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Monthly Spotlight
Historically, cycles in the oil industry have been marked by impressive booms 

and equally spectacular busts. Since the lows in 2008, the current cycle has 
followed the same path. A barrel of benchmark West Texas Intermediate Crude 
(WTI) rose to over $100/barrel by June 2014, and subsequently fell by 70% to 
just $26/barrel in early February 2016 (this also happens to be the lowest level 
since 2003). 

After a year and a half freefall, the oil market appears to have stabilized and 
is in the process of potentially hammering out a bottom. Chart 1 shows that 
WTI has twice bottomed out in 2016 and subsequently bounced higher. This 
latest bounce has broken a downward trend that had been place since November 
2015. In addition, WTI has closed above its 50 day moving average for seven 
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Performa is an indepen-
dent,employee-owned 
investment management 
firm, founded in 1992. 
We combine more than 
20 years of experience in 
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the institutional expertise 
of our investment team to 
provide our clients with 
tailored investment solu-
tions.

1

Bermuda South Carolina Vermont

Pr
ic

e 
Pe

r B
ar

re
ll 

(U
SD

)

DateSource: Bloomberg



www.performaltd.com

Investment Solutions For Captives

150

250

350

450

550

650

750

850

2/29/2012 2/28/2013 2/28/2014 2/28/2015 2/29/2016

Pr
ic

e

Date
Source: Bloomberg, Performa Limited (US), LLC

Chart 2: S&P 500 Oil & Gas Refining Index

consecutive trading days, another positive signal. 
While calling the precise bottom is much better done 
in hindsight, the fundamental backdrop brings us to 
acknowledge that the oil markets are significantly 
closer to the bottom today than they were 6 months 
ago.

Picking through the rubble of the oil patch has not 
been easy for investors.  The previous false bottoms 
have resulted in market losses both in equities and 
bonds as the industry shakes out the weak players 
with little empathy or regard to consequence.  How-
ever, one subsector of the oil industry caught our 
eye late last year – refiners. Refineries usually ben-
efit from lower oil prices as a direct result of low-
er input costs, which can be seen in Chart 2. When 
oil prices began declining in June 2014 the equity 
price of refiners started increasing. That trend was in 
place until late November of last year when refiner 
stocks moved sharply lower. What was previously 
a hard-coded market correlation (lower oil prices 
and higher equity valuations for refiners) abruptly 
unraveled. 

Oversupply has been a consistent theme in the oil 
market during the downturn.  It takes time for pro-
ducers to stop or to go away.  However, the mood 
changed quickly in 2016 from a macroeconomic 
perspective, as fears about global demand dominat-
ed sentiment. The consensus view switched from a 
story of over supply to faltering global economic de-
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mand and an imminent global recession. If demand 
fell, it would be felt at the refiner level, thus refin-
er stocks got taken to the preverbal woodshed along 
with their exploration kin.

The oil markets’ pain has been broad based, sparing 
few. There have been meaningful job losses in the oil 
patch and ancillary service companies, as numerous 
companies have severely cut capital expenditures or 
shut production in an effort to survive. Meanwhile 
other companies have been forced to restructure or 
have simply gone bankrupt. For investors, trying to 
dip one’s toe into a falling market has been difficult. 
Even highly rated bonds have not been spared as rat-
ing agencies have downgraded companies previously 
rated A and BBB+ well into the midst of high yield 
land. In February alone over $60 billion in investment 
grade debt was downgraded to the high yield universe 
bringing the total 2016 fallen angels category to over 
$75 billion - mostly all commodity related.  We do 
view some of the downgrades, as an unnecessarily 
harsh overreaction, mainly due to the ratings agencies 
legal woes after the 2008 subprime mortgage debacle, 
but that is a different story for another day.  

Given the excessive market volatility, bearish senti-
ment, and numerous downgrades is the whole energy 
sector going bankrupt? We think not. However, the 
divergence in stock and bond prices between oil relat-
ed companies and the rest of market is fairly striking.

As an example of the type of investment oppor-
tunities that exist when markets are at extremes, we 
analyzed two distinctly different companies, Conoco 
Phillips and Ball Corporation.

Conoco is a well-capitalized exploration and pro-
duction company with a strong balance sheet and in-
vestment grade credit ratings (A/BBB). Ball Corp is a 
high quality, high yield name (Ba1/BB+) that produc-
es glass containers in Colorado.
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The table below shows that 10-year Conoco debt 
currently trades at almost 0.33% higher yield than 
equivalent Ball Corp paper even though Conoco’s 
market capitalization is more than four times that of 
Ball Corp and has higher ratings.

