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COMMENTARY

Update to Recent Month and Year - Also Make Change to B and C Masters

MARKET REVIEW 

Markets rebounded from their steep March declines, as 
the disparity between market sentiment and economic 
data continued to grow. Hence, expectations for a V-shaped 
recovery seem optimistic, with a slow, uneven recovery 
more likely. Negative economic data hit throughout the 
month, including GDP for Q1 which contracted by 4.8 
percent on an annualized basis per the Bureau of Economic 
Analysis. Analysts are forecasting Q2 GDP to decline by 30-
40 percent. 

Consumer demand plummeted, with the increase in 
unemployed workers, totaling 30 million, pushing the 
unemployment rate to an estimated 15 percent for April. 
As a result, consumer confidence fell to its lowest level 
since 2014, based on readings from The Conference Board, 
marking the largest drop since 1973.

Oil prices sank to historic lows, as cratering demand 
could not absorb the supply glut, causing WTI oil to fall 40 
percent. A contraction in growth, employment and oil has 
kept inflation expectations extremely low.

Unprecedented support from Congress and the Fed 
continued in earnest. President Trump signed a $484 
billion relief package, including money to shore up the 
Paycheck Protection Program, while the Fed addressed the 
burgeoning need of states and local governments with an 
expansion of the Municipal Liquidity Facility.  

Treasuries traded in a tight range over the month with the 
10-year closing at 0.62 percent, supported by the Fed’s 
continued purchases, with its most recent pace of buying at 
an estimated $40B per week.

MUNICIPAL MARKET REVIEW

After a strong rally, municipals retreated at the start of the 
April, but found more stability due to a drop in secondary 
market selling and sparse new issue supply, along with 
additional Fed support. Bonds traded in a tight range for 
most of the month, but the tone softened into month end 
and yields ticked higher.  

SUMMARY

• U.S. Treasury Curve:The fed funds rate at zero and continued Fed buying of Treasuries on a daily basis kept most of the 
Treasury curve pinned below 1 percent. Economic data continues to be very weak, and estimates for Q2 gross domestic 
product (GDP) are between negative 30-40 percent, on annualized basis. 

• Tax-Exempt Municipal/Treasury Ratios: Municipals underperformed Treasuries as yields rose from 5 years and longer, 
and the ratio curve remains inverted, with the highest ratios in shorter maturities. 

• Municipal Market Technicals: New issue activity picked up in the second half of April, with supply totaling almost $24B. 
Supply was bolstered by over $4B of taxable municipal bonds. 

• Corporate Market Technicals: April investment grade (IG) supply of $285B eclipsed March’s $260B record to become 
the largest new issuance month ever, per Bloomberg. 

• Securitized Trends: Securitized sectors conditions also were more favorable. Volatility receded, a testament to the 
success of Federal Reserve (Fed) quantitative easing (QE) operations in restoring calm.
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For the month, AAA-rated muni bond yields fell across 
shorter maturities, finishing unchanged in 5 years and 
rising from 10 years and longer. With shorter maturities 
outperforming, the 2s10s and 2s30s curves closed April 
at the steepest levels year-to-date and in more than a 
year. Despite the volatile swings, on a year-to-date basis 
AAA-rated bond yields were lower in the 1- to-3-year 
range and unchanged in 5 years. The 10-year spot closed 
2 basis points (bps) higher, while 30-year underperformed, 
finishing 19bps higher. Ratios recovered from their March 
extremes, but trended higher near month end as supply 
increased, per MMD.

Market technicals steadied in April, with three consecutive 
weeks of $7 billion in issuance, leaving tax-exempt supply 
only 4 percent behind last year’s pace, per The Bond 
Buyer. New muni supply was the main driver behind 
underperformance into month end. Some issuers upsized 
deals to take advantage of strong demand. After March’s 
record-breaking outflows, municipal funds recorded two 
consecutive weeks of inflows, but finished the month with 
$1.3 billion in outflows, pushing year-to-date outflows to 
$21.7 billion according to Lipper.

Similar to last month, lower quality continued to 
underperform, with BBB-rated and high-yield names down 
8 percent and 10 percent, respectively, on the year, while 
AAA-rated returns are modestly positive year-to-date. 
Across sectors, electric revenues, education, and water 
and sewer were the better performers within our targeted 
sectors, while hospitals and transportation lagged. Overall, 
the Barclays Municipal Bond Index fell 1.26 percent, 
pushing the year-to-date return to negative 1.88 percent, 
marking the weakest start to the year since 2008. 

FIGURE 1: MUNICIPAL BOND YIELDS MOVED LOWER AT 
THE SHORT END AND HIGHER AT THE LONGER END OF 
THE MATURITY SPECTRUM

We shortened the duration targets for the tax-exempt 
intermediate and long-intermediate strategies due to a 
flat yield curve in 5- to 10-years and remain up-in-quality 
given the increased likelihood of wider spreads due to 
credit downgrades.

