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We are also seeing green shoots in the US economy.
Second quarter revenue and earnings have generally been
much stronger than consensus expectations. There are
signs of consumer strength in segments of retail, autos and
housing. In another encouraging sign, Goldman Sachs
recently updated its unemployment forecast, lowering it to
7% by the end of 2020 from a previous forecast of 9%. For
comparison, that would not be too far above the historical
average of 5.8% since 1948.
While we are growing more constructive, there are areas of
concern. The worst of the virus looks to be behind us, but
the risks have not been eliminated. We expect that there
may be increased volatility around the US presidential
election, but strong central bank support for capital markets
is likely to limit or shorten the impact on corporate credit.
Central bank policies, not defaults, are likely to determine
the future path of US High Yield returns.

Q: Does the US High Yield asset class still
have room to run?
There is still more room for improvement in the level of
credit spreads. To put the current valuation into historical
context, the Index spread today remains on the cheap side
of fair value, currently higher than 55% of the time since
1996. While spreads are no longer as attractive on a
historical basis compared to April, markets may not be fully
considering what impact interest rates remaining at or near
zero for years to come may have on increased demand for
this asset class.
With a five-year risk-free rate today just over 0.25%, the
Index spread of 506 basis points begins to look compelling,
particularly if the Federal Reserve maintains its current
policy path well into the future. At present, spreads are still
considerably higher than where we began the year (372
basis points). There remains a case for additional spread
tightening should defaults peak, as we expect, in the
second half of 2020. The pace of ratings downgrade activity
has slowed since peaking in the second quarter. US High
Yield should outperform Investment Grade credit as the
recovery accelerates.

Q: Which parts of the market look
attractive?
The higher-quality portions of the US High Yield market
recovered quickly. However, the recovery has yet to gain
much traction in other areas. Today, we see value in cyclical
sectors, some of which were among the hardest hit by the
Covid pandemic, such as energy, local and regional casinos,
and hotels catering primarily to leisure customers and less
reliant on corporate and group business.
Triple-C rated credits are beginning to look attractive. We
have largely avoided this segment for much of the year, but
what’s intriguing is spreads for this tier remain very cheap. At
1,094 basis points as of August 31st, spreads are cheaper
today than 70% of the time over the past quarter century.
While this represents the lowest-quality segment of the high
yield market, default rates have stabilized and may be
headed lower over the next 12 months, presenting a
potential opportunity for investors.
We also see opportunities in structured credit in addition to
upper middle market, narrowly syndicated bank loans.
Tighter structural protections for investors, strong collateral
packages, and higher coupons should provide
outperformance versus larger, more broadly syndicated
bonds and bank loans.

Q: What is your outlook on defaults?
According to JP Morgan, the trailing 12-month high yield
default rate is 6.8%. The default rate has stabilized for the
time being and may have peaked, with revenue and profits
beginning to recover, and many issuers accessing capital
markets to bolster liquidity. Home building and housingrelated data has been a recent bright spot, suggesting the
housing market may help to lead a recovery. It’s important to
note that not every Covid-impacted sector is showing
improvement. Airline traffic appears to have stagnated, and
airlines face considerable headwinds.
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Q: What’s the most important factor to
producing top quartile performance in
2020?
Investment managers need to be nimble. They need to
be able to minimize credit losses and also be able to
fully participate in the market recovery. Value is shifting
rapidly and investors need to be able to reassess new
areas of opportunity. One of our tenets is to have an allweather strategy that can generate above-market
returns with below-market volatility in both positive and
negative credit market environments.
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About Crescent
Crescent Capital is an independent, substantially employee-owned global credit investment manager. For over 25 years,
the firm has focused on below investment grade credit through strategies that invest in marketable and privately
originated debt securities, including senior bank loans, high yield bonds, and private senior, unitranche, and junior debt
securities. Crescent Capital is headquartered in Los Angeles with offices in New York, Boston, and London.
www.crescentcap.com

4 • CRESCENT CAPITAL GROUP Q&A / SEPTEMBER 2020

Legal Information and Disclosures
This document expresses the views of the author as of the date indicated and such views are subject to change without notice. Neither the author
nor Crescent Capital Group LP (“Crescent) has any duty or obligation to update the information contained herein. Further, Crescent makes no
representation, and it should not be assumed, that past investment performance is an indication of future results.
Crescent makes this document available for educational purposes only and should not be used for any other purpose. The information contained
herein does not constitute and should not be construed as an offering of advisory services or an offer to sell or solicitation to buy any securities
or related financial instruments in any jurisdiction. Nor is the information intended to be nor should it be construed to be investment advice.
Certain information contained herein concerning economic trends and performance may be based on or derived from information provided
by independent third-party sources. The author and Crescent believe that the sources from which such information has been obtained are
reliable; however, neither can guarantee the accuracy of such information nor have independently verified the accuracy or completeness of such
information or the assumptions on which such information is based.
This document, including the information contained herein, may not be copied, reproduced, republished, or posted in whole or in part, in any form
without the prior written consent of Crescent.

