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Corporate Bond 
Market Outlook

Key Drivers for the Quarter

Q1 2022

• During the fourth-quarter, messages from the Federal Reserve (Fed) turned more hawkish. Tapering of bond 
purchases that are intended to stimulate economic activity was accelerated. 

• Investment grade (IG) corporate bond issuers enjoyed a year of improving credit fundamentals. The pace of 
deleveraging may slow this year as M&A and share buybacks ramp up.

• Corporate spreads widened 7 basis points (bps) in 4Q, ending at an average option-adjusted spread (OAS) of 
92bps. Spreads are tight but opportunities can still be found.

• IG fixed-rate supply of $319 billion in 4Q was 20 percent lower year-over-year (Y/Y) while IG fund flows 
slowed to about $15 billion. We see technicals as a neutral influence entering the new year. 

• The materiality of environmental, social and governance (ESG) risks was emphasized during the year, 
especially physical and transitional risks associated with climate change that are increasingly confronting 
businesses across sectors.
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Investment Review and 
Outlook

Fed Advances Taper 
Schedule, Sets the Table 
for Long-Anticipated Rate 
Increases

Midway through 4Q, the Fed had a plan in place to complete tapering bond purchases by 
June 2022. By the end of the quarter, the plan was accelerated to end in March 2022, as the 
Federal Open Market Committee (FOMC) grew more concerned about inflationary trends.1  

While interest rates are still low, Fed policy is turning less accommodative with tapering 
and rate hikes expected in 2022. At its last meeting of the year in December, 12 out of 18 
FOMC members were on record as expecting at least three rate raises this year, up from 
September’s forecast where half of the Fed members saw at least one hike in 2022.2 

The Fed raised its inflation expectation for 2022 and lowered its gross domestic product 
(GDP) expectations.3 Still, U.S. GDP growth should be healthy over the next year, with low 
unemployment and strong wage gains. S&P 500 earnings are projected to grow by 40 
percent in 2021, decelerating to about 9 percent in 2022.4 

As the quarter progressed, corporate bond issuance slowed. IG new supply moderated in 
4Q and was well absorbed.5 IG fund flows slowed markedly in 4Q but were healthy for the 
full year.6 

A strong majority of U.S. IG rating agency actions in 2021 were positive.7 Actions may be 
more balanced in 2022. Leverage declined steadily during 2021, as cash flows rebounded.8 
The pace of deleveraging may slow next year. 

Trends in corporate actions that can be considered credit negatives: stock buybacks, 
increasing shareholder dividends, and merger and acquisitions (M&A)—all actions that 
were restrained during the pandemic—showed some signs of increasing, as 2021 closed.9

Specifically, M&A bounced back in 2021. As reported by Reuters, “Overall deal volumes in 
the United States nearly doubled to $2.61 trillion in 2021, according to Dealogic.”10 High 
cash balances suggest M&A should remain elevated in 2022.

Corporate spreads ended the year about 15bps off their tights from the summer offering 
a potential better entry point. Stable fundamentals suggest range-bound spreads and 
corporates offer value relative to other IG asset classes.

For the quarter, the total return for the Bloomberg U.S. IG Corporate Bonds Index was 0.23 
percent and excess return versus duration-matched Treasuries was negative 0.29 percent.11

We view fundamentals as modest strengths for the IG market headed into 2022.

Reflecting improved credit metrics, U.S. IG rating agency upgrades were about two-thirds 
of total actions in 2021 (See Figure 1).

Fundamentals

Strong Earnings, More 
Upgrades and Fewer 
Downgrades

US IG Upgrades                 US IG Downgrades                 Earnings Growth
Source: FactSet, Bloomberg, Moody’s, S&P and Fitch downgrade count includes U.S. investment-grade corporate bond issuers. 

Corporate earnings growth is Y/Y percent change for S&P 500 constituents. Non-Financial Index.

