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COMMENTARY

MARKET REVIEW 

February was a difficult month for investors. U.S. equity 
indexes touched all-time high levels by mid-month before 
declining 11 percent, which wiped out stock market gains 
year-to-date. While economic data was generally in line 
with expectations, relentlessly unsettling news about 
efforts to contain the spread of COVID-19 shook investor 
confidence. Two business days into March, the Federal 
Open Market Committee cut the Federal Funds rate by a 
half percentage point (0.5 basis points (bps)) explaining, 
“The committee is closely monitoring developments and 
their implications for the economic outlook and will use its 
tools and act as appropriate to support the economy.”

Treasury yields drifted a little higher during the first two 
weeks of the month, then fell sharply and prices rallied, 
as COVID-19 concerns caused downward revisions to 
global growth estimates. Investors sought the relative 
haven that bonds historically offer in times of economic 
uncertainty, as reflected in asset flows to bond mutual 
funds, based on to ICI/Lipper data.

The 10-year Treasury bond yield ended February at an all-

time low of 1.15 percent, the 30-year at an all-time low of 
1.68 percent and stocks were 13 percent off all-time highs 
reached just days before (See Figure 1 showing Treasury 
yields at three points in time during the month).

MUNICIPAL MARKET REVIEW

Municipal yields followed Treasury yields during the month, 
reaching all-time lows per MMD data. Yields for the 10-year 
and 30-year bonds closed the month at 0.93 percent and 
1.52 percent.

Municipal/Treasury (M/T) ratios benefited. After spending 
much of the month showing very low relative value, 
municipal bonds underperformed Treasuries by a wide 
margin during the last two trading days of the month, and 
ratios rebounded sharply, per Barclays. Compared with the 
end of January, the 5-year M/T ratio improved to 80 percent, 
representing a remarkable 17-ratio increase. The 10-year 
and 30-year spots closed at 82 percent and 92 percent, 
respectively, also up from the prior month end, although 
not as dramatically as the 5-year, Barclays data showed.

A positive technical environment prevailed as mutual 

SUMMARY

• U.S. Treasury Curve: Treasury yields were stable to slightly higher during the first half of the month before falling 
precipitously during the last two weeks on widening coronavirus (COVID-19) concerns. The 10-year Treasury closed at 
1.15 percent, an all-time low. 

• Tax-Exempt Municipal/Treasury (M/T) Ratios: After following a path lower for most of the period, M/T ratios increased 
at the end of the month. The 10-year and 30-year spots closed at 82 percent and 92 percent, respectively. 

• Municipal Market Technicals: New issue supply exceeded $36 billion, per The Bond Buyer, an impressive 38 percent 
year-over-year increase. 

• Corporate Market Technicals: Index-eligible IG corporate fixed-rate supply was $97 billion, off 8 percent from the same 
period last year and a 44 percent decline from the prior month. 

• Securitized Trends: Spreads for mortgage-backed securities (MBS) ended the month the widest in four years. Agency 
commercial mortgage-backed securities (Agency CMBS) was the best performer within securitized bond markets.

We acknowledge that market conditions have changed since the publication of this commentary. It is intended to be a review of 
the month of February. For our most recent thoughts on the current state of the market please contact CR@breckinridge.com. 
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fund flows into tax-exempt funds continued. For February, 
weekly flows averaged nearly $2.3 billion, per data from ICI/
Lipper. Tax-exempt bond issuance was just over $26 billion 
for the month, per The Bond Buyer, 15 percent higher than 
issuance in January 2020, and 38% higher than February 
2019. Taxable municipal bond issuance remained strong at 
26% of the total municipal bonds issued for the month.

FIGURE 1: TREASURY BOND YIELDS DECLINED MORE 
SIGNIFICANTLY DURING THE SECOND HALF OF FEBRUARY

Municipal bonds posted positive returns for the month, 
but underperformed Treasuries on a total return basis 
across the curve. The BBG Municipal Bond Index returned 
1.29 percent and the BBG Municipal 1-10 Year Blend Index 
gained 0.71 percent. Like last month, maturities 5 years 
and longer had the strongest returns while bonds rated 
BBB outperformed other rating categories, Bloomberg 
data showed.

