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COMMENTARY

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

MARKET REVIEW 

Bond markets are typically quieter during the summer 
months and August is no exception. New bond issuance 
slows, monetary policy makers pause and investors get a 
chance to look away from their screens. 

It may be no surprise then that during this year like no 
other, August’s bond markets departed from tradition. 
New bond issuance was strong, and the Fed announced a 
substantial policy shift.

The Fed announced a major policy shift to “average 
inflation targeting,” meaning that, after years of remarkably 
low inflation, it will be inclined to allow inflation to run 
higher than the standard 2% target before hiking interest 
rates. The attendant message was the reemergence of the 
lower-for-longer theme last heard after the Great Financial 
Crisis of 2008-2009. 

In our view, the boost to economic growth from recent 
fiscal and monetary stimulus is likely to sustain markets 
into the fourth quarter, but a delay in new stimulus, high 
unemployment and the continued economic impact of 
the virus create challenges for economic and market 
fundamentals.

MUNICIPAL MARKET REVIEW

Municipal bond yields reached record lows early in the month 
before drifting higher. By month end, AAA general obligation 
bond yields were 3 and 4 basis points (bps) higher in the 2- to 
6-year range compared with the prior month end, and were 
up 5 to 16bps in 7 to 10 years and 19bps higher from 11 to 30 
years. AAA yields are below 1 percent out to 16 years. 

The curve bear steepened: longer term yields increased 
more than short term yields. The 2s10s curve ended at 
65bps; the 2s30s at 140bps. 

Yields declined to new lows early in the month. M/T ratios 
followed them on a wild ride lower, particularly on the front 
end of the curve. 

For August, the BBG Municipal Bond Index fell 0.47 percent, 
outperforming the BBG U.S. Treasury Index’s loss of 1.10 
percent. Bonds with lower credit quality ratings and shorter 
maturities were the best performers. 

SUMMARY

• U.S. Treasury Curve: The Treasury yield curve steepened as long-term yields increased more than short-term yields. 
For the month, the two-year bond yield increased 2 basis points (bps) to 13bps while the yield was 18bps higher for the 
10-year Treasury at 71bps. 

• Municipal Market Technicals: August new issuance was more than $41 billion, per The Bond Buyer, somewhat less than 
the prior month and higher year-over-year. Taxable municipal bonds accounted for about 30 percent of the total. 

• Corporate Market Technicals: Investment grade (IG) corporate fixed-rate bond gross supply jumped more than $66 
billion from July, according to Barclays, continuing one of the highest years ever for issuance.  

• Securitized Trends: The Fed’s continued quantitative easing (QE) supported mortgage-backed securities (MBS), while 
asset-backed securities (ABS) and agency commercial MBS (agency CMBS) continued to benefit from the spread/yield 
grab across sectors. 



2

AUGUST 2020 MARKET COMMENTARY

FIGURE 1: THE 2S AND 5S WILD RIDE, SHORT M/T RATIOS 
DIP IN AUGUST

M/T ratios ended the month at 122 percent for the 2-year 
tenor (up from 56 percent on August 11), and at 99 percent, 
115 percent and 106 percent at the 5-, 10- and 30-year 
spots, respectively.

Municipal bond issuance in August totaled $41 billion, per 
The Bond Buyer, off about 4 percent compared with July but 
higher than the $39 billion issued in August 2019. Year-
to-date gross issuance stands at $294 billion, almost 21 
percent higher than the same period last year. 

Taxable municipal bonds issued totaled $12 billion, pushing 
year-to-date taxable supply to $86 billion, per The Bond 
Buyer. As taxable municipals have become an increasing 
portion of the market, the market has seen the supply of 
tax-exempt municipals fall over 5% year-over-year, while 
municipal supply rose 21% over the same period. Through 
August 31, 2020, the year-to-date total return on the BBG 
Taxable Municipal Bond Index was positive 8.54 percent.

Demand was unwavering from municipal bond funds, with 
inflows averaging about $3 billion per week, according to 
Barclays. As of August 26, 2020, ICI data showed that fund 
inflows totaled $11 billion during the month, bringing year-
to-date fund flows to $12 billion.