Figure 1: Strong 2021 Earnings Drove Improved Credit Quality
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M&A and Shareholder 
Enhancements Sped up 
in 2021

Earnings growth and credit upgrades both peaked in 2Q21. Rating actions may be more 
balanced in 2022.

Leverage declined steadily during 2021, as cash flow rebounded. The pace of deleveraging 
may slow next year.

S&P 500 earnings are projected to grow by over 40 percent in 2021, decelerating to 
about 9 percent in 2022. Supply chain, labor, and wage pressure are ESG risks that 
are expected to persist into 2022. Tense U.S. and Russia foreign relations and China’s 
economic imbalances and military buildup are additional risks. Finally, regulations in 
some sectors may shift and corporate taxes may rise.

The value of M&A, share buybacks and dividends all accelerated in the second half of 2021.

As earnings growth slows next year, and assuming rates stay low in a historical context, 
conditions for M&A appear ripe.

With stronger balance sheets and robust liquidity, shareholder enhancements should 
also continue to grow in 2022.

We view potential event risk next year as a modest weakness and a partial offset to the 
credit repair that occurred in 2021.

We see technicals as a neutral influence for the IG market entering the new year. IG fund 
flows slowed in 4Q but were healthy for the full year. IG new supply was moderate in Q4 
and well absorbed.

IG fixed-rate supply of $319 billion in 4Q was the lowest quarterly tally for 2021, although 
it was up 20 percent year-over-year (Y/Y). 

Net supply of $84 billion in 4Q was modest due to redemptions. 

IG supply of $1.7 trillion in 2021 was the second highest yearly total ever, albeit down 
from $2.1 trillion in 2020. 

Share Buybacks + Dividends (lhs)                 Global Mergers & Acquisitions (rhs)
Source: Bloomberg, Yardeni Research, Standard & Poor’s. Buyback and dividend data is for S&P 500 Index companies. M&A value 

includes completed, pending and proposed deals and is a global M&A figure. as of December 31, 2021.

Figure 2: M&A and Share Buybacks Accelerated in 2021
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Technicals

IG Supply and Demand 
Indicators Both Slowed 
in 4Q
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Net issuance (gross supply minus redemptions) was $561 billion in 2021.12 

IG fund flows of $15 billion in 4Q was 86 percent lower (Y/Y). On a year-to-date (YTD)-
basis, flows were $324 billion. Foreign inflows of $110 billion for 2021 ran at about two-
thirds the pace of the prior year.13

IG corporate primary issuance continued to see oversubscriptions with deals typically 
pricing through IPT, suggesting healthy order books relative to deal size and excess 
investor demand. We expect supply and fund flows to both slowing modestly on higher 
interest rates in 2022.

Our view on valuations is neutral, an improvement over the modest weakness they 
represented in our view entering 4Q. 

At 92bps, the IG Corporate Index OAS was 4bps tighter in 2021 and traded in a narrow 
range of 21bps from peak-to-trough.

Spreads on corporate bonds with maturities ranging from 1- to 3-years were 10bps wider, 
while spreads for 10+-year bonds were 5bps tighter in 2021, creating buying opportunities 
at the short-end. 

Corporate bonds rated AAA, AA, and A, widened by 6bps, 5bps, and 7bps, respectively, 
and BBB-rated bonds widened by 10bps in 4Q.14 BBB-rated bonds offer selective value 
across the curve, but quality spreads are still tight and credit picking is crucial. 

Gross Issuance            Redemptions            Net Issuance            Fund Flows            Foreign Flows
Source: Barclays Research, CreditSights, Citi Velocity, US Treasury, Wells Fargo, EPFR as of December 31, 2021.

Figure 3: IG Fixed-Rate Bond Supply and Fund/Foreign Flows
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BOND SUPPLY AND FUND/
FOREIGN FLOWS

Valuations

IG Corporate Spreads Finish 
2021 Marginally Tighter 
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Figure 4: Spreads are Tight but Opportunities can be Found
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ESG Spotlight

Stable fundamentals and neutral technicals suggest rangebound spreads, but we expect 
some volatility related to Fed hikes as we look out into 2022.

