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• The strong rally off the lows and re-normalization of corporate credit curves has continued into April

• Although spreads remain elevated and mispricing convergence potential is abundant, many of the dramatic dislocations 

caused by the mid-March liquidity breakdown have begun to normalize

• IG credit is generally outperforming HY as the Fed’s targeted backstop of less leveraged credits gets priced in

• Derivative markets have also tightened signifi cantly, contributing to the wide (but shrinking) bond/CDS basis 

• The primary calendar has been extremely robust in IG and the new issue market has re-opened in HY

• New issue concessions remain wide, but are beginning to shrink 

• Led by Ford, the largest amount of fallen angel debt ever will migrate out of IG to the HY Indexes in April

• Although WTI has rallied off its recent lows, energy remains a relatively weak segment, particularly in HY

• Both realized and implied volatility remain elevated 

• Additionally, the logistical challenges associated with many market participants working from home continues to weigh 

on much of the market, adding ineffi ciency to the trading process 

• Trading conditions have generally improved and bid/offer spread has tightened off the wides of late March, although it 

has now become challenging to source bonds during the sharp rally

• Electronic inquiry rates remain high, and hit rates on electronic trading are now returning to historical averages

• ETF create/redeem activity and CDX single name vs index arbitrage activity are occurring, creating additional liquidity 

sources in the marketplace

• In addition to the trading challenges it creates, the elevated volatility tends to exacerbate pricing issues in the credit 

markets given the OTC market structure and the large number of individual bonds that may not trade on any given day

• Incoherent pricing makes short term performance analysis challenging until portfolio and index marks come into line 

over the medium term

• We continue to see meaningful pricing lags on individual securities, particularly in IG – we expect these lags will 

generally normalize over the next several weeks

• Although the signifi cant increase in volatility and reduction of asset values has materially increased the default 

probabilities of many fi rms, particularly in sectors directly related to the current oil and COVID-19 catalysts, many fi rms 

remain in very good shape according to DCI’s default probabilities and the recent increase in mispricing    dispersion is 

likely to provide excellent convergence opportunities as markets settle down

• DCI remains focused on maintaining portfolios of positively mispriced credits with strong fundamentals and will continue 

to manage risk while attempting to minimize transaction costs during this period of market turmoil

Observations

Please see disclosures.
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The Opportunity Set

• Credit spreads have widened extensively to 
unprecedented levels outside the GFC.

• Five of the six largest High Yield spread widening 
events in history occurred in March 2020.

• HY credit spreads reached over 900 bps. 
According to JPM, in the past when HY spreads 
cross 900 bps, median annualized returns over 
the next 12, 24, and 36 months are 37%, 26%, 
and 21% respectively.

• While default probabilities for many fi rms have 
increased, many fi rms in DCI’s liquid investment 
universe remain in good shape.

• IG corporate credit are especially dislocated, 
especially at the shorter maturities, offering 
historic valuations but also opportunities in 
broad US Investment Grade, EM Corporate and 
Global Investment Grade and High Yield.

113bp   CDX IG Index

264bp   Bloomberg Barclays
             US Corp Index

837bp   ICE BofAML US HY
             Index (HUC0)

687bp   CDX HY Index
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• The rise in credit market spreads have increased 
the credit spread dispersion – the absolute level 
of credit mispricing defi ned as the difference 
between the market credit spread and DCI’s
“model” credit spread (DCI’S view of the fair value 
credit spread based on DCI’s proprietary default 
probabilities).

• When the market spread exceeds the model 
spread, DCI views the credit as being positively 
mispriced; the reverse, negatively mispriced.

• Mispricing tends to converge to fair value 
(45-degree line in scatter chart) generating 
excess returns for DCI’s strategies.

• All things equal, higher credit dispersion, higher 
excess returns expected in DCI’s strategies.

• Caveat: DCI’s strategies are not expected to 
generate immediate excess returns during 
indiscriminate spread widening episodes but 
during the sorting out period when the market 
resumes trading on underlying fi rm credit 
fundamentals.

Cboe Volatility Index® (VIX Index)
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• The opportunity set is for DCI’s strategies is 
determined largely by:
1. The level of credit spread as it infl uences the 

amount of individual credit mispricing available 
to the strategy – the higher the spread level, 
the higher the absolute level of individual 
credit mispricing.

2. The higher the volatility, the faster the speed 
at which individual market credit spreads 
converge to DCI’s model credit spreads.

• Key take-away:  higher credit spreads and 
highers sustained volatility, higher excess 
returns expected in DCI’s strategies once the 
market resumes trading on underlying fi rm 
credit fundatmentals.

