the long credit index duration and partial durations.   We are assuming 100% funded  level and 100% allocation to fixed income.  Assumes a 12 month horizon. 

Impact to funded status from underperformance of BBB debt (no duration effect): 

No Change Dot-Com Crash Financial Crisis 

 Long Credit 1% -9% -18% 

 Conventional Benchmark (70% long credit & 30% treasuries) 1% -5% -8% 

 Up-in-quality Custom Liability Benchmark 

   (50% long credit A+ & 50% treasuries) 
0% 2% 1% 

 Underperformance of BBB rated bonds can result in funded status deterioration.
 Up-in-quality custom liability benchmarks can provide stability in funded status.
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BBB Stress Analysis 
Do BBB companies have levers to pull in an economic downturn?  

Bottom Up Analysis: 

• Our analysis looked at ~35% of the BBB market.  Our estimate of the debt outstanding for credits we believe to be at high risk of a 
downgrade to high yield under a High Stress Scenario is over $215B vs. a BB market of approximately $600B.   

 
Conclusions: 

• Red companies are those that have already reduced dividends and make minimal use of share repurchases. 
• Yellow companies are paying stable or growing dividends. 
• Green companies are those that have significant cash paid to shareholders through buybacks and dividends which gives them flexibility. 
• For levers we determined that dividends and share re-purchases were most relevant.  We considered capital expenditures, but believe 

that capex is critical to maintaining the earnings power of a business and cutting capex may lead to upfront cash costs that negate the initial 
cost savings. 

The material above contains the current opinions of the author, which are subject to change without notice. Statements concerning financial market trends are based on current market conditions, which will fluctuate. Forecasts and estimates have certain inherent limitations, and 

are not intended to be relied upon as advice or interpreted as recommendation. See additional disclosure at the end of this presentation.  
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BBB Stress Analysis 

Source: Allianz Global Investors Proprietary Credit Models and Consensus.    

Low= 50% of the last case over the past ten years 

High Case = 150% of the worst case 

In the absence of an EBITDA decline over the past ten years, a 10% - 20% EBITDA decline is modeled. 

Levers pulled included reducing 50% of the dividend and 100% of buybacks and allocating the cash savings to debt reduction. AGN estimates are stand alone AGN, ABBV includes AGN due to the pending acquisition of AGN by ABBB. 

Our 2020 Estimates Stress Leverage Amount of Leverage W/Levers Pulled Lever Impact on Leverage 

Ticker Revenue EBITDA Debt Leverage Low High Levers Low High Percent Vs. High Stress 

GE 114,907 10,302 39,952 3.88x 5.57x 7.12x 367 5.52x 7.05x 1% -0.07x 
F 145,926 5,584 12,494 2.24x 3.84x 6.00x 1,358 3.43x 5.35x 11% -0.65x 
ABIBB 55,644 23,188 95,939 4.14x 4.60x 5.17x 2,002 4.50x 5.06x 2% -0.11x 
KHC 25,353 5,973 26,848 4.49x 4.99x 5.62x 976 4.81x 5.41x 4% -0.20x 
MYL 11,772 3,575 12,765 3.57x 3.97x 4.46x 414 3.84x 4.32x 3% -0.14x 
BDX 18,120 5,436 20,084 3.69x 4.10x 4.62x 443 4.01x 4.52x 2% -0.10x 
PAA 33,168 2,768 9,875 3.57x 4.62x 5.41x 704 4.29x 5.03x 7% -0.39x 
CVS 278,489 23,232 62,235 2.68x 2.98x 3.35x 1,302 2.91x 3.28x 2% -0.07x 
MDLZ 26,666 5,567 18,073 3.25x 3.72x 4.06x 2,842 3.13x 3.42x 16% -0.64x 
TRPCN 15,453 10,525 51,472 4.89x 5.43x 6.11x 1,088 5.32x 5.98x 2% -0.13x 
UTX 80,194 13,967 39,111 2.80x 3.24x 3.52x 1,685 3.10x 3.37x 4% -0.15x 
KMI 15,016 8,192 34,902 4.26x 4.78x 5.33x 1,589 4.56x 5.08x 5% -0.24x 
VZ 134,153 49,503 113,371 2.29x 2.54x 2.86x 5,110 2.43x 2.73x 5% -0.13x 
T 185,819 58,905 160,562 2.73x 3.03x 3.41x 7,618 2.88x 3.25x 5% -0.16x 
ABBV 46,994 23,923 88,260 3.69x 4.10x 4.61x 16,459 3.33x 3.75x 19% -0.86x 
AGN 15,159 7,316 22,054 3.01x 3.35x 3.77x 3,313 2.85x 3.20x 15% -0.57x 
MCD 21,705 11,444 34,748 3.04x 3.37x 3.80x 6,627 2.73x 3.07x 19% -0.72x 
EPD 34,009 7,841 29,010 3.70x 4.11x 4.63x 2,002 3.83x 4.31x 7% -0.32x 
CELG 17,217 9,866 20,751 2.10x 2.34x 2.63x 3,212 1.98x 2.22x 15% -0.41x 
UNP 24,706 12,290 30,112 2.45x 2.78x 3.06x 9,401 1.92x 2.11x 31% -0.96x 
AMGN 22,643 13,074 27,120 2.07x 2.30x 2.59x 11,953 1.29x 1.45x 44% -1.14x 
Total 1,323,113 312,471 949,737 3.04x 
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Monetary Policy has driven down yields 
 