The COP26 global climate conference, efforts of non-governmental organizations to bring 
greater consistency to ESG reporting, and initiatives related to reporting requirements 
related to human capital issues kept the focus on material ESG factors during 4Q. 

While the Glasgow Climate Pact agreed to at COP26 included new commitments to 
reduce greenhouse gas emissions, most agree more must be done and quickly. Our 
Chief Investment Officer Oggie Sosa shared his views on the COP26 outcomes in our 
recent ESG Newsletter. His commentary is here https://www.breckinridge.com/insights/
details/cop26-marks-progress-and-highlights-more-work-ahead-on-climate-change/.

Globally, efforts to increase, codify, and bring consistency to ESG disclosures advanced 
during 2021. Director, ESG Research Rob Fernandez, CFA, reviewed developments in 
this article https://www.breckinridge.com/insights/details/updated-global-esg-reporting-
standards-move-toward-more-consistency/.

Several members of the corporate bond research team shared their thoughts on recent 
legislative and regulatory initiatives related to ESG issues, with particular attention 
to human capital issues, in this article https://www.breckinridge.com/insights/details/
regulatory-and-legislative-reporting-initiatives-target-better-esg-disclosure/.

As the year closed, issuance of green, social, sustainable, or sustainability-linked bonds 
to finance ESG-related progress reached a new record.15 The increase matched strong 
demand from investors for ESG debt addressing climate risks, social concerns such as 
inequality or health equity, and corporate governance issues. Market observers expect 
demand for and issuance of bonds to finance progress on addressing ESG risks to 
continue in the new year.

https://www.breckinridge.com/insights/details/cop26-marks-progress-and-highlights-more-work-ahead-on-climate-change/
https://www.breckinridge.com/insights/details/cop26-marks-progress-and-highlights-more-work-ahead-on-climate-change/
https://www.breckinridge.com/insights/details/updated-global-esg-reporting-standards-move-toward-more-consistency/
https://www.breckinridge.com/insights/details/updated-global-esg-reporting-standards-move-toward-more-consistency/
https://www.breckinridge.com/insights/details/regulatory-and-legislative-reporting-initiatives-target-better-esg-disclosure/
https://www.breckinridge.com/insights/details/regulatory-and-legislative-reporting-initiatives-target-better-esg-disclosure/
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CORPORATE TRENDS DASHBOARD 
Key Drivers: The Economy Has Strengthened but the Pace of Recovery Has Slowed and Inflationary, Interest-Rate, and 
Fiscal and Monetary Policy Headwinds Exist

TRENDS Weakness Strength

Economy X U.S. GDP growth is expected to remain healthy over the next year with low unemployment and strong wage gains.

Financial Leverage X Leverage declined steadily during 2021 as cash flow rebounded. The pace of deleveraging may slow next year.

Operating Trends X S&P 500 earnings are projected to grow by 40 percent in 2021, decelerating to about 9 percent next year.

Central Bank Policy X While rates are still low Fed policy is turning less accommodative, with tapering and rate hikes expected in 2022.

Rating Trends X U.S. IG rating agency upgrades were about two-thirds of actions in 2021. Actions may be more balanced in 2022.

Supply/Demand X IG fund flows slowed in 4Q but were healthy for the full year. IG new supply was moderate in 4Q and well absorbed.

Valuations X Spreads are 15bps off their tights, offering a better entry point. Corporates offer value vs other IG asset classes.

Geopolitical Risk X Tense U.S. and Russia foreign relations and China’s economic imbalances and military buildup are risks.

Event Risk X Merger activity bounced back in 2021 and high cash balances suggest M&A should be elevated in 2022.

Management/ESG X Supply chain, labor and wage hikes are risks and management may refocus on shareholder enhancements.

Regulatory X Regulations in some certain sectors may shift under a Biden administration and corporate taxes may rise.

