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CORPORATE BOND MARKET OUTLOOK

INVESTMENT OUTLOOK
Adjusting to post-COVID expectations.

We opened our year-end IG corporate bond market review 
by noting that 2019 delivered its highest total return in a 
decade (14.5 percent, per Barclays). Considering that, it 
seemed to us that 2020 might be a market more suited for 
clipping coupons than capturing significant further upside. 
Spreads were below 100 basis points (bps). Interest rates 
appeared rangebound. A reasonable expectation was for IG 
corporates to generate modestly positive total and excess 
returns in 2020.

Reasonable expectations were redefined by the social and 
economic retreats that COVID-19 forced on worldwide 
markets. While economic growth was on solid footing as late 
as February, for the balance of 2020 the economic outlook will 
be shaped largely by the ability of the medical community to 
arrest spread of COVID-19 and develop effective therapeutics 
to treat those who are infected. U.S. GDP is expected to show 
a modest decline in Q1 and turn materially negative in Q2 as 
effects of the coronavirus impact demand.

The Fed and Congress have responded to the market turmoil 
in greater measure and more quickly than during the GFC in 
2007-2008. The dimensions of demand destruction will vary 
across industries, but stimulative policies and low global 
interest rates should be supportive of longer-term corporate 
performance after a wrenching adjustment. 

On March 17, 2020, the Fed announced actions that we 
consider to be strengths for corporate bonds (See our 1Q20 
Corporate Trends Dashboard at the end of this update). It 
reinstituted the GFC-era Zero Lower Bounds federal funds 
interest rate policy and reset the current fed funds rate 
range to 0 to 25bps in March. 

The Fed also relaunched a Commercial Paper Funding 
Facility (CPFF) through which it will buy 3-month bonds 
from companies with strong credit ratings to help those 
firms retain workers and handle operating costs. The Fed 
also will purchase IG bonds with maturities of 5 years or 
less directly from issuers through the Primary Market 
Corporate Credit Facility (PMCCF) or in secondary markets 
through the Secondary Market Corporate Credit Facility 
(SMCCF). Also, the Fed will make loans to corporations 
secured by collateral. Details on monetary and fiscal 
responses are provided later in this review.

While the Fed is supportive, corporate profits and balance 
sheets are clearly at risk. We expect credit downgrades by 
the rating agencies, which is common during recessions.

FUNDAMENTALS
Profits likely to fall, leverage likely to rise.

Earnings growth is expected to be negative 11 percent 
year-over-year in Q1 and then materially negative in Q2 as 
the coronavirus sharply reduces economic demand, per 
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• As the world adjusted to the economic effects of COVID-19, market actions in March rivaling those experienced 
during the global financial crisis (GFC) dominated U.S. investment grade (IG) corporate bond market 
performance in the first quarter.

• Corporate earnings and economic growth projections were materially lower due to demand destruction caused 
by social distancing and quarantine strategies aimed at controlling spread of the virus.

• Market sentiment turned more positive at quarter end due to massive policy responses from the Fed and Congress.
• From a market technical perspective, IG corporate supply was a record high. Issuers sought to close short-term 

debt by issuing new bonds at still-favorable financing rates. IG bond fund flows were sharply negative in March.

KEY DRIVERS FOR THE QUARTER
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Bloomberg, based on consensus estimates for the S&P 
500 Index.

Looking back at prior market shocks may provide context 
for current conditions. Corporate debt leverage increased 
in past periods of economic contraction, as earnings before 
interest, taxes, depreciation and amortization (EBITDA) tend 
to drop faster than debt obligations.

Looking at the past three U.S. recessions, we observe that 
average leverage moved up 0.5 times, peak-to-trough. 
Assuming a 25 percent decline in EBITDA and a 5 percent 
rise in debt in FY 2020, leverage may move from 3.0 times 
at FY 2019 to 4.25 times at FY 2020. Presuming economic 
recovery in FY 2021, leverage may decline on modest debt 
reduction and EBITDA growth.

FIGURE 1: PEAK-TO-TROUGH CHANGE IN LEVERAGE 
DURING RECESSIONS

Balance sheets will be a focus for corporations.

U.S. corporate cash flow is expected to decline in FY 2020 
due to reduced demand. Issuers can take steps to mitigate 
the potential for financial stress to negatively affect 
their credit ratings. For example, reductions in capital 
expenditures (capex), halts on share buybacks and some 
dividend cuts can be partial offsets for preserving liquidity 
and financial strength. 

FIGURE 2: DECLINE IN CASH FLOW TO DRIVE REDUCTION 
IN CASH USES

 

Ratings downgrades seem likely, but IG default risk 
remains low, in our view.