CDS Liquid Universe contains approximately 400 issuers of the most liquid 5-year CDS contract (approximately 75% North 

American issuers and 25% Western European issuers; and approximately 75% rated investment grade and 30% rated high yield).

Please see disclosures. Closing spread and index values. Source: JPM, US Fixed Income Markets Weekly, 20 March 2020.
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Bloomberg Barclys US IG Corp Bond Index: The Bloomberg Barclays US Investment Grade Corporate Bond Index is an unmanaged debt-issuance weighted index that tracks the performance 
of U.S. investment grade corporate debt (within certain exclusions). All performance data regarding the Index are historical and are not indicative of future results, and there can be no 
assurance that these or comparable results will actually be achieved by the Strategy or that the Strategy’s investment objective will be achieved. All noted Indexes are unmanaged and an 
investment cannot be made directly into an Index.

CDX IG: The Markit CDX North America Investment Grade Index is composed of 125 equally weighted credit default swaps on investment grade entities, distributed among 6 sub-indices: 
High Volatility, Consumer, Energy, Financial, Industrial, and Technology, Media & Tele-communications. Markit CDX indices roll every 6 months in March & September

CDX HY: The Markit CDX North America High Yield Index is composed of 100 liquid North American entities with high yield credit ratings as published by Markit® from time to time.

ICE BofAML US HY Index (HUC0): The ICE BofAML US High Yield Master II Constrained Index contains all securities in the ICE BofAML US High Yield Index but caps issuer exposure at 2%. 

VIX Index:  The CBOE Volatility Index® (VIX® Index®) is a key measure of market expectations of near-term volatility conveyed by S&P 500 stock index option prices.

These materials may not be copied or redistributed without DCI, LLC’s (“DCI”) prior consent. These materials are not intended to be risk disclosure documents, and are subject in their entirety 
to defi nitive disclosure and other documents (collectively, the “Documents”) respecting the products and strategies offered by DCI (the “Strategies”). These materials do not constitute an offer 
to sell or a solicitation of an offer to buy or sell any securities, and are qualifi ed in their entirety by the information contained in the fi nal Documents. Prospective advisory clients are advised to 
ask questions of and receive answers from DCI concerning the Strategy and to obtain any additional information they consider necessary for their decision to invest with DCI. In making their 
decision to invest in the Strategy, prospective investors should rely solely upon their own independent investigation, including a review of the Documents and consultation with their own tax 
and fi nancial advisors. The views expressed are the views of DCI and are subject to change based on market and other conditions. Statements made here are not necessarily complete, and 
all information contained in this presentation is subject to updating, completion, revision, amendment and fi nal verifi cation. All information used in these materials has been obtained from 
sources believed to be reliable, but no representation or warranty (express or implied) is made or can be given with respect to the accuracy or completeness of the information contained in 
these materials. No assurance can be given that the Strategy’s investment objective will be achieved. All investing is subject to risk, including the possible loss of the money you invest. The 
Strategy uses sophisticated investment techniques, and may not be suitable for all investors.  Past performance is no guarantee of future results. 

About DCI

DCI is an independent asset management fi rm specializing in investment 
grade and high yield corporate credit strategies. The fi rm manages long-
only and long/short strategies for some of the world’s largest institutional 
and private wealth investors. DCI deploys a fundamental based, systematic 
approach seeking to exploit potential ineffi ciencies in the corporate credit 
markets. The fi rm offers daily dealing funds including regulated UCITS V 
compliant funds, offshore funds, onshore funds and custom managed 
accounts.

The cofounders’ achievements include the creation of the world’s fi rst equity 
index fund at Wells Fargo in 1971, cofounding Dimensional Fund Advisors 
in 1981 and cofounding KMV in 1989. While at KMV between 1989 and 
2002, a group of DCI’s founders and principals developed the world’s fi rst 
credit default probability model. This model was empirically shown to predict 
corporate defaults with more precision and accuracy than any previous 
methods. After Moody’s acquired KMV, the team co-founded DCI in 2004 
with the singular objective of creating well-diversifi ed portfolios that seek to 
produce consistent, low-volatility alpha. 

As a socially responsible partner, DCI adheres to the UN Global Compact 
and is a signatory to the UN Principles for Responsible Investing. DCI 
applies Socially Responsible Investment (SRI) fi lters to all of its portfolios 
and customizes strategies for investors based on their SRI preferences. 
The fi rm is headquartered in San Francisco, California and is registered as 
an investment adviser with the U.S. Securities and Exchange Commission 
(“SEC”).*

About DCI

Contact
investorrelations@dci.com
+1 (415) 764-1901

201 Spear Street, Suite 250 
San Francisco, CA USA 94105 
www.dci.com*Registration with the SEC does not imply a certain level of skill or training.


