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Distressed bond numbers escalate at alarming pace

The number of distressed bonds in the $HY bond universe continues to increase, with European

HY entering the fray.

— The ratio of distressed bonds in the Markit iBoxx $ Liquid High Yield Index stands at 26%.

— 102 out of 140 $HY bonds in the Oil & Gas sector trade at spread greater than 1,000bps.
— In European HY, the distressed ratio has risen from 7% to 11% over the past two months.

Given the volatility in recent weeks, credit risk
in global high vyield (HY) bond markets
continues to widen as investors clamber to
safe havens. The spread over treasuries on
the Markit iBoxx $ Liquid High Yield Index
currently stands at 745bps; multiple year
highs.

The pace of risk in the HY bond market and
the increased number of bonds trading at
distressed levels, serves as an early indicator
for potential defaults among corporations.
Loosely defined, a ‘distressed’ bond is one
that trades with an annual benchmark spread
of over 1000bps.

Distressed levels deepen
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Using the Markit iBoxx $ Liquid High Yield
Index as a proxy for the $HY market, current
data shows that 255 of the 971 constituents
currently trade with a spread above 1000bps,
or 26% of $HY bonds. This represents the
highest level post 2009 and a tripling from the
levels seen at the end of 2014 when only 8%
of the index was in distressed territory.
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Even more alarming has been the rate at
which the ratio of distressed US HY bonds
has increased. When a similar report was run
on December 9™ last year, the ratio stood at
15% which rose to 19% by the year end after
the liquidation of several high profile HY credit
funds in mid-December. This level has now
increased a further 7% to 26% as market
uncertainty has intensified into the New Year.

Sectors
>1000b Distressed

Bonds ps ratio
Markit iBoxx $ Liquid High Yield Index 971 255 26%
Oil & Gas 140 102 73%
Basic Resources 51 31 61%
Telecommunications 85 21 25%
Industrial Goods & Services 124 21 17%
Utilities 48 14 29%
Technology 55 11 20%
Chemicals 23 10 43%
Personal & Household Goods 45 9 20%
Insurance 7 7 100%
Media 83 7 8%
Health Care 82 6 7%
Retail 27 5 19%
Construction & Materials 10 3 30%
Automobiles & Parts 23 2 9%
Banks 24 2 8%
Travel & Leisure 46 2 4%
Real Estate 13 1 8%
Financial Services 65 1 2%
Food & Beverage 20 0 0%

source: Markit

Among the distressed names, the main
protagonists have been bonds in the Oil &
Gas and Basic Materials sector, which make
up over half of the distressed bonds in the
Markit _iBoxx $ Liguid High Yield Index.
Downside risk in commodity prices and
lingering concerns around slowing global
trade have continued to dent credit profiles in
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the sectors. A concern among market
participants has been the spill over effects of
these sectors onto the wider HY market, but
so far the evidence has been tepid. Only 7%
of HY bonds in the Healthcare sector are in
distressed territory, while this ratio falls to 1%
for Financials. Not all defensive sectors are
proving as resilient though, with Utilities
seeing 29% of its bonds in the Markit iBoxx
$ Liquid High Yield Index trading above
1,000bps.

European HY

In December’'s report on distressed bonds,
we noted that Europe remained relatively
isolated in terms of the number of distressed
bonds given its minimal exposure to
commodity prices and accommodative QE
environment. Over the past several weeks
however, European corporate credit has seen
heightened levels of risk driven around
concerns in the financial sector.

50 bonds in the 442 (11%) constituent iBoxx
EUR Liquid High Yield Index are currently
trading distressed levels, up from 32/448
(7%) on December 9" last year. While this is
still less than half the percentage seen in the
$HY market, the 4% difference in such a
short space of time gives cause for concern.
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