 

Data as of Sept. 30, 2019. Source: Bloomberg, Barclays  
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 Central banks have created an opportunity for governments and corporations to lever up 
 Accommodation has extended the business cycle 



11 

Corporate Debt Funding Costs 

Data as of Oct. 9, 2019. Source: Bloomberg, Barclays  
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Additional disclosure 
All materials are presented for Institutional Client use only and are not intended for distribution to the public. The strategy may not achieve its desired results. Past performance is not indicative of future results. 

All returns are gross unless otherwise noted.  Gross returns do not give effect to investment advisory fees, which would reduce such returns.  Investment advisory fees are described further in Form ADV Part 2A Brochure of the investment adviser named in the performance 

presentation of the relevant strategy (the “Adviser”). Advisory fees deducted periodically from accounts can have an impact on performance. As an example, the effect of investment advisory fees on the total value of a portfolio assuming (a) $1,000,000 investment, (b) portfolio return of 

5% per year, and (c) 1.00% annual investment advisory fee would be $10,268.81 in the first year, $56,741.68 over five years, and $129,160.05 over ten years. Actual fees charged may vary by portfolio due to various conditions, including account size.  The presentation may also 

contain net performance information.  Notes to the performance presentation contained herein describe the methodology used to ca lculate “net of fee” performance.   

The results for individual accounts and for different time periods may vary. Descriptions of a strategy’s investment process,  and “targeted”, “expected” and similar forward-looking portfolio information are based on the Adviser’s  

future expectations regarding the strategy.  Although the Adviser manages the strategy with the goal of achieving these expectations, actual results may vary, and the publication of these expectations should not be construed as  

a guarantee. Representative account characteristics do not reflect composite performance, which may be different.  On any given date, any portfolio managed in the indicated strategy may include securities not held by the representative account, and may not hold each security held 

in the representative account.  Consequently, any particular account may have portfolio characteristics and performance that differ from those of the representative account.  Portfolio characteristics and other information contained in this presentation have been obtained from 

independent research providers and other sources the Adviser believes to be reliable, but the Adviser cannot guarantee that the information is accurate, current or complete. Certain projected characteristics (such as the forward P/E ratio) of the Representative Account and indices 

shown may have been estimated. Estimates (est.) are preliminary and unaudited. Estimated data reflect subjective judgments and assumptions and unexpected events may occur. Therefore, there can be no assurance that developments will transpire as forecasted in this brochure. 

For more information regarding account characteristics, please contact Allianz Global Investors U.S. LLC (“AllianzGI US”).  