Sources: Breckinridge Capital Advisors, Barclays, Bloomberg, Bureau of Economic Analysis, FactSet, Rating Agencies. 
As of December 31, 2021 unless otherwise indicated.
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Sources: Bloomberg, Fed Flow of Funds.
*Note: Quarterly figures are seasonally adjusted annual rates.
** The Bloomberg Barclays U.S. Corporate Bond Index is an unmanaged market-value-weighted index of investment-grade corporate fixed-rate debt issues with maturities of 
one year or more. You cannot invest directly in an index.

 As of 12/31/21 OAS Change (bps)

 Yield to Worst (%) OAS (bps) Month to Date Quarter to Date Year to Date

Bloomberg U.S. Corporate Index 2.33 92 -7 8 -4

Corporate Credit Curves

Corporate 1-3 Year 1.12 42 -9 10 7

Corporate 1-5 year 1.42 50 -8 6 3

Corporate 5-10 year 2.29 89 -8 9 0

Corporate 10+ year 3.10 130 -6 8 -11

Corporate Quality Spreads

AAA Corporate 2.09 53 -10 6 -1

AA Corporate 2.02 57 -7 5 -1

A Corporate 2.11 74 -6 7 1

BBB Corporate 2.55 113 -7 10 -8

Corporate Sector Spreads

Banking 1.57 65 -1 -12 -7

Basic Industry 3.57 152 -20 -2 -33

Capital Goods 3.05 104 -11 -3 -38

Communications 3.49 139 -19 -11 -44

Consumer Cyclical 3.09 111 -15 -8 -43

Consumer Non-Cyclical 3.18 114 -15 -7 -33

Energy 3.49 144 -15 1 -44

Insurance 2.49 99 -5 10 -6

REITS 2.25 91 -4 5 -16

Technology 2.21 81 -8 9 6

Transportation 2.52 98 -6 5 -17

Utility 2.62 107 -1 11 1

Supply/Demand ($Billions)

3Q21* 3Q20* 2020 2019 2018

Net Corporate Supply 940 -12 923 399 366

Net Purchases (Foreigners) -283 33 181 156 -60

Net Purchases (Funds) 155 510 425 52 190

Net Purchases (Households) 583 -989 31 40 94

Net Purchases (Insurance) 293 249 199 138 145

Net Purchases (Other) 192 185 87 13 -3

Net Purchases (Other) 105 25 -24 -56 -59

STATISTICAL SUMMARY
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3. Ibid.
4. FactSet Earnings Insight, December 17, 2021.
5. Barclays Research, US Investment Grade Corporate Update, January 3, 2022.
6. Wells Fargo Securities, EPFR/Informa Business, January 3, 2022. 
7. Moody’s, S&P and Fitch rating actions, US Investment Grade Corporate Issuers, December 31, 2021.
8. Bloomberg Intelligence, Investment-Grade Fundamentals: 3Q21, November 23, 2021.
9. Yardeni Research Inc, Corporate Finance Briefing, December 21, 2021.
10. Reuters, Global M&A Activity Smashes All-Time Records to top $5 Trillion in 2021, December 20, 2021.
11. Bloomberg US Corporate Bond Index, December 31, 2021.
12. Barclays Research, US Investment Grade Corporate Update, January 3, 2022.
13. Wells Fargo Securities, EPFR/Informa Business, January 3, 2022.
14. Barclays Research, US Investment Grade Corporate Update, January 3, 2022.
15. Reuters, Global Sustainable Bonds See Record Issuance in Jan-Sept 2021, October 12, 2021.

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”). Bloomberg or Bloomberg’s licensors, 
own all proprietary rights in the Bloomberg Indices. Bloomberg does not approve or endorse 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. The Standard & Poor’s 500 (S&P 500) is an unmanaged group of securities considered to be representative of the stock market in 
general. It is a market value weighted index with each stock’s weight in the index proportionate to its market value.
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