As they adjust their economic and sector outlooks, rating 
agencies have begun to downgrade IG issuers, consistent 
with prior periods of contraction. Moody’s Investors Service 
revised its outlook on the U.S. IG corporate market from 
stable to negative in March 2020, implying continued 
pressure on agency credit ratings.

Rating agency downgrades historically spike higher in 
periods of economic contraction. We expect this period 
will be no different. According to CreditSights, year-to-
date U.S. IG corporate credit downgrades occurred across 
the quality spectrum. In March alone, $235 billion of 
corporate debt from 32 U.S. IG issuers was downgraded 
and migrated across rating tiers—three times the amount 
of debt and number of issuers downgraded in February 
2020. Barclays reported that March 2020 saw the highest 
monthly volume ever of fallen angels—downgrades from 
IG to speculative grade.

TECHNICALS
Supply-demand trends may remain unbalanced.

Technical trends in the IG corporate bond market during 
the first quarter were negative. Investor sentiment caused 
high redemption levels in IG funds, driving negative flows. 
Meanwhile, IG supply ran at a record clip as issuers sought 
to raise cash to close out commercial paper debt. 

IG mutual funds saw net outflows for the quarter, 
marking three consecutive weeks during March of record 
outflows, per ICI. Heavy IG corporate supply was $519 
billion in the quarter, up by 50 percent year-over-year, per 
Bloomberg estimates. 

During the last full week of March, the market saw record-
high IG corporate supply with $110 billion pricing, according 
to Bloomberg. The fact that the market could still price that 
volume of deals demonstrates the breadth and diversity 
of the IG buyer base. The insurance industry and other 
nontraditional buyers, including a strong foreign bid, helped 
drive demand.

VALUATIONS
IG spreads reached post-crisis wides in March.

By the end of the first quarter, IG corporate bond spreads 
were 272bps, up from 93bps at year-end 2019. Not 
surprisingly, spread widening varied across the quality 
spectrum, showing favor to higher-rated issues.
Spreads for bonds rated AAA, AA and A widened by 70bps, 

Total Debt/EBITDA*            Peak-to-Trough Change in Leverage

*Calculation weights each non-Financial issuer’s gross leverage by the market value of its bonds in the Barclays U.S. IG Corporate Index. 
Source: Barclays Credit Research, as of March 18, 2020. 2020 estimate uses average peak-to-trough earnings decline over the past seven 

recessions or bear markets as a proxy for assumed EBITDA decline, Barclays and Breckinridge Capital Advisors. 2021 estimate uses 
consensus sales and earnings growth, per Bloomberg, as of March 31, 2020. 

Figure 1: Peak-to-Trough Change in Leverage During Recessions
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Figure 2:  A Decline in EBITDA May Prompt Cuts in Capex and 
Shareholder Enhancement Activities
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114bps and 141bps, respectively, during the first quarter, 
while spreads for BBB-rated bonds were 232bps wider, as 
shown in the chart IG Corporate Spread History.

FIGURE 3: IG CORPORATE SPREAD HISTORY 

 
Flatter, briefly inverted credit curves in March.

Corporate bonds with maturities of 10 years and longer 
typically offer higher spreads than bonds with 1- to 5-year 
maturities. The slope of the credit curve is normally positive, 
reflecting added compensation for credit and rates risk. 

Liquidity stress in short-term markets during the first 
quarter pushed spreads on 1- to 5-year bonds above those 
of bonds at 10 years and longer. The condition created 
opportunities to purchase intermediate maturity bonds at 
more attractive valuations than in recent history.

FIGURE 4: IG CORPORATE MATURITY CURVES

CONSIDERING ESG IN THE TIME OF 
CORONAVIRUS.

The COVID-19 pandemic presents financial and operational 
challenges for corporate bond issuers. Integrating key 
environmental, social and governance (ESG) factors into 
credit quality assessments can provide valuable insights, 
especially during times of stress.

The decisions made by corporate leaders as overseen by 
their Board of Directors may reveal important information 
about preparedness and resiliency in the near term, and 
commitment to sustainable operations over the long term. 

Please see, COVID-19 Crisis, Corporate Bonds and ESG 
Implications.

FISCAL POLICY

We view fiscal stimulus provided through the Coronavirus 
Aid, Relief, and Economic Security (CARES) Act in 
combination with Fed conduits for monetary support (e.g. 
PMCCF, SMCCF, CPFF) as positive for IG corporate bonds. 
The portion of aid earmarked for corporates is $500 billion. 
Of that, $25 billion is carved out for airlines and $17 billion 
is for businesses deemed critical for maintaining national 
security, which may include defense firms.

