From the

Bond Desk

Spread Widening: Opportunity or Threat?
Since the COVID-19 outbreak, credit spreads have widened to levels not seen since the Global
Financial Crisis (GFC), as investors are bracing for a severe recession – potentially the worst one
since the Great Depression, at least in the view of the International Monetary Fund.
All the uncertainty surrounding the timing and the shape of an
economic recovery is clearly a major threat to credit markets,
and to measure its amplitude, we like to look at the spreads
between BBB-rated and A-rated corporate bonds; the higher the
spread, the greater the priced-in likelihood for downgrades and
defaults. Despite governments and central banks implementing
unprecedented measures to support businesses and consumers, we
can see on the chart that investors are anticipating an even more
challenging period ahead for Canadian corporations than they were
in the last recession, and we don’t disagree with the market.

forcefully than during the GFC – and launched an important bond
purchasing program for provincials to support market liquidity,
limiting the potential downside of these issues. Thus, the recent
spread widening was in fact a great opportunity for us to increase
our exposure to high-quality credit with virtually no default risk
ahead of what is all but certain to be a recession for the ages.

Provincial Spreads
180

Corporate BBB vs A Spreads
120

Basis points

100

Basis points

150
120
90
60
30

80

0

60

2006 2008 2010 2012 2014 2016 2018 2020

40
Source: Mid-term bonds, versus Federal bonds; Bloomberg as of April 6, 2020

20
0
2006 2008 2010 2012 2014 2016 2018 2020
Source: Mid-term bonds; Bloomberg as of April 6, 2020

Call us eternal optimists, but we’d rather see the bright side
and pay attention to the opportunities that have arisen thanks
to the recent market correction. For example, provincial bonds
have become very attractive on a risk/reward basis. The Bank of
Canada has stepped in this time around – much more quickly and

Therein lies the beauty of the bond market and an active
approach: no matter how big the threat is, there will always be
opportunities to be seized.

Jean-Guy Mérette
Vice President and Portfolio Manager
Active and Strategic Fixed Income Team
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This information is prepared by Fiera Capital Corporation (“Fiera Capital”) and is intended for use by residents of Canada only. The information and opinions expressed herein are provided
for informational purposes only, are subject to change and should not be relied upon as the basis of any investment or disposition decisions. Past performance is no guarantee of future
results. All investments pose the risk of loss and there is no guarantee that any of the benefits expressed herein will be achieved or realized. Valuations and returns are computed and stated
in Canadian dollars, unless otherwise noted. The information provided herein does not constitute investment advice and it should not be relied on as such. It should not be considered
a solicitation to buy or an offer to sell a security. It does not take into account any investor’s particular investment objectives, strategies, tax status or investment horizon. There is no
representation or warranty as to the current accuracy of, nor liability for, decisions based on such information. Any opinions expressed herein reflect a judgment at the date of publication
and are subject to change. Although statements of fact and data contained in this presentation have been obtained from, and are based upon, sources that we believe to be reliable, we do
not guarantee their accuracy, and any such information may be incomplete or condensed. No liability will be accepted for any direct, indirect or consequential loss or damage of any kind
arising out of the use of all or any of this material. Views expressed regarding a particular company, security, industry or market sector should not be considered an indication of trading
intent of any funds or accounts managed by any Fiera Capital entity. Each entity of Fiera Capital only provides investment advisory services or offers investment funds in the jurisdictions
where such member and/or the relevant product is registered or authorized to provide such services pursuant to an exemption from such registration.
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