The bond yield differences between the two com-
panies highlights the contagion effect of lower oil 
prices. The substantial fall in dollar prices for low 
quality, overlevered oil and gas related companies 
has become pervasive, seeping into the investment 
grade market for even those companies that can 
weather the storm.  While this is just one example of 
the type of investment mismatches that exist in the 
wake of the latest commodity rout, there are many 
more with various degrees of incremental risk.

While we expect more oil industry bankruptcies 
from the lower end of the credit spectrum, we do 
see value in a sector that has been unselectively 
punished.  Whether it is because market partici-
pants have thrown in the towel on the sector or rat-
ings agencies have downgraded en masse to protect 
themselves from a repeat of past mistakes, value 
usually appears at these types of inflection points. 
We believe that the time is now for investors like us 
to begin digging through the rubble and identifying 
names that have been unduly punished.
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Statistic Category Conoco Ball Corporation
Industry Integrated Oils Container/Packaging

Equity Price $33.06 $66.51

Equity 2008 Low $26.78 $14.07

Market Capitalization $40.856 Bn $9.375 Bn

Credit Ratings A/BBB Ba1/BB+

Security COP 3.35% 11/15/24 BLL 5.25% 7/1/25

Dollar Price $88.25 $104

Spread to Treasury +3.30% to 10 Year +2.85% to 10 Year

Yield 5.04% 4.71%

Asset Class Overview
After an early month sell-off, solid U.S. econom-

ic data, stability in China, and recovering oil prices 
all helped provide a better tone to risk markets during 
February. The MSCI World Index, a measure of devel-
oped world equity markets, reached multi-year lows 
before recouping some of the early month losses, 
returning a negative 0.67% for the month (negative 
6.59% year-to-date). U.S. equity markets faired only 
marginally better. After staging their own late month 
rally, the S&P 500 ended the month down 0.14% (neg-
ative 5.09% year-to-date). The bearish sentiment in 
the high yield bond market turned bullish in February 
as the Merrill Lynch US Cash Pay High Yield Index 
returned a positive 0.48% for the month (negative 
1.11% year-to-date). While investors began to nib-
ble away at risk assets, demand for investment grade 
fixed income remained robust. The Barclays Aggre-
gate Index, a measure of the broad investment grade 
bond universe, returned a positive 0.71% in February 
(2.10% year-to-date). 
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ABOUT PERFORMA
Combining our extensive knowledge of the insurance industry with the institutional expertise of our investment team, 

Performa has been managing assets on behalf of captive and other insurance clients for over 20 years.  

Our capabilities include asset allocation, active fixed income and equity management through diversified mutual funds 
or separate account portfolios.  With offices in the world’s largest captive domiciles, including Bermuda, Vermont and 
South Carolina, we are focused on delivering customized solutions to meet the unique investment objectives and liquidity 
requirements of our investors.  

We are 100% employee-owned and currently manage nearly $3 billion in assets worldwide representing more than 50 
clients.  Our investment philosophy is value driven and long-term in nature.  Whether approaching asset allocation, fixed 
income or equities, our ability to be nimble, contrarian and decisive sets us apart from our peers and promotes capital 
preservation.
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This article is provided for general informational purposes only.  The information compiled is from sources deemed to be reliable 
but Performa does not warrant its completeness or accuracy.  Opinions, estimates and assumptions expressed herein reflect our judg-
ment as of the date of publication and are subject to change without notice. This material should not be construed as formal invest-
ment or financial planning advice nor as a solicitation to purchase or sell specific securities or investment strategies. Investors should 
always seek professional financial advice regarding the appropriateness of investing in any investment strategy or security, whether 
discussed here, or otherwise. This material must not be distributed to any third party without prior written consent. 

Any statements regarding performance may not be realized and past performance is not indicative of future results. Investors should 
note that the value of any investment strategy or security may fluctuate and underlying principal values may rise or fall.  

Performa includes P.R.P. Performa Ltd and its US affiliate, Performa Limited (US), LLC.  P.R.P. Performa Ltd. is licensed to conduct 
investment business by the Bermuda Monetary Authority.  Performa Limited (US), LLC is an SEC registered investment advisor.  This 
registration does not imply that the SEC or BMA has approved or disapproved of Performa’s services, products or strategies.  
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