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We have incorporated a multi-factor risk 

premium strategy as a part of our global 

corporate bond process since May 20121.This 

note aims to give a brief overview on the 

performance of the multi-factor strategy during 

the first part of the COVID-19 crisis as well as 

previous crisis. Moreover, we also discuss 

implementation issues.  

The aim of our corporate bond multi-factor 

strategy is to utilize and benefit from structural 

and behavioral anomalies in credit markets. It 

is, however, not for predicting the timing and 

length of a market crash - and it, by no means, 

aims to predict the timing and length of a 

pandemic - such as the COVID-19 pandemic. It 

is not at top-down timing strategy. Instead, it is 

a bottom-up strategy where the aim is to 

generate robust excess performance through 

the cycle. The multi-factor strategy is a 

combination of Value, Momentum and Quality 

factor strategies. Each single factor 

outperforms the market in the long run, but they 

play very different roles throughout the 

business cycle. 

The role of Value is to find bonds that are 

mispriced compared to the fundamental credit 

quality of a company. High-ranking value bonds 

usually do well in a positive economic cycle, but 

returns are typically negative in the beginning of 

a crisis. The Momentum factor role is to find 

positive trending companies or exclude 

negative trending companies. Momentum 

works as an early warning factor. The role of 

                                                           
1 Please see Robust Investing in Corporate Bonds with Factor 
Investment Styles for a discussion of the factor model 
2 Not subject to any diversification constraints or trading costs. 
See ‘Implementation’ section below for details on actual portfolio 
performance.  

quality is to provide robustness in negative 

markets. High-ranking quality bonds are usually 

not interesting in positive markets, but mitigate 

drawdowns in distressed markets. Investing in 

the factors individually requires a view on state 

of the economic cycle. Put differently, the 

correlation between the individual factors is 

low. By combining the factors, we get a model 

that is more robust through the changing 

economic cycles due to the low correlation 

between the factors.    

During the 1st quarter of 2020, the multi-factor 

model strategy has outperformed the high yield 

benchmark by almost 250bp2. It is, however, 

more interesting that the single factors have 

played their expected role during the market 

crash (figure 1) Quality is greatly outperforming 

with approx. 400bp. The “flight to quality” effect 

of the Quality factor seems to work. At the other 

end, Value is underperforming the benchmark 

with 550bp. We have also added results from a 

simple Carry strategy3. It is showing an extreme 

underperformance of more than 1350bp. These 

results are coherent with the results during 

former crisis. In what might just be the first leg 

of the COVID19 crisis, combining Value, 

Momentum and Quality have proven to be 

robust and managed to produce better returns 

than the global high yield benchmark. Similar to 

the financial crisis of 2008, the PIIGS crisis of 

2011 and the shale oil crisis of 2015, the multi-

factor strategy has delivered robust returns and 

smaller drawdowns than the market (figure 2).

3 The Carry strategy is simply buying bonds with top quintile 
spreads. The Carry factor is not included in the multi-factor 
strategy. It has massive drawdowns and underperforms  in the 
long run. 

https://jyskecapital.com/insights/order-white-paper/f8ec473f-847b-49c3-9874-4c03460fac45
https://jyskecapital.com/insights/order-white-paper/f8ec473f-847b-49c3-9874-4c03460fac45


 

 

 

Figure 1: Q1 top quintile returns from the different factor strategies and the high yield benchmark during the COVID19 crisis. Returns 

are ex. cost. Source: Jyske Capital and ICE

The multi-factor strategy performs quite well 

during the Great Financial Crisis of 2008, the 

European Sovereign debt crisis of 2011, and the 

US shale oil crisis of 2015. During all three crisis, 

the drawdown return is superior for the multi-

factor strategy compared to the global high yield 

benchmark. Furthermore, the multi-factor 

strategy outperforms the benchmark the first 

year after benchmark bottoms out in 2008 and 

2015. It is only slightly lagging the benchmark 

in 2011.  During the previous market crashes, 

the multi-factor strategy managed to reduce the 

drawdown without removing the upside when 

the market turned around. It will be interesting 

to see if this is also the case for the COVID19 

crisis. 
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Figure 2: The graphs compares the max drawdown returns for the multifactor strategy(top quintile) and for the high yield benchmark 

during past crises. The 1 year after returns are calculated as total return 1 year after bottom benchmark value. Returns are ex. cost. 