Nothing contained in this presentation constitutes an offer to sell, or the solicitation of an offer to buy or a recommendation to buy or sell any security; nor shall anything in this presentation be considered an offer or solicitation to provide services in any jurisdiction in which such offer or 

solicitation would be unlawful.  The information provided is for informational purposes only and investors should determine for themselves whether a particular service or product is suitable for their investment needs or should seek such professional advice for their particular situation.  

The asset and industry reports contained herein are unaudited. The summation of dollar values and percentages reported may no t equal the total values, due to rounding discrepancies. Where applicable, currency conversions are provided by Russell Performance Universe and are 

based on monthly linked performance converted from U.S. dollar, and exchange rates are provided by the Federal Reserve Statis tical Release as of month end. 

Unless otherwise noted, equity index performance is calculated with gross dividends reinvested and estimated tax withheld, and bond index performance includes all payments to bondholders, if any. Indexes are referred to for comparative purposes only and are not intended to 

parallel the risk or investment style of the portfolios managed by the Adviser.  Indexes do not utilize leverage. Index calculations do not reflect fees, brokerage commissions or other expenses of investing. Investors may not make direct investments into any index.  Index data contained 

herein (and all trademarks related thereto) are owned by the indicated index provider, and may not be redistributed.  MSCI or other index providers have not approved, reviewed or produced this report, make no express or implied warranties or representat ions and are not liable 

whatsoever for any data in the report. You may not redistribute the MSCI or other index data or use it as a basis for other indices or investment products. No part of this material may be reproduced in any form, or referred to in any other publication, without express written permission.  

S&P Dow Jones Indices has not approved, reviewed or produced this report, makes no express or implied warranties or representations and is not liable whatsoever for any data in the report. You may not redistribute the S&P Dow Jones Indices data or use i t as a basis for other 

indices or investment products. 

Investing in fixed income instruments (if applicable) may expose investors to various risks, including but not limited to creditworthiness, interest rate, liquidity and restricted flexibility risks. Changes to the economic environment and market conditions may affect these risks, resulting in 

an adverse effect to the value of the investment. During periods of rising nominal interest rates, the values of fixed income instruments (including short positions with respect to fixed income instruments) are generally expected to decline. Conversely, during periods of declining interest 

rates, the values are generally expected to rise. Liquidity risk may possibly delay or prevent account withdrawals or redemptions. 

This communication is being provided on the express basis that it will not cause Allianz Global Investors (or any affiliate) (collectively, “AllianzGI”) to become an investment advice fiduciary under ERISA or the Internal Revenue Code, as the recipients  are fully aware that AllianzGI is not 

undertaking to provide impartial investment advice, act as an impartial adviser, or give advice in a fiduciary capacity, and has a financial interest in the offering and sale of one or more products and services.  The contents of this document, insofar as they relate to any investment 

product, service, idea or strategy, are also being provided on AllianzGI’s understanding that the recipients they are directed to are all financially sophisticated (e.g., at least $50 Million of assets held or managed, or a U.S. registered broker-dealer, U.S. registered investment adviser, 

U.S. bank, insurance company doing business in more than one state), capable of evaluating investment risks independently, both in general and with regard to particular transactions and investment strategies.  If this is not the case, and you are receiv ing this information in respect of 

any account subject to ERISA or Section 4975 of the Internal Revenue Code, we ask that you inform us immediately.  

Allianz Global Investors U.S. LLC (“AllianzGI US”) is an SEC registered investment adviser that provides investment management and advisory services primarily to separate accounts of institutional clients and registered and unregistered investment funds. 

AllianzGI US manages client portfolios (either directly or through model delivery and wrap fee programs) applying traditional and systematic processes across a variety of investment strategies. AllianzGI US may also provide consulting and research services in 

connection with asset allocation and portfolio structure analytics. 

Although Allianz Global Investors U.S. LLC is registered with the CFTC as a commodity pool operator (“CPO”) and commodity trading adviser (“CTA”), it operates client accounts in this strategy, including funds  

(if any) as if it were exempt from registration as a CPO or CTA. 
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Allianz Global Investors 
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