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Credit Resiliency at a  
Reasonable Price 

Investors who are concerned about a further deterioration 
in credit conditions won’t have to overpay for stocks that 
are resilient to widening credit spreads.

Since the beginning of the year, credit spreads1 have risen sharply2 and equity markets have 
tumbled, leading many investors to seek safety. They have bought defensive stocks, low beta 
stocks, low volatility stocks, and stocks with demonstrated immunity to increasing credit spreads. 
That said, we believe that investors haven’t bought enough of these stocks to make them 
expensive, which means that investors who are concerned about a further deterioration in credit 
conditions won’t have to overpay. Put another way, we believe that protection from credit risk in 
the equity market is available at a reasonable price.

How do we know this? Using a proprietary risk model, we calculated the sensitivity of all stocks 
in the equity market to many macroeconomic risks, including credit spreads. Figure 1 shows 
credit spread levels over time, as well as the correlation between credit spread sensitivity and 
valuation. The higher the correlation, the cheaper the stocks that are most resilient to changes in 
credit spreads become. Interestingly, for much of the last 10 years, the correlation between credit 
spread sensitivity and valuation has been close to zero — i.e., there has been no correlation. 

When credit spreads briefly widened in March and April of 2020, those companies that were 
most resilient to spread widening were at first bid up slightly, driving the correlation down (i.e., 
they became more expensive). But then the Federal Reserve unleashed liquidity into markets at a 
rate that caused the companies which were most resilient to widening credit spreads to become 
cheaper and cheaper (it also caused the companies that were most likely to underperform during 
a credit crisis to become more expensive). This trend continued until inflation started to appear 
in the second half of 2021, when market participants began to forecast monetary tightening. 
When the US BBB credit spread reached historical lows of around 100 basis points, companies 
with the best credit spread sensitivity were historically cheap.
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The Bottom Line During May and June of this year, the stock prices of companies most vulnerable to widening 
credit spreads fell at a much faster rate than those of more resilient companies. If you are 
worrying that it’s too late to position your equity portfolio for better exposure to possible further 
credit spread widening, it isn’t. Companies with credit spread resiliency are still good value,  
as are those segments of the market that typically outperform when credit spreads widen  
(see Figure 2). 

You don’t need to be able to forecast credit spreads or recessions to position yourself favorably 
for that eventuality. We believe that investors can still find companies with strong credit resiliency 
without having to overpay. It can be a win-win proposition — if market concerns about a 
recession are overblown, there will be no harm in positioning safely because you’ll still be holding 
companies that are good value. If a recession occurs, and credit spreads reach historic highs, 
then your portfolio will be positioned more safely for that risk event.
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Figure 1 
US BBB Option-Adjusted 
Spreads and the 
Correlation between 
Credit Spread Sensitivity 
and Valuation
2012–2022

Figure 2 
Sectors That Are Resilient, 
and Vulnerable, to Credit 
Spread Widening

Endnotes 1	 The difference in yield between a US Treasury bond and 
corporate securities of the same maturity.

2	 The US BBB option-adjusted spread began June at 1.7% 
and was at 1.94% as of June 23, 2022.

Good Value Neutral Value Expensive

Resilient to Credit 
Spreads Widening

Telecoms
Energy

Food and Beverage/Retailing
Utilities
Pharmaceuticals

Household Products

Vulnerable to Credit 
Spreads Widening

Autos
Consumer Durables

Diversified Financials Consumer Services
Software 
Semiconductors

Source: State Street Global Advisors as of June 23, 2022.
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About State Street 
Global Advisors

Our decades, State Street Global Advisors has served the world’s governments, institutions and financial 
advisors. With a rigorous, risk-aware approach built on research, analysis and market-tested experience, 
we build from a breadth of index and active strategies to create costeffective solutions. As stewards, we 
help portfolio companies see that what is fair for people and sustainable for the planet can deliver long-
term performance. And, as pioneers in index, ETF, and ESG investing, we are always inventing new ways  
to invest. As a result, we have become the world’s fourth-largest asset manager* with US $4.02 trillion† 
under our care.

* �Pensions & Investments Research Center, as of December 31, 2020.
† This figure is presented as of March 31, 2022 and includes approximately $73.35 billion USD of assets with respect to SPDR 
products for which State Street Global Advisors Funds Distributors, LLC (SSGA FD) acts solely as the marketing agent.SSGA 
FD and State Street Global Advisors are affiliated.
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For use in EMEA: The information 
contained in this communication is not a 
research recommendation or ‘investment 
research’ and is classified as a ‘Marketing 
Communication’ in accordance with the 
Markets in Financial Instruments Directive 
(2014/65/EU) or applicable Swiss 
regulation. This means that this marketing 
communication (a) has not been prepared 
in accordance with legal requirements 
designed to promote the independence of 
investment research (b) is not subject to 
any prohibition on dealing ahead of the 
dissemination of investment research. 

This communication is directed at professional 
clients (this includes eligible counterparties as 
defined by the appropriate EU regulator) who 
are deemed both knowledgeable and 

experienced in matters relating to investments. 
The products and services to which this 
communication relates are only available to 
such persons, and persons of any other 
description (including retail clients) should not 
rely on this communication.

Important Risk Information 

The information provided does not constitute 
investment advice and it should not be relied on 
as such. It should not be considered 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. You should consult your tax 
and financial advisor. 

All information is from SSGA unless otherwise 
noted and has been obtained from sources 
believed to be reliable, but its accuracy is not 
guaranteed. There is no representation or 
warranty as to the current accuracy, reliability 
or completeness of, nor liability for, decisions 
based on such information and it should not be 
relied on as such. 

This document contains certain statements 
that may be deemed forward-looking 
statements. Please note that any such 
statements are not guarantees of any future 
performance and actual results or 
developments may differ materially from 
those projected. Investing involves risk 
including the risk of loss of principal. 

The views expressed are the views of Active 
Quantitative Equity through July 1, 2022, and 
are subject to change based on market and 
other conditions. 

Quantitative investing assumes that future 
performance of a security relative to other 
securities may be predicted based on historical 
economic and financial factors, however, any 
errors in a model used might not be detected 
until the fund has sustained a loss or reduced 
performance related to such errors.
 
Equity securities may fluctuate in value and can 
decline significantly in response to the activities 
of individual companies and general market and 
economic conditions. 

Bonds generally present less short-term risk 
and volatility than stocks, but contain interest 
rate risk (as interest rates raise, bond prices 
usually fall); issuer default risk; issuer credit risk; 
liquidity risk; and inflation risk. These effects are 
usually pronounced for longer-term securities. 
Any fixed income security sold or redeemed 
prior to maturity may be subject to a substantial 
gain or loss.

Investing in high yield fixed income securities, 
otherwise known as “junk bonds,” is considered 
speculative and involves greater risk of loss 
of principal and interest than investing in 
investment grade fixed income securities. 
These lower-quality debt securities involve 
greater risk of default or price changes due 
to potential changes in the credit quality of 
the issuer.
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