CORPORATE MARKET REVIEW

Spreads moved well off their wides of 373bps recorded on 
March 23, finishing April at 202bps. On the month, BBB-
rated bonds outperformed, with spreads 89bps tighter 
while A-rated bonds were 58bps tighter. The Barclays U.S. 
Corporate Investment Grade Index produced a total return 
of 5.24 percent and excess return of 4.55 percent in April.

IG corporate issuance year-to-date is $798B, up a 
staggering 84 percent versus last year at the end of April. 
April IG new issuance was a new monthly record at $285B 
as corporate issuers sought to raise cash, as the market 
tone improved. Average April new issue concession—a 
pricing accommodation compared secondary market 
trading levels—was 26bps and buyers covered the available 
supply by more than three times, per Bloomberg. Both 
factors reflect reflected strong demand for IG bonds. 
Mutual fund flows remained solid, with U.S. IG funds 
reporting about $23B of inflows in April, per Informa PLC/
EPFR Global.

Perhaps counterintuitive to the strong technical 
environment, credit fundamentals were weak. The 
economic consequences of global COVID-19 responses 
negatively impacted corporate cash flows. With earnings 
season still underway at the end of April, Bank of America 
reported corporate earnings and sales growth came in 
11 percent and 0.4 percent weaker than expected at the 
start of the season. Rating agency activity remains high. 
Downgrades have exceeded upgrades at levels not seen 
since 2009. The number of fallen angels—that is, IG-rated 
bonds downgraded to speculative grades—are likely to 
remain elevated given high leverage even prior to the 
pandemic’s emergence. A silver-lining is that IG companies 
are increasingly focused on their balance sheets, albeit 
out of necessity, to preserve financial flexibility. Share 
buybacks, dividends and debt-funded mergers and 
acquisitions—which tend to be shareholder friendly and of 
more concern to bondholders—declined in April.

SECURITIZED MARKET REVIEW

Mortgage-backed security (MBS) prices stabilized during 
April, a testament to the success that the Fed’s quantitative 
easing operations had in restoring calm to the market. 

Figure 1: Municipal Bond Yields Moved Lower at the Short End and 
Higher at the Longer End of the Maturity Spectrum
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DISCLAIMER: The opinions and views expressed are those of Breckinridge Capital Advisors, Inc. They are current as of the date(s) indicated but are subject to change without notice. 
Any estimates, targets, and projections are based on Breckinridge research, analysis and assumptions. No assurances can be made that any such estimate, target or projection will 
be accurate; actual results may differ substantially. Past performance is not indicative of future results. Nothing contained herein should be construed or relied upon as financial, 
legal or tax advice. All investments involve risks, including the loss of principal. An investor should consult with their financial professional before making any investment decisions. 
While Breckinridge believes the assessment of ESG criteria can improve overall credit risk analysis, there is no guarantee that integrating ESG analysis will provide improved risk-
adjusted returns over any specific time period. Some information has been taken directly from unaffiliated third-party sources. Breckinridge believes such information is reliable, 
but does not guarantee its accuracy or completeness. Any specific securities mentioned are for illustrative and example only. They do not necessarily represent actual investments 
in any client portfolio. BLOOMBERG® is a trademark and service mark of Bloomberg Finance L.P. and its affiliates (collectively “Bloomberg”). BARCLAYS® is a trademark and 
service mark of Barclays Bank Plc (collectively with its affiliates, “Barclays”), used under license. Bloomberg or Bloomberg’s licensors, including Barclays, own all proprietary rights 
in the Bloomberg Barclays Indices. Neither Bloomberg nor Barclays approves or endorses this material, or guarantees the accuracy or completeness of any information herein, or 
makes any warranty, express or implied, as to the results to be obtained therefrom and, to the maximum extent allowed by law, neither shall have any liability or responsibility for 
injury or damages arising in connection therewith.

From a valuation perspective, mortgage spreads are no 
longer stressed, based on attractive option-adjusted and 
nominal spread levels of 50 and 100bps, respectively.  
The Barclays U.S. Mortgage Backed Securities Index 
produced a total return of 0.64 percent and excess return 
of 0.48 percent in April. The Barclays U.S. Mortgage 
Backed Securities Index produced a total return of 0.64 
percent and excess return of 0.48 percent in April with 
lower and higher coupons outperforming. MBS issued by 
the Government National Mortgage Association marginally 
outperformed like securities issued by the Federal 
National Mortgage Association and the Federal Home Loan 
Mortgage Corporation (conventional MBS). MBS of 15-years 
maturities outperformed those of 30-years. Among 
commercial mortgage-backed securities (CMBS), agency 
CMBS outperformed nonagency. 

Asset-backed securities (ABS) delivered a total return 
of 1.34 percent and excess return of 1.17 percent for 
April, according to the Barclays Asset-Backed Securities 
Index. Debt securities backed by credit card receivables 
outperformed bonds backed by auto loans by about 50bps 
year-to-date, per Barclays, which makes sense given the 
concerns that have been reported related to autos.


