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• U.S. Treasury Curve: Yields were higher on the long end of the curve while the short end was somewhat 
lower. The curve steepened.

• Municipal Market Technicals: January new issuance was $24 billion, per The Bond Buyer, lower than the prior 
month and lower than the year-over-year total for January.

• Corporate Market Technicals: Investment grade (IG) corporate fixed-rate bond gross supply was about $117 
billion, per Barclays. 

• Securitized Trends: Spreads on mortgage-backed securities (MBS) and asset-backed securities (ABS) 
narrowed during the month, according to Barclays indexes, delivering positive excess returns over Treasury 
securities of similar duration.
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Financial markets in January continued the relatively quiet conditions of December. 
Amid violent upheaval surrounding the arrival of a new administration in Washington, 
D.C., investors seemed to take a wait-and-see attitude. 

The stock market, as measured by the S&P 500 Index, closed the month with its worst 
weekly performance since October, settling 1 percent lower for the month. Treasury 
yields moved higher, most substantially at the long end of the curve. Compared with one 
year ago, Treasury yields are about 145 basis points (bps) lower at 1-year spot and 46bps 
lower in the 30-years range.

FIGURE 1: U.S. TREASURY YIELDS

Unlike Treasuries, municipal bond yields moved marginally during January. As a result, 
municipals maturing in four years and shorter got more expensive. But yields for 
maturities from 14 to 22 years saw little change. Similar to Treasuries, municipal bond 
yields across the curve remain significantly lower than one year ago.

Corporate bonds also exhibited little change during the month. Yields were 1bp wider. 
Corporate earnings season began and, of the first 184 companies in the S&P 500 to report, 
84 percent topped analyst expectations, far more than usual, according to Refinitiv data. 

FIGURE 2: JANUARY MUNICIPAL BOND YIELDS
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Source: U.S. Department of the Treasury 1/29/2021. 

Figure 1: U.S. Treasury Yields
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Figure 2: January Municipal Bond Yields
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Municipal Market Review January’s new issue supply totaled roughly $24 billion, according to The Bond Buyer, and 
marked its lowest level since 2018. Supply dropped more than $10 billion compared to 
the prior month and fell an estimated $8 billion versus January 2020. Taxable municipal 
bonds continued to be a strong presence, representing about 28 percent of total volume. 

Cash from maturities and coupon payments swelled during the month. This coupled 
with strong mutual fund inflows, which totaled $13.8 billion, per JP Morgan, helped fuel 
strong demand, compressing spreads and pushing ratios lower.

The slope of the municipal yield curve was broadly unchanged during the month. The 2s 
and 5s, 2s10s and 5s10s curves steepened by 3bps, 4, bps and 1bp, respectively. 

With Treasury yields increasing and municipal yields treading water, Municipal/Treasury 
(M/T) ratios were lower than one month and one year ago. Notably, the 5-year ratio 
hovered near 50 percent by month end. 

FIGURE 3: M/T RATIOS DECLINED

For January, the Bloomberg Barclays 1-10 Year Blend Index gained 0.64 percent and the 
Managed Money Short/Intermediate Index finished 0.20 percent higher. Per Barclays, 
lower-rated bonds outperformed higher-rated bonds by a wide margin. Bonds with 
intermediate maturities—5 to 15 years—outperformed shorter maturities and trailed the 
30-year bond return. 

Our outlook remains for a recovery in the economy broadly and municipal sectors 
specifically as distribution of vaccines accelerates, fiscal relief is finalized and delivered, 
and accommodative monetary policies are extended. Timing may defer broad economic 
improvements to the second half of the year. In the near-term, supportive technical 
conditions are likely to continue.

Investment grade (IG) corporate spreads widened by 1bp in January, ending the quarter 
at 97bps. BBB-rated corporate bonds, where spreads tightened, outperformed AA/A-
rated bonds, which widened, while AAA bond spreads were unchanged. Longer-term 
maturities outperformed intermediate-term bonds.

The BBG U.S. Corporate Investment Grade Bond Index fell 1.28 percent for the month. 
According to Barclays, the best-performing corporate sectors for the month were Airlines, 
Building Materials, Healthcare and Refining. The worst-performing sectors were Integrated 
Energy, Transportation Services, Wireless, Cable/Satellite and Health Insurance.
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Source: Barclays 1/29/2021. 

Figure 3: M/T Ratios Declined
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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.
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Securitized Market Review

Index-eligible IG corporate supply was more than $117 billion over the month, per 
Barclays. IG fund inflows were $30 billion, per EPFR Global. After a record year in 2020, 
we expect IG supply to decline in 2021, but for the month of January, supply and demand 
dynamics contributed to a competitive market for high-grade corporate bonds, keeping 
yield spreads narrow and prices high. 

Our view is that as the economy recovers, corporate profits rebound and markets move 
on from the extraordinary intervention of the Fed last year, fundamentals will return to 
prominence as a valuation determinant.

According to Bloomberg Barclays indexes, securitized sectors reported the following 
results in January. Agency MBS had the best month since April 2020 and produced 24bps 
of excess returns. Thirty-year conventional MBS led the way at 42bps, driven primarily by 
3 percent to 5 percent coupons. Fifteen-year conventional MBS also had a strong month, 
earning 40bps above U.S. Treasuries. The underlying bear steepener—when long-term 
interest rates increase at a faster rate than short-term rates—was a significant factor, 
as higher coupons and 15-year securities are typically shorter duration. Government 
National Mortgage Association (GNMA) securities struggled, underperforming on an 
excess return basis by 26bps. Headline risk around mortgage insurance premium cuts 
and forbearance-related buyouts were the main catalysts in the sector.

Commercial mortgage-backed securities (CMBS) and Agency CMBS (ACMBS) delivered 
47bps and 23 bps, respectively, of excess returns for January, based on their respective 
Barclays indexes.

With 17bps of excess returns for the month, ABS underperformed other securitized 
sectors. Auto loans, with a monthly excess return of 19bps, outperformed credit cards at 
13bps, according to the BBG Asset-backed Securities Index.