It appeared that Investors shrugged off concerns over credit 
fundamentals despite the challenges that were predicted 
because of declines in municipal revenues and delays in 
further monetary stimulus. Moody’s Investors Service, in 
its second quarter 2020 ratings revision report, noted that 
downgrades outpaced upgrades by a wide margin for the 
first time since the second quarter of 2017 and that pace is 
likely to continue through year end. 

Near-term caution is warranted. Higher taxes are almost 
certain, which will support municipal bonds.

CORPORATE MARKET REVIEW

IG corporate spreads tightened by 4bps in August, ending 
the month at 129bps. Supported by continued Fed buying, 
spreads on shorter-term corporate bonds narrowed by 
8bps, outperforming long corporates that saw spreads 
widen by 1bp. BBB-rated bonds, where spreads narrowed 
by 6bps, outperformed A-rated bonds, as their spreads 
narrowed by 1bp.

The BBG Corporate Bond Index fell 1.38 percent for the 
month. Performance is positive year-to-date at 6.94 
percent. According to Barclays, the best-performing 
sectors were airlines, oil field services, financials, 
independent energy and building materials. 
The worst performing sectors were railroads, electric 
utilities, pharmaceuticals, cable satellite and restaurants.
Corporate bonds continued to gain support from market 
technicals. Corporations are taking advantage of low-interest 
rates to retire old debt through new, less costly borrowings. 

FIGURE 2: GROSS IG CORPORATE BOND ISSUANCE  
YEAR-TO-DATE THROUGH AUGUST 31, 2020

IG corporate bond fixed-rate gross supply of $161 billion 
was up 71 percent over the prior month and 75 percent 
year-over-year per Barclays. The third month of the Fed’s 
IG corporate bond purchasing program and purchases by 
foreign entities supported prices as well. The Fed on August 
31 held over $13 billion in corporate debt and exchange 
traded funds. IG funds reported about $32 billion of net new 
flows in August, per EPFR, below July’s tally of $65 billion.

Second quarter reporting of corporate earnings effectively 
wrapped up in August. Fears regarding the effect of 
COVID-19 on earnings were realized, but to a lesser degree 
broadly than anticipated. On August 28, FactSet report that 
98 percent of companies in the S&P 500 reported second 
quarter actual earnings per share (EPS). 
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Figure 1: Gross IG Corporate Bond Issuance Year-to-Date through August 31, 2020
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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.

Of these companies, 84 percent reported actual EPS above 
the mean estimate, 2 percent reported actual earnings equal 
to the estimate, and 14 percent reported actual EPS below 
the estimate. Aggregate per-share earnings declined by 37 
percent in the second quarter on a year-over-year basis, 
while the consensus estimate expected a 46 percent decline.

The double-whammy impact of more debt layered onto 
lower earnings is driving IG leverage higher year-to-
date. Ratings downgrades continue to occur at levels 
comparable to the Great Financial Crisis, per Moody’s and 
S&P. Offsetting trends including reductions in dividends 
and share buybacks as well as delayed capital spending are 
favorable to bondholders. 

In the coming months, we see companies reducing dividends, 
slowing capital expenditures and cutting share buybacks, all 
strategies to protect balance sheet strength. We expected 
downgrades to outpace upgrades and fallen angels—ratings 
slipping from IG to high yield—to be elevated.

SECURITIZED MARKET REVIEW

MBS modestly outperformed Treasuries on a strong demand 
technicals tailwind. Prepayment risks were elevated due 
to all-time low mortgage rates and delinquent loans being 
bought out of pools. Spreads provided somewhat higher 
relative value versus other sectors. Volatility was driven 
relentlessly lower thanks to the Fed’s QE. We expect carry 
rather than spread tightening to be the key contributor to 
mortgage total return performance going forward.

AAA-rated ABS had another strong month, generating 
24bps of excess returns, with autos outperforming credit 
cards, per Barclays. ABS sector spreads are now tighter 
than longer-term averages over the past few years. ACMBS 
generated modest positive excess returns but lagged non-
agency CMBS. As government stimulus tapers, we expect 
more loans to be delinquent or default given weak labor 
market conditions.
 