In our view, term restrictions on loans may mean the 
fiscal stimulus may be more geared toward and helpful 
for businesses with weaker access to capital, such 
as speculative grade issuers and small to midsized 
enterprises. Collateralized Fed loans may be a better fit for 
high yield companies, since fewer of them pay dividends or 
buy back stock. Because bank lines are typically secured—
unlike IG companies, which are usually unsecured—they 
may be a better fit for speculative grade issuers.

Please see Breckinridge Update: Bond Markets, Stimulus and 
a View Ahead.

AA            A            BBB
Source: Bloomberg Barclays Indices, as of March 31, 2020.

Figure 3: IG Corporate Spread History 
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Figure 4: IG Corporate Maturity Curves
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https://www.breckinridge.com/insights/details/covid-19-crisis-corporate-bonds-and-esg-implications/
https://www.breckinridge.com/insights/details/covid-19-crisis-corporate-bonds-and-esg-implications/
https://www.breckinridge.com/insights/details/breckinridge-update-bond-markets-stimulus-and-a-view-ahead/
https://www.breckinridge.com/insights/details/breckinridge-update-bond-markets-stimulus-and-a-view-ahead/
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CREDIT TRENDS DASHBOARD 
 
In our 1Q20 Corporate Trends Dashboard, we capture our views of key drivers during 2020 of IG corporate credit including 
fiscal/monetary stimulus and attractive valuations as offset by a weak economy and operating trends.

TRENDS Weakness Strength

Central Bank Policy X Target FF rate is 0-25bps; the Fed is buying IG bonds including corporates and providing liquidity to borrowers in funding markets.

Regulatory X The coronavirus crisis may provide regulatory relief through fiscal stimulus, funding assistance, tax holidays and looser regulations.

Management/ESG X Issuers that effectively manage their finances, human capital and supply chains through COVID-19 will be well-positioned in a recovery.

Valuations X IG spreads at +272bps are wider than in any recession outside of the financial crisis; wide spreads provide carry and high break-evens.

Event Risk X Merger activity and event risk is expected to fall sharply as companies grapple with the coronavirus and a sharp drop-off in demand.

Supply-Demand X Issuers raised cash pushing up IG supply to a record in Q1 (+50% y/y); Fund flows turned negative although the Fed will be buying IG.

Financial Leverage X EBITDA growth is expected to decline more than offsetting reductions in capex, dividend cuts and halts in share buyback activities. 

Geopolitical Risk X Tariffs among major trading partners negatively impact global growth and stability. Coronavirus fallout may further strain relations.

Economy X U.S. GDP growth is expected to show a decline in Q1 and turn materially negative in Q2 as effects of the coronavirus impact demand.

Operating Trends X S&P 500 Index earnings growth is expected to be -11% y/y in Q1 and negative in Q2 as coronavirus sharply reduces economic demand.

Rating Trends X The demand shock of the coronavirus and supply chain issues are expected to drive increased negative agency credit ratings actions.

Source: Breckinridge Capital Advisors, Barclays, Bloomberg, as of March 31, 2020, unless otherwise indicated.
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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.

Sources: Bloomberg Barclays Indices, Fed Flow of Funds. *Note: Quarterly figures are seasonally adjusted annual rates. Seasonal adjustments are made to remove the 
seasonal components of time series graphs.

 As of 03/31/20 OAS Change (bps)

 YTW (%) OAS (bps) MTD QTD YTD

Bloomberg Barclays U.S. Corporate Index 3.43 272 149 179 179

Corporate Credit Curves

Corporate 1-3 Year 2.91 261 199 218 218

Corporate 1-5 year 3.00 265 191 212 212

Corporate 5-10 year 3.38 277 159 188 188

Corporate Quality Spreads

AAA Corporate 2.10 122 46 70 70

AA Corporate 2.30 163 89 114 114

A Corporate 2.81 211 115 141 141

BBB Corporate 4.24 353 199 232 232

BBB-A Corporate 1.43 142 84 91 91

Corporate Sector Spreads

Basic Industry 4.04 329 162 197 197

Capital Goods 3.23 254 148 171 171

Communications 3.39 257 114 148 148

Consumer Cyclical 3.52 286 157 193 193

Consumer Non-Cyclical 3.04 229 112 136 136

Energy 5.57 483 304 355 355

Financial Institutions 3.29 268 161 188 188

Technology 2.77 209 107 135 135

Transportation 3.64 279 154 183 183

Utility 3.42 254 138 157 157

Supply/Demand ($Billions)

4Q19* 4Q18* 2019 2018 2017

Net Corporate Supply 138 43 477 345 601

Net Purchases (Foreigners) 34 -183 113 -12 332

Net Purchases (Funds) 548 -330 335 229 275

Net Purchases (Households) -428 424 -116 -5 -29

Net Purchases (Insurance) 72 224 137 145 81

Net Purchases (Other) -88 -92 8 -12 -58

STATISTICAL SUMMARY


