
 
 
 

 

   

Fallen Angels, Ratings, Active Management, and the Value of 

Security Avoidance  

  

 

Last week (11/1/2019) Newell Brands’ (NWL) bonds were officially downgraded to junk when 

S&P joined Fitch in rating NWL BB+.  Ratings sensitive owners become “forced sellers” and 

passive Index managers get handed losses.  In this example, the forced selling occurs as NWL 

moves from the US Credit Index to the High Yield Index at the end of this month. The graphic 

below highlights NWL’s underperformed YTD but this also illustrates the “forced sellers” in 

action: 

 

   

 

  

   



 

 

In our experience the market generally begins to front-run a ratings move long before the 

rating agency’s eventually act. Fundamental active managers start to price in the increasing 

risks and probability of a downgrade associated with a company. Security avoidance, as in this 

case, can be an extremely important part of portfolio construction and risk-adjusted, 

fundamental active management. 

  

At Smith Capital Investors we strongly believe in the importance of security avoidance, 

validated by the recent spread widening in NWL. 

  

We see additional fallen angels (investment grade company being downgraded to junk) on the 

horizon.  

  

Caution is warranted.  Research is essential.  Opportunities ahead. 

  

Let’s Talk – Smith Capital Investors 

 

 

 

Our mailing address is: 

1430 Blake Street 

Denver, CO 80202 

303-597-5555 

833-577-6484 

info@smithcapitalinvestors.com 

www.smithcapitalinvestors.com 
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This e-mail and any attachments are intended only for the individual or company to which it is 

addressed and may contain information which is privileged, confidential and prohibited from 

disclosure or unauthorized use under applicable law. If you are not the intended recipient of 
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this e-mail, be aware that you must not read this email and you are hereby notified that any 

use, dissemination, or copying of this e-mail or the information contained in this e-mail is 

strictly prohibited by the sender. If you have received this transmission in error, please 

immediately notify the sender, return the material received to the sender and delete the original 

and all copies, including any attachments, from your system.  

 

Information in this e-mail is for informational purposes only and should not be used or 

construed as an offer to sell, a solicitation of an offer to buy, or a recommendation to buy, sell 

or hold any security, investment strategy or market sector. No forecasts can be guaranteed 

and past performance does not guarantee future results.  Opinions and examples are for 

illustrative purposes of broader themes and are not an indication of trading intent.  There is no 

guarantee that the information supplied is accurate, complete, or timely, and its use does not 

guarantee positive results.  Investing involves risk, including the possible loss of principal and 

fluctuation of value.  Fixed income securities are subject to additional risks including, but not 

limited to, currency fluctuations, political and economic uncertainty, increased volatility, and 

failure of an issuer to make timely payments.   

 

  

 

 