Source: Jyske Capital and ICE 

Implementation 

Today, there are numerous factor equity 

strategies in which are automatically 

implemented through ETFs. That is not the case 

for corporate bonds. Even in a normal business 

environment, it is more complex to maneuver 

around the high yield market compared to the 

stock market, and the complexity is significantly 

magnified during a market crash. The 

constrained liquidity of high yield corporate 

bonds makes it very difficult to implement any 

portfolio strategy automatically. During a 

market crash, liquidity typically evaporates and 

making automated implementation even more 

difficult and potentially very dangerous. 

Automated implementation could lead to very 

high trading costs or a tilted portfolio due to the 

lack of liquidity. To overcome the liquidity 

issues, trading cost issue and potential model 

risk issues, we overlay the factor model with a 

qualitative process incorporating a rigorous risk 

management and portfolio construction 

process.  

The results displayed below show the actual 

results of the global high yield portfolio since 

inception. 

The stability and consistency of the multi-factor 

model is clearly mirrored in the actual portfolio 

performance showing that combining a multi-

factor strategy with a more traditional 

fundamental qualitative process can deliver 

very robust excess returns through the cycle. 

 

-10,0%

-5,0%

0,0%

5,0%

10,0%

15,0%

20,0%

Multi Factor
Strategy

High Yield
Benchmark

US Shale Oil Crisis 2015

Drawdown Shale Oil 1 year after

-40,0%

-20,0%

0,0%

20,0%

40,0%

60,0%

80,0%

100,0%

Multi Factor
Strategy

High Yield
Benchmark

Financial Crisis 2008

Drawdown 08 1 year after

-10,0%

-5,0%

0,0%

5,0%

10,0%

15,0%

20,0%

25,0%

Multi Factor
Strategy

High Yield
Benchmark

PIIGS Crisis 2011

Drawdown PIIGS 1 year after



 

 

Performance 

 

 

 

 

 

 

Source: Jyske Capital and ICE BofA index.Performance. Returns gross of management fee. 2020 until end of April. 
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APPENDIX 

 Drawdown 
08 

1 year 
after 08 

Drawdown 
PIIGS 

1 year 
after 
PIIGS 

Drawdown 
Shale Oil 

1 year 
after 
Shale 

Drawdown 
COVID19 

Multi Factor 
Strategy 

-19,8% 77% 1,1% 20,4% 1,1% 15,1% -15,0% 

High Yield 
Benchmark 

-29,4% 60% -8,3% 21,0% -5,8% 10,3% -17,5% 

Value -28,3% 92% 1,8% 21,0% -6,0% 15,6% -23,0% 

Momentum -14,8% 61% 0,5% 14,0% 4,8% 14,5% -15,0% 

Quality -13,9% 44% 0,7% 16,2% 3,2% 9,1% -13,5% 

Carry 
Strategy 

-40,7% 121% -3,6% 21,5% -18,4% 25,5% -31,1% 

The table compares the max drawdown returns for the multifactor strategy and for the high yield benchmark during the financial crisis 

2008, the PIIGS crisis 2011, the Shale Oil crisis 2015 and the COVID19 crisis(top quintile). The 1 year after returns are calculated as 

the total return 1 year after bottom benchmark value. Returns are ex. cost. Source: Jyske Capital and ICE  

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 

 



 

 

 

Important Information 

This article material has been prepared by Jyske 

Bank, Danish Business Reg. No. 17616617.  

Under no circumstances is the information aimed 

at persons residing in or in a similar way attached 

to a jurisdiction where it is unlawful to make such 

offer or solicitation. 

The information is never addressed to persons 

residing in the US or persons who have a similar 

attachment to the US.  

The material is not an offer or a solicitation to buy 

or sell, nor to be regarded as investment advice. 

Investors are always urged to contact a personal 

adviser regarding specific investments, tax issues, 

etc. before buying or selling financial instruments. 

The information is copyrighted by Jyske Bank and 

must not be represented or reproduced in any 

other way without acknowledgement of source.  

Jyske Bank has taken all reasonable care to ensure 

that the information in this material is as correct 

as possible and information is received from 

sources which Jyske Bank finds reliable. Jyske bank 

shall not be liable for any direct or indirect losses 

due to incomplete or erroneous information.  

Past performance, movements in market prices 

and forecasts of future performance and 

movements in market prices are not reliable 

indicators of future performance or price 

fluctuations. 

You run a risk when you invest in financial 

instruments. Performance and/ or price 

development may be negative. The price of and 

return on an investment may fall as well as rise, 

among other things because of fluctuations in 

market prices and exchange rates. If you invest in 

another currency other than your base currency, 

you accept a currency risk. The information in the 

material is subject to changes in market 

conditions, in returns, dividends, prices, exchange 

rates, interest rates, fees and charges and other 

payments, and tax circumstances, etc. Errors and 

omissions excepted. 

 

 