On the credit front, Puerto Rico struck a tentative deal 
with bond holders that would reduce its debt load by $24 
billion. In most circumstances, a development such as 
this could have reassured if not encouraged investors, but 
the potentially positive development was overwhelmed 
by uncertainty about the global path of COVID-19 and 
implications for economic upheaval across regions. We 
published an article considering some of the risks that 
could influence the market (See Considerations for the 
Municipal Bond Market and COVID-19) and continue to 
monitor the market and portfolio holdings.

We continue to be defensively positioned across strategies 
given COVID-19 and late-cycle dynamics. During the 
month, we shortened the target durations for our 
intermediate- and long/intermediate-maturity strategies 
by .05 years due to historically low yields and a flattened 
yield curve. The allocation to the six-year and longer 
portion of the curve was reduced in favor of the 1- to 
5-year range. Treasury bond positions established in 
January and February due to the relative expensiveness 
of tax-exempt munis will be reversed now that tax-exempt 
munis are trading at relatively more attractive ratios 

(See Surge in Taxable Issuance Creates Opportunities in the 
Municipal Bond Market and Low Yields Elevate Value of M/T 
Ratios, Crossover Trades).

CORPORATE MARKET REVIEW

During the final week of the month, the corporate bond 
market caught up with the equity market sell-off, and 
spreads widened meaningfully. As the tone turned more 
negative for corporate bonds, there was no new corporate 
bond issuance during the last week of the month for the 
first time since February 2018 during a non-holiday week. 
In February, the Bloomberg Barclays U.S. Corporate 
Bond index was 20bps wider to 122bps. Corporate bonds 
underperformed similar-duration Treasuries by 176bps for 
the month, as measured by the BBG U.S. Corporate Index 
and the BBG Treasury Index. 

The best-performing sectors and industries were 
supranational, Foreign local government, office real 
estate investment trusts (REITs), healthcare REITs, and 
construction machinery. The worst-performing sectors were 
independent energy, oil field services, food & beverage, 
midstream oil and gas and cable satellite. Across the 
investment grade quality spectrum, higher-rated bonds 
outperformed lower-rated bonds. Specifically, bonds rated 
Aa+ generated negative 70bps of excess returns compared to 
negative 220bps for BBB-rated bonds, according to Barclays.

A positive technical backdrop was characterized by a drop 
in supply and solid fund flows. Investment grade fund flows 
were a healthy $27 billion, according to Wells Fargo. Fixed-
rate, gross investment grade supply for February was about 
$97 billion in February, according to Barclays data, off 8 
percent from the same period last year. Noteworthy also, 
February 2020 issuance was nearly 44 percent lower than 
the $172 billion in January, illustrating the dramatic cooling 
of new issuance during the month.

We continue to be defensively positioned across strategies 
given COVID-19 and late-cycle dynamics. In terms of 
credit, corporate profit growth may slow as the coronavirus 
spreads globally. We published an article considering some 
of the risks that could influence the corporate bond analysis 
(See Monitoring the Coronavirus for Risks to Bond Strategies) 
and continue to monitor the market and portfolio holdings. 
Spreads widened 29bps through February, creating 
opportunities in select high grade issuers, per Barclays.

SECURITIZED MARKET REVIEW

During the month, mortgage-related securities traded 
directionally with Treasury yield changes: outperforming 

2/3/2020                 2/14/2020                 2/28/2020
Source: U.S. Department of the Treasury data as of February 28, 2020.

Figure 1: Treasury Bond Yields Declined More Signi�cantly 
During the Second Half of February
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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.

when rates increased or were stable, which was the story for 
the first half of the month, only to underperform significantly 
when rates declined and mortgage prepayment projections 
increased during the second half of the month. Duration for 
the mortgage-backed security (MBS) index declined sharply 
and spreads to Treasury bonds widened, ending the month 
their widest in four years, according to Barclays data.

Agency CMBS was the best performing segment of the 
securitized markets with total return of 2.29 percent, 

according to Barclays data. Agency mortgage-backed 
securities (agency MBS), as represented by the BBG MBS 
Index, earned a total return of 104bps, trailing Treasuries 
of similar duration. 

MBS spreads continue to look attractive relative to other 
IG sectors. Asset-Backed Securities and Agency CMBS, 
given the structural prepayment projections built into 
the bonds, should continue to perform well in risk-off 
environments, in